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Overview

Failure is often portrayed as the antithesis of success, a mark of shame, a reason to
give up. This widespread narrative, however, is not only misleading but fundamentally
flawed, especially for those navigating the uncertain environment of startups. What if
failure were not merely a risk to be avoided, but a critical component of the
entrepreneurial journey? What if embracing and learning from failure were the fastest
route to innovation and success?

The reality is that not all failures are created equal. Just as investments vary in risk and
return, and growth occurs in distinct phases, failures differ in form, cause, and
consequence. Treating all failures the same is akin to using a hammer for every
carpentry task—inefficient, and often destructive.

To truly harness the power of failure, we turn to the insightful work of Dr. Amy
Edmondson, a Harvard Business School professor renowned for her research on
psychological safety and organizational learning. Edmondson offers a practical
framework that not only categorizes failures but also provides a lens through which
they can be understood, analyzed, and leveraged for growth. Her perspective shifts
the focus from stigmatizing errors to extracting value from them. This is not a call to
celebrate every misstep but rather to recognize the hidden potential in
well-intentioned setbacks.

Defining Failure

Dr. Amy Edmondson defines failure as a “deviation from expected and desired

outcomes.” However, her key contribution lies in her rejection of failure as a single or
isolated concept. Instead, she emphasizes the importance of differentiating between
types of failure, especially in environments that prioritize innovation and exploration.

Failure vs. Error

Edmondson makes a crucial distinction between a failure and an error. An error refers
to an unintentional deviation from a known standard or established
process—essentially, a mistake. A failure, on the other hand, encompasses any
undesirable outcome and may or may not stem from an error. Significantly, intelligent
failures are not errors, as they occur in situations where there was no way to know in
advance that a chosen approach would not work.



The Importance of Context

The context in which failure occurs is vital. In predictable, routine settings—such as a
well-established production line—failures are mostly avoidable and highly
undesirable. In contrast, in uncertain or novel environments, such as scientific
research or startup innovation, certain failures are inevitable and, indeed, necessary
for learning and growth.

Not All Failure is Good—But Some is Essential

Contrary to the common misconception, Edmondson does not advocate for
celebrating all failures. She explicitly argues for minimizing preventable failures and
mitigating complex failures. However, she strongly supports intelligent failures—those
that occur during well-designed experiments in new territory—as essential for
innovation. A lack of such failures may indicate that an organization is not taking
sufficient risks or venturing into unexplored areas. In essence, Edmondson redefines
failure from a purely negative outcome to a potential source of insight and progress,
especially in dynamic, uncertain environments.

The Context of Failure: A Paradigm Shift

For many, failure evokes images of bankruptcy, public embarrassment, or irreparable
setbacks. While such outcomes are possible, most entrepreneurial failures are far
more nuanced. In the startup ecosystem, failure often manifests as a feature that no
one uses, a campaign that falls flat, or a partnership that dissolves. These are not
signs of incompetence but rather valuable data points.

The key question is: What kind of environment are you operating in? If it’s a highly
predictable system with known variables, failures signal breakdowns in execution. If
it's a fluid, exploratory environment—like a startup tackling a new market—then failure
is part of the innovation process. In this space, failure is not a flaw—it’s a feature. To
innovate, you must learn to fail intelligently.



Three Levels of Failure

Edmondson identifies three distinct types of failure, each with different implications
for learning and innovation.

1. Preventable Failures

These occur in known contexts with established processes and are often the result of
human error, inattention, or lack of training. In startups, preventable failures might
include:

A software product launched with a critical, untested bug.
A food delivery service that consistently misroutes orders due to inadequate
training.

e A SaaS company'’s servers crashing due to neglected updates.

These failures are avoidable through discipline, quality control, and robust systems.
They are frustrating but relatively easy to address.

2. Complex Failures

These arise from the interaction of multiple factors in moderately familiar but
inherently complex systems. A cascading system failure during a major flash sale,
caused by unexpected traffic, faulty queries, and third-party issues, is a classic
example. In startups, complex failures might include:

e Adirect-to-consumer (DTC) brand facing logistics breakdowns during rapid
scaling due to global disruptions and internal misalignments.

e A fintech app experiencing a data breach due to a chain of minor configuration
errors.

e A hardware component (intermediate product) failing in the market despite
passing lab tests, due to unanticipated environmental variables.

While these failures are not desirable, they reveal systemic vulnerabilities and prompt
critical organizational learning.



3. Intelligent Failures

This category is the most valuable for entrepreneurs. Intelligent failures occur during
informed experiments in new, uncertain contexts. They are characterized by:

Operating in uncharted territory.
Pursuing a meaningful goal.

Being guided by a clear hypothesis.
Being designed to minimize cost and risk.

Examples include:

e Dropbox’s early MVP: A simple explainer video tested user interest before
building the product—an intelligent success. Had it failed, it would still have
offered critical insights at low cost.

e Quibi’s short-form video model: While the venture failed, the premise was an
intelligent experiment. Its downfall stemmed from inadequate iteration, not
flawed ambition.

e Biotech trials: Years of research might culminate in a drug that fails efficacy
tests. Yet the knowledge gained informs future breakthroughs.

e Airbnb’s cereal venture: A failed attempt to generate revenue during lean
times. It didn’t become the core business, but taught lessons about resilience,
marketing, and team dynamics.

Four Characteristics of Intelligent Failures

According to Edmondson, a failure is intelligent only if it meets four criteria:

1. It occurs in new territory

The endeavor explores unknown domains with no established protocols. An intelligent
failure occurs when you are exploring uncharted waters, attempting something
genuinely novel where there isn't a pre-existing "recipe” or established best practice.
You are operating beyond the boundaries of what is already known and proven.
Example: Imagine a startup trying to build the first commercially viable quantum
computer. Every step of this journey, from designing new materials to developing
algorithms, is in "new territory." If a specific experimental setup for a quantum
entanglement process fails to produce the expected results, it's an intelligent failure
because no one knows for sure what will work, and the failure provides valuable data
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about what doesn't work in this novel domain. It's not a failure to follow an existing
manual; it's a failure of a hypothesis in an unexplored scientific or technological field.

2. It pursues a meaningful goal

The effort aims to solve a real problem or test a significant hypothesis. The
experiment leading to the failure must have a clear, meaningful objective. You're not
just messing around aimlessly; you're trying to achieve a specific outcome, solve a
particular problem, or discover a new solution. The failure is a byproduct of a
purposeful effort. For instance, a pharmaceutical startup is developing a new drug to
treat a rare disease. They conduct a clinical trial for a specific compound, hoping it
will show efficacy. If the trial yields negative results, it's a failure. However, since the
trial was meticulously designed and executed with the clear goal of finding a cure, the
failure is intelligent because it tells them that this specific compound or this specific
mechanism isn't the answer, guiding their next steps in drug discovery.

3. It is hypothesis-driven

The failure results from a well-informed experiment, not a random guess. Intelligent
failures are not random guesses. They are the result of a thoughtful, informed
experiment based on a clear hypothesis. You've done your homework, gathered
existing knowledge, formulated an educated guess about what might work, and then
designed a test to validate or invalidate that hypothesis. For example, a mobile app
startup wants to improve user engagement. They hypothesize that adding a gamified
reward system will increase daily active users. They design an A/B test, implementing
the gamification for half their user base and observing the results. If, after a set
period, the gamified version shows no significant increase in engagement (or even a
decrease), the experiment has failed to prove the hypothesis. This is intelligent
because it was based on a specific idea (hypothesis) and provided clear data to
refute it, informing future feature development.

4. Itis as small as possible

The risk and cost are minimized while maximizing potential learning. The experiment
should be designed to yield maximum learning with minimum resource outlay, risk, and
impact. You want to "fail fast and fail cheap." This means prototyping, running small
pilots, or testing on a limited scale before committing significant resources to a
potentially flawed idea. For example, before launching a full-scale, country-wide
delivery subscription service, a startup decides to test the concept with a small pilot
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program in a single city. They curate a few hundred boxes, run targeted ads, and
collect feedback from a limited number of subscribers. If the pilot reveals issues with
supply chain, customer acquisition costs, or product-market fit that make the model
unviable, this failure is "small" because it prevented a much larger, more expensive
failure down the line. The cost was contained, but the learning was profound.

By adhering to these four criteria, organizations and individuals can transform
disappointing outcomes into valuable learning opportunities that fuel innovation and
long-term success. It's about being deliberate and scientific in your approach to
tackling uncertainty.

Cultivating a Culture of Intelligent Failure

For young entrepreneurs, the lesson is clear: failure is inevitable, but not all failures
are equal. A sophisticated response to failure includes:

¢ Eliminating preventable failures: Invest in training, systems, and protocols to
avoid careless mistakes.

e Learning from complex failures: Conduct in-depth, blame-free postmortems
to uncover root causes.

e Embracing intelligent failures: Design experiments to be small, fast, and
insightful. Frame setbacks as learning opportunities, not personal
shortcomings.

Create an environment where your team is empowered to test ideas, learn quickly, and
iterate without fear of blame. Ask: What did we learn? instead of Who made the
mistake? As a young entrepreneur, you are a pioneer, navigating uncharted terrain.
You will stumble. You will fall. But by mastering the art of intelligent failure, you convert
missteps into momentum and setbacks into stepping stones. Your greatest successes
will often be built upon the foundations of your most insightful failures.
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