Lecture 1
What is entrepreneurship?
“Entrepreneurship is the process by which opportunities to create future goods and services are discovered, evaluated and exploited.”
“Entrepreneurial activity is enterprising human action in pursuit of the generation of value, through the creation or expansion of economic activity, by identifying and exploiting new products, processes or markets.”
“Entrepreneurship is the dynamic process of creating incremental wealth. The wealth is created by individuals who assume the major risks in terms of equity, time and career commitment or provide value for some product or service. The product or service may or may not be new or unique, but value must somehow be infused by the entrepreneur by receiving and locating the necessary skills and resources.”
“The process of creating something new and assuming the risks and rewards.”
“The pursuit of opportunity without regard to resources currently controlled.”
An entrepreneur is “someone who perceives an opportunity and creates an organization to pursue it.”

Themes of Entrepreneurship
Focus on:
- discovery of new opportunities
- pursuit and exploiting of these opportunities
- acquiring/reorganizing resources not currently at hand
- ambiguous outcomes; accepting risk of failure
- creating new organizations
Four Aspects:
- creation of new value
- devotion of necessary time and effort
- assumption of necessary risk
- expectations of rewards
Intrapreneurs
- behave like entrepreneurs inside of existing organizations
- create new value and assume risk like entrepreneurs
- differences: they answer to bosses, work within org structures, risk and rewards are limited to their job, have access to corporate resources that reduce risk, don’t create corporate culture
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Intrapreneurs
- behave like entrepreneurs inside of existing organizations
- create new value and assume risk like entrepreneurs
- differences: they answer to bosses, work within org structures, risk and rewards are limited to their job, have access to corporate resources that reduce risk, don’t create corporate culture
- a form of corporate venturing, when presented with an internal opportunity...an alternative to joint ventures or spinoffs

Big Five Personality Traits of successful entrepreneurs:
Positively linked
- conscientiousness
- openness to experience
Inconsistently linked
- agreeableness
- emotional stability
- extraversion

Biases in decision making of entrepreneurs:
1. Overconfidence
a. Failure to know limits of knowledge
2. Illusion of control
a. Overemphasis in one’s ability to control and predict outcomes of uncontrollable events
3. Representativeness
a. Willingness to use small non random samples to generalize and draw firm conclusions
4. Planning fallacy
a. Failure to consider past experiences in predicting future outcomes, leading to over optimism
5. Self serving
a. Attributions of positive outcomes to internal causes; and negative outcomes to factors outside ones control
- This is important because cognitive biases, rather than personality types better explain why entrepreneurs take action with opportunities when others do not (ie entrepreneurs appear to be major risk takers, however the cognitive explanation is they cannot view risk as others do; agents of change because they reject the past; planning fallacy)

Types of Entrepreneurs:
Craftspeople
- 60% of all small business owners
- derive their sense of self worth from their mastery of a craft or trade
Freedom Fighters
- 30% of all small businesses
- prime motivation is simply being in business for themselves
Mountain Climbers
- 10% of all small businesses
- growth oriented owners who are motivated almost solely by achievement

Reasons Entrepreneurs start businesses of their own:
Achieve sense of accomplishment
Be their own boss
Have an element of variety and adventure
Make better use of their training and skills
Able to adapt their own approach to their work
Be challenged by new opportunities

The Down Side:
1. 20% of new businesses fail in their first year
2. On average, a company will be in business for 6 years
3. Only 30% last for 10 years
4. 55% of small business owners work >50 hours per week
5. Only half took 1 week vacation in last 3 years

Teams and Creativity
Breadth of an individual: generalizable skills, ability to collaborate (how well you work with others)
Depth of an individual: core competencies (what you can do)
Brainstorming:
- an activity designed to bring out a large number of alternatives
- breaks down barriers to creativity
	- inhibition (fear of sounding silly)
	- tunnel vision (too narrow focus)
	 -premature idea selection
Process: 
- set boundaries of objectives
	- generate as many ideas as possible without filtering them
	- build on each others ideas
	- take notes
	- no criticism, no such thing as a bad idea!
Creating a team environment:
1. Support (new ideas encouraged)
2. Tolerance for failure (no penalty)
3. Autonomy (personal freedom to pursue ideas and solutions)
4. Time allowed (not too little nor too much)
5. Rewards (peer, professional, not $)
6. Scope (defined, not too broad)
7. Diversity (access to other perspectives)
8. Inobtrusive management (not micromanagement)
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Idea – any conception existing in the mind as a result of mental understanding, awareness, or activity
	- a thought, conception or notion
Want – to desire greatly, wish for
Need – something that is required
Opportunity – a favourable or advantageous circumstance
	Two essential components: customer pain point (need/want), and an idea
Customer pain point
- describe unmet desires of current customers within existing markets
- are what we experience every day
- are what entrepreneurs most often act upon when others don’t
- are essential – the first and strongest supporting argument of any opportunity
Idea + need = opportunity
idea + want = possible opportunity
idea + no clear want/need = idea
Ideas are market sourced (customers) or industry sourced (producers)

Sources of change in external environment:
Political issues
Current economics
Social trends
Current and near future state of technology
Environmental concerns
Legal and regulatory issues
If something is changing there is an opportunity!
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Scanning for ideas:
- fresh eyes thinking
     - why does it have to be this way?
     - how might we do this differently?
- jobs to be done thinking
     - think of job you are hiring something to do, and ask why you are hiring it... 
     - you are buying a hole in the wall, not a drill
- thinking like a traveler
- reverse associations
     - one of the most effective methods for generating new ideas
     - take a traditional product or service and flip around its perceived associations to create opportunity
     - ex: luxury = expensive, exclusive, guilty; reverse = affordable luxury, luxury for everyone, no guilt
We sell the benefits of a product or service not the product or service itself
If a feature does not give a benefit to the end user then the feature is useless
- be careful not to create ideas around useless features

Customers vs Consumers
- The customer buying your product/service is often not the end user or consumer
- entrepreneurs need to satisfy the need of both groups to create a sellable product
- the benefits (not features) must be clearly apparent to both
Customer Profiling
We segment potential customers to identify common needs/wants, buying preferences
Three ways to define market segments:
1. Who the customers are (demographics)
a. Key personal characteristics of a group of people (age, sex, education, etc)
2. Where the customers are (geographics)
3. How customers behave (psychographics)
a. Process of segmenting population by lifestyle/values (where they eat, activities)
Business to consumer (end user profile):
      - if your customer is a consumer your customer profile will require demographics or psychographics
Business to business (profile):
     - many small businesses offer their services or products (often on contract) to other businesses
     - these supply chain companies need a profile that is based on business or company information
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Blue Ocean Strategy:
*Focus on non customers

- make the competition irrelevant
- create and capture new demand
- differentiate low cost and more unique value
- you have 100% market share
Red Ocean Strategy:
*Focus on current customers
- Basis of most industry competition is price
- Strategy for new products, to win you must:
    - pick a promising market
    - differentiate either with low cost or more value at higher cost point
    - compete furiously to wrest market share

What is Innovation?
“Process by which organizations use their skills and resources to develop new goods and services or to develop new production and operating systems so that they can better respond to the needs of their customers”
“ideas applied successfully in practice”
“successful implementation of new ideas or outcomes by a firm”
“use of a new idea” (rather than creation...)

Three elements of innovation:
1. Conception (need/novelty)
2. Invention (application)
3. Commercialization (execution)
They need to create value that is realizable, no value creation = no innovation
S-Curves (time on x axis, vs market penetration (% in households))
- most technologies follow an S-shaped curve in their adoption by users 
- performance improvements follow a similar shape but depend on the industry state

All products undergo stages in their lifecycles:
[image: ]
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The Innovation Dilemma
Firms inability to recognize and adapt to technological change
- generally these changes require a company to radically modify or abandon the very strategies that made them successful
- the dilemma affects companies of all sizes and ages, and is a major source of entrepreneurial opportunity
“Why do leading companies fail to recognize and act on technological advances or alternatives that threaten their very existence? Especially when they are doing everything right: listening to customers, executing on their business”

Two Basic Types of Innovation
Sustaining
- improve on the status quo
- same markets, customers
Disruptive
- not necessarily revolutionary or radical
- creates new value propositions that meet user needs, generally at the low performance end
- potential to displace existing technologies
Sustaining Technologies:
- improve performance of established products or processes along dimensions that are historically valued by established customers
- basic relationships in markets, cost structures, org dynamics unchanged
- two types:
     - continuous (evolutionary) – fuel injection, faster computers
     - discontinuous (revolutionary) – first automobiles, contact lenses, airliners, internet store
Disruptive Technologies:
- an innovation that creates a new and unexpected market by applying a different set of value
- has a distinct effect on existing markets
    - initially low  ultimately massive
    - often, underperforms established products in mainstream markets at first
- two types:
     - low end: more affordable and simpler to use (digital photography, flash drives)
     - new market, not consumptive (home photoprinting, telephone)
Three Steps to find/create disruptive opportunities:
1. Start with established industries and entrenched players; the more inertia, the better
2. Look for cases where performance exceeds users’ needs (at highest cost)
3. Explore offering a lower cost, lower performance alternative
Implementing disruptive innovation ideas:
- often technology driven; initially
- eventual outcomes hard to predict
- customer and market data scarce, potentially misleading
- uncontested space implies need for alliances

LECTURE 7
You need to define your overall business:
WHO is being satisfied (customer groups)
WHAT is being satisfied (customer needs)
HOW are customer needs being satisfied? (distinctive competitiveness)
Idea generation (creativity)
Idea selection (entrepreneurship)
Innovation (realization)

Three major process stages:
1. Narrow down your ideas based on initial feasibility
2. Develop a testable business model
3. Test your business model/prototypes on real customers, if not workable repeat 1 and 2
Your VISION is based on your VALUES it is spelled out in your BUSINESS MISSION STATEMENT fleshed out in your GOALS and OBJECTIVES and accomplished through your STRATEGY.
Vision – how you see the future
Values – beliefs that are important to you and guide behavior
Mission – how you bring your vision to reality

Four categories of feasibility filters:
1. Market + industry
a. Is this a service or product that customers will buy
b. Is this industry favourable to entrants here and now?
2. Technical/Operational
a. Can it be done, should it be done, and how?
3. Organizational/HR
a. Is it the right business for us
4. Financial
a. Will the business be financially worthwhile?
Team Domain 1 – Mission, aspirations, risk appetite
What is your mission?
What do you want from this?
What risk are you willing to take to achieve this?
Team Domain 2 – Ability to Execute
Have you identified critical success factors for your industry? How will you execute on these?
Team Domain 3 – Connectedness
Suppliers up the value chain?
Distributors and customers down the value chain?
Competitors and substitutes across the value chain?
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What is a business model?
Rationale that describes how an organization creates, delivers and captures value
Underlying logic for how companies keep satisfying customers and make money
“A startup is a temporary organization in search of a successful business model”
1. Idea + need = opportunity
2. Opportunity + value rationale = business model
3. Business model + competitive positioning = strategy
4. Strategy + execution = performing business

Three major realizations:
- opportunities by themselves are not enough to describe a business
- there are many ways an opportunity can be exploited to maximize value
- changing the logic around the opportunity can make it more or less valuable to either side

Business model: traditional strategic view
1. Articulate a value proposition (promise of value + belief of delivery = ‘offer’ = value proposition)
a. Not static, evolves as market, customers and competitors evolve
b. Likely to retain core elements
2. Identify a market segment
3. Define the structure of the value chain
4. Estimate the cost structure and profit potential
5. Describe the position of the firm within the value chain
6. Formulate a competitive strategy

A business model provides a testable hypothesis for making money in a specific instance
A business plan is a multi dimensional plan for how an organization will operate over a period of time
Companies may have many business models operating at the same time

Customer value = benefits from what is purchased + benefits from how it is purchased + emotional benefits – (financial + non financial)

How does your company make money?
1. Customer segments – whom are we creating value, who are our most important customers?
2. Value propositions - what value to we deliver to customer, what problem are we helping solve?
3. Channels – through which channels do our customer segments want to be reached? How are we reaching them?
4. Customer relationships – what type of relationship does each of our customer segments expect us to establish and maintain with them?
5. Revenue streams – For what value are our customers really willing to pay? For what do they currently pay and how are they currently paying?
6. Key resources – what key resources do our value propositions require?
7. Key activities – what key activities do our value propositions require? Dist’n channels? CRM? Revenue streams?
8. Key partners – who are our key partners? Who are key suppliers? What key resources are we acquiring from partners/do partners perform?
9. Cost structure – what are the most important costs inherent in our business model? Which key resources are most expensive? Which key activities are most expensive?
*crucial for sustainable growth because new customers come from actions of past customers
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Market analysis – two basic approaches:
Top down
- quantitative, analytical approach based on segmentation
- macro view
Bottom Up
- experimental, discovery based approach
- customer feedback of actual offering essential
- micro view

Market Domain – Macro Level
Target Customers
- how large is target market?
- how fast is it growing?
- how will changes/trends affect your customers?
Top down STP
Segmentation – distinct groups with needs, characteristics, behaviours who might require separate products, services
Targeting – evaluating the attractiveness of each market segment and selecting one (to the exclusion of others)
Positioning – defining the offering within the chosen segment to occupy a clear, distinctive and favourable place relative to competing offerings

Market Domain – Micro Level
Pain, benefits, value, for whom?
- who exactly is experiencing customer pain?
- what differentiated benefits are you providing this segment?
- how do you know they will buy what you offer, at your price?

Customer Discovery and Validation
Bottom up, iterative market discovery
- minimum viable product
- lead users, early adopters
- prototypes, proof of concepts
- test marketing, trials
- experimentation
Takeaways about market feasibility
1. Start by segmenting your target market
a. Can’t be everything to everyone 
2. Sizing markets helps match opportunity with your goals
a. Total and served available markets
3. Create a testable value proposition
a. What benefit, at what cost, for whom
4. You must test your value proposition on real customers
a. Don’t rely solely on conjecture or other’s research
Startups have the best chance of success in attractive industries
- growing, fundamentally
- undergoing vibrant change – PESTEL
- few entrenched leaders – low concentration
- profitable well understood business models
- low barriers to entry
- competitive forces muted
Industry Domain – macro level
Threats, power, and competition
- which of porters five forces present barriers to entry?
- how do you deal with them?
- what is the industry outlook for the future
Competition: a rival offering for the same customers
1. Direct – similar value proposition
2. Indirect or substitute – different value proposition (butter vs margarine)
3. Budget or share of wallet – broader discretionary alternatives (ski vacation vs buying a house

Industry domain – micro level
Your sustainable advantage within an industry
- what do you have that is difficult to imitate
- is your business model viable, and flexible enough to last?

Four takeaways about industry feasibility:
1. Need to ensure you are part of a growing industry
2. Industry dynamics must favour start-ups
3. Need to watch for alternate forms of competition
4. Need to be clear about your sustainable advantage and viable business model
The art of market sizing:
- who is target customer defined
- what are their purchasing needs
- past behaviours, future trends
- forecasting accuracy
- competitive behaviours
- market development resources
Current ratio = current assets/current liabilities
Quick ratio = most liquid assets/current liabilities
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Three elements of a successful pitch
1. Understandable
2. Memorable
3. Emotional (ask questions that elicit emotional responses
Position statement
For (target customers)
who (statement of the need or opportunity)
the (product name) is a (product category)
that (statement of key benefit – compelling reason to buy)
unlike (primary competitive advantage)
our product (statement of primary differentiation)
Entry strategies for start-ups:
- niche
- blue ocean
- disruptive technology
- ecosystem
- platform
- long tail
Easy to enter if: common technology, little brand franchise, access to distribution channels, little economies of scale
Hard to enter if: patents or proprietary know how, hard to switch brands, restricted distribution, large economies of scale
Sarasvath noticed expert entrepreneurs
1. Use the means they have today to craft an unpredictable future initially; who you are, what you know, who you know
2. Don’t risk what they can’t afford to lose; focus on affordable loss, not upside potential
3. Do not try to make predictions or control the uncontrollable; be open and opportunistic to surprises
4. Make extensive use of partnerships
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