BU111 MIDTERM NOTES- AMANDA ESMAILIAN
Six Critical Success Factors
1. Achieving financial performance:
not only do you earn a profit, but you are competitive in that sense
investors will compare your financial performance to competitors

2. Meeting customer needs:
providing the best customer service, good quality product
giving your customers what they want; not only now, but determine wants/needs customers didn’t even know they had

3. Building quality products and services:
setting standards for the quality you’re providing and meeting it consistently
 give customer value for their dollar, meets customer expectations
need to do this in order to achieve financial performance

4. Encouraging innovation and creativity:
creating products for the future, anticipating what customers want and “creating” their wants

5. Gaining employee commitment:
they love working for you and are proud, don’t want to leave, like seeing customers satisfied
treat employees with respect and give them incentives

6. Creating a distinctive competitive advantage:
having uniqueness so no one can imitate you

How are these success factors connected to each other? 
-In order to achieve financial performance, you must build quality products and services that meet customer needs that are creative and customers will continue to want in the future. You also have to create a competitive advantage over other companies so customers keep coming back to you. 
-To have good quality products and services that keep customers coming back for more, you must have good employees to produce goods/run services , the employees also have to meet the needs of the customers. For this, you need employee commitment so the employees work to the best of their ability  

Diamond-E Framework
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1. 
Management preferences:
what managers prefer
the way they manage the organization
what they emphasize and don’t emphasize (strengths and weaknesses)
in a case analysis, always consider what the decision maker (manager) wants 

2. Organization:
refers to culture
determines the unspoken rules
how we do things, what we are able to do, what we like/don’t like doing
leadership
3. Resources:
financial, human, and physical assets of the organization
management has an influence on how they determine our culture and capabilities

4. Strategy:
what opportunities the business is pursuing 
determines needed resources, organizational capabilities, and management preferences 
any variable can either drive or constrain strategy 
critical linking variable in model
the first task is to deal with strategy-environment linkage, assess forces at work and their implications
environment risk comes from inconsistency with strategy and environment 
capability risk is when the capabilities of the organization aren’t aligned with the strategy 

What are the connections among these variables? 
-each variable impacts and is impacted by the rest
-management has an influence on resources (how they determine our culture and capabilities)
-managers help determine the unspoken rules of the organization
-strategy is the critical linking factor because it determines the needed resources, organizational capabilities, and management preferences 
What is the principle logic behind them? 
The principal logic of the diamond E is consistency or alignment 
consistency internally leads to performance  
alignment externally ensures strategy is right for the given environment…
environment is always changing! 
always make sure strategy is in alignment with environment and consistent with internal variable  
What are some key examples?
?
External Analysis

What is external analysis? 
the process of scanning and evaluating the external environment
 how managers determine opportunities (positive external tends or changes) and threats (negative external trends or changes)

How do you conduct one?
· General environment
affects all businesses (PEST- political, economic, social/demographic, and technological factors)
identifies general trends and changes 
each country faces same PEST in respective countries

· Specific environment
affects industry participants (Porter’s five forces)
 analyzes five sources of competitive pressure and intensity
predicts profitability of industry

· look for data, statistics, trends, forecasts, expert opinions, etc 

What are the benefits and challenges of conducting one?

Benefits:
· Makes managers proactive
· Provides information used in planning
· Helps organization get needed resources
· Helps organization cope with uncertainty
· Improves consistency and performance
Challenges:
· Forecasts and trend analyses imperfect
· Rapidly changing environment hard to keep up with
· Time consuming

PEST Factors

1. Political-legal environment: reflects the relationship between businesses and government, including government regulations of businesses
· laws, regulations 
determines what a country can and can’t do (and what it must and must not do)
companies want a)no regulations and b)low uncertainty 
canada is a free market economy 
· taxes 
create incentives/disincentives to do things
corporate and personal 
if I pay more taxes, I have less money to spend on other things, meaning consumer spending decreases as taxes increase
· trade agreements or conditions 
protect their own domestic products
makes you productive and competitive, domestically and foreignly 
· political system
more rules in Canada for business
constrains us and creates more competition
capitalist countries let businesses have as much freedom as possible (U.S)
communist countries control everything (China)
· political stability 
Canada and US are stable, makes life predictable which companies like
able to predict opportunities and threats
creates certainty
· government can create incentives, constraints, or support/bail out when needed 
· affects uncertainty, risk, and constraints/costs faced by firm 

2. Economic Factors:
· economic growth- aggregate output, GDP, and standard of living
aggregate output is the total amount of goods produced
GDP is the total value of what is produced 
· Trade balance- importing vs. exporting 
trade deficit causes our country to lose capital
· National debt- government borrowing
when there’s more demand for dollars to be borrowed, interest rates go up and it makes us harder to borrow money and expand our companies
must take mandatory government spending into consideration
the more the government borrows, the more they are competing with businesses to borrow money
· Economic stability- inflation 
prices go up
· Interest rates- time value of money 
national debt causes interest rates to go up, so then it costs more for companies to borrow money and expand their companies (businesses can’t afford to borrow money)
our spending also goes down
low interest rates give now incentive for consumer investing (high interest rates are bad for investing)
· Exchange rates
if Canadian dollar is high, you can buy more in the states!
this makes Canadian manufactures unhappy because then Americans won’t buy from them
lower exchange rates make companies who sell their products in the foreign market look more competitive
· influence costs, sales, and financial uncertainty 

3. Social Factors:
· customs, values, attitudes, demographic characteristics 
extremely different between nation and even regions within nations
what companies are expected to do and give back
· influence customer preferences
they change overtime based on trends, seasons, etc
· influences worker attitudes and behaviors
how committed your workers are
· influences standards of business conduct 
ethnics, social responsibility, stakeholder management
what responsibility do I have to give back to the community
· affects how we live, work, consume, and produce

4. Technological Factors:
· internet affects buying, selling, communication
· information technology affects information access, inter-firm cooperation, cycle times 
 cycle time- how long it takes you to complete an activity that you do regularly eg. how long it takes to order goods, develop new product, etc
b/c technology has changed, cycle times have gotten shorter
· computer technologies have changed our products and how we design and build
· not limited to computers and information
includes products which make life quicker and easier eg. Swiffer
· affects what we produce/what it can do, affects how we produce and how we sell
· demands constant learning and scanning

Three most important issues facing Canadian business:

1. Value of the Canadian dollar
2. A skilled labour shortage
An “social” factor
skilled labour is an issue because we need people to do our labour such as fix our electricity and houses, but more people are choosing to go to university/college and not get into the trades
3. The natural/physical environment
we want companies to be more sensitive to the environment, reduce pollution as an organization

Questions to answer from PEST:
1. Do the economic conditions support my business?
2. What legal protection do I have or laws do I have to consider?
3. What demographic and social trends affect my business and how?
4. What technological forces affect me now and in the future? How do they assist or constrain?
5. What opportunities or threats does the environment possess?
Porter’s Five Forces:
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What is the value of the model?
· Each firm operates in a specific industry, each industry has different characteristics 
· Intensity of competition has a big influence on how the company operates and how profitable the industry can be
· One of the most popular tools to analyze the competitive environment and decide on strategy
· Predicts industry profitability
· Helps determine whether a firm should enter a particular industry 
· Helps determine whether and/or how it can carve out an attractive position in that industry 

1. Suppliers:
· fewer suppliers, higher switching costs, low attractiveness of substitute suppliers, high threat of forward integration= increased bargaining power for supplier 
· bargaining power increases costs of inputs
· fewer suppliers means less competition among those suppliers meaning they have more power
· more connected you are to a supplier, harder it is to switch suppliers (may cost you a lot) so you wouldn’t be very likely to switch
· other suppliers may not look as good as your supplier
SOLUTION: use strategic alliance or internal supply 
increasing bargaining power=getting more people to agree with you and bargain for the same thing

2. Potential Entrants:
· can cause big changes
· ease of entry=more intense competition
SOLUTION: create or use barriers=capital intensity 
lots of money to get started in that industry
try to keep new entrants out
sometimes technology itself will prevent new entrants (if know-how is tough to obtain)
sometimes laws will not allow new entrants to come in 
brand loyalty- eg apple computer consumers are very loyal, they won’t buy any electronic product that isn’t an apply product (APPLE ADDICTS!) 
access to distribution- may be able to get into the market, but you will have trouble selling your product (eg getting your grocery onto the shelf)

3. SUBSTITUTES:
· many substitutes= increased competition
· puts ceiling on price that can be charged
· pressure increases as price of substitutes and switching costs decline
SOLUTION: make buyers believe you are unique, lock them in
4. BUYERS:
· few concentrated buyers, standardized products, low switching costs, discretionary purchases=increased bargaining power for buyer 
· reduces price that you can demand
· some people think that each brand of a product is the same thing (eg milk, eggs)
· if they don’t have to have it, some people won’t buy it, which allows buyers to negotiate prices 
SOLUTION: alliance with other firms, strong marketing 

5. RIVALIRY AMONG EXISTING FIRMS:
· results in price competition and increased costs
· most powerful of five forces
· causes:
Many competitors of equal size/capability
Growth rate of industry
Consumers’ switching costs
Products are commodities (don’t distinguish between one thing or another) or are perishable (spoils quickly) 

What are some industry examples of the five forces?
?

Questions to be answered with Five Forces Model:

1. Is the industry a realistic place for a new venture to enter? If yes, then...
2. Can we do a better job than incumbents at avoiding or diminishing factors that suppress industry profitability?
3. Is there a unique position we can pursue?
4. Is there a superior business model that incumbents would find hard to duplicate?

New Venture – recently formed commercial organization that sells goods/services
usually formed 5 years ago or less 

Entrepreneurship – identifying an opportunity and accessing resources to capitalize on it
both small businesses and large corporations do this to remain in alignment 
small- tools to start up business
large- look to make business better, tweaks and improvements, new things

Small business – owner-managed, not dominant in market, <100 employees
97.8% of all businesses in Canada are small
Contribute >26% annually to GDP
Provide more jobs than large businesses
New ventures lead in new products and services

Entrepreneurial Process:
· influenced by PEST
must keep looking for new opportunities in the external environment
· Successful only when entrepreneur, opportunity, and resources match
· Begins with entrepreneur identifying an opportunity then accessing resources
a failure isn't an 100% loss in entrepreneurship, need to look back and improve

What is the connection between entrepreneurship and the Diamond-E?
the entrepreneurial process is successful only when entrepreneur, opportunity, and resources match

Opportunity Recognition:
1. Idea generation (comes from two sources)
· Often paradigm shifts
· Originate in events relating to work or daily life, hobbies, chance happening
2. Screening
must be able to make money from the idea
· Weeding out bad ideas
· Saves time, money
· Ensures you have a viable idea with a competitive advantage
need to be able to say how your product/service is different in a valuable way in order to make money

Screening for Viability & Competitive Advantage:
You know you have a good idea when…

1. Idea creates or adds value for customer
· Solves a problem, meets a need
· Customer willing to pay for it
target audience needs to be able to afford the product/service

2. Idea provides a competitive advantage that can be sustained
· Product unique in a valuable way/better than others
How is it different and better from existing products and substitutes?
Are differences valuable to customers?
Is it something that existing firms can easily do or may want to imitate?
· Can the idea be protected legally?
has to be patentable 

3. The idea is marketable and financially viable
· Are there enough customers who are willing to buy it? What is the market demand likely to be?
· Who are the key competitors and what are the forces that affect profitability?
· Is the market growing, shrinking, concentrated, fragmented?
growing- more and more customers
shrinking- less and less customers
concentrated- a few companies that control the many consumers in the market, hard to get into as a competitor
fragmented- a lot of smaller businesses that own the small pieces of market
Safety point: Does the idea have low exit costs?
•longer time to profitability or greater up-front investment needed = riskier venture

How to screen:
1. Use PEST analysis to assess environment – is it supportive of your idea?
give the data and the “so what” (aka outcomes of the data)
2. Use Five Forces to determine ease of entry and profitability of industry
3. Use Five Forces, PEST, and market exploration to ensure uniqueness of idea
”Here’s what my competition does, but here’s what I do”
4. Use research of market (library databases) to evaluate how big your market is and whether it is growing, shrinking, or stagnant
 you want to be a part of a growing market that will always have new customers coming that are attracted to the product/service, will make profit come in
5. Research expert opinions in the industry
go to library, talk to companies that are already established
6. Identify and discuss how key trends in the environment and the industry affect your idea, i.e. represent an opportunity for you
 establish an idea that will not only be good now, but in the future
idea must have strategies for growth

Evaluating your business opportunity:

	Criterion
	Highest Potential
	Lowest Potential

	Product
	Changes way people live, work, learn, etc.; recurring revenue
	Incremental improvement only; one-time revenue
you don't want a product that would only be bought once an won't bring customers back for more (won't have reoccurring customers)
product needs to have a refill option (eg printers with ink), needs to break so it can be replaced, needs to have version updates so people will go out and buy the "new and improved" version (eg cell phone, laptop)


	Customers
	Reachable
	Loyal to others; unreachable
 make good/service available, market it to customers

	Value added
	high
	Low; minimal market impact
 if value added is low, it will be tough to convince people to switch

	Market structure
	Imperfect; fragmented competition
	
	Highly concentrated, mature




	Market
	Large and growing
	Small and/or declining
you're more likely to get the commitment from the customer if they are not committed to another industry

	Incumbents’ Production capacity
	At or near full capacity
	Undercapacity
if a company is already near capacity, they don't have room to produce more supply so they will let a new venture into the market
if they are under capacity, they won't want you to enter the market because they are still growing

	Barriers to entry (of other existing firms)
	Low, competition slow or napping, have or can gain protection, have needed networks
easy to enter the market
	High, competition stiff, can’t gain protection, hard to tap needed networks
tough to enter market



Developing the Opportunity:
•Business concept often changes from original
–Incorporate information and research
tweak your ideas as you move through your research 
–Incorporate experience and customer feedback
•Once business concept finalized, move to business plan
–Concept will be “tweaked” as business plan evolves

Bootstrapping – doing more with less
Make do with as few resources as possible
Use other peoples’ resources where possible (you’re just starting off you have to work with what you have)
Find/use free stuff

•Financial resources – Debt vs. Equity financing
-Debt = interest and control
Sources – financial institutions, suppliers
 eg visa lends you money to buy something, there is interest because it's a loan
-Equity = no interest, less control
Sources – savings, love money, private investors, venture capitalists
eg dragon's den, no interest because you're not borrowing the money, instead they're buying part of the ownership

Social Entrepreneurs- society’s change agents; creators of innovations that disrupt the status quo and transform our world for the better 

Key Facets of Social Entrepreneurs:
•Help overcome market inequities/failures
–How? Entrepreneurs seek innovative solutions to the world’s toughest problems
they take advantage of market gaps, often in areas of education, health, environment

•Social value as the primary objective
–Economic value is a by-product
achieving social performance, make enough money to generate social value
–Key difference!

•Results in companies with social missions

•Form of business can vary
–Importance of attaining social value proposition through the legal business form (not-for-profit, for-profit, charity)
 all profits go back into the business to help create social value

•Accountability to community stakeholders
–rather than only investors/shareholders
 you’re most dedicated to the community you are trying to serve

•Importance of bootstrapping and self-sustainability – charity vs. social business!
 money in a charity is only used once, money in a social business is recycled (charity money has one life)

*REFER TO VIDEO EXAMPLES ON SLIDES*

	Traditional Entrepreneurship
	Social Entrepreneurship

	Value defined economically – high net profit (return to investors) is primary
 business achieves financial performance (makes money, profitable) this is the focus
	Social Value Proposition – social benefit is primary
 social value is the focus- how many people are you helping, how much help, what kind of help

	Social benefit may be created as by-product of economic value
	Economic wealth created as by-product and allows for self-sustainability
 one of the social objectives was to create employment

	Serving Markets that can afford the new product or service
	Target underserved populations; cannot afford (financially or politically) to achieve the benefit on their own
eg people going to SOS need help with exams, people who we build houses for can't afford to build their own

	Social involvement in the form of “CSR” initiatives
 CSR= corporate social responsibility 
	Social motives at the core of the business (not limited to CSR)


What is technology?
•Advancements in equipment and its uses
–Often substitutes for/magnifies human efforts
–Includes human knowledge, work methods, equipment, business processing systems
business processing systems- how we collect money, pay employees, etc

•Includes information technology
–the various devices for creating, storing, exchanging, and using information
–Consumers use it daily, i.e ATM, shopping
–Companies use it to gather and share information and execute activities

Where does technology come from?
•Comes from human ingenuity
– formal and informal research & development (R&D)!
–Basic R&D – knowledge without focus
eg universities 
–Applied R&D – specific problem in mind
 eg computer chip company researching on how to build a smarter, faster computer chip
–Technology transfer – out of the lab and into the world

Opportunities of Technology:
•Products – innovation, uniqueness, value
uniqueness- so much flexibility with technology, it's easier to come up with a unique product or service
value- how cheap/expensive it is to buy it 

•Management and Organizational Processes
–Instant access to information
–Better service through coordination
when there is a "file" with all your info on it, people can help serve you better when you have problems
helps the company gain employee commitment because they feel productive and helpful towards customers
–Leaner organization
you don't need as many people
there's better technology/machinery, meaning you don't need as many hands
–Improved operations efficiency i.e. CAD, ERP
you'll be more efficient building products and services, helping customers, etc
–Greater independence of company & workplace
you don't have to be sitting at your desk to do your job, technology allows you to take stuff on the go

•Competitiveness
–create barriers to entry; cooperation with other firms; reduced cycle times
technology prevents others from imitating you

•Communication and collaboration
–within firm and with customers
helps with innovation and creativity because you have more minds of which to share information, so there's a greater possibility of a good idea coming out of it

•Customization
we don't want to look like everyone else, we want variety
because of tech, we can mass produce but allow our customers to customize their goods

Threats of Technology:
•Imitation
ideas can easily be copied, especially if it can't be protected by patents
hard to have distinct competitive advantage (critical success factor)
–Information costly to develop but cheap to share
eg music: back in the old days, people had to burn music onto a CD (effort) now it's all like youtube-mp3/torrent (barely any effort and free)

•New technologies in unfamiliar areas
–Disruptive technologies challenge the value of organizational capabilities and resources
eg horse-drawn carriages, even if they're the best ones out there, they are useless

•Unpredictable evolution
–VHS vs. BetaMax
–Blu-Ray vs. DVDs

•Need for constant learning and scanning
have to keep up with all the info an new technology

•Information overload
too much information out there, hard to narrow it down eg Google search for a picture

•Greater independence of company & workplace
you can't supervise your employees when they are working away from the office
difficult to build a sense of community and connectedness for your employees if they're not all there at the same time, working away from the office, etc

PREP FOR MIDTERM! HOW DOES TECHNOLOGY AFFECT CRITICAL SUCCESS FACTORS:

	Factor
	Opportunity
	Threat

	Achieving financial performance
	-product: technology allows us to come up with unique products that separate us from competition. Also allows us to control the value of our product to a greater extent.
	Imitation: if other firms can easily imitate our products, we will have a hard time making profit because we aren’t gaining commitment from consumers

	Meeting customer needs
	-communication and collaboration: allows for better communication with customers in terms of what they want
-management and organizational process: better service through coordination, employees can find customer’s name under a file and be more efficient when helping customers, reducing wait times and increasing customer satisfaction
-Customization: allows customers to customize mass-produced items to look the way they want them to
	Greater independence of company & workplace: employees aren’t as committed, thus don’t provide the best customer service

	Building quality products and services
	-management and organiztonal process: more efficient organization helps develop products and services more efficiently, meaning more time to think of new ideas for better quality innovations
	Need for constant learning and scanning: can be hard to give customers the best quality when there is always new technology being created to achieve better quality 

	Encouraging innovation and creativity
	-customization: technology allows customers to customize their mass-produced products, which encourages creativity, it is easier to be creative and make products different from each other with technology
	Need for constant learning and scanning: an aspect that we thought was new and creative could be outdated before we know it

	Gaining employee commitment 
	-management and organizational process: better service with coordination; when employees can pull up a file with a customer’s name on it, it allows them to be more efficient and serve more customers in a shorter period of time. Also gives them motivation that they are doing their job correctly, meaning they will be happier and more committed to the business
	Independence of employees: means that you can’t watch your employees when they take work to go. Also, this takes away the sense of community in a workplace, meaning employees won’t feel as committed to the firm

	Distinct competitive advantage 
	-Competitiveness: technology allows for larger barriers to entry, as high capital costs will discourage more firms from entering the industry/copying your innovation. Technology will also reduce cycle times of this hard work.
	Imitation: ideas can easily be copied, especially if not patented, this is because information is expensive to develop but cheap to sell



Standards Wars:
–battles between incompatible technologies
technologies have to be compatible 
tech standards determine the compatibility of other things that are needed
–Can determine survival of companies involved
–Not limited to information technology
if your standard doesn't get chosen, your standard gets forgotten
tech standards are important whenever compatibility is an issue
ex your shape of plug needs to be compatible with the standard shape

Important concepts:

•Installed base – # of users
– bigger = greater influence
eg more people own blue-ray, blue-ray will eventually take over

•Lock-in – size of investment
–Larger = greater resistance to switch
size of investment, usually overtime, to lock in the particular technology
eg cell phone plan: there is a financial penalty if you switch providers/cancel contract
· they have you locked in for two years (size of contract)
· hard to switch even if another phone company has a better plan because of that penalty
combination of these two concepts (installed base and lock-in) leads to opportunity, you don't have to work as hard to keep these customers because they are ALL locked in (huge base)

•Switching costs – cost of moving
–entry barrier; makes lock-in worse
eg XBOX console: you bought games, accessories, console, etc... if you want to switch to playstation, your switching costs are a new console, accessories, games, etc
customers will not easily switch because of the high switching costs

•Complementary goods – needed for value; creates vicious or virtuous cycle
need to see how many users there are of the complimentary goods, if demand is going up or down
add value to the good or service you already have 
eg on your laptop, you have software that allows you to make word documents, PowerPoints, etc, you need these to make your laptop useful
before you create complimentary goods, you need to create a larger installed base so installers will want to create complimentary goods for your product
complimentary goods fall under "suppliers" on porter's 5 forces

•Network effects – value depends on users
eg what would Facebook be without friends, twitter without followers, etc
eg people left blackberry because no one else was using bbm
eg NOBODY HAS MYSPACE
network needs to grow in order to attract people to join it

Can you connect all of these concepts to Porter’s Five Forces?

Key Assets and Strategies to win technological standards wars:
•Control over installed base of users
eg this is why carriers offer some cell phones free; they want people to join their installed base to make it grow
–First-mover advantages – preemption
lock them in before anyone else does 
–Expectations management
companies pre-announce new products to keep you from thinking about competition 
eg sony announces they're making a new game system in a month, so then xbox decides to announce they're making a new one in two months (and it'll be better)
–Offer customers a migration path

•Intellectual property rights
aka patents
–Slows imitation or requires cooperation
a lot of things are not patentable, it takes a lot of time to get patents, they are not easy to get
if you're able to get one on your product, you're in good shape because no one can copy their idea without asking your permission ... and if you say yes, you get money when people imitate you!!!

•Ability to innovate
financial incentives to innovate so people start coming up with new ideas
–Stay on your guard
technology transfer is weak in Canada

•Strength in complements – use alliances
if the compliments of your product will make you have a larger installed base, then you gotta get going and make them!!!
eg blackberry playbook said if you create an app that they like, they'll give you a free playbook

•Lower customer switching costs
–Make your product cheap or easy (Firefox)
eg switching from google chrome to firefox is easy and free
–Build in an adapter (Apple)
a reason we won't switch from one software to another is because learning is a large cost (eg switching from pc to mac)

•Offer a leap in performance for price (sporting goods)
if people are switching, you have to offer something significantly better than what's already there, or else people won't make the switch
eg walk away from old game system to go to one that's faster and better

•Make your product compatible with the dominant standard

How do these actions address Porter’s Five Forces?

Sustaining Technologies:
evolves existing innovations with better value, allowing the firms within to compete against each other's sustaining improvements
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•presents improvements to existing products in expected ways
-eg for a cell phone, you want to make things better (better camera, faster operating system, longer battery life, etc)
making current products do what they do BETTER
•provides mainstream, high- margin customers with enhancements in product functionality
•existing firms normally win
existing customers of companies get more of what they want

Disruptive Technologies:
they disrupt the market leaders
•presents a different package of performance attributes that aren’t initially valued by mainstream customers (starts in peripheral markets)
-at first, people didn't care to have e-mail on their phones, now it's a necessity
•gains foothold in lower performance segment, improves technology rapidly until they meet mainstream performance needs, then enter these markets
performance improves at a speed that is faster than the sustaining technology
often, disruption comes from new companies that enter the market eg apply entering the cell phone market
focus on your most important customers (largest group of them), the ones that make a large contribution to achieving financial performance
these are called high margin customers 
take the products or services that customers are chasing after and making them BETTER so they don't go to the competition
eg blackberry came in chasing after high margin customers 
aimed at business consumers who pay more, want more data because they want e-mail on the go
since then, blackberry has been focused on sustaining technology
blackberry started off as a disruptive tech, then moved to sustaining tech

•new, disrupting firms normally win
what is it that kills successful companies?
principles of good management (companies fail because of bad management, they are taught to 
believe it's good management)
in every market there are always demanding customers who are never satisfied
there are always customers who will be satisfied with very little
blue- there is a different trajectory as companies introduce new products
companies move up the blue line with year to year improvements as well as dramatic breakthroughs and technologies
companies on the left side of the diagrams who are at the top end up almost always claiming victory in the end
if the leaders in the industry make better products, they can make a better profit from their customers

Why do large firms sometimes fail?

•Managers focus on satisfying mainstream customers
–Ignore new technologies that don’t initially meet needs of mainstream customers
–Move ‘up-market’ to higher margin opportunities
managers focus on mainstream customers
because you ignore a particular group of customers, another competitor will win over that group you're ignoring and eventually make their way to the top

•Organizational processes weed out ideas that don’t address current customer needs
-we tend to build on what we're already good at, when we try to change it, we face two problems:
1. have to convince ourselves to change
2. when we decide to change, breaking habits and changing the way you do things takes time
change can slow you down eg. changing location of your shampoo or socks and not being able to find them

•Organization structure and capabilities slow response time/ability and influence choices

•Avoid small, uncertain, unfamiliar markets
–Niche markets (small markets that are specialized) small and financially unattractive
big organizations don't like to chase after small businesses because they want to find ways to increase their big-time revenue 
–Growth potential uncertain
–Lower profit margins
want to chase after mainstream customers to make revenue and stay away from niche markets
–Greater risk of being criticized if you fail – managerial risk aversion
managers don't want to take a chance by focusing on customers that aren't a part of their mainstream market
unfamiliar markets are risky; you don't want to take that risk

Links to Diamond-E?
Manager preferences:
-managers make all decisions in a firm
-what they emphasize and don’t emphasize is what the firm does and doesn’t do
-managers decide what target market to focus on
-the failure of a firm could be from a bad management team 

Organization:
-a firm has their way of doing things, changing routine can be hard to do and require a lot of time

Strategy:
-when the capabilities of an organization aren’t in line with the strategy, there is a capability risk (managers want the firm to chase after big revenue opportunities and not bother with small niche markets)


How different types of innovations impact existing firms:

	
	Knowledge/capabilities challenged:
	Knowledge/capabilities unchallenged:

	Architecture/ Organization structure challenged:
	RADICAL
INNOVATION
(e.g. calculator compared to slide rule)
requires new knowledge configured in a new way
eg ceiling fan vs air conditioning
different components, different assembly lines, new know-how
toughest for the old companies to respond to
new organizations who enter the market with this will be threatening to existing companies, have potential to be successful

	ARCHITECTURAL
INNOVATION
(e.g. desktop computers compared to IBM mainframes)
eg change size of product, such as going from carrying around a boom box to the creation of a SONY Walkman
components themselves didn't need to change, assembly line changed 
SONY already knew how to produce these components, did not challenge very much know-how (only a bit of knowledge to miniaturize)
existing organizations are slowed down because they have to break out of their own habits and create new ones
a new companies entering the market with this will give the company a decent head start (not as good as radical)

	Architecture/ Organization structure unchallenged:
	MODULAR
INNOVATION
(e.g. digital camera compared to film camera)
some component of the product changes significantly
assembly of product doesn't change, but important piece does
eg changed storage on camera (storage of film vs storage of pictures)
not a ton of new know-how, hire some experts and take some time
this innovation will require a bit more time than incremental
know-how is significant, but there is motivation to do learn
not that great of a headstart for a new company

	INCREMENTAL
INNOVATION
(e.g. image stabilizing feature added to digital cameras)
small change, didn't change how the camera needed to be built, didn't require new learning 
chances are good that you will get crushed by someone who is already in that market (not a good head start for a new company)




How can you compete if you are a small firm?

•Enter with a totally different product in a market that large firms won’t be interested in
–not their mainstream
PICK A FIGHT THEY WILL WANT TO RUN AWAY FROM!!!
don't go after their mainstream customers 
pick a target market that large firms aren't paying much attention to
pick on something that large firms are not good at or can't respond quickly to
–margins are too small or market too s	`mall
you don't have the resources to start a large market, get established and gather resource and strength

•Once you are strong, move up-market!

How to avoid failure if you are the larger firm:

•Design products based on task they are intended to serve rather than the customers who buy them
•Monitor outside of your own industry and mainstream customer
pay attention to what's going on beyond your main market
•Partner with young firms – strategic alliances
why wouldn't a small company want to partner with Apple or Microsoft?!
•Establish venture units that are independent of parent organization

Citing sources and APA formatting? 

How to summarize in APA:
In text: Name (Year) summary starts…..
List of references: Author. (year). Book title. City: publisher

How to paraphrase in APA:
In text: Name and name (year) paraphrased content...”quote from actual source”…more content (pg.#).
List of references: Author. (year). Book title. City: publisher

How to us a quotation in APA:
In text: Lead up to quote using names (year) and book title:

	Quotation that is over four lines is indented.
	Quotation that is over four lines is indented.
	Quotation that is over four lines is indented.
	Quotation that is over four lines is indented.
	Quotation that is over four lines is indented. (pg.#)

For a quote that is less than four lines, “quotation marks signal that it is a quote” (Name&name, year, pg.#)
List of references: Author. (year). Book title. City: publisher

External environment- consists of everything outside of an organization that may affect it
managers should be proactive and at least try to influence their environment 

Organizational boundary- separates the organization from its environment 

Economic environment- refers to the conditions of an economic system in which an organization operates 
moderate unemployment means most people can afford to eat out, low inflation means McDonald’s pays relatively constant prices for its supplies, but this also means McD’s can’t raise its prices because of the competitive pressure from Burger King and Wendy’s

· today, less than 2.5 percent of the population works in the agricultural industry because efficiency has improved and we need less people to produce the food we need

Aggregate output- main measure of growth in an industry; total quantity of goods and services produced by an economic system during a given period
an increase in aggregate output is economic growth
when output grows more quickly than the population, the output per capita goes up and the system provides more of the goods and services that people want
this results in a higher…

Standard of living- the total quantity and quality of goods and services that they can purchase with the currency used in their economic system 

Business cycle- the growth and contradiction pattern of short-term ups and downs in the economy 
has four stages: peak, recession, trough, and recovery 
recession defined as two consecutive quarters when the economy shrinks; starts just after the peak is reached and ends when the trough is reached 
depression occurs when trough of the business cycle extends for two or more years 

Gross domestic product (GDP)- the total value of all goods and services produced within a given period by a national economy through domestic factors of production 
if GDP is going up, the nation is experiencing economic growth 
key measure of economic growth because it tracks an economy’s performance over time 

Gross national product (GNP)- total value of goods and services produced by a national economy within a given period regardless of where the factors of production are located 
widely replaced by GDP

Real growth rate of GDP- adjusted for inflation and changes in the value of the country’s currency 
this is what counts

· growth depends on output increasing at a faster rate than population
if growth rate of GDP exceeds the rate of population growth, then out standard of living should be improving 

GDP per capita- GDP per person 
divide total GDP by the total population of a country 

Nominal GDP- non-adjusted, measured in current dollars

Purchasing power parity- the principle that exchange rates are set so the prices of similar products in different countries are about the same
gives us a sense of what people can actually buy, and the standards of living across the globe

Productivity- a measure of economic growth that compares how much a system produces with the resources needed to produce it 
if more products are being produced with fewer factors of production, then prices go down
the standard of living ONLY increases through increases in productivity 

Balance of trade- economic value of all products a country exports minus the economic value of its imports 
negative balance is called a trade deflect (debtor nation eg. U.S.)
positive balance is called a trade surplus (creditor nation eg. Canada)

National debt- the amount of money a country owes its customers
a budget deficit means the country spent more money each year than it took in 
the more money the government borrows, the less money is available for the private borrowing and investment that increases productivity 

Stability- the amount of money available in an economic system and the quantity of goods and services produced in it are growing at about the same rate 
this is a key goal of an economic system

Inflation- the amount of money injected into an economic system outstrips the increase in actual output (under produced goods)
when inflation occurs, people have more money to spend, but there will still be the same quantity of products for them to buy
as they compete with one another to buy products, prices go up
before long, high prices will increase the amount of money injected into the economy 
therefore, purchasing power declines 

Consumer price index (CPI)- measures the changes in the cost of a “basket” of goods and services that a typical family buys
what is included in the basket has changed over the years 

Deflation- (falling prices) is evident when the amount of money injected into an economic system lags behind increases in actual output (over produced goods)
prices may fall because industrial productivity is increasing and cost savings are being passed on to customers (this is good)
prices may fall also because consumers have high levels of debt and are therefore unwilling to buy very much (this is bad) 

Unemployment- the level of joblessness among people actively seeking work
frictional unemployment means people are out of work temporarily while looking for a new job
seasonal unemployment means people are out of work because of the seasonal nature of their jobs 
cyclical unemployment means people are out of work because of a downturn in the business cycle
structural unemployment means people are unemployed because they lack the skills needed to perform available jobs 

Unemployment cycle:
· when unemployment is low, there is a shortage of labour available for businesses
· as businesses compete with one another for the available supply of labour, they raise the wages they are willing to pay
· because high labour costs eat into profit margins, businesses raise the prices of their products 
· if prices get too high, consumers will respond by consuming less
· businesses will reduce their workforces because they don’t need to produce as much 
· this causes unemployment to grow up and the cycle starts all over again 

Labour shortageraise of wagesincrease in price of productsconsumers buy lessbusinesses reduce employees due to reduction in productionlabour shortageback to the start!

Fiscal policies- involve the collection and spending of government revenues 

Monetary policies- focus on controlling the size of the nation’s money supply 

· higher interest rates make money more expensive to borrow, and thereby reduce spending by companies that produce goods and services, and consumers who buy them 
Restricting money supply is called practicing a tight monetary policy 

· lower interest rates make money less expensive to borrow and thereby increase spending by both companies that produce goods and services, and consumers who buy them
when money supply is loosened, it is called an easy monetary policy 

Technology- all the ways firms create value for their constituents 
basis of competition for some companies 

Basic (or pure) research and development (R&D)- involves improving knowledge in an area without a primary focus on whether any discoveries that might occur are immediately marketable 

Applied R&D- focusing specifically on how a technological innovation can be put to use in the making of a product or service that can be sold in a marketplace 

Technology transfer- the process of getting a new technology out of the lab and into the marketplace where it can generate profits for the company 
there is a constant demand to decrease cycle time, which is the time from the beginning to end that it takes a firm to accomplish some reoccurring activity or function

Core competencies- the skills and resources with which they compete best and create the most value for owners 

Outsourcing- the strategy of paying suppliers and distributors to perform certain businesses processes or to provide needed materials or services 

Viral marketing- word of mouth that spreads information from customer to customer like a virus, and relies on the internet to replace face-to-face communications

Process- any activity that adds value to some input, transforming it into an output for a customer (whether external or internal) 

Business process management- moving away from organizing around departments and toward organizing around process-oriented team structures that cut across old department boundaries 

Acquisition- one firm buys another firm

Merger- consolidation of two firms and the arrangement is more collaborative 

Horizontal merger- when companies merge and they are in the same industry

Vertical merger- when one of the companies in the merger is a supplier or customer to the other

Conglomerate merger- when companies merge and they are in unrelated businesses

Friendly takeover- the acquired company welcomes the acquisition
could be because it needs cash or sees other benefits in joining the acquiring firm 

Hostile takeover- the acquiring company buys enough of the other company’s stock to take control even though the other company is opposed to the takeover 

Poison pill- defense that management adopts to make a firm less attractive to someone who could be a potential hostile takeover or who already is

Divestiture- occurs when a company decides to sell part of its existing business operations to another corporation 

Spinoff- a company sets up one or more corporate units as new, independent businesses because a business unit might be more valuable as a separate company 

Employee stock ownership plans- when corporations are owned by the employees who work for them 
company secures a loan and then uses it to buy shares of its stock on the open market 
future profits made by corporations used to pay off loan
employees gradually gain ownership of the stock, usually on the basis of seniority 

Strategic alliance (joint venture)- involves two or more enterprises cooperating in the research, development, manufacture, or marketing of a product 
companies form alliances for two main reasons:
to help spread the risk of a product
to get something of value from their strategic partner eg. Technological expertise 

Subsidiary corporation- owned by another corporation (known as the parent corporation) eg. Hudson’s Bay Company is the parent corporation of Zeller’s and Home Outfitters 

· individuals are classified as self-employed if:
they are working owners of a businesses that is either incorporated or unincorporated
they work for themselves but do not have a business eg. Musicians
they work without pay in a family business 

Nascent entrepreneurs- people who were trying to start a business 
Small business- an owner-managed business with less than 100 employees 

New venture- a recently formed commercial organization that provides goods and/or services for sale
become operational within the previous 5 years
adopts any of the main organizational forms (sole proprietorship, partnership, corporation, or co-operative)
sells goods and services 

Entrepreneurship- the process of identifying an opportunity in the marketplace and accessing the resources needed to capitalize on that opportunity 
entrepreneurs are people who recognize and seize these opportunities 

Intrapreneurs- people who exhibit entrepreneurial characteristics and create something new within an existing firm or organization 
a key difference between intrapreneurs and entrepreneurs is that the former typically don’t have to concern themselves with getting the resources needed to bring the new product to the market, since big companies typically have these resources already available

· 97.8% of all businesses are small, and more than half of them have fewer than five employees
· 1.9% of businesses are medium (100-499 employees)
· 0.3% of businesses are large (more than 500 employees)
· This pattern is constant among all provinces 

Private sector- companies and organizations not owned or controlled by the government

· More and more women are starting small businesses
women now account for half of the new businesses formed 
however, women lead only 12 percent of the small and medium-sized businesses that export goods and services 
women who run businesses from their homes are sometimes called “mompreneurs” 

· The three elements in the entrepreneurial process:
the entrepreneur, the opportunity, and the resources
entrepreneurs must 1) identify an opportunity and 2) access resources 

Identifying opportunities- involved generating ideas for new (or improved) products, processes, or services, screening those ideas, and developing the best ones 
45-85 percent of ideas generate from work experience
16 percent generates from an interest/hobby
11 percent generates from a chance happening (a situation in which a new venture idea comes about unexpectedly) 

· New ventures use one or more of the main entry strategies:
introduce a totally new product or service
introduce a product or service that will compete directly with existing competitive offerings but add a new twist 
franchise, which is an arrangement in which a buyer (franchisee) purchases the right to sell the product or service of the seller (franchiser) 
Business plan- a document that:
describes the entrepreneur’s proposed business venture
explains why it is an opportunity
outlines its marketing plan, operational and financial details, and its manager’s skills and abilities 

Collateral- items (assets) owned by the business or by the individual that the borrower uses to secure a loan or other credit

Equity financing:
usually more appropriate and accessible than debt 
to lenders, equity investment demonstrates the commitment of the entrepreneur, as individuals tend to be more committed to a venture if they have a substantial portion of what they own invested in it
Most common sources include: 
1. personal savings
2. love money 
from relatives, friends, business associates, etc
3. private investors 
called angels 
they are financially well off individuals who wish to recycle their wealth by investing in new businesses
4. venture capitalists 
come from professionally managed pools of investor money (venture capital)
only deals that present a high-growth business opportunity are considered 

Debt financing:
new venture founders prefer debt because they are reluctant to give up any control to outsiders
Most common sources include:
1. Financial institutions
usually difficult for a new venture to borrow from the bank because there is a risk that they may not be able to pay off the loan
since finance companies lend in high-risk situations, their interest rates tend to be high
2. Suppliers
suppliers provide goods or services to the entrepreneur with an agreement to bill them later (referred to as trade credit)
this type of financing is short term, usual payback period is 30 days 
frequently, a new business has trouble getting trade credit since its capacity to repay has not been demonstrated 
	
Business incubators- provide new businesses (newborns) with support to help nurture them into a successful future eg. legal advice, consulting services, office space, etc 

Sample exam questions:

What determines the power of substitutes in the five force’s model, what effect do substitutes have on profitability, and what can a firm do to address this force? (4 marks)
there are three parts to this question, so organize your answer in three parts
watch for trigger words (explain, describe, EACH)
you won’t see define or list anywhere on the exam, hooray!
Answer: factors determining the power of substitutes-
number of quality substitutes (higher number= high power)
and the ease of switching into them (lower switching costs=higher power)
Impact on profitability:
as the price of substitutes goes down compared to your product, and it becomes easier to switch/switching costs decline, the greater the pressure you face to keep your price down/puts on ceiling on price
To address the force:
convince customers that your product’s unique and thus can’t be substituted 
lock customers in so that it is harder/more costly for them to switch 

Explain how the elements that make the entrepreneurial process successful are similar to (or related to) the diamond-E? (3 marks)

[bookmark: _GoBack]The entrepreneur is similar to the management preferences to the diamond E because the entrepreneur represents the biases and the capabilities of the organization
The opportunity is similar to the diamond-e’s link to the environment. The entrepreneurial opportunity musk make sense given the environment just as the strategy in diamond-e will only be successful if the environment is supportive of it, the resources are the same as the resources on diamond –e, the firm must have the right amount and combination of resources to pursue the opportunity/strategy 
Unfinished answer!
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