BU111 Final Review


Critical Success Factors
1)  Achieving financial performance
2)  Meeting customer needs
3)  Building quality products and services
4)  Encouraging innovation and creativity
5)  Gaining employee commitment
6)  Creating a distinctive competitive advantage
All critical success factors are correlated and all are necessary to achieve financial performances

Porter’s Five Forces
Buyers – Buyers have high bargaining power when they have low switching costs, and many close substitutes are available
Suppliers – Suppliers have high bargaining power when their product has no close substitutes, and they set the prices for their buyers
Substitutes – Best to aim for as little substitutes as possible, which is usually done by creating a distinctive competitive advantage and ensuring customers, do not switch to available substitutes
Potential entrants – The harder it is for more companies to enter the industry, the better Rivalry among existing firms – Must have a distinctive competitive advantage to ensure buyers choose your firms and not your rivals
All of Porter’s are linked together and must be considered, when determining whether you should enter a particular industry or not (external analysis)
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Diamond­E
Resources – Tangible resources
Organization – How you distribute the structure of your business
Management preferences – Vision of the business
Strategy – A combination of the 3 inner elements to make it implementable Environment (Directly aligned with strategy) – PEST, Porters 5, extra environmental aspects
Diamond­E’s  alignment  is needed to make a strategy of a business:
a) Possible and b) successful
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PEST
Political Factors – see below Economic Factors – see below Social Factors – see below Technological Factors
Pest is a part  of the external analysis, which helps determine the managerial strategy





















Economic Factors


Investment Instruments  Bonds
­    Debt that is issued by a business or government
o    When you buy a bond, you are lending money to the government
­    In x periods of time, I will owe you x amount of dollars
o    X= 1000 in BU111 (Face Value)
­    Fixed rate of return (often paid semi­annually)
o    Coupon rate is the percentage of face value ($1000 in BU111)
­    Fixed term: principal repaid at maturity
o    Maturity date (day you get paid)
­    Bond holders must be paid first, before shareholders
o    Bankruptcy
o 	Shareholders are part of the ownership of the company, because they have a responsibility to the company, they don’t get money back right away
Types of Bonds
­    Secured
o    Asset as collateral, ensuring you get the bond back
­    Unsecured (sketchy)
o    No asset directly behind it that will pay back the bond back
o 	Borrowers of unsecured loans/bonds generally must have high credit ratings to be approved for an unsecured loan
­    Registered bonds
o    People with accounts that keep track of who needs to be paid back
o    Company knows which individual owns the bond
­    Bearer bonds
o    Whoever has the piece of paper with bond gets the money
o    Anonymous
­    All bonds are registered bonds now
­    Callable bonds
o    Pay back the face value only, and don’t acknowledge coupon rates
o    Cancelling the agreement
­    Convertible bonds
o    Can be converted into shares in a company
o    Go from being a creditor to becoming a shareholder
­    Serial bonds
o 	Ensure the bond matures at a gradual pace (face value would have to be paid back yearly, or every two years, etc.)
What determines a bond’s value?
­	The legitimate companies are more capable of paying back bonds, and more reliable
­    Interest rates
­	If you can get more money from the bank, then purchasing bonds, then go with the safe option (bank)
­    Coupon rates are set to entice people to purchase the bonds
­    There is a risk that a company will not be able to pay back the debt

­    When traded:
o 	When interest rates go up (above coupon rate), price on a bond goes down to entice people to get more capital gain using bonds
o    Market risk and inflation (money supply is growing higher) will cause
investors to demand a higher yields (bond prices go down)

Yield
­    What you made over what you paid
­    Return on investment
­    Help compare various investments, the higher the yield, the better the investment
­    Yield is calculated as an average per year
o    Yield is used if price of bond is given
o    If price of bond is not given, use time value of $
­    Calculate annual return (compare investment vs. investment)
­    Yield accounts for additional risk that comes from investing in a bond
o    Interest rate + risk premium
	Some companies may not be able to pay back bonds, so they have higher risk
      Reliable companies have lower risk

Bond Price
­    At par
o    Bond is trading exactly at face value ($1000)
o    X=1000
o    Coupon=yield
      0 risk
­    At premium
o    Bond is higher than face value (>1000)
o    Coupon is higher than yield
­    At a discount
o    Bond is lower than face value (<1000)
o    Coupon is lower than yield
Written as: Issuer, Coupon, Maturity Date, Price, Yield

Common Shares
­    Voting rights
o    Part ownership gives you a say in the company
o    You can vote on who you want to elect to be on BOD
o    Majority basis
o 	BOD oversees management of the entire company (strategic decisions, making sure company is acting properly)
o    People that don’t own shares are less bias
­    No Fixed Term
o    You can hold on to shares forever
­    Variable return
o    You have advantages if the company is doing well
      Lose if company is not doing well
o    Performance of company depends if the company can repay dividends
­    Discretionary payment
o    Dividends are paid only when the company is profitable
o 	They can either pay shareholders, or they can invest into their own company
­    High risk
o    High possibility of generating a return, high risk of losing it all
      Bankrupt companies do not pay back shareholders

Preferred Shares
­    No voting rights
o    Represent owners, but don’t have as much control as common shares
o    Guaranteed dividend, but no voting rights
o    No say in how the company is managed
­    No fixed term
o    You can hold on to shares forever
­    Fixed Return
o    Dividend is fixed every year
o 	If the company is very successful, it will not affect you, because your dividend is fixed
­    Non­discretionary Payment
o    Legally, the company has to pay the dividend
o 	Cumulative: dividends unpaid in one year must be paid in the next profitable year (double)
­    Low risk
o    The return is fixed, so risk is lower, but lower opportunity to make a return
*If a company were to be successful, it would be ideal to have common shares because you would receive more income. If a company is not doing well, it is ideal to have preferred shares because the return is fixed.

Priority in the Case of Bankruptcy
­	Liquidate assets (sell any machinery, or utilities, and converts into cash to use to pay back)
­    Pay off creditors (bondholders – stakeholders)
­    Pay off preferred shareholders (fixed dividends paid off)
­	Remainder for Common shareholders (common shareholders may be part of the reason of bankruptcy, so they are last priority)

Investment Problems
Going long
­    Buy low, sell high
­    Capital gain is the amount of money you gained from the transaction
­    Yield is what you made over what you paid





Margin Buying
­	Purchase of an investment by paying an amount and borrowing the balance from your broken
­	Minimum margin requirement is set by the broker which is determined by the total price of the investment
­	Provides leverage because you are able to purchase more even though you don’t have that amount available (higher reward)
­    Marginal call: when the share price drops, you must deposit more money
Short Selling
­    Sell high, buy low
­    You borrow shares from a broker and sell them right away
­	The collateral is 50% of the market value of the loan (Short account – money sitting with the broker)
­    If you don’t have the 150% in the short account, you will receive a short call

Time Value of Money
­    3 reasons:
1)  Interest Rates
a.   The sooner you receive the money, the quicker you can start earning a return
2)  Inflation
a.   The purchasing power of money decreases over time
3)  Risk
a.   There is a greater chance you will not receive the money as time goes on
­    Annuity
o 	Multiple constant payments over a period of time (same size, over the same interval)
­    Ordinary annuity
o    Payments are made at the end of every period
­    Annuity due
o    Payments are made at the beginning of the period
­    Compounding Periods
o    Compounding: earning interest on interest
	At the end of each compounding period, the interest becomes part of the principal and starts earning interest itself
o    The greater the number of compounding periods, the faster your
investment grow
	The rate that you actually earn increases as interest periods increase
­    Car leases
o    Payments are made at the beginning of each month
o    Deposit/upfront cost
o    Lease payments
o    Residual value
o    Sum of these 3 parts is equal to present value of the lease





Social Factors 

4 elements to social: Customs, values, attitudes, demographic characteristics
(concentrate on demographic characteristics)
­    Elements influence customer preferences, worker attitudes, and behaviors
­    Influences:
o    Ethics
o    Social responsibility
o    Stakeholder management
­    These 3 affect how we live, work, consume and produce
­	Ethics: individual standards/beliefs regarding what is right and wrong or good and bad
1)  Ethics
a.   The beliefs an individual has about what is right and wrong b.   Most people have different ethic views
2)  Business Ethics
a.   Standards that managers hold and guide managers in their work b.   Influenced based upon individual ethics
3)  Corporate Social Responsibility
a.   The responsibility that organizations have to all stakeholders
All flow to each other
Ethics is a part  of business ethics, which is a part of corporate social responsibility
­	In order for a manager to decide what strategy to use, he must determine his ethical approach, which will affect the corporate social responsibility of the company
­	Customers expect the business to act ethically, if they don’t, customers won’t buy their products

Ethical Dilemma
­    A complex ethical dilemma is not black and white
­    Managers must determine how to approach these dilemmas
4 approaches to ethical dilemmas
1)  Rights approach
a.   Stick to regulation laws (Ensure that you are not violating basic legal rights)
2)  Utilitarian approach
a.   Equal good to equal people
b.   Do the most good to the most people
c.   People must weigh the benefits and harms when making decisions
3)  Fairness/Justice approach
a.   Distributing burdens and rewards in an equitable manner i.   How fair is an action?
ii.   Does it treat everyone equally or does it show favorism or discrimination?
1.   Favorism – gives benefits to certain people without a justifiable reason





2.   Discrimination: imposes burdens on people who are no different from those on whom burdens are not imposed
b.   Whoever does more work, gets more reward
4)  Caring approach
a.   Treat others the way you would want to be treated b.   Responsible to one another

How to determine which approach to take regarding ethical dilemmas
1)  Identify various courses of action that we could perform
2)  Determine all the foreseeable benefits and harms that would result from each course of action for everyone affected by action
3)  Choose the course of action that provides the greatest benefits after the costs have been taken into account

Social Responsibility
­    What does the organization do to and for stakeholders?
o 	Stakeholders are anyone involved in the business and affected by their decisions
­    How a business defines ethical conduct at the organizational level – “collective
code”
o    What the business considers ethical
o 	Corporations believe that they should affect society positively, not only inner, but also outer
o    A company can either only focus on making a profit (investors) or they
can actively consider other stakeholders (2 opposing views)
­	Social responsibility is the way that a business tries to balance its commitments to its organizational stakeholders

4 approaches to Corporate Social Responsibility
1)  Obstructionist Stance
a.   Do as little as possible, and work to do less
2)  Defensive stance
a.   Doing only what you’re required to do
3)  Accommodative stance
a.   Going a bit above what you need to do
i.   Fallon’s using Waterloo Food Bank (not part of business strategy but definitely helping out the community)



4)  Proactive stance
a.   Looking for opportunities to incorporate CSR into a business’s strategy (Tim Hortons constantly has Tim Bit Hockey as a part of a business strategy)

How does CSR affect Diamond­E?
Manager’s preferences influence CSR





­    Set specific hiring criteria
­    Establish a code of ethics or value system
­    Define and work to a specific organizational culture
­    Define specific rewards and evaluation metrics
­    Ethics training and diversity days

Who are stakeholders?
­	Groups, individuals, and other organizations who are significantly affected by the organization’s activities
­    Stakeholder’s provide business with the capacity to operate
­    Stakeholder’s importance depends on situation and issue
o    If not important, won’t pay attention
o 	If very important, will give a lot of attention (You can’t please all stakeholders, must focus on the important ones)
o    Affects willingness and opportunity to act
o 	Challenge:  stakeholders may have varying and conflicting expectations of an organization (since there are many stakeholders)
	How do you balance and give importance? Depends on managerial ethics and approach to CSR
Stakeholders could be:
­	Owners/Investors: Corporate Governance (why is there a responsibility towards owners/investors)
o    Investors provide capital
­    Customers (why is there a responsibility towards customers)
o    Provide the revenue
o    Consumers have a set of rights
	Right to safety, to be informed, to be heard, to choose, to courtesy, to education, fair pricing
o    Companies need to be ethical in their advertising to meet customer needs
­    Employees (why is there a responsibility towards employees)
o    Provides business with talent, skills, labor
o    Need to engage employees to make sure they don’t go elsewhere
o    Employees have rights
	Responsible hiring and promotion, safety, opportunities for advancement, respect, protection of people who exposes misconduct should not be revealed)
­	Society: Human  development,  poverty (why is there a responsibility towards society)
o    Minimizing social issues improves business environment
o 	Diffuse the issues of social decay, political chaos, terrorism, and further environmental degradation
o    Looking beyond overall economic growth to deal with income inequality
increases potential customers
o 	Opportunities for innovative business models that deliver economic and social value

­	Natural Environment: Air, water, land pollution (why is there a responsibility towards the environment)
o    Environmental impact has an economic impact
o    General societal shift to being green
o    Need to think about future generations in addition present
o 	Companies are attempting to be more environmentally friendly and have a green image
Stakeholders have the expectations of:
­    Return on investment/profit
­    Quality, choice etc.
­    Fair pay, safe work
­    Concern for the community
­    Responsible stewardship

Why manage stakeholders?
­    Improve ability to predict/control environment
­    Align company with societal values
­    Higher level of trust/commitment from employees and customers
­	Develop entry barriers (Tim Horton’s hockey has developed strong relationships with communities, making it more difficult for other companies to provide the same services at the same efficiency)

Managing Stakeholders
­    Identify key organizational stakeholders
­    Diagnose them along two critical dimensions of potential for cooperation –
categorize them
­	Formulate appropriate strategies both to enhance or change current relationships with those key stakeholders and to improve the organization’s overall situation
­    Effectively implement  these strategies

Diagnosing Stakeholders:
­    High potential  for threat, high potential  cooperation
o    Mixed blessing (collaborate)
o    Collaborate with them when necessary
o 	Changing some of the following rules, the decision forum, transaction process
­    High potential  for threat, low potential  cooperation
o    Non­supportive strategy (defend)
o    These are rivals, and you need to defend your company
­    Low potential  for threat, high potential  cooperation
o    Supportive strategy (involve)
o 	Involve these stakeholders as much as possible because they are there to help
­    Low potential  for threat, low potential  cooperation
o    Marginal strategy (monitor)
o    Doing nothing and monitoring current stakeholders






Stakeholder management strategies
­    Stakeholders with low strategic importance
o    Satisfy needs and/or demands of stakeholders
­    Stakeholders with high strategic importance:
o    Customers and suppliers
      Involve in product design
o    Competitors
      Joint research and development, joint market development
o    Government
	Invite involvement in setting safety/technical standards, appoint to board of directors
o    Community
      Involve in urban renewal projects
o    Activist groups
      Appoint to BOD, seek input, consult
o    Unions
      Invite involvement in joint committees, appoint to BOD, profit­
sharing

Demographics
­    Study of human population
­	Allows businesses to predict trends, make predictions, and understand changing business environment
­    Often grouped into ‘cohorts’
o    Grouped based on birthdate
o 	Progress through life in a similar fashion, similar experiences, needs, wants
Factors affecting size of cohort
­    Fertility rate – average # of children per woman
o 	You need to make sure you have enough people to market in the future, for example, if number of babies being born keeps getting smaller and
smaller, how will tis affect your strategy?
­    Birth rate – total # of births/size of population
o    Many countries struggling because of the diminishing birth rate
	Exploding cost of pensions, relatively slow growth of their labor forces

Demographics in Canada
­    Aging baby boomers are changing the marketplace
o 	Increasing number of seniors, need for elder care, less working aged people
­    Children of baby boomers = echo generation
o    Higher amount of disposable income
­    Increasing number of one person households





o    Lost economies of scale, fewer households with children
­    Increasing number of one­parent families
­    Large cohort’s are more attractive to enter into, but there is more competition
­    Small cohort’s has less competition, but less opportunities to target
­    Increased immigration to Canada
o 	Immigrants are younger and live in cities (more opportunities for businesses)
o    Increased demand for multilingual consumer support/services/goods
­    Increasing urban concentration in Canada
o    Highly concentrated population in a few areas
­    Donut Effect
o    Ringing out as people move, donut grows because GTA grows
­    Young people are moving from rural to urban areas
o    Affects median age in rural areas and access to goods and services

*Changing demographics in emerging economies present new opportunities and partnerships for international businesses


Political Factors 

Elements


­    Laws, regulations
­    Taxes
­    Trade agreements or conditions
­    Political system
­    Political stability

Social factors influence political: as social values shift, government puts laws and regulating (Ex. Teachers smoking in classroom)
Government influences technology factors – approve certain technology standards. Only some technologies get adapted, patents are part of this (IPR)

How government influences businesses
­    Customer
o    Government hiring construction company to build new road
      Increases buyer power – government is a large, established entity
(Porters)
­    Competitor
o    Ex. CBC is in competition with other, private TV Channels
	Increases Rivalry – government is highly capable due to their access to resources
­    Regulator
o    Ex. Strict regulation of banking industry in Canada
o    Promotes innovation – Competition Act
o    Promotes innovation – intellectual property rights
o    Protects consumers – Hazardous Products Act
o    Achieve social goals – universal health care, education
o    Protect the environment – Canada Water Act, Fisheries Act
	Decreases threat of potential entrants – government prevents new businesses from entering highly regulated industries (regulations affect businesses)
­    Taxation agent
o    Ex. Corporate taxes, input taxes (HST)
o 	Collected by all three levels of government (federal, provincial, municipal)
o    Business and personal taxes
o    Progressive taxes – the higher the income, the more the tax will be
o 	Regressive taxes – tax that takes more from smaller incomes than from people with higher incomes
o    Restrictive taxes – taxes that follow legal obligations for certain goods and
services (price floors and ceilings)
	Increases substitutes power – If substitutes industries are taxed at a lower rate than your industry, increases their price competitiveness
	Laws can create barriers to entry (patents will regulate new entrants and competitors)
­    Provider of incentives
o 	Ex. Provides business loans to small businesses (start­up businesses need funds)
o    Subsidies – sum of money granted by the government to help keep prices
of goods/services low
o    Tax breaks – tax deductions, tax credits, tax exemptions, etc.
o    Support services – help from government with business related issues
o 	Research funding – government grants funds for business research (helps with innovations)
o    Bail out – an act of giving financial assistance to a failing business or
economy to save it from collapse
	Increases threat of potential entrants – government provides $, increases access to capital resources
­    Provider of essential services
o 	Ex. Transportation infrastructure used by shipping companies, education provides skilled workforce, health care
o    Helps achieve a countries social goals
	Increases threat of new entrants – new businesses are able to distribute their product easily by using the developed infrastructure

What actions/decisions  can the government make that will affect a firm’s ability to achieve its CSF?
1)  Achieving financial success
a.   Government raises taxes, sales drop, people have less disposable income
b.   Government imposes intellectual property rights, creates job opportunities and promotes innovation
2)  Meeting customer needs
a.   Government provides essential services such as health care and infrastructure, which is require in meeting customer needs
3)  Building quality products and services
a.   Government provides R&D funds to help with the innovation of new products/services
4)  Encouraging innovation and creativity
a.   Government imposes Intellectual property rights
b.   Patents are only given out to new ideas, promoting innovation within businesses
c.   IPR are used as incentives for businesses
5)  Gaining employee commitment
a.   Government has primary responsibilities to ensure fair treatment, to make sure that employees are content resulting in hard work
b.   Create loans to have safety and protection in the work place

6)  Creating distinctive competitive advantage
a.   IPR (trademarks, copyrights, and patents act as incentives)

How businesses influence government
­    Lobbyists
o    Politicians hired to persuade government to pass favorable legislation
o    Influence politicians
o    Hired to represent company’s/group’s interest
­    Trade associations
o    Fragmented industries group together
o    Increases bargaining power
o    Collaboration between companies (standardization)
­    Industry Contacts
o    Provides expert opinion on industry
o    Ex. Assessments of environmental impacts
­    Advertising
o    Pays for advertisement to sway voters
o 	Corporations have a large amount of buyers, and can help influence voters with the help of advertising
o    Popular in US (PACS) (separate businesses that pay for advertisers to
sway voting decisions)

Intellectual property rights
­    Legal rights that grant exclusive rights to creator (technology, processes, designs)
­    Why are they important?
o 	Protects new businesses so that other companies cannot take your ideas and implement them
o    Encourages innovation between businesses, creates an incentive through
providing competitive advantage
Trademarks
­    Words, designs, symbol used to identify product/business
­    Creates brand names
­    Can be a symbol/shape and/or words
­    Protected for 15 years, option to renew
­	Organizations feel that this is one way of establishing/protecting competitive advantage
Copyrights
­    Protects original work of art (painting, book)
­    No registration necessary
­    Protected for life of creator + 50 years
­    Doesn’t cover ideas, only the form in which they are expressed
­    Why? In order to receive credit for your work, receive royalties for your work
o    Royalty: a payment to an owner for the use of property

Patents
­    Exclusive rights to inventions
­    Must be new, useful, and ingenious (unique qualities of process)
­	Can be a product, composition, apparatus, process, or improvement on any of these
­    Protected for 20 years
Forms of Ownership (4 main types)
Sole Proprietorship
­    Owner managed business, full control
­    Easy to form
­    Unregulated
­    Government support (advice)
­    Taxed at personal income rate
­    Unlimited liability (all depends on the owner)
­    Lack of continuity (if owner dies/leaves, there is nobody there to take over)
Partnership
­    Two or more owners
­    General partnership: joint liability
­    Limited partnership: Liability limited to investment
­    Easy to form, not as easy as SP
­    More $ and more resources
­    Taxed at personal income rate
­    Lack of continuity
­    Difficult to transfer ownership
­    Difficult to obtain outside financing
­    Shared profits + decisions = conflicts
Corporation
­    Separate legal entity (shareholders)
­    Managed by BOD (board of directors)
Public – a company whose shares are publicly traded and are usually held by a large number (hundreds or thousands) of shareholders
­	Advantages:  flat tax rates, limited liability, continuity, ease of transferring ownership, ease of raising money, unlimited shareholders, can attract/afford experts
­	Disadvantages: double taxation, cost and complexity of formation, regulation, lack of secrecy
Private – a corporation owned by a few people; shares have no public market
­	Advantages: relatively flat tax rates, lower than public corporation, individual rates, limited liability, continuity, ease of transferring ownership, ease of raising money, can attract/afford experts
­    Disadvantages: double taxation, complexity of formation, regulation Crown – any corporation that is established and regulated by a country’s state or government (commercially owned by the government which is meant to serve the public’s interest)
­	1st sale of stock by a private company to the public is often issued by smaller, younger companies, seeking capital to expand, referred to as a “public offering”
­    Lower tax rates
­    Limited liability
­    Easy to transfer ownership
­    Double taxation
­    Lack of secrecy (all financial statements can be viewed online)





Co­operative
­    Need to be a part of the company
­    Business created to provide value to members
­    Profits of business are redistributed to owners based on sales

	Factor
	Sole Proprietorship
	Partnership
	Large Public Corporation
	Small Private Corporation

	Ease of formation
	Easy to form
	Need partnership agreement
	Articles of incorporation must be completed
	Articles of incorporation must be completed

	Incentive/ satisfaction
	High levels of personal incentive, freedom and satisfaction
	High levels of personal involvement and satisfaction
	
	High levels of personal incentive for major shareholders

	Simplicity/ speed
	Very fast decision making
	Slower decision making
	Annual reports are audited, takes time, slows business
	Difficult and costly to perform

	Tax treatment
	Losses can be written off against other sources of personal income, taxed on the basis of personal rates that are higher than the small business rate charged to private corporations
	Losses can be written off against other sources of personal income, taxed on the basis of personal rates that are higher than the small business rate charged to private corporations
	Dual taxation of corporate profits if distributed to owners in form of dividends
Public corporation of 30% + dividend rate off 44% gross up and 18% + 6.4% tax credit
	Dual taxation of corporate profits; small business rate and dividend rate of 25% gross up and 13.33% federal and 5.13% provincial tax credit

	Government treatment
	Given a lot of government support
	Limited regulation
	Heavily regulated
	Increased administration, record keeping, government regulations

	Secrecy
	No documents published
	
	No secrecy, required to publish annual reports
	Not required to publish annual reports

	Liability
	Unlimited liability
	Unlimited (joint and several)
	Limited Liability
	Limited liability; personal guarantees must be put up for loan anyway

	Continuity/ withdrawal
	Easy to form and dissolve (in & out, no legal restriction
	Difficulty withdrawing one’s investment, selling interest to existing partner, outside person extremely8 difficult
	Ease of transferability of ownership
	Perpetual Life

	Ability to raise capital
	Difficulty raising capital
	Larger availability of capital at beginning, but difficulty raising capital in future
	Easier, can sell shares in capital markets
	Difficulty raising capital

	Management ability
	Management limitations
	Diversification of management’s skill and responsibilities
	Greater Efficiency: hire functional specialists, ease of replacing managers
	Management limitations














Major Marketplaces
­    Country categorization by income
o    High­income
o    Middle income
      Upper middle­income
      Lower middle­income
o    Low income (developing countries)
­    Geographic Clusters
o    North America
o    Europe
o    Pacific Asia

Forms of competitive advantage
­    Absolute advantage
o    Cheaper/better than other countries
­    Comparative advantage
o    Better than other goods, lower opportunity cost
­    National competitive advantage (formed from 4 conditions)
o    Demand conditions – home­market relative size; domestic buyers’ needs
o 	Firm strategy, structure, and rivalry (Competition) – different management styles and organization; degree of local rivalry
o    Factor conditions – availability, quality, and relative prices of inputs
(labor, materials)
o 	Related/Supporting industries (Suppliers) – proximity of suppliers, end users, and complementary industries



Barriers to International Trade
Businesses are looking at globalization
­    Social and cultural differences
o 	Companies must adapt to customer needs (needs are different all around the world)
You can overcome these barriers by partnering with other firms
­    Economic differences
o 	Varied exchange rates (can increase production prices, resulting in domestic purchases instead of international purchases)
      Could be an opportunity or a barrier to trade
­    Legal and political differences
o    Quotas, tariffs, subsidies
o    Protectionism
o    Local content laws
o    Business practice laws – cartels and dumping
Overcome by Free Trade Agreements

Strategies to enter a foreign market
Higher Risk, Higher Return
Low risk to High Risk order
­    Licensing/Royalties
o    Giving rights to another company to sell your idea
o    Limited say over sales volume
­    Local Agents
o    Employ salespeople that know the local culture
o    $ Limited by reach of salespeople
­    Branch offices
o    Serves customers in that country
o    Does not perform all functions (manufacturing)
­    Alliances with local firms
o    Joint venture or partnership
o    Mutually beneficial relationship
o    Creating a new company 50/50
­    Foreign Subsidiaries
o    Establishing your operations in another country
o    Performs all functions

How does international business affect each of the CSF? What changes might you have to make to meet each one?
1)  Achieving financial performance
a.   Businesses are able to gain more profit if they expand internationally
2)  Meeting customer needs
a.   Different culture have different needs and expectations, and businesses must consider those needs when going international
b.   Must ensure that they are not offending or discriminating against customers from other culture
3)  Building quality products and services
a.   Businesses have access to more resources and potentially cheaper prices too
4)  Encouraging innovation and creativity
a.   Technology makes it easier, faster, cheaper to innovate all around the world
b.   Facing more competition internationally, so they must be innovative to ensure the success in other parts of the world
5)  Gaining employee commitment
a.   Local agents or employees of branch offices must be given incentives to help the success of these businesses in foreign countries
6)  Creating a distinctive competitive advantage
a.   International businesses must have advantages that are not present in existing businesses in the foreign markets
b.   Businesses may have to alter their goods/services to make sure they satisfy economic, political and social factors



	


Technology Factors

Technology
· Affects what we produce, what it can do, how we produce, how we sell, and how we manage and run the organization
· Demands constant learning and scanning
· Advancement in equipment and its uses
· Often substitutes for/magnifies human efforts
· Includes all the ways by which firms create value 
· Human knowledge
· Work methods
· Equipment
· Includes information technology

Opportunities 
· Products: innovation, uniqueness, value
· Management and Organizational Processes 
· Instant access to info
· Better services through coordination
· Leaner organization
· Improved operations efficiency i.e. CAD, ERP
· Greater independence of company and workplace
· Competitiveness 
· Create barriers to entry; cooperation w/ other firms; reduce cycle times
· Communication and collaboration
· Within firm and w/customers 
· Customization

Threats
· Imitation
· Info costly to development, but cheaper to share
· Disruptive technologies
· Unpredictable evolution
· Need for constant learning and scanning
· Information overload
· Greater independence of company and workplace
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How does technology impact Critical Success Factors?
	Factor
	Opportunity
	Threat

	Achieving financial performance
	Larger market
	Increased Competition

	Meeting customer needs
	Greater accessibility 
	Lack of customer/employee relationship

	Building quality products and services
	Products – innovation, uniqueness, value
	Imitation

	Encouraging innovation and creativity
	Products – innovation, uniqueness, value
Competition drives 
	Imitation
Unpredictable Evolution

	Gaining employee commitment
	Communication and collaboration within firm/employees
	Greater independence of company and workplace

	Distinctive competitive advantage
	Technology affects competitive advantage if it
has a significant role in determining relative cost
position or differentiation. Since technology is
embodied in every value activity and is involved
in achieving linkages among activities, it can have a powerful effect on both cost and differentiation.
Technology will affect cost or differentiation if it
influences the cost driver or drivers of uniqueness
of value activities. The technology that can be
employed in a value activity can be the result of
other drivers, such as scale, timing, or interrelationships.
	Harder to sustain advantages /Imitation
Disruptive Technologies


Complementary goods 
· Needed for value; creates vicious or virtuous cycle 
· E.g. Printers and ink cartridges, DVD players and DVDS, Hotdogs and buns

Technology Standards
· Requires compatibility of complementary goods 
· Idea that products and services must often make the choice of being compatible with existing systems or “going alone”
· E.g. Blackberry

Network Effects 
· Value of a product to one user depends on how many other users there are 
· E.g. Facebook, Twitter, PSN
· Installed Base: # of Users 
· Solutions: Compatibility alliance/incentives with complementary goods, supplier, build base 

Lock-In
· Size of investment 
· Larger = greater resistance to switch
· Switching Cost: Cost of moving 
· Entry barrier: makes lock-in worse
· E.g. Buying a PlayStation, Cell Phone contract 
· Solutions: 
· Lower switching costs
· Offer a leap in performance 

Sustaining Technology 
· Presents improvements to existing products in expected ways
· Provides mainstream, high-margin customers w/ enhancements in product functionality 
· Existing firms normally win
· E.g. iPhone 5 -> 5s 

Disruptive Technology
· Presents a different package of performance 
· Attributes that aren’t initially valued by mainstream customers (starts in peripheral markets)
· Gains foothold in lower performance segment, improves technology rapidly until they meet mainstream performance needs, then enter these markets 
· New disrupting firms often win
· E.g. email, ultrasound, digital photography 

Why do large firms sometimes fail?
· Slow response time
· Processes weed out ideas that focus on non-traditional markets
· Managers focus on current customer 
· Don’t look at innovations that target lower-margin customers
· Markets where disruptive innovations establish themselves are:
· Niche markets: small and low margin
· Unpredictable growth
· Managers avoid these areas b/c they are high risk
· Bigger risk of failure 
· Bigger risk of being criticized for their failure

How to avoid failure –Large firm
· Design products based on the task they complete, not the customers who buy them
· Monitor outside the industry 
· Partner w/ young firms –strategic alliance
· Establish independent venture units

How you can compete – small firm 
· Enter w/ totally different product in a market large firms wouldn’t be interested in
· Avoid mainstream customers of the big players
· Ares where large players are not strong and slow to respond
· Low margin or small size markets 

How different types of innovation impact existing firms
	
	Knowledge/capabilities challenged:
	Knowledge/capabilities unchallenged:

	Architecture/ Organization structure challenged:
	RADICAL
INNOVATION
(Tesla or Netflix)
	ARCHITECTURAL
INNOVATION
(e.g. desktop computers compared to IBM mainframes)

	Architecture/ Organization structure unchallenged:
	MODULAR
INNOVATION
(e.g.  digital camera compared to film camera)
	INCREMENTAL
INNOVATION
(e.g. image stabilizing feature added to digital cameras)
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