BU111 FINAL EXAM REVIEW
SOCIAL FACTORS
· Ethics
· The beliefs an individual has about what is right and wrong; I believe it is wrong to sell drugs
· Business Ethics
· Standards that managers hold and guide managers in their work
· Influenced based upon individual ethics; my manager believes it is wrong to sell drugs
· CSR
· The responsibility that orgs have to all stakeholders; Laurier has a responsibility to its students to not let people sell drugs on property
· Social mission, environmental mission. Doesn’t have to be one of those though
· Four approaches to CSR
· Obstructionist Stance: Do as little as possible, and work to do less
· If you happen to break the law and get caught, meh. As long as you profit. Willing to break law.
· 7/11 Beef quality is trash, but they capitalize on ppl who want to eat quick and don’t care about how good it really is. Doing as little as possible. Not looking to help people, just profit.
· Defensive Stance: Doing only what you need to
· Here’s the bar that the law says I have to meet, I’m JUST above it. I’ll do what the law tells me and nothing more. 
· Min wage is 10.50, everyone gets 10.50. Not 10.51
· Accommodative stance: Going a bit above, but only when asked
· They’ll do whats required and if people ask them, they’ll do a little bit more.
· Employee asks for more paid leave when have a kid, or salary, or more vacay pay. Accommodative stance will consider and possibly act on it.
· Proactive Stance: Looking for opps to incorporate CSR into a biz strategy
· Even if it hurts their profits, they’re looking for ways to do better. Do better for the stakeholders and make this a part of their strategy
· Freshii is an example; all of their bowls and utensils are environmentally sustainable. Always looking for ways to treat the environment better. Proactively trying to incorporate into strategy.
· How do we GET the ethics for the strategy/stance we choose?
· Set specific hiring criteria: ask questions in an interview
· Managerial role modelling: current managers can be role models; if they act the right way, other employees will
· Establish a code of ethics, mission statement, value system; google says don’t be evil. Simple, but you know what they mean. Code of ethics/conduct, such as in the lab manual
· Define and work to a specific org culture; this is the type of business we want to be
· Define specific goals rewards and evaluation metrics; reward employees that adhere to the expected ethics after evaluation
· Set up employee protection mechanisms; whisteblowers, etc. If I see Mike doing something wrong, I should know that I can call him out or tell management without being punished.
· It all boils down to the Diamond-E management preferences.
· Why bother with CSR?
· Effective CSR can improve profitability
· By implementing more enviro-friendly, you can make more money. No govt penalties, more efficient, social trends, etc.
· Customers like buying from ethical businesses. Can be a distinct advantage in both the long run and short run
· These are all CSF’s, check SOS slide
· Stakeholders
· Those who are affected by an organization’s activities
· Have varying views and degrees of importance
· They allow the business to operate and must be compensated for that
· Could be:
· Owners/Investors
· They provide you with the capital to operate in return for money, but they are not the ones doing things. They don’t make decisions, they don’t do the work
· Investors are represented through a board of directors
· Can lead to a conflict of interests
· CEO can fly first class all the time, go to Disneyland business trip, etc. Spend investor money in interest of the manager/themselves.
· Solution: new regulations, disclosure rule
· Customers
· Customers provide revenue, without them your business probably sucks
· Right to safe products
· Toyota’s gas pedal recall was not a safe product. The exploding cellphones by Samsung were not safe. 
· Right to be informed of relevant aspects, and educated about purchases
· You need to know how to use the product safely, someone sued RV because the company didn’t tell him that cruise control is not self-drive. 
· Right to be heard
· Should be able to talk to companies; social media, hotlines, etc.
· Right to buy what you want and choose
· Free and open competition, choose what you buy
· Right to courteous service
· Self explanatory
· Need to be ethical in their advertising and pricing
· No false advertising, etc. check slide sos
· Employees
· Gain employee commitment. They are the bedrock of your business. Provide the business with talent, skills, and labour.
· Engage them and make sure they don’t go elsewhere!
· Hire people responsibility, promote responsibility, compensate, protection for whistleblowers
· If Laurier decides not to pay profs properly, they go to UW. 
· Should be able to point things out that are wrong or need improvement without being fired or punished
· Can’t just hire friends etc.
· Society
· Minimizing social issues improves business enviro.
· Looking beyond overall economic growth to deal with income inequality; increases potential customers
· If you have less homeless people, more people have money, more people can buy your product.
· Your employees all live in a ghetto neighbourhood with drivebys, does this stress them out? Yes. They bring this concern into work and they are not as productive. By minimizing societal issues, you can improve your employees. 
· Can create innovative business models that deliver econ and social value; such as SOS Tutoring
· Environment
· Managers overall move away from just profit here. What is the triple bottom line? People, planet, profits.
· You can make more money by being more enviro friendly. Global warming has lost companies trillions of dollars
· BP Oil Spill, had to pay a ton of money and no one liked them anymore. Killed animals
· People are changing, they care more about being green and are wary of their carbon footprint. More businesses are going towards this idea as a result. Freshii, for example. How can we use less water, how can we pollute less, etc. 
· Have the expectations of:
· ROI/Profit, quality/choice, fair pay/safe work, concern for the community, responsible stewardship
· These expectations can be conflicting, for example ROI for employee and profit for owners.
· Why manage stakeholders?
· They can either harm you, or make you.
· Identify key stakeholders
· Categorize on the two dimensions
· How likely are they to pose a threat, and how likely are they to cooperate? 2x2 Matrix. Outlined in slide
· Strat Defend : Limit the influence it has. Reduce how much you rely on them
· Strat Monitor: Just make sure they’re okay, watch them.
· Formulate a strategy to improve organization’s situations
· Implement and manage strategy
· Demographics
· Study of human population
· Allow businesses to predict trends, make predictions, and understand changing biz environment
· Often grouped into cohorts
· Grouped based on birthdate, progress through life in a similar fashion, similar exp needs and wants
· Basic girls, 16-26 years blonde, loves pumpkin spice and uggs and they can’t even
· Pick up on this, and capitalize on trends that affect these demographics
· Demographics in Canada
· Aging baby boomers are changing the marketplace
· Increasing # of seniors, need for elder care, less working aged people
· Children of baby boomers = echo generation
· Higher amount of disposable income
· Increasing # of one person households
· Increased immigration to Canada
· Immigrants are younger and live in cities
· Increased urban concentration in Canada
· Higher median age in rural areas, etc. 
· What kinda businesses do well with what demographics?
POLITICAL FACTORS
· How governments influence business
· Customer: Govt hires construction company to build new road
· Competitor: CBC in competition with other private TV channels
· Regulator: LLBO regulates the sale of alcohol in restaurants
· Taxation Agent: Corporate taxes, incentives
· Provider of Incentives: Provides business loans to small businesses
· Provider of essential services: Transportation infrastructure, OHIP, education provides skilled workforce
· Porters Five Forces
· As a customer, they increase buyer power. Government is a large, established entity. All of blackberry’s sales in hardware before was to governments(BBM). One country said no, puts them in trouble.
· As a competitor, increases rivalry. For example, the mail. Government is highly capable due to their access to resources; UPS and FedEx and stuff try to avoid doing regular mail like Canada Post.
· As a regulator, it decreases the threat of potential entrants. Governments prevent new businesses from entering highly regulated industries. LCBO is regulator of alcohol, but WineRack was allowed to sell wine. No one else can do it, they get to control it. 
· As a Taxation Agent, it increases substitute power. If substitute industries are taxed at a lower rate than your industry, it increases their price competitiveness. Tech is taxed lower because it is the future; so they tax it lower. Taxi has higher tax rate than uber; it gives you more power. Uber was a substitute. Government controls that by playing around with who gets what rate
· Provider of incentives, increases threat of potential entrants. The new building that came up in waterloo got a huge discount. Same with Halifax, Halifax gave them a huge tax cut. Govt provides $, increases access to resources
· As a provider of essential services, they increase the threat of new entrants. Canada Post is already set up. If you want to set up as an e-commerce website it would be easier for you. The infrastructure is already set up and you can piggyback off it. 
· How businesses influence the government
· Lobbyist: politicians hired to persuade govt to pass favourable legislation, like crooked Hillary
· Trade associations: fragmented industries get together. Increases bargaining power. Eggs have a trade association; a bunch of egg farmers get together to say eggs are good for you and to push a trend
· Industry Contacts: provide expert opinion on industry, assessments of environmental impacts. Government creates all of those ministries to get in contact with businesses to get their opinions
· Advertising: pays for advertisements to sway voters, popular in US. Businesses endorsing politicians and stuff. 
· Intellectual Property Rights
· Legal rights that grant exclusive rights to the creator, helps create the barriers
· Protects new businesses and encourages innovation between businesses, creates an incentive by providing a distinct compet advantange
· How?
· Trademarks
· Words, designs, symbol used to identify product/business
· Creates brand names
· Protected for 15 years, option to renew
· Copyrights
· Protects original work of art
· No registration necessary
· Protected for life of creator + 50 years
· Star wars logo is trademark, but the whole film is copyright
· Patents
· Exclusive rights to inventions
· Must be new, useful, ingenious, and specific
· Hard to get patent for something broad
· Protected for 20 years
· Hedge fund guy bought a bunch of patented drugs with no substitutes
· Took a $30 pill and made it $1000
· Martin Shkreli
· Forms of ownership
· Sole Proprietorship
· Ma and Pa stores, privately owned, full control
· Easy to form, unregulated, taxed at personal income rate, unlimited liability, lack of continuity, lack of resources and $$
· Partnership
· Limited liability partnerships, lawyers. Just a handful of people, best to do a partnership
· If you sue partnership, liability is split equally between partners. But if one runs to mexico, first person pays 100%
· Liability is limited to investment. Easy to form, not as easy as SP, taxed at personal income rate.
· If one partner dies, you usually have to start a new partnership/business
· Lack of continuity
· If you sue partner or sole, you’re suing the people.
· Corporation
· Lots of people, cant split up liability and stuff between 30 people. 
· Separate legal entity, managed by Board of Directors, public, private, crown.
· Lower tax rates, limited liability, easy to transfer ownership, double taxation (company taxed, and then income taxed personally), lack of secrecy
· Even if people die, it is a separate entity it doesn’t make a difference
· 
· Co-operative
· Business created to provide value to members
· Profits of business are redistributed to owners based on sales
· A credit union. If you set up an account at TD and credit union
· At credit union, you technically own a part of the bank. To own some of TD, you have to buy stock. At credit unions, sometimes you share in the profits
· Barriers to International Trade
· Social and Cultural Differences
· Adapting to customer needs; overcome by partnerships with other firms
· They do things differently in other countries, it’s hard to enter a new country with the same strategy and do well. Pick someone in that market already to partner with them
· Economics Differences
· Exchange rates; switching dollars around
· Legal and Political Differences
· Quotas, tariffs, subsidies
· Protectionism
· Local content laws
· Business practice laws
· Overcome by free trade agreements
· Strategies to enter a foreign market
· Lower risk = lower return
· Easiest way to enter a country is by licensing/royalties
· If you have a good patent, and want to enter India, easiest way is to sell the idea. Limited say over sales volume
· Local Agents, employ salespeople that know the local culture
· Branch offices, marketing team and sales reps. You usually don’t manufacture. $ limited by the reach of sales people
· Alliances with Local Firms
· Joint venture or partnership
· Mutually beneficial relationship
· Foreign subsidiaries
· Take what im doing here, and bring it to india, and do it over there instead
· Riskiest, but also most reward if it works. Performs all functions
ECONOMIC FACTORS
· Focus on pillars yourself. From lecture.
· Bonds
· Debt that is issued by a bus or govt
· An IOU with fixed interest payments; coupon payments
· Legally binding, must be paid or company declares bankruptcy
· Gets paid back before stockholders
· Fixed end date
· Types of bonds
· Secured vs Unsecured
· Does it have an asset backing it or not?
· If your company goes bankrupt, and it has a secured bond, that person just takes the asset. Laurier secured assets using new Laz Hall building. Bank wouldn’t take money, they’d take the building.
· Registered bonds vs bearer bonds
· Do you register your name with the debt issuer or just hold onto the certificate? 
· Company has a list of its bondholders, and it pays money to those on the list. Bearer bond just means you have the paper. Doesn’t matter if you stole it or not, whoever has the paper gets money
· Callable bonds
· Issuer can pay back principal rather than continue coupon payments. They pay you in full and stop all interest payments
· Convertible
· Can convert into shares
· Serial	
· Bonds mature at a gradual pace, 10% at 1 year, 10% at 2 years, 10% at 3 years, etc.
· What determines a bonds value?
· At issuance
· Interest rate, quality of issuer, features
· If you can get 3% interest from your savings account, would you buy debt with a coupon of 2%? No.
· Debt carries additional risk of default, investors need to be compensated for it
· Higher interest rate = Lower bond price because higher payments. If demand for the bond goes down, price goes down.
· Government of Canada would be able to pay back it’s debt. They aren’t going to go bankrupt. A tiny oil exploration company with 0 revenue would probably go bankrupt. 
· Govt of Canada bond would prob have the higher price
· When Traded
· Coupon rate and interest rates
· When interest goes up, price of bond goes down
· Why? Bond prices are inversely correlated – investors desire a certain yield. If interest goes up, investors can put their money in a savings account. Bond prices fall in order to compensate and meet the desired yield of investors
· Market/Economic Risk, inflation
· If there is a high risk of default, investors will demand a higher yield
· So what is yield?
· Our return on investment. Help us compare various investments; should I buy this bond or that bond, this bond or that stock, this bond or a savings account?
· Yield = What you made / What you paid
· Interest + Capital Gain / What you paid = x%
· [Coupon rate * face value + (facevalue – pricepaid / timetomaturity)] all over price paid
· If I made 100 over 10 years, 10 dollars a year. That’s the part in brackets.

· Nicole’s parents gave her 1k. Invests in a bond with coupon of 8%. The bond has face value of 1k, and is currently trading at 850. The bond will mature in 3 years. What is the yield to maturity?
· Coupon rate is 8%, face value is 1k, price is 850, maturity in 3 years.
· 0.08*1000 + (1000-850 / 3) / 850
· 80 + 50 / 850 = 15.29%
· Why is yield different than coupon rate
· Yield accounts for additional risk that comes from investing in a bond
· Interest rate + risk premium
· Three scenarios for bond prices
· At a premium, price is higher than 1000
· Bond is trading higher than face value
· Occurs when coupon is higher than yield
· At a discount, price is lower than 1000
· Bond is trading lower than face value
· Occurs when coupon is lower than yield
· At par, price is 1000
· Bond is trading at face value
· Occurs when coupon is equal to yield
· Reading bond pricing
· Written as issuer, coupon, maturity date, price, yield
· JDCC, 5, 24/01/2014, $1500, 3.5
· Sometimes price is 150, means 150%. So 150% of 1000 is 1500.
· Common Shares
· Voting Rights
· Stocks rep a part ownership in the corp. Each share has one voting right to elect board of directors
· No fixed term
· You are an owner, and the company does not have to repay you. You can hold the shares forever
· Variable return
· Increase in stock price or payment of divvies based on perf of company, investor perceptions
· High return in profitable years, low or losses in unprofitable years
· Discretionary payment
· Dividends are paid only when the company is profitable and at discretion of the board
· More risk


· Preferred shares
· No voting rights, given up in exchange for guaranteed dividend
· No fixed term
· Fixed return
· Dividend is fixed every year, preferred dividend
· Non-discretionary payment
· Get money regardless
· Less risk
· Check slide. 
· Priority in case of bankruptcy
· Liquidate assets, pay off bondholders/creditors, pay off preferred shareholders, remainder is for common shareholders. 
· Investment problems
· Going long
· Simple transaction of buying shares and selling them later
· Capital gain
· Difference between received from sale and paid to purchase shares
· Example
· 150 shares of company ABC at 10/share. A month later, sell at 13. What is your gain and yield
· Buy 150 @ 10 1500
· Add purchase comm 2% 30
· Pricep aid 1530

· Sell 150 @ 13 1950
· Less sale com of 2% 39
· What you received 1911
· Capital gain is 311, yield is %. 
· Margin Buying
· Purchase of an investment by paying an amount and borrowing balance from broker
· Expressed as a % of market value of investment
· Minimum margin requirement set by the broker, margin must always be greater than the minimum margin requirement
· Margin call when the share price drops, and you msut deposit more money into the margin account to meet req
· Leverage : borrow money so you have more shit.




· Example
· Calculate the broker loan. 0.75x = 1500, 75% margin call
· X = total amount in margin account = 2000
· Broker loan = 2000 – 1500 = 500
· Calculate interest on the loan. Loan period oct 25th to april 25th; 6 months
· Interest is 8%, 8 x 500 x (6/12)
· 40 x (6/12)
· 20
· Check slide for rest
· Calculate capital gain/loss and yield
· Example
· Stock went down from 10 to 8, and then up to 13. What is the amount on margin call?
· Calculate max broker loan
· He only wants to lend us 25% if margin is 75%. 
· Market value when they went down to 8 is 1600 for 200. 25% of that is 400. Current loan is 500. Issue is 100 discrepancy. You pay back 100, margin call is 100. You need to put in 100 of your own money to maintain margin requirements.
· How do we calculate interest here?
· October we borrowed 500, in November we paid 100 back so the loan is now 400. Calculate for 1/12 months for the interest paid. First part of the interest before margin call is $3.33.
· Loan of 400 is kept for 5 months, so calculate that afterwards. Calculate for 5/12, which gives you second part of interest at $13.33.
· Total interest is $16.66
· Calculate capital gain/loss and yield
· Nothing else changes here, just the interest. You still make the same amount of money. New capital gain is $491.34. But yield is now / 1600, because you put in an extra 100. You paid 1600 instead of 1500 this time. 
· Selling Short
· The initial margin is 150% of market value. 
· 100% comes from the shares themselves, 50% is deposited by the investor
· Short Call
· If the price goes up, you deposit more money into the short account so it equals 150%
· Example
· You sell 100 short on may, buy back in july. Market price is 35, and then 33.
· Determine deposit into short account
· 3500 + 1750. 
· If they tell you that you have 1750 to invest, total market value is 3500. The 1750 is the 50%.
· Calculate capital gain/yield
· Sold for 3500, purchased back for 3300
· Less commissions at 2% both times, 70 and then 66. No interest on short selling. 
· Capital gain is 64, yield is 3.66%. 
· Time Value of Money
· Interest Rates
· The sooner you receive the money, the quicker you can start earning a return
· Inflation
· The purchasing power of money decreases over time
· Risk
· There is a greater chance you will not receive the money as time goes on

· Today’s balance of 100 is not the same as 100 in a year. With 6% interest, in 1 year, today’s balance is 106. The earlier you get money the more it’s worth.
· A year balance of 100, with 6% interest is worth 94.34 today. 
· Example: what would you pay for a payment of 2500 two years from now, market interest rate is 5%.
· Today ?. Year 2 = 2500. -5% interest twice to get to today
· Divide by 1.05, and then divide by 1.05 again
· 2267.57.
· Example: What will your balance be in 4 years if u deposit 10k today, 3.75% interest
· Times 1.0375 4 times, 11586.50
· TVM Annuities
· Multiple constant payments over a period of time; payments are same size and same interval
· Ordinary = payments made at end
· Annuity due = made at beginning of period
· Car lease is always annuity due. For annuity due, ALWAYS do an extra compound at the end (1+r). Formula is same otherwise. 
· Compounding
· Earning interest on interest
· Compounding interest rate must be recalculated to find effective interest rates, if compound does coincide with period. 
· Example: 4% semi-annual, is 2% every 6 months. On 1000, you make 1040.40, instead of just 1040 as a normal 4%. Actual interest = 40.40 / 1000, 4.4%.
· TVM Effective Interest Rate
· (1 + r/m) ^ m/p  - 1 is the formula
· r = interest rate, m is the number of compound periods for the interest rate, p is number of payment periods in one year. 
· If frequency lines up with rate, just divide. 4% compounded quarterly, pays quarterly, is 1% per period.
· 4% compounded quarterly, what is monthly interest rate? 
· (1+0/0.4/4)^4/12 – 1
· Bonds
· We use the TMV to help value bonds
· Receive regular interest payments
· Use PV or OA formula
· One lump sum payment
· Use PV of SA formula
· So we use
· Bond price = PV single + PV Ordinary
· Bonds have a face value of 1000, coupon rate of 6% with semi annual payment. Bond mature in 20 years, and current interest is 4%.
· 60 a year you get 30 twice a year
· PMT = 30, n = 20*2, r = 0.04/2, FV single amount = 1000
· Plug it all into formula, answer should be 1273.55
· Bonds are assumed to pay semi-annual coupons and compound semi-annually
· Trading price can be quoted in reference to par value (1.25) or 80% of par, or 30% premium/discount. 1250, 800, 1300, 700 respectively.
· Lump sum is a single payment
· Car Leases
· Car lease is annuity due
· Payments made at beginning of each month
· Car leases have three parts
· MSRP, Lease payments, residual value
· Sum of these parts is equal to present value of the lease
· BMW is 35120. Freight 3000. 3 year lease APR 5.2%. Residual is 30%. What are monthly lease payments if there is prepayment of 5000?
· PresentValue is 35120 + 3000 – 5000 
· Any numbers from the future, you want to bring it back today. You get 35120*0.3 back in 3 years. Turn it into present value. 
· n = 12*3, r  = .052/12, resid = 10536
· cost of car = 38120, prepayment = 5000
· PV  = 5000 + PVannuitydue + PVresidual
· Retirement
· Both a present value and a future value question.
· $$$ you save and $$$ you spend. Left side = right side
· $ you have in your account the day you retire = $ you will need to retire
· FVofsavings = PVofgivenamount
· You are 40, retire at 55. Each year, you deposit equal amount that pays 6% interest, compound semi annually. Last deposit on 55th birthday. On 55th, interest changes to 3.5% compound annually. Withdraw 150k annually at the end of each year until 85th birthday. How much do you save each year to make this happen?
· Effective interest rate = 6.09%
· FVOA of Savings = PMT(23.4362)
· PVOA of spending = 2758807.81
· PMT(23.4362) = 2758807.81
· PMT = 117715.62
· Perpetuity goes on forever
· Value of next payment received in future is less valuable than the previous
· Like preferred divvies in public company
· Check slide for example
· PMT / effective annual rate
· Check slide for notes on TVM tips and tricks
· Technology Factors
· What is tech
· Internet – ecommerce platforms, new comm options
· Information tech – how firms manage info and communicate it with other firms
· So much more – tech is significantly more than just computers and info
· Slide for more info
· Opportunities and Threats
· Management and organizational processes
· Instant access to info
· Allow for more data driven decisions and instant analysis of decisions
· Related challenge is info overload
· Improved customer service and comm
· More avenues for receiving feedback and acting on it
· Allow companies to bypass traditional mediums that may confuse you or have high costs
· Leaner organizations and improvement efficiency
· You can communicate faster, customize products, order whatever you want online, customize colour, etc.
· Mass customization
· Better meet customer needs by providing them the features they want while maintaining scale
· Increases competitiveness with the industry
· Faster innovation cycles
· Allows for lower costs
· Check slide for more
· Threats
· Extremely unpredictable, requires constant scanning of the environment
· Disruptive technologies
· New entrants can radically change the industry and change the rules of engagement
· Harder to sustain advantages
· Imitating some tech is very simple, like apps
· Tech makes it easier to reverse-engineer a rival
· Info overload
· Can cause analysis paralysis, where nobody can make a decision because there is too much to consider
· Opportunity and a threat
· Indepdence of a company and workplace; telecommuting work from home etc.
· Check slide
· Important tech concepts
· Complementary goods: products that are neede to give your product value
· Creates a vicious/virtuous cycle such as smartphones and apps. Smartphone is more valuable if it has a lot of apps. Leads to more apps, leads to more phones, more apps, etc. That’s what apple has. Virtous cycle.
· Vicious cycle is blackberry. No one wants to make apps, so no one bought blackberrys, so no one makes apps.  
· Tech standards
· Products need to meet a tech standard, affects the compatibility of complementary goods
· VHS vs Betamax, DVD vs Bluray.
· Installed base and network effects
· Installed base is simply how many users you have
· Network effects are the value generated/dependent on users/size of installed base
· More valuable if more people have it. Like facebook, snapchat, tinder. If none of your friends had snapchat, most people wouldn’t use it. No one uses myspace, because no one is there. 
· Lock in – size of investment
· What does the consumer have to give up, how can we make this bigger
· Bought a ton of game sfor xbox, games are useless if I switch to ps4
· Check slide
· Solutions
· Ensure product compatibility with standards
· Develop alliances and teams (smartphone teams to make more apps for you)
· Check slides.
· Sustaining technology
· What do they provide and who do they target?
· Marginal improvements that are expected. The iphone7 was a small, incremental upgrade to the 6s. Targets the exact same people. Core product, attributes are the same. 
· Existing firms beat small firms here
· Disruptive technology
· New package of attributes, not valued by traditional consumers
· Start out by targeting the LOWER end of customers, want something different. Left out from the existing stuff. Usually a small market
· They start here, because they accept lower performance in the short run. They accept this new set of attributes. Rapid improvements allow these new attributes to move upmarket. 
· Results in these technologies overtaking existing firms who have improved slower. 
· Uber is not a disruptive technology. Same service and same customer base as taxis. Same attributes. 
· Why do small firms win here?
· Large companies often have slow response times, unable to make changes needed to keep up, diamond e : a company can only follow a strategy that is consistent interally. (Org structure and capabilities)
· Focus on core customers and high value markets, they don’t care about that smaller market. Niche market is unattractive, org processes.
· Managers worry about self-preservation. They don’t care about small dull market, only big shiny market. Easy strategy is to focus on current high margin opportunity, you get blamed if you go to small market and fail. Management pref and biases.
· How to avoid failure as a large firm?
· Design products around the task they accomplish rather than the customer it is for
· Monitor markets outside of your own industry, not just your own
· Partner with young firms, extremely common in biotech.
· Tiny firm comes up with new drug, big firm says sell us drug we market for you
· Establish independent venture units within the organization
· Allow these teams to focs on new markets and new ideas while you continue doing the same thing
· How can you compete as a small firm?
· Enter with a new product or different process. Large firms wont be interested in the market, target things that existing competitors are not good at.
· Target lower margin and niche markets, current competitors don’t want to compete in these markets, allows you to gain a foothold and refine product to meet mainstream need
· [bookmark: _GoBack]Move up0market, use capabilities and improvements developed in peripheral markets to better serve mainstream customers.
