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Theories and Management

• A theory is a statement of what causes what, & why
➢ Every action a manager takes is based upon a theory

➢ Every plan a manager makes is predicated upon a belief 
in cause and effect: that certain actions and events will 
lead to the envisioned outcomes.

➢ Every analyst or investor’s conclusion about the future of 
an investment is based upon a theory.

• Managers, consultants, analysts and investors 
therefore are actually voracious consumers of 
theory.

• Explicit, well-researched theories of cause and effect can 
have tremendous value to each of these people.
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Causal theory

The causal 
mechanism

What are the situations in 
which we might
find ourselves?

Applications of the theory – in different groups, 
companies and  industries, and at different 

times in the past and in the future.

Right Thinking and 
Right Answers

If         Then If         Then



Read and study the 

assigned theory. It acts as 

a set of lenses. 

It will magnify salient 

attributes in the things 

that you look at.

Step 1:

How to prepare for BSSE classes

Finally, look through the lenses 

of theories used in prior classes, 

to get a comprehensive picture 

of what happened in the 

company in the past, and which 

will happen in the future

Step 3:

Then, pick up the case. Use it as 

a venue or vehicle on which to 

practice using the theory 

Step 2:
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Incumbents dominate 

sustaining battles

Entrants 

typically win 

at disruption

40%     20%           

on $2,000

45% on

$250,000

60% on

$500,000

Competing 
against 

consumption

Competing 
against non-
consumption

The theory of disruption
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Compete on the autobahn 

based upon design, 

reliability & performance: 

a sustaining innovation

Tesla $100,000

Competing against non-

consumption. Electric cars 

need to be better than 

nothing: A disruptive 

innovation. Prius

A hybrid strategy: 

seeking the best of both
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A model for managing disruption: M&A

THE VALUE PROPOSITION

A product that helps customers 
do more effectively, 

conveniently and affordably a 
job they’ve been trying to do

THE PROFIT FORMULA

Assets and fixed cost 
structure, and the margins and 

velocity required to cover 
them

PROCESSES

Ways of working together to 
address recurrent tasks in a 

consistent way: training, 
development, manufacturing, 

budgeting, planning, etc.

RESOURCES

People, technology, products, 
facilities, equipment, brands, 
and cash that are required to 
deliver this value proposition 

to the targeted customers



Specialist physicians

Personal physicians

Nurse practitioners

Pharmacists

Clinics

Offices

Homes

Disruption is the only mechanism by which healthcare 

can become higher in quality and lower in cost.

Retail 

Clinics

Family 

care



Most potentially successful innovations focus 
on a job that people need to do. 

“The customer rarely buys what the company 
thinks it is selling him.” - Peter Drucker



I need to get this to there as 

fast as possible, 

with perfect 

certainty.
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Horseman & 

chariot

Telegraph or 

railroad

Airplane

DHL



Each job has 
three 
elements.

How customers 
will choose us 

How we need to 
organize to deliver 
the experiences. 

How everyone instinctively 
knows what product does 
the job best.



A purpose brand is one that “pops” into our minds 
when we realize that we have a specific job to do.

IKEA

Disney

Mayo Clinic

TurboTax

QuickBooks

Zara

Hilti

LandRover

A purpose brand acts as a two-faced compass. It tells customers what to expect 
from the product, and it tells marketers and engineers what features and 

functions they should and should not incorporate in their product.



Disruptive Innovations 
make products affordable and 

accessible.

Eliminate jobs
Increase free           

cash flow
-

Improve margins 
Gain market share
Create little net growth

A manager’s  view 

of Innovation and 

growth

Time

Sustaining Innovations 
make good products better.

Efficiency Innovations
make more with less.

Create growth
Create jobs
Need capital



Disruptive 

innovations:
Make expensive 

products 

affordable

Efficiency 

Innovations: 

Make more 

with less

Sustaining 

Innovations
Make good products 

better

Profitability (RONA, IRR)

is better than profit ($)

A manager’s  view 

of Innovation and 

growth



Disruptive 

Innovations

Efficiency 

Innovations

Time

Sustaining 

Innovations

Key doctrines

in the financial view 

of corporate 

performance: 



Capital superabundance: 

“The growth rate of the real economy of goods and 

services has been slowing in recent decades, while 

growth in the financial sector has been accelerating.  

Bain estimates that total financial assets are today 

almost 10 times the value of the global output of all 

goods and services, and that the development of 

financial sectors in emerging economies  will cause 

global capital to expand by half again by 2020.    We are 

awash in capital”

A World Awash in Money: Capital Trends through 2020, Bain & 

Company



Disruptive 

Innovations

Efficiency 

Innovations

Time

Sustaining 

Innovations

Today corporate pensions account 
for 70% of shareholdings. They 
are required, from operating cash 
flows or from capital 
appreciation, to fund their 
pension liabilities.

This is 

The
Capitalist’s 
Dilemma.

Because of the mis-match 
between the supply and demand 
for capital, the returns to capital 
are plunging to zero or negative.

Pension funds that a decade ago 
had been fully funded, now have 
become un-funded.

Corporations now must compel 
their investment managers to 
invest more and more of their 
funds in companies that pay off in 
the short term, with predictable 
returns.

A powerful industry of 
consulting & private 
equity firms has emerged 
to service the need for 
more free cash flow.



We need to re-think finance

• Being awash in capital is not a temporary 
phenomenon.

• Cost of capital is nearly zero
– Ex ante hopes vs. ex post reality for capital

– We can crowd-source capital (Circle Up)

• Our metrics for investment make it impossible 
to invest in innovations that create growth.
– Increasingly, we can only invest capital to create more 

capital.

– Investing to make our people to become better 
people increasingly looms as a very attractive option 
for corporate investment.



Disruptive

Innovations

Time

Sustaining 

Innovations

Efficiency 

Innovations

Create corporate and           

economic growth.

Create jobs

Need capital

Eliminate jobs

Increase free cash 

flow

-

Focus of management
Sustain margins

Create little net growth

A manager’s  

view of growth

Development of                
Resource-Based
Economies



Many more can own & use 

refrigeration.

And be distributors.

Hire more to make them.

More people start new 

businesses that are 

enabled by refrigeration.

And to sell them.

Peltier-Effect 

refrigeration

Competing against non-
consumption of 
refrigeration 
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1980 1990

Market-Creating Innovation and Growth:

By Koreans for Koreans



8/7/2017 Copyright Clayton M. Christensen 23

Air conditioners for Mormon 

missionaries, Pusan, 1960s

SamSung SmartPhone, 2010

SamSung Air 

Conditioner, 

1970s



Tolaram Indomie
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The right product architecture 

depends upon the basis of competition
P

e
rf

o
rm

a
n

c
e

Time

Compete by improving

functionality &

reliability

Compete by improving
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and customization



Changes in product architecture have profoundly changed the 

architecture of the computer industry

Equipment

Materials

Components

Product design & 
assembly

Operating system & 
applications software

Sales & distribution

Field service

1960 - 1980
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---------- 1990 – Present      -------

Intel, Komag, etc.

Dell, HP, Quanta, Acer

Best Buy

Geek Squad

Microsoft

Monsanto, Sumitomo Metals, Komatsu, Shipley, etc.

Teradyne, Nikon, Canon, Applied Materials, Millipore, etc.
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The law of conservation of attractive profits

Commoditization thru modularity, over-shooting

De-Commoditization: services & products
that make use of the product more effective

De-Commoditization: sub-systems that drive
the performance of the modular product

8/7/2017 Copyright Clayton M. Christensen
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The right product architecture 

depends upon the basis of competition
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Compete by improving

functionality &

reliability

Compete by improving

speed, responsiveness 

and customization
Nokia

Blackberry

Palm

Apple
i-Phone

Android;
Samsung 
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When one business model predictably

will diverge into two

Geek Squad Products
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When two business models predictably converge into one



The Advantage of Focusing on a Job-to-be-Done

Banks

Moven

Lighter

CapitalSoFi

Square

Payments

Checking 
& savings 
accounts

Small 
business 

Loans

Growth 
loans

Student 
loans

Mortgages
Credit 
cards

Personal 
loans

Managing 
investments



“I don’t skate to where the puck is. I skate to 
where the puck is going to be.”

- Wayne Gretzky

Banking
Services

Interdependent 
interface

Core 
back-end 
IT banking 
activities

Open, modular  
interface

Customer

$

Moven, 
Prosper, SoFi, 

Kabbage, 
PayPal, 

lighter capital

Customer

Interdependent 
interface

Web 
bank, the 
Bankcorp, 

Google Bank, 
Apple Bank

Open, modular  
interface

$



The Law of Conservation of Modularity 

The Law of Conservation of 
Profit and Poverty 



The Resource
Allocation Process:
Decisions about what 
gets resources: what
to do & what not to do

Intended Strategy:
Analytical project
followed by
implementation

Emergent Initiatives
Responses to
unforeseen opportunities
and problems

Stream of new
products, services,
processes and
acquisitions

Actual strategy
that is implemented

Processes of Strategy Formulation and Implementation

Priorities 
embedded 
in 
company’s 
profit model
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Important questions that BSSE theories address

1. How can we beat the competition?

2. Which customers should we target?  Which should we avoid?

3. What’s the right way to segment our markets?  What 
products will our customers predictably buy?

4. How should we distribute our product?

5. How do we communicate with our customers and build a 
strong brand?

6. Which things should our company do, and which should our 
partners and suppliers do?

7. How can we delay commoditization, and how should we 
respond when it happens?

8. What is the true value of this project, or of this investment?
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Important questions that BSSE theories address

9. Who should we appoint to run this business? Will this 

employee succeed or fail in this assignment?

10. What’s the right organizational structure for this company 

or business unit? 

11. How do we develop and evolve a strategy that is continuously 

viable?

12. Whose investment capital will help us succeed, and whose 

money might poison our chances of success?

13. How can we build a productive culture in our company?  

How can we change a culture that has become unproductive?

14. How can I get my employees to support enthusiastically a new 

course of action?
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New technologies need 

to be embedded into a 

business model
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Time

Compete on the autobahn 

based upon cost, design, 

reliability, anperformance: 

a sustaining innovation

Tesla $100,000

Time

Prius Hybrid

Competing against non-

consumption. Electric cars 

need to be better than 

nothing: A disruptive 

innovation.

http://keetsa.com/blog/eco-friendly/toyota-selling-the-certified-used-prius-on-ebay/


Probabilistic
pattern 
recognition

Rules-based

Intuitive,
trial-and-error
problem-
solving

Synthetic 

fibers:

Nylon

Polyester

Acetate

Kevlar

Infectious 

diseases; 

Cervical 

cancer 

Bipolar 

disorder;

Seizures 

asthma

Scientific progress that commoditizes expertise 

plays a critical role in disruption

Empirical
medicine

(Evidence-based 

medicine)

Precision
medicine

(Personalized 

medicine)

Intuitive
medicine

(symptoms < diseases)


