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“As a good rule of thumb, proprietary technology
must be at least 10 times better than its closest

substitute in some important dimension to lead
to a real monopolistic advantage.”

Peter Thiel
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Alpha Assets



Financial View of Sustained Advantage
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How does a firm perform over a long time period relative to others in the
same sector?

ROIC — WACC
( “Economic Value Added” or “Cash Flow ROI")
~ 6% on average for US public companies

If take average over a long time period and compare within a sector,
what remains should be largely persistent firm-specific factors.

Note:
Lots of work showing that basically sector and industry don’t matter much for ROIC — WACC. See, for instance,

Gabriel Hawawini, Venkat Subramanian and Paul Verdin, “Is Performance Driven by Industry- or Firm-Specific Factors?
A New Look at the Evidence,” Strategic Management Journal, Vol. 24, No. 1 (Jan., 2003), pp. 1-16.
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Alpha Asset =
Asset used in delivering a
solution that is
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(a) performance enhancing
and

(b) hard to acquire.

Hard to Acquire?

Based on "resource-based view” of the the firm.
e.g., Jay B. Barney, (1996) The Resource-
Based Theory of the Firm. Organization Science

7(5):469-469. Performance Enhancing?




Where do Alpha Assets Come From?

% Wharton
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https://www.scienceabc.com/sports/michael-phelps-height-arms-torso-arm-span-feet-swimming.html
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Even for business, an alpha asset (e.g., a brand boost) can come from dumb luck...
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In stable environments, incumbent power largely comes from ratcheting of
performance improvement, mostly through incremental change.
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Essentially, continuous improvement
spinning up the “flywheel”
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Five Flywheels



The Fifth Flywheel
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X could be any performance-enhancing
element of culture or organizational
performance.

e.g.,

+ Sustainability

 Diversity

* Innovation

+ Customer service
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How do you kick start the flywheels?

% Wharton
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Three Sources of Disequilibrium

Invention of @ Enabling Shift in Macro
Superior Solutions Technologies Environment
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Tastes, trends, demographics,
regulation, environment, politics.
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No Chicken-or-Egg Problem Here — “Scramble” from Mung Beans
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The Lifecycle of an Innovation in Response to Disequilibrium
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Alpha Assets — Start with the End in Mind
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When can product be an alpha asset?

During sense and solve phase (based on speed and agility).
When control of product IP is possible (e.g., Pharmaceuticals).

“Meta Asset” of product development capability can be alpha asset
in dynamic environments (e.g., fashion, gaming) or when creating
great product is really, really hard (e.g., high-performance
MIiCroprocessors).

But, more typically over the long run product is “just” important, like
sales and marketing are important. Product management in these
settings is a "must have” but probably not a decisive source of
competitive advantage.
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Meta Capabilities?
(i.e., lubricating the flywheels)
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/hat is Product Management?

The market-facing owner of what the
product is.

« Creator or guardian of the
product vision.

» Interpreter and protector of the
customer experience.

* Perioritizes the feature and
improvement road map.

» Guide for the technical resources
to create or improve the product.

% Wharton
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RACI Framework for Product Management

% Wharton
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R = responsible (does the work, role can be shared)
A = accountable (buck stops here, only one)

C = consulted

| = informed
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Why is PM such a common role in ”"tech,” but perhaps less
prevalent in other industries?
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Professional Capabilities Required for Product Managers

% Wharton

» Care about product.
» Strong sense of design and product quality.
* Focused on customers.

+ Comfortable with ambiguity and lack of
structure.

» Ability to influence without authority.
* Visualization, communication skills.

* Use of data, analysis.
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« Technical knowledge and credibility.

+ Strong interpersonal skills.




