Selecting the
Right Industry




Overview

e Success depends a great deal on
selecting the right industry in which
to launch a new firm

 Important to focus on identifying the
attributes that make an industry
favorable to new firms




Looking at Evidence

e Examine how favorable different
Industries are to new firms

e Understand the characteristics of
Industries that make some of them
better for starting firms than others




Dying Businesses?

 Pay phones
 Coin-operated arcades
 Record stores

* Bookstores

* Newspapers

* What’s next?




Top Industries to Start and Grow a Business
by Inc. Magazine

e Mobile app design

e Exam preparation and tutoring
e Home health care

e Tea and healthy beverages
 Safety and quality testing




(1) Knowledge Conditions

« Amount and/or type of knowledge creation
that Is required to generate the industry’s
products/services.

— R&D (Research and Development)

* Do you need specific expertise, or Is
success based more on financial
capabilities, location, relationships, etc.?
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(2) Demand Conditions

 Refers to the nature of customer preferences

» Three aspects of demand conditions

— The magnitude of customer demand for products
and services,

— The rate of growth of that demand,

— The heterogeneity of that demand across
customer segments.




Segmentation presents an opportunity for
entrepreneurs to specialize.

* Degree of segmentation

— The degree to which the customer base of an
Industry wants different features in the products
or services it demands.

« Market segmentation

— How can you, as the entrepreneur, carve out a
niche for you that is sizeable enough to reach
your goals, yet small enough to be unattractive to
large companies?




Demand Condition:

About Us Services FAQs

Who does the tutoring?
Tutoring is done by University of Maryland
students with at least a 3.5 GPA, previous
PURCHASE A SESSION SERVICES EMPLOYMENT . . .
tutoring experience, and weekday evening
: and weekend availability.

the school year?
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Where does the tutoring take place?
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campus to meet with high school students.
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(3) Industry Life Cycles

 Stage of development of the industry affects new
ventures’ performance in the market

* Dependent on customer adoption of new products
and services

— Beginning, middle, or end (causing a deceleration in the
market)

* New firms perform better in younger markets, as it’s
easier to attract customers when demand growth is
highest




Young industries are most favorable to new ventures

* In young industries, there Is substantially
less competition vs. established industries

e Competing companies are operating on a more
level playing field
— Learning curve allows firms to use their experience

operating in an industry to improve their efforts to
meet customer demand.

* Little to no dominant design or technical
standard




| nd ust ry |_ |fe Cycle: Coulomb produces ChargePoint Network stations to scale

to the national level as electricity-powered vehicles
Exam ple become popular. Each Smartlet station would cost
between $1,000 and $2,000 for a business or municipality.

Source: mychargepoint.net




(4) Industry Structure

 Refers to the nature of barriers to entry &
competitive dynamics in the industry
— Capital intensity
— Advertising intensity
— Firm concentration
— Awverage firm size




Industry Structure: Example
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RapidValue is a business and technology solutions firm,
focusing on generating accelerated business value enabled by

disruptive technologies like the touch-screen mabile
technologies and cloud computing.

Quick Links

» Careers

Mobile Solutions

» iPhone Services

» iPhone Products

» Android Services

» BlackBerry® Services

» iPad Development Services

Mobile Products

Expand your

mobile presence |fa
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>>Leamn More

Mobile Strategy &
Application
Development

Define and implement. ,’

== earn Mare

Mobile Integration
Services

Expand your mobile | e
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products L
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iPad Development
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your
presence to
iPad
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Support Services

Maintain and support :

your SaaS and mobile
investments

>> | earn More

The number of U.S.
developers paying the $99
annual fee to register with
Apple is over 275,000.

Online marketplaces like
elance.com and odesk.com
provide matchmaking
opportunities for developers
and clients.




Key guestions on industry structure

* Are you trying to enter a * |s the average sized firm
capital intensive industry? large in the industry?

e |s the advertising intensity
high in your chosen
Industry?

« Are you trying to enter a
concentrated market?




Summary

* |Is the industry that I am planning to enter a good one for starting a
new company?
 Are the knowledge conditions in the industry favorable to a start-up?
« Are demand conditions in the industry
favorable to a start-up?
e Is the industry at the right stage of the life
cycle for a start-up?
e Is the industry structure favorable for a

start-up?




