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Professors Michael E. Porter and Jan W. Rivkin prepared this note.
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Industry Transformation

M8%.87"61-$%.6%98%.81-.A914%;43%+<%-4#91.+860.,6%9C+8/%A+C,98.46(%A"61+C4-6(%6",,#.4-6(%987
,-+>.74-6% +<% 6"361.1"14% 987% A+C,#4C4819-$%/++76?% % S87"61-$% 61-"A1"-4% 8+-C9##$% A098/46% -4#91.>4#$
6#+;#$?%%T4#91.+860.,6%-4.8<+-A4%+84%98+104-(%987%4<<+-16%1+%A098/4%98$%6.8/#4%10.8/%1++%C"A0%C4416
;.10% -46.6198A4% <-+C% +104-% ,9-1.46?% % 5+;4-% -4#91.+860.,6% 987% ,9114-86% +<% -.>9#-$% 9-4% 6193#4(% 987
.8A481.>46%1+%4814-%104%.87"61-$%9-4%39#98A47%3$%39--.4-6%1+%481-$?%%*098/4%.6%.8A-4C4819#?%%@04%A9646
.8%104%*+C,41.1.+8%U%K1-914/$%A+"-64%.##"61-914%104%6193.#.1$%+<%61-"A1"-4%.8%C98$%.87"61-.46?%%V>48%.8
0./0D14A08+#+/$% .87"61-.46% 6"A0% 96% 64C.A+87"A1+-6% 987% ,4-6+89#% A+C,"14-6(% 61-"A1"-9#% A098/46
.8>+#>4% ,4-.+76%C496"-47% .8% 74A9746?% %W4% 09>4% 6448% .87"61-.46% 6"A0% 96% 6+<1% 7-.8X6% 987% 7.6A+"81
-419.#.8/%.8%;0.A0%,9114-86%+<%A+C,41.1.+8%09>4%,4-6.6147%#9-/4#$%"8A098/47%6.8A4%104%&YI'6?

ZAA96.+89##$(%0+;4>4-(%98%.87"61-$%9#1+/4104-%1-986<+-C6%.164#<?%%L966%C98"<9A1"-4-6%6"A0%96
:+-7%7.6,#9A4% 6C9##% A-9<16C48% 96% 104% ,-.C4%C9X4-6% +<% 9"1+C+3.#46?% %L+C%U% 5+,% 09-7;9-4% 61+-46
-9,.7#$% /.>4% ;9$% 1+% -419.#.8/% [A914/+-$% X.##4-6\% 6"A0% 96% =+C4% ]4,+1?% % W+-X6191.+8% ,-+7"A4-6
+>4-19X4%C98"<9A1"-4-6%+<%C9.8<-9C4%987%C.8.DA+C,"14-6?%%S87"61-$%61-"A1"-4%A098/46%7-9C91.A9##$
96%84;%481-9816%,4841-914%104%C9-X41%987%104%39#98A4%+<%,+;4-%;.10%-46,4A1%1+%3"$4-6%987%6",,#.4-6
60.<16?%%:.-C6%;.10%#497.8/%,+6.1.+86%<9#14-%987%",619-16%19X4%104.-%,#9A4?

K1"74816%+<%A+C,#4^%6$614C6R8+1%_"61%.87"61-.46(%3"1%+-/98.6C6(%4A+6$614C6(%+-/98.`91.+86(
987% C98$% +104-6R.8A-496.8/#$% "874-61987% 1091% 6$614C6% 09>4% 1;+% 891"-9#% C+746% +<% A098/4O
4>+#"1.+89-$%987%-4>+#"1.+89-$?&%%V>+#"1.+89-$%A098/4%.6%/-97"9#(%;.10%.87.>.7"9#%96,4A16%+<%.87"61-$
61-"A1"-4%A098/.8/%+84%+-%1;+%91%9%1.C4?%%S8%1.C46%+<%-4>+#"1.+89-$%A098/4(%.8%A+81-961(%C98$(%-4#9147
4#4C4816% +<% .87"61-$% 61-"A1"-4% A098/4% 6.C"#1984+"6#$?% % S87"61-$% 61-"A1"-4% A+C46% ["8<-+`48(\% 987
-4#91.>4%,+6.1.+86%;.10.8% 98% .87"61-$% 9-4% 60"<<#47?% %M<14-% 104%,4-.+7%+<% 1-986<+-C91.+8(% A+C,41.1.>4
<+-A46%C9$%349-%#.11#4%-464C3#98A4%1+%10+64%1091%04#7%6;9$%34<+-4?

54-.+76%+<%.87"61-$%1-986<+-C91.+8%,+64%/-9>4%10-4916%987%C9_+-%+,,+-1"8.1.46%1+%A+C,98.46?
S87"61-$% #4974-6% -.6X%34.8/%"8649147(% -4,#9A47%3$%"874-7+/6%987%481-9816?% %*+8>4-64#$(%,4-.+76% +<
1-986<+-C91.+8%,-+>.74%104%6,9-X6%1091%#9"8A0%84;%A+C,98.46%1+%#4974-60.,%6191"6?%%L+61%C9_+-%60.<16
.8%A+C,41.1.>4%,+6.1.+8R",%987%7+;8RA+C4%<-+C%.87"61-$%7$89C.A6(%8+1%34114-%+-%;+-64%C9614-$
+<%9%6193#4%61-"A1"-4?

54-.+76%+<%1-986<+-C91.+8%9#6+%/.>4%A+C,98.46%"8"6"9#%#91.1"74%1+%.8<#"48A4%<"1"-4%.87"61-$
61-"A1"-4?%%@04%4#4C4816%1091%74<.84%.87"61-$%61-"A1"-4%+<148%9<<4A1%+84%98+104-?%%@04%891"-4%+<%-.>9#-$
9C+8/% A+C,41.1+-6(% <+-% .86198A4(% C9$% 9<<4A1% 104% 4964% ;.10% ;0.A0% A"61+C4-6% A98% 6;.1A0% 9C+8/
,-+>.74-6%+-%84;%A+C,98.46%A98%4814-%98%.87"61-$?%%J4A9"64%+<%10464%.814-9A1.+86(%104-4%9-4%C"#1.,#4(
.814-89##$%A+86.61481%61-"A1"-46%1+;9-7%;0.A0%98%.87"61-$%.8%1-986<+-C91.+8%A98%0497?%%T9-4#$%.6%,+61D
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1-986<+-C91.+8%.87"61-$%61-"A1"-4%,-4+-79.847?%%T9104-(%3$%104.-%9A1.+86(%A+C,98.46%.8<#"48A4%;0.A0
+<%C98$%,+1481.9#%.87"61-$%<"1"-46%9A1"9##$%+AA"-6?

@04% 6+<1% 7-.8X% .87"61-$(% <+-% 4^9C,#4(% A"--481#$% 4^0.3.16% 98% 911-9A1.>4% 61-"A1"-4O% 3-987.8/
4<<+-16%C"14%A+86"C4-%987%3+11#4-%,+;4-%987%-9.64%0./0%39--.4-6%1+%481-$a%A+81-9A1"9#%9--98/4C4816
X44,%3+11#4-6%.8%A04AX%987%977%1+%481-$%39--.4-6a%-.>9#6%A+C,414%+8%97>4-1.6.8/%987%9>9.#93.#.1$%-9104-
1098%,-.A4a% 987%6+% <+-10?% %@0464% <491"-46%9-+64% #9-/4#$%34A9"64%+<% A0+.A46% 1091%*+A9%*+#9%987%54,6.
C974% ;048% 104% .87"61-$% <.-61% 4C4-/47(% 7"-.8/% 104% #914% &E''6% 987% 49-#$% &Y''6?% % Z84% A98% 496.#$
.C9/.84(%0+;4>4-(%0+;%9%>4-$%7.<<4-481%+"1A+C4%C./01%09>4%4C4-/47%.8%104%6+<1%7-.8X%.87"61-$R.8
;0.A0% "87.<<4-481.9147% ,-+>.74-6% +<% 3-+;8% 6"/9-% ;914-% A+C,4147% >./+-+"6#$% +8% ,-.A4(% 481-$% ;96
496$(%987%A"61+C4-6%6;.1A047%-497.#$%9C+8/%,-+7"A16?

:+-% 98% .87"61-$% 96% 9% ;0+#4(% 1-986<+-C91.+8% .6% 84.104-% /++7% 8+-% 397% ,4-% 64?% % @04-4% .6% 8+
/"9-98144%1091%98%.87"61-$%;.##%34%C+-4%,-+<.193#4%<+-%,9-1.A.,9816%9<14-%9%1-986<+-C91.+8%1098%.1%;96
34<+-4a%.87447(%.1%C9$%;4##%34%#466%911-9A1.>4?%%L98$%+<%104%.87"61-.46%34.8/%9<<4A147%3$%104%S814-841%9-4
C+>.8/% 1+% #+;4-% #4>4#6% +<% #.X4#$% ,-+<.193.#.1$?% % K+C4% C989/4C481% 10.8X.8/% 096% 61-46647
1-986<+-C91.+89#%A098/4%96%98%9.C%.8%.16%+;8%-./01?%%K"A0%9%,4-6,4A1.>4%.6%.8A+C,#414%91%3461(%;.10+"1
.8A+-,+-91.8/%104%A+864B"48A46%+<%1-986<+-C91.+8%<+-%.87"61-$%61-"A1"-4%987%A+C,41.1.>4%97>9819/4?

@0.6%8+14%4^9C.846%104%A09##48/4%+<%89>./91.8/%10-+"/0%9%,4-.+7%+<%.87"61-$%1-986<+-C91.+8?
W4% <.-61% A+86.74-%0+;%,4-.+76%+<% 1-986<+-C91.+8% 1$,.A9##$%"8<+#7?% %W4% 1048% 4^9C.84%0+;% 104% A+-4
1++#6%+<%104%61-914/.61%9-4%74,#+$47%7"-.8/%6"A0%4-96%987%0+;%84;%1++#6%A+C4%1+%104%<+-4?

The Nature of Industry Transformations

Z"-% <+A"6%04-4% .6%+8% 104%C419C+-,0+6.6%+<%4^.61.8/% .87"61-.46(%3"1%C+61%+<% 104% .7496%9,,#$
4B"9##$%;4##%1+%104%3.-10%+<%9#1+/4104-%84;%.87"61-.46?%%S8%<9A1(%;048%+84%10.8X6%3-+97#$(%.1% .6%-9-4%1+
644%104%3.-10%+<%9%1-"#$%84;%<.4#7?%%@04%[3.-10\%+<%104%9"1+%.87"61-$(%<+-%.86198A4(%;96%.8%C98$%;9$6%9
1-986<+-C91.+8% +<% 104% C9-X41% <+-% ,4-6+89#% 1-986,+-191.+8(% ;0.A0% 097% #+8/% 3448% 7+C.89147% 3$% 9
6"361.1"14%,-+7"A1O% 104%0+-64D7-9;8%A9--.9/4?% % K.C.#9-#$(% 104% S814-841% .6% A-491.8/% 6+C4% 481.-4#$% 84;
.87"61-.46% b4?/?(% 104% 69#4% +<% /.<1% A4-1.<.A9146% +<% C98$% A+C,98.46c(% 3"1% .6% C+-4% +<148% 4893#.8/% 104
1-986<+-C91.+8%+<%existing%.87"61-.46%b4?/?(%3++X%-419.#.8/c?

S87"61-.46% .8% 1-986<+-C91.+8%+-7.89-.#$%,966% 10-+"/0%,-47.A193#4% 619/46O% 9% 1-.//4-(% 98%4-9%+<
<4-C481%987%4^,4-.C48191.+8(%987%A+8>4-/48A4%1+%9%84;(%6193#4%61-"A1"-4?

The Trigger

@0+"/0% .87"61-$% 1-986<+-C91.+86% .8>+#>4% 6$614CD;.74% A098/46(% +84% A98% +<148% ,+.81% 1+% 9
6,9-X% 1091% ./8.146% 104% 3-+974-% <.-4?% % @04% 6,9-X(% +-% 1-.//4-(% 4893#46% 9% 6./8.<.A981#$% 7.<<4-481% ;9$% +<
7+.8/%3"6.8466%1091%;96%8+1%,+66.3#4%34<+-4(%9%;9$%1091%096%9%C9_+-%.C,9A1%+8%A+61%+-%3"$4-%>9#"4?%%M6
A+C,98.46%.C,#4C481%84;%9A1.>.1$%6$614C6(%A+C,41.1.>4%<+-A46%987%-4#91.>4%,+6.1.+86%9-4%-474<.847?
@04%4>4816%1091%1-.//4-%6"A0%A098/46%A+C4%.8%10-44%396.A%<+-C6?

:.-61(% a change in technology C9$% C9X4% ,+66.3#4% 9% 84;% 6$614C% +<% 9A1.>.1.46% 1091% /484-9146
/-4914-%3"$4-%>9#"4(%,4-C.16%104%A-491.+8%+<%3"$4-%>9#"4%91% #+;4-%A+61(%+-%7+46%3+10?% %@04%97>481%+<
4#4A1-+8.A% A+C,"1.8/% 7"-.8/% 104% &YF'6% 987% &YI'6(% <+-% .86198A4(% C974% .1% ,+66.3#4% 1+% X44,% -4A+-76(
193"#914(% 987% A9#A"#914% 7-9C91.A9##$%C+-4% 4<<.A.481% 1098% ;96% ,+66.3#4% ;.10% ,-.+-% 4#4A1-+C4A098.A9#
C410+76?% % Z84% +#7D#.84% C9X4-% +<% +<<.A4% C9A0.846(% S814-891.+89#% J"6.8466% L9A0.846(% 6"AA466<"##$
-4A+8<./"-47% .16% 9A1.>.1.46% 1+% 4^,#+.1% 104% 84;% 14A08+#+/$?% % M6% 9% -46"#1(% .1% 4C4-/47% <-+C% 104
1-986<+-C91.+8% C"A0% 61-48/104847?% % M8+104-% +<<.A4% C9A0.84-$% C9X4-(% Q91.+89#% *960% T4/.614-(
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C989/47% 1+%C"77#4% 10-+"/0% 104% 1-986<+-C91.+8?% %Z104-% .87"61-$% #4974-6(% 6"A0%96%T4C.8/1+8%T987
987%J"--+"/06(%7.69,,49-47%9#1+/4104-?)

K.C.#9-#$(% 104% 4C4-/48A4% +<% 9% 64-.46% +<% 14A08+#+/.46R39-DA+74% 6A9884-6(% 6914##.14
A+CC"8.A91.+86(% A+C,"14-6(% 987% 9"1+C91.A% 7.61-.3"1.+8% 4B".,C481RA098/47% 104% <9A4% +<% d?K?
-419.#.8/% 7"-.8/% 104% &YE'6% 987% &YY'6?N% % L4-A09816% 6"A0% 96%W9#DL9-1% 987% @+$6% T% d6% 9#14-47% 104.-
#+/.61.A9#(%C4-A0987.6.8/(%,-.A.8/(%,-+A"-4C481(%987%64->.A4%9A1.>.1.46% 1+% 19X4%97>9819/4%+<% 104%84;
14A08+#+/.46?% % @04% A+61% 69>.8/6% 1091% -46"#147% 9##+;47% 6"A0% -419.#4-6% 1+% 4^,987% -9,.7#$(% 987% 104
4A+8+C.46%+<%6A9#4%.804-481%.8%104%84;%14A08+#+/.46%A+81-.3"147%1+%;.746,-497%A+86+#.791.+8%9C+8/
-419.#4-6?% % @0.6(% .8% 1"-8(% 9#14-47% 104% ,+;4-% -4#91.+860.,6% 341;448% -419.#4-6% 987% A+86"C4-D/++7
C98"<9A1"-4-6?

K4A+87(%a change in what customers need or want A98%9##+;%9%84;%A+61% #4>4#%+-%9#14-% 104%>4-$
74<.8.1.+8%+<%3"$4-%>9#"4?% %*+C,98.46% 1091%981.A.,914% 104%A098/4%987%A+8<./"-4% 104C64#>46% 1+%C441
104%84;%74<.8.1.+8%4C4-/4%<-+C%104%1-986<+-C91.+8%;.10%61-+8/4-%,+6.1.+86?%%M<14-%W+-#7%W9-%SS(%<+-
.86198A4(% MC4-.A98% A+86"C4-6% 34A9C4% 6./8.<.A981#$% C+-4% 9<<#"481(% ,"-A09647% 9"1+C+3.#46(% 987
C+>47%1+%104%6"3"-36?%%M6%9%-46"#1(%9%61+-4e6%,-+^.C.1$%1+%0+C4%34A9C4%#466%.C,+-1981%1+%3"$4-%>9#"4
;0.#4%9C,#4%,9-X.8/%34A9C4%C+-4%.C,+-1981?%%M8%",049>9#%<+##+;47%.8%104%-419.#%64A1+-%96%60+,,.8/
C9##6% -9,.7#$% -4,#9A47% 7+;81+;8% 60+,,.8/% 7.61-.A16?% % S8% ,4-6+89#% A+C,"14-6(% 96% A+86"C4-6% 987
A+-,+-914% ,"-A0964-6% 34A9C4% A+C<+-193#4% ;.10% 104% 14A08+#+/$% 7"-.8/% 104% &YY'6(% 104$% ,#9A47% #466
>9#"4% +8% 104% 09870+#7.8/% 987% 4^,4-1.64% +<% A+C,"14-% 69#46,4+,#4% 987% -464##4-6?% % @0.6% 60.<1% .8% 104
74<.8.1.+8%+<%3"$4-%>9#"4%,9>47%104%;9$%<+-%104%7-9C91.A%4C4-/48A4%+<%7.-4A1%5*%64##4-6%6"A0%96%]4##
987%f914;9$?

Q+14%1091%9%A098/4%.8%104%74<.8.1.+8%+<%3"$4-%>9#"4%.6%#.X4#$%1+%3-.8/%+8%104%1-986<+-C91.+8%+<
98% .87"61-$%+8#$% .<% b9c% 104%9A1.>.1.46% -4B".-47% 1+%C441% 104%84;%84476%7.<<4-% 6./8.<.A981#$% <-+C% 10+64
84A4669-$%1+%691.6<$%104%+#7%+846(%987%P+-%b3c%104%84;%74<.8.1.+8%+<%>9#"4%4819.#6%9%C9_+-%60.<1%.8%+84%+-
C+-4%+<% 104%:.>4%:+-A46?% %M%84;%74<.8.1.+8%;0.A0%A98%34%C41%;4##%;.10%104%+#7%9A1.>.1$% 6$614C%987
;0.A0%7+46%8+1%9#14-%A+C,41.1.>4%<+-A46%;.##%09>4%#.C.147%.C,9A1%+8%104%609,4%+<%98%.87"61-$?

@0.-7(% a change in regulation A98% 9#14-% 104%C.^% +<% 3"$4-% >9#"4% 987% A+61% 1091% A+C,98.46% 9-4
,4-C.1147%1+%+<<4-?%%S8%/484-9#(%-4/"#91.+8%0+#76%98%.87"61-$%91%98%9-1.<.A.9#%+"1A+C4?%%@0.6%.6%46,4A.9##$
1-"4% +<% -4/"#91.+8% 1091% 9<<4A16% 481-$(% 4^,986.+8(% ,-+7"A1% >9-.41.46(% 987% ,-.A.8/?% % ]4-4/"#91.+8
"8#496046% ,481D",% 4A+8+C.A% <+-A46% 1091% ,"60% 98% .87"61-$% 1+% 9% 84;% 61-"A1"-4(% 987% 104% 1+--481% +<
A098/46%1091% <+##+;%A98%60"<<#4% -4#91.>4%,+6.1.+86?% %M.-#.84%74-4/"#91.+8% .8% 104%d8.147%K19146%7"-.8/
104%#914%&YH'6%987%&YE'6(%<+-%4^9C,#4(%+,4847%104%/914%<+-%9%<#++7%+<%84;%A9--.4-6%987%9##+;47%9.-#.846
1+% A+C,414% +8% 84;% 7.C486.+86% 6"A0% 96% ,-.A4?% % @04% 9.-#.846% 1091% 7+C.89147% 104% .87"61-$% 9<14-
74-4/"#91.+8%;4-4% #9-/4#$% 104% +846% 1091% 097%7+84% 6+% 34<+-4(% 3"1% 104% 891"-4% +<% A+C,41.1.+8% 9C+8/
104C%;96% <9-%7.<<4-481?% %Z8A4% A9--.4-6%;4-4%,4-C.1147% 1+% 641%,-.A46% <-44#$(% <+-% .86198A4(% 104%X.87% +<
>.A.+"6%,-.A4%A+C,41.1.+8%1091%+84%;+"#7%8+-C9##$%4^,4A1%.8%98%.87"61-$%;.10%#+;%C9-/.89#%A+616%987
0./0% <.^47% A+616% .87447% 1++X% 0+#7?% % K+C4% +<% 104% C+61% ,-+<.193#4% A9--.4-6% 9<14-% 74-4/"#91.+8% "647
.88+>91.+86%6"A0%96%0"3D987D6,+X4%-+"14%61-"A1"-46%987%A+C,"14-.`47%-464->91.+8%6$614C6%1+%9>+.7
104%C+61%>./+-+"6%,-.A4%A+C,41.1.+8?

@04%A098/4%1091%1-.//4-6%104%1-986<+-C91.+8%+<%98%.87"61-$%C9$%+-./.8914%.8%98%.87"61-$%1091
.6%",61-49C%<-+C(%7+;861-49C%<-+C(%+-%A+C,#4C4819-$%1+%104%1-986<+-C47%.87"61-$?%%@04%97>481%+<
104%9"1+C+3.#4(% <+-% .86198A4(%097%7.-4% A+864B"48A46% <+-%C9X4-6% +<%$+X46(%0+-64;0.,6(% 987%;++748
;044#6?

*098/46% .8%14A08+#+/$(%A"61+C4-%19614(%+-%-4/"#91.+8%641% 104%619/4% <+-% 104% 1-986<+-C91.+8%+<
98% .87"61-$(% 3"1% 104% C419C+-,0+6.6% 7+46% 8+1% 9A1"9##$% +AA"-% "81.#% .87.>.7"9#% C989/4-6% 987
A+C,98.46%see the potential for change and act upon it.%%W.10+"1%C989/4-.9#%.86./01%987%A0+.A4(%.87"61-$
61-"A1"-4% ;.##% 1487% 1+% ,4-6.61?% % M8% 9#14-891.>4(% C+-4% 911-9A1.>4% 61-"A1"-4% C9$% 34% <496.3#4% <+-% $49-6
34<+-4%<.-C6%19X4%9A1.+8%1+%C9X4%104%,+1481.9#% .87"61-$%61-"A1"-4%-49#?% %@04% 14A08+#+/$%84A4669-$% 1+
74#.>4-%,9-A4#6%+>4-8./01%>.9%9%0"3D987D6,+X4% 6$614C(% <+-% 4^9C,#4(%;96%9>9.#93#4%;4##%34<+-4%:-47
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KC.10%<+"8747%:474-9#%V^,-466?%%@04%A+C,+8481%.7496%987%14A08.B"46%-4B".-47%<+-%C966%,-+7"A1.+8
;4-4% 9-/"93#$% .8% ,#9A4% #+8/% 34<+-4% =48-$% :+-7% ,"1% 104% A+C,+84816% 1+/4104-% 1+% 1-986<+-C% 104
9"1+C+1.>4%.87"61-$%b987%.87.-4A1#$(%C98$%+104-%.87"61-.46c?

L989/4-6%8+1%+8#$%,#9$%9%-+#4%.8%1"-8.8/%,+1481.9#%61-"A1"-9#%A098/46%.81+%9A1"9#%+846?%%@04$
9#6+% .8<#"48A4% 104%9--9$%+<% .87"61-$% 61-"A1"-46% 1091%9-4%,+66.3#4R3$(% <+-% .86198A4(% .8>461.8/% .8% 84;
14A08+#+/.46(% C9-X41.8/% 1+% .8<#"48A4% A"61+C4-% 84476(% 987% #+33$.8/% <+-% -4/"#91+-$% A098/4?% % Z84
60+"#7% 8+1% #+64% 6./01% +<% 104% -+#4% +<% .87.>.7"9#% A-491.>.1$% 987% 6044-% ;.##% .8% 1-.//4-.8/% 104
1-986<+-C91.+8%+<%98%.87"61-$?

@0+"/0% 104% 1-986<+-C91.+8% +<% 98% .87"61-$% C9$% 619-1% ;.10% 9% 6.8/#4% 84;% 14A08+#+/$% +-% 98
.6+#9147% -4/"#91+-$% A098/4(% 104% -46"#1.8/% ,-+A466% .6% 1$,.A9##$% 9% 6$614CD;.74% ,048+C48+8?% % L98$
4#4C4816%+<%.87"61-$%61-"A1"-4%9-4%9<<4A147?%%M87%+<148(%10+"/0%8+1%9#;9$6(%.87"61-$%1-986<+-C91.+86
<447%+<<%C"#1.,#4% A098/46% .8% 104%3"6.8466% 48>.-+8C481?% % @04% -.64% +<% 6",4-C9-X416% .8% <++7% -419.#.8/
,-+>.746%98%4^9C,#4?%%W.746,-497%+;84-60.,%+<%9"1+C+3.#46%987%0+C4%-4<-./4-91+-6(%104%C+>4C481
+<% A+86"C4-6% +"1%+<%"-398%A4814-6(% A+86"C4-% A+61DA+86A.+"68466%7"-.8/% 104%f-491%]4,-466.+8(% 987
-4/"#91+-$%A098/46%1091%49647%104%A-491.+8%+<%A09.8%61+-46R9##%+<%10464%04#,47%6",4-C9-X416%7.6,#9A4
6C9##(%+;84-D+,4-9147%<++7%60+,6%7"-.8/%987%9<14-%104%&YN'6?%%@04%>.6.+89-$%`49#%+<%L.A094#%[g.8/\
*"##48(%A9,1"-47% .8%9% <9C+"6% #4114-% 1+% 104%5-46.7481%+<%g-+/4-%:++76(% 9#6+% <"4#47% 104% A098/4?G% %@04
#9-/4% 6",4-C9-X41% A09.86% 1091% -46"#147% <-+C% 104% ,-+A466% +<% 1-986<+-C91.+8% A+C,4147%C+-4% <.4-A4#$
1091% 104.-% ,-474A466+-6(% 04#7% C+-4% ,+;4-% +>4-% <++7% 6",,#.4-6(% /9>4% 84;% 39-/9.8.8/% ,+;4-% 1+
A+86"C4-6(%987%48_+$47%/-4914-%4A+8+C.A%97>9819/46%+>4-%6"361.1"146% b6"A0%96%/-+;.8/%+84e6%+;8
<++7c?%%VA+8+C.46%+<%6A9#4%.8%<++7%-419.#.8/%-+64%7-9C91.A9##$(%6+%1091%.874,487481%61+-46%/9>4%;9$%1+
A09.86%987%481-$%.81+%<++7%-419.#.8/%34A9C4%C+-4%7.<<.A"#1?%%M##%96,4A16%+<%104%:.>4%:+-A46%;4-4%9#14-47
3$%104%C419C+-,0+6.6?

@04%C+61%.C,+-1981%1-.//4-6%1+%.87"61-$%1-986<+-C91.+8%9-4%10+64%1091%9#14-%-4#91.>4%,+6.1.+86
;0+#469#4?%%@0464%1487%1+%+,48%",%9#1+/4104-%84;%;9$6%+<%7+.8/%3"6.8466%987%<9>+-%6+C4%,+6.1.+86
+>4-% +104-6?% % @-"#$% 1-986<+-C.8/% A098/46% A+8<-+81% 4^.61.8/% A+C,98.46%;.10% 7.<<.A"#1% 1-974+<<6?% % @+
-46,+87% 1+% .87"61-$% A098/46(% .8A"C34816% C"61% 9A1% .8% ;9$6% 1091% "874-C.84% A"--481% C+746% +<
A+C,41.8/% 987% 74/-974% 104% >9#"4% +<% A"--481% 966416?% % W.10+"1% 1-974+<<6(% .8A"C34816% A98% 6.C,#$
.8A+-,+-914% 84;% 14A08+#+/.46(% 84476(% +-% -4/"#91+-$% A.-A"C6198A46% .81+% 104.-% 4^.61.8/% 61-914/.46?% % S8
C98$% 3"6.846646% 9<<4A147% 3$% 104% S814-841(% <+-% 4^9C,#4(% .1% .6% 61-9./01<+-;9-7% <+-% .8A"C34816% 1+
.8A+-,+-914%104%S814-841%.81+%104.-%4^.61.8/%;9$6%+<%A+C,41.8/?%%W9#DL9-1(%<+-%.86198A4(%A98%977%;43D
39647% .8<+-C91.+8% 987% +-74-.8/% 96% 98% +,1.+8% 1+% A"61+C4-6(% [-4"6.8/\% .16% 3-987% 89C4(% ,"-A096.8/
,+;4-(%987%#+/.61.A9#%6$614C?%%W.10+"1%1-974+<<6(%.87"61-$%A098/46%A98%34%A+C,#4C4819-$%1+%A"--481
C+746%+<%A+C,41.8/(%8+1%10-49148.8/%1+%104C?

W4% 34#.4>4% 1091% 7-9C91.A% A098/46% .8% relative positions% 9-4% rarely ignited by improvements in
operational effectiveness alone.%%K"A0%.C,-+>4C4816%60.<1%104%481.-4%,-+7"A1.>.1$%<-+81.4-%+<%98%.87"61-$
+"1;9-7(%,4-C.11.8/%104%74#.>4-$%+<%3"$4-%>9#"4%91%#+;4-%A+61?F%%J$%104.-%891"-4(%A098/46%1091%.C,-+>4
+,4-91.+89#% 4<<4A1.>48466% 9-4% 911-9A1.>4% 1+% 9##% A+C,98.46% .8% 98% .87"61-$% 987% 9-4% 1$,.A9##$% 97+,147
;.74#$%987%B".AX#$?%%M6%9%-46"#1(%104$%7+%8+1%+<148%A9"64%9%;0+#469#4%-460"<<#.8/%+<%-4#91.>4%,+6.1.+86
;.10.8%98% .87"61-$%"8#466%6+C4%C989/4C481% 149C6%9-4%[96#44,%91% 104%;044#\%987% <9.#% 1+%97+,1% 104
84;%3461%,-9A1.A46?%%L9X4%8+%C.619X4O%X44,.8/%",%;.10%.C,-+>4C481%.8%+,4-91.+89#%4<<4A1.>48466%.6%9
A-.1.A9#%,9-1%+<%104%C989/4-e6%9/4879(%96%-4A481%A9##6%<+-%1+19#%B"9#.1$(%348A0C9-X.8/(%987%1.C4D39647
A+C,41.1.+8%C9X4%A#49-?%%:.-C6%1091%<9.#%1+%X44,%,9A4%+8%+,4-91.+89#%4<<4A1.>48466%;.##%<974%B".AX#$%.8
C+61%.87"61-.46?

*"C"#91.>4%A098/46%.8%+,4-91.+89#%4<<4A1.>48466%+>4-%1.C4%A98%9#14-%104%891"-4%+<%competitive
forces%.8%98%.87"61-$?%%S<%104%84;%3461%,-9A1.A46%.8A-4964%104%6;.1A0.8/%A+616%1091%A"61+C4-6%4^,4-.48A4(
<+-% .86198A4(% 104% 39-/9.8.8/% ,+;4-% +<% A"61+C4-6% C9$% <9##% 6./8.<.A981#$?% % :-4B"481% <#.4-% ,-+/-9C6(
.81-+7"A47% 9#C+61% "8.>4-69##$% .8% 104% 9.-#.84% .87"61-$% .8% 104% &YE'6(% 7.7% #.11#4% 1+% 9#14-% 104% -4#91.>4
,+6.1.+86% +<% A9--.4-6?% % S87"61-$% +364->4-6% 7.7(% 0+;4>4-(% 34#.4>4% 1091% 104% ,-+/-9C6% ;+"#7% C9X4
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A"61+C4-6%C+-4% #+$9#% 1+% .87.>.7"9#%9.-#.846?I% % b@04%4^1481% 1+%;0.A0% <-4B"481% <#.4-%,-+/-9C6%9A1"9##$
6"AA44747%.8%-9.6.8/%6;.1A0.8/%A+616%.6%B"461.+893#4?c

*098/46% .8% +,4-91.+89#% 4<<4A1.>48466% A98% 9#6+% 9#14-% .87"61-$% 61-"A1"-4R<+-% 104% ;+-64R.<
3#.87%,"-6".1%+<%+,4-91.+89#%4<<4A1.>48466% #4976% <.-C6% 1+%A+8>4-/4%+8%9%6.8/#4%,+6.1.+8.8/%;.10.8%98
.87"61-$?% % K"A0% A+C,41.1.>4% A+8>4-/48A4% A98% #49>4% <4;%7.61.8A1.+86% 9C+8/% A+C,98.46% 987% #497% 1+
C"1"9##$%7461-"A1.>4%-.>9#-$?%%S8%A+CC4-A.9#%,-.81.8/(%<+-%4^9C,#4(%9##%C9_+-%A+C,98.46%09>4%97+,147
104%69C4%84;%,-.81.8/%14A08+#+/.46%987%09>4%34A+C4%.87.61.8/".6093#4%1+%A"61+C4-6?

@04% 39-A+74% 6A9884-% 987% 104% d8.>4-69#% 5-+7"A1% *+74% bd5*c(% ;0.A0% A9C4% 1+% 104% /-+A4-$
.87"61-$%.8%104%&YH'6(%,-+>.74%+104-%"64<"#%4^9C,#46?%%:+-%#497.8/%6",4-C9-X41%A09.86%6"A0%96%g-+/4-
987%K9<4;9$(% .8619##91.+8%+<% 6A9884-6% A+861.1"147%98% .C,-+>4C481% .8%+,4-91.+89#% 4<<4A1.>48466?% %M##
97+,147%104%84;%14A08+#+/$%b10+"/0%91%7.<<4-.8/%-9146c(%987%-4#91.>4%,+6.1.+86%9C+8/%#497.8/%,#9$4-6
;4-4% #.11#4% 9#14-47?% % J4A9"64% 104% .8619##91.+8% +<% 6A9884-6% .8>+#>47% A+86.74-93#4% <.^47% A+616(% 104
14A08+#+/$% .8A-49647% 104% 97>9819/4% +<% #9-/4% A09.86% +>4-% 6C9##% L+C% U% 5+,% /-+A4-6?% % M7>481% +<
6A9884-6% 987% 104% d5*% 60.<147% 39-/9.8.8/% ,+;4-% 9;9$% <-+C% /-+A4-$% C98"<9A1"-4-6% 1+;9-7
6",4-C9-X416(% ;0+% .8A-496.8/#$% ,+6646647% 34114-% .8<+-C91.+8% 1098%C98"<9A1"-4-6% 93+"1% A+86"C4-
74C987?

Experimentation

M% ,4-.+7% +<% ;.746,-497% 4^,4-.C48191.+8% 1$,.A9##$% <+##+;6% 104% 1-.//4-?% % g8+;.8/% 1091% 104
.87"61-$%.6%A098/.8/%3"1%"86"-4%+<%104%"#1.C914%7.-4A1.+8%987%4^1481%+<%A098/4(%A+C,98.46%48/9/4%.8
1-.9#D987D4--+-% 649-A0% <+-% 9%;.88.8/% <+-C"#9?% % @04$% 1-$% +"1% 7.<<4-481% ,+6.1.+86R7.<<4-481% A"61+C4-
19-/416(% <+-% .86198A4(% >9-.+"6% C.^46% +<% ,-.A4% 987% 8+8D,-.A4% >9#"4(% +-% 7.<<4-481% A+8<./"-91.+86% +<
9A1.>.1.46%987%74/-446%+<%.814/-91.+8?%%V^.61.8/%A+C,98.46%C+7.<$%104%9A1.>.1.46%+<%104.-%A+-4%3"6.846646
+-% #9"8A0% <-460% >481"-46% 1+% 19,% 104% 84;% +,,+-1"8.1.46% +-% <487% +<<% 104% 84;% 10-4916?% % K19-1",6% +-
A+C,98.46%.8%-4#9147%<.4#76%64.`4%104%+,48.8/%1+%1-$%104.-%0987%.8%104%.87"61-$?

59-1.A"#9-#$%;048%104%1-.//4-%4>481%#+;4-6%104%39--.4-6%1+%481-$%.81+%98%.87"61-$(%84;%481-9816
C9$% <#++7% 104%C9-X41% .8% #9-/4%8"C34-6?% % S87447%481-$%39--.4-6%"6"9##$%74A#.84%91% #4961% 14C,+-9-.#$
7"-.8/%1-986<+-C91.+89#%,4-.+76?%%V^.61.8/%A"61+C4-%-4#91.+860.,6%987%#+$9#1.46%C9$%34%7.6-",147%96
104% ,-+7"A16% +-% 64->.A46% +<<4-47% .8% 98% .87"61-$% A098/4% 7-9C91.A9##$?% % Z#7% 6X.##6% C9$% 34A+C4% #466
.C,+-1981% 987% 84;% +846% A-"A.9#?% % Q4;% A"61+C4-% 64/C4816(% 7.61-.3"1.+8% A09884#6(% +-% 6+"-A46% +<
6",,#$%C9$%34A+C4%9>9.#93#4?

S8% .87"61-.46% "874-/+.8/% 1-986<+-C91.+8(% 9% C"#1.1"74% +<% 4^,4-.C4816% C9$% 34% #9"8A047?
W.18466(%<+-%.86198A4(%104%A"--481%,-+#.<4-91.+8%+<%S814-841%3"6.8466%C+74#6?%%K.C.#9-%,9114-86%+<%3-+97
4^,4-.C48191.+8%09>4%,#9$47%104C64#>46%+"1% .8% .87"61-.46%96%7.>4-64%96%3.+14A08+#+/$%.8% 104%&YY'6(
,4-6+89#% A+C,"14-6% .8% 104%&YE'6(%,-+7"A16% -4#9147% 1+% .814/-9147% A.-A".16% .8% 104% &YH'6(% 987% 6$81041.A
C914-.9#6%.8%104%&YI'6?

M"1+% -419.#.8/% .8% 104% d8.147% K19146% .6% A"--481#$% ,966.8/% 10-+"/0% 6"A0% 9% 619/4% +<
4^,4-.C48191.+8?%%M6%84;%14A08+#+/.46%<+-%C989/.8/%.8<+-C91.+8%987%6",,#$%A09.86%09>4%74>4#+,47
987%A+86"C4-6%09>4%/-+;8%"809,,$%;.10% 104.-% A9-D3"$.8/% 4^,4-.48A46(% 9%8"C34-%+<%,#9$4-6%09>4
6,+1147%98%+,,+-1"8.1$%1+%-461-"A1"-4%10.6%0./0#$%<-9/C48147%.87"61-$?%%M%7.>4-64%641%+<%4^,4-.C4816
.6%"874-;9$?%%*.-A".1%*.1$(%<+-%.86198A4(%096%1-.47%1+%9,,#$%.16%<+-C"#9%<-+C%4#4A1-+8.A6%-419.#.8/%1+%104
"647%A9-%C9-X41O%.16%*9-L9^%6"36.7.9-$%A+86.616%+<%#9-/4(%47/4D+<D1+;8%6.146%;.10%9%;.74%64#4A1.+8%+<
A9-6%;04-4%;4##D.8<+-C47%69#46%619<<%B"+14%<-+C%,-.A4%#.616%987%7+%8+1%09//#4?%%T4,"3#.A%S87"61-.46%096
9114C,147%1+%,.4A4%1+/4104-%9%A+C,98$%1091%6,986%104%C9-X416%<+-%84;(%"647(%987%-4819#%A9-6?%%S8%.16
<.-61% 4./01448% C+8106% +<% +,4-91.+86(% .1% 9AB".-47% ))% 84;DA9-% 749#4-60.,6(% +,4847% 64>48% "647DA9-
6",4-61+-46(% 987% ,"-A09647% 1;+% C9_+-% -4819#% A9-% A+C,98.46?% % M"1+DJ$D@4#% 096% 97+,147% 9% >4-$
7.<<4-481% C+74#(% 64->.8/% 96% 98% S814-841D39647% A#49-.8/0+"64% 1091% -4<4-6% A+86"C4-6% 1+% 4^.61.8/% A9-
749#4-6?% % f484-9#% L+1+-6% 987% :+-7% 09>4% A+86.74-47% ;04104-% 104$% 8447% 1+% ,"-A0964% 749#4-60.,6
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104C64#>46% +-% 966.61% +104-6% .8% A+86+#.791.8/% 104.-%749#4-%841;+-X6?% % S1% -4C9.86% 1+% 34% 6448%;0.A0% +<
10464%987%+104-%4^,4-.C4816%;.##%,-+>4%6"AA466<"#?

T.6X% 987% #9AX% +<% .8<+-C91.+8% A09-9A14-.`4% 10.6% 619/4% +<% 98% .87"61-$e6% 1-986<+-C91.+8?% % @+
047/4%104.-%3416%987%/9.8%X8+;#47/4%<-+C%+104-6(%A+C,98.46%+<148%644X%+"1%9%wide array of partners%91
10.6% ,+.81?% % S8% 104% S814-841% ,+-19#(% 3-+;64-(% 987% 9AA466% .87"61-.46(% <+-% 4^9C,#4(% MC4-.A9% Z8#.84% .6
-4,+-147%1+%09>4%61-"AX%91%#4961%IF%_+.81%>481"-46(%,9-184-60.,6(%987%9##.98A46%7"-.8/%&YYY%9#+84(%;.10
,9-184-6%-98/.8/%<-+C%MC4-.A98%M.-#.846%987%*.1.398X%1+%*+C,9B%987%L+1#4$%:++#?H

:47%3$%9##.98A46(%;0.A0%64->4%96%.8<+-C91.+8%A+87".16%341;448%<.-C6(%987%-9C,981%.C.191.+8(
<976%6;44,%B".AX#$%10-+"/0%.87"61-.46%.8%1-986.1.+8?%%V^,4-.C4816%#9"8A047%3$%+84%A+C,98$%+-%641%+<
A+C,98.46%9-4%B".AX#$%C.C.AX47%3$%+104-6?%%59-1%+<%104%<+##+;D104D#4974-%3409>.+-%.6%-91.+89#a%<9A47
;.10%64>4-4%"8A4-19.81$%93+"1%104%396.A%7.-4A1.+8%+<%104%.87"61-$(%<.-C6%C.C.A%-.>9#6%;0+C%104$%10.8X
X8+;%C+-4%93+"1% 104% <"1"-4% 1098% 104$% 104C64#>46%7+?% %59-1% A+C46% <-+C%9% 6.C,#4% <49-%+<%34.8/% #4<1
340.87?%%M6%<.-C6%C.C.A%+84%98+104-(%C+-4%C9$%A-+;7%.81+%9%,9-1.A"#9-%,+6.1.+8%.8%98%.87"61-$%1098
A98%,+66.3#$%10-.>4%104-4%.8%104%#+8/%-"8?

*9,.19#%,-+>.74-6%,#9$%9%A-"A.9#%-+#4%.8%74<.8.8/%104%891"-4%987%A+864B"48A46%+<%10.6%,4-.+7?
S8% 104% 10.AX% +<% -9,.7% ,9-184-.8/% 987% 04-7% 3409>.+-(% 104% ,-+>.74-6% +<% A9,.19#% 1+% 98% .87"61-$% 9-4% 96
6"3_4A1%1+%"8A4-19.81$%96%9-4%104%A+C,98.46%.8%104%.87"61-$?%%@04.-%966466C4816%+<%A+C,98$%,-+6,4A16
C9$%34%<9-%C+-4%-4C+>47%<-+C%-49#.1$R4.104-%+,1.C.61.A9##$%+-%,466.C.61.A9##$R1098%104$%;+"#7%34
.8%A9#C4-%1.C46?%%Z<148%104$%#9AX%1-.47%987%1-"4%C41-.A6%6"A0%96%,-+<.1%+-%A960%<#+;?%%W048%966466C4816
9-4%+>4-#$%+,1.C.61.A(%96%6+C4%34#.4>4%104$%#+8/%;4-4% .8%S814-841D-4#9147%.87"61-.46(%0./0%>9#"91.+86
C9$%<"4#%4^,4-.C48191.+8?%%=./0D,-.A47%61+AX6%/.>4%A+C,98.46%104%C4986%1+%<"87%<-460%4^,4-.C4816
987%C4-/4-6%987%9##.98A46?%%MAA466%1+%A9,.19#%;.10+"1%849-D14-C%,-+<.1%7.6A.,#.84%A98%6",,+-1%3409>.+-
1091%.6%"86"619.893#4%987%C9$%"874-C.84%.87"61-$%61-"A1"-4?

@04%,9114-8%+<%4^,4-.C48191.+8%7"-.8/%.87"61-$%1-986<+-C91.+86%.6%A-"A.9#%34A9"64% .1%744,#$
.8<#"48A46%;0.A0%+<%104%,+1481.9#%.87"61-$%61-"A1"-46%4>481"9##$%4C4-/46?%%S8%104%6+<1%7-.8X%.87"61-$(
<+-% .86198A4(%49-#$%4<<+-16%3$%*+A9%*+#9%987%54,6.% 1+%3-987%104.-%,-+7"A1(% 64##% <-98A0.646% 1+%3+11#4-6(
987%A+C,414%+8%.C9/4%97>4-1.6.8/%641%104%619/4%<+-%104%4>481"9#(%911-9A1.>4%.87"61-$%61-"A1"-4?% %=97
104% A+C,98.46% 46193#.6047% 7.<<4-481% ,-4A474816R>./+-+"6% ,-.A4% A+C,41.1.+8(% 7.-4A1% A+819A1% ;.10
-419.#4-6(% 987%8+% 97>4-1.6.8/(% 69$R104% .87"61-$% 1091% A+9#46A47% #914-%C./01%09>4%097% 9%7-9C91.A9##$
7.<<4-481%61-"A1"-4?

J4A9"64% 49-#$% 4^,4-.C4816% A98% 34% 0./0#$% .8<#"481.9#(% A+C,98.46% 1091% 0+,4% 1+% 34% 4>481"9#
.87"61-$% #4974-6%C"61% 10.8X%A9-4<"##$%93+"1% 104%,-4A474816% 104$%641%7"-.8/% 10.6%,4-.+7?% %@04$%C"61
A+86.74-%;04104-%104.-%9A1.+86R,#9$47%+"1% 1+% .8A+-,+-914% -.>9#6e% -46,+8646R;.##% .C,-+>4% .87"61-$
911-9A1.>48466%+-%"874-C.84%.1?% %Z<148(%9%A+C,98$%;.##%<9A4%9%7.#4CC9O%60+"#7%.1%1-$%6+C410.8/%1091
;.##% 48098A4% .16% +;8% -4#91.>4% ,+6.1.+8% 4>48% 10+"/0% 104% 9A1.+8% C9$% "874-C.84% <"1"-4% .87"61-$
61-"A1"-4h

Convergence

L+61%4^,4-.C4816%<9.#a%104$%,++-#$%C441%104%84;%74<.8.1.+8%+<%3"$4-%>9#"4%+-%+104-;.64%<9.#%1+
7-.>4% 9% 6",4-.+-%;47/4% 341;448% 3"$4-% >9#"4% 987% A+616% <+-% 9% 6"<<.A.481% 8"C34-% +<% A"61+C4-6?% % M6
4^,4-.C4816% 9-4% 60"1% 7+;8(% 9% 0987<"#% +<% 6"AA466<"#% ;9$6% +<% 7+.8/% 3"6.8466% .8% 104% 1-986<+-C47
.87"61-$R6+C41.C46% 14-C47% [7+C.8981% 746./86\R4C4-/4% <-+C% 104% ,-+A466% +<% 1-.9#% 987% 4--+-?E

S87"61-$%61-"A1"-4%987% 104%39646%+<% -4#91.>4%,+6.1.+8%34A+C4%C+-4% A#49-?% %M6%"8A4-19.81$% <9746%987
6+C4% A+C,98.46% -4A+/8.`4% 1091% 104.-% 4<<+-16% 09>4% <9.#47(% 9% 609X4+"1% 1$,.A9##$% 486"46% bFigure 1c?
T4A481% -4649-A0% +8% 104% 4>+#"1.+8% +<% GI% ,-+7"A16R-98/.8/% <-+C%39##,+.81% ,486% 1+% #964-6R.87.A9146
1091(%.8%104%1$,.A9#%.87"61-$(%-+"/0#$%09#<%+<%104%A+C,98.46%.8%98%.87"61-$%91%.16%,+,"#91.+8%,49X%<9.#%.8
104%6"364B"481%609X4+"1?Y
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Figure 1:  Number of firms in an industry over the course of a transformation

@04% ,4-.+7% +<% 609X4+"1% A98% 4^1487% <+-% 9% #+8/% 1.C4?i% % :+-% 104% 9>4-9/4% +<% 104% GI% ,-+7"A16
C481.+847%93+>4(%.1%#96147%<+-%+>4-%148%$49-6?%%@04%,-+7"A16%A+86.74-47%.8%10.6%61"7$(%0+;4>4-(%7914
39AX% 96% <9-% 96% &EEH?% % @04-4% 9-4% 6+C4% .87.A91.+86% 1091% 104% ,9A4% +<% .87"61-$% 1-986<+-C91.+8% 096
B".AX4847%.8%-4A481%$49-6?% %Z84%-4<#4A1.+8%+<%10.6%.6%104%7"-91.+8%+<%A+C,#414%<.-61DC+>4-%C+8+,+#$O
104% ,4-.+7% 341;448% ;048% 9% ,.+844-% .8% 98% .87"61-$% #9"8A046% 9% 84;% ,-+7"A1% 987% ;048% 9% 64A+87
A+C,98$% 4814-6% 104%C9-X41?% % :+-% ,-+7"A16% .81-+7"A47% .8% 104% ,4-.+7% &EEHD&Y'I(% 6"A0% 96% 609C,++6(
`.,,4-6(% 987% ,0+8+/-9,0% -4A+-76(% 104% 9>4-9/4% <.-61DC+>4-% C+8+,+#$% 487"-47% <+-% NN% $49-6?% % :+-
,-+7"A16% .81-+7"A47% .8% &YIHDEI(% .8A#"7.8/% #964-% ,-.814-6(% >.74+% /9C46(% 987% C.A-+;9>4% +>486(% 104
C+8+,+#$% #96147%+8#$%N?G%$49-6%+8%9>4-9/4?&'% % @04% 60+-148.8/%+<% <.-61DC+>4-%C+8+,+#$%C9$% -4<#4A1
.C,-+>4C4816% .8% .8<+-C91.+8% <#+;6% 987% A+CC"8.A91.+86(% ;.748.8/% 9AA466% 1+% 14A08+#+/$(% 987
.8A-496.8/#$%4<<.A.481%,"3#.A%987%,-.>914%4B".1$%C9-X416?

@0+"/0% 481-9816% 1$,.A9##$% A-+;7% .81+% 9% C9-X41% 7"-.8/% 104% ,4-.+7% +<% 1-986<+-C91.+8(% 104
8"C34-%+<%,#9$4-6%6"->.>.8/%104%609X4+"1%C9$%34%higher or lower%1098%104%+-./.89#%A+"81?% %W048%104
1-986<+-C91.+8%.8>+#>46%98%.8A-4964%.8%104%3484<.16%+<%6A9#4(%104%4>481"9#%,+,"#91.+8%+<%104%.87"61-$%.6
1$,.A9##$% 6C9##4-% 1098% .1% ;96% .8.1.9##$?% % W4% 644% 10.6(% <+-% .86198A4(% .8% 09-7;9-4% -419.#.8/(% ;04-4
97>4-1.6.8/(% .8<+-C91.+8% 14A08+#+/$% .8>461C4816(% 987% ,"-A096.8/% 6A9#4% <9>+-6% 3./% ,#9$4-6% 6"A0% 96

%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%%

i%@+%644%;0$%10.6%.6%6+(%A+86.74-%104%<+##+;.8/%6.C,#4%4^9C,#4?%%K",,+64%1091%9%84;%.87"61-$%.6%+8%104
>4-/4%+<%34.8/%3+-8?%%@+%4814-(%9%A+C,98$%096%1+%.8>461%j&'%C.##.+8%1091%A98%84>4-%34%-4A+>4-47?%%V>4-$+84%X8+;6
1091% 104-4%;.##% 4>481"9##$%34% 10-44%[;.884-6\% .8% 104% .87"61-$(% 49A0%+<%;0+C%;.##% 48_+$%98% 988"9#%,-+<.1% +<% jG
C.##.+8%<+-4>4-R,-+>.7.8/%9%04<1$%G'k%-41"-8%+8%.8>461C481?%%Z104-%<.-C6%C9$%49-8%6+C4%,-+<.1(%3"1%8+1%48+"/0
1+%_"61.<$%481-$?%%M##%<.-C6%1091%4814-%09>4%98%4B"9#%A098A4%+<%34A+C.8/%+84%+<%104%;.884-6?%%M<14-%148%$49-6(%98$
481-981%C"61%.8>461%98+104-%j&'%C.##.+8%1+%619$%.8%3"6.8466?

@04% <.-61% 10.8/% 1+%8+14% .6% 1091%C+-4% 1098% 10-44% <.-C6%;.##% 4814-% 104% .87"61-$?% %=+;%7+%;4%X8+;% 10.6h
K",,+64%<+-%9%C+C481%1091%104-4%9-4%+8#$%10-44%481-9816?%%M%<+"-10%A+C,98$(%#++X.8/%91%10.6%6.1"91.+8(%;.##%69$%1+
.164#<(%[S<%S%4814-(%Se##%09>4%9%10-44D.8D<+"-%A098A4%+<%34.8/%+84%+<%104%;.884-6%987%49-8.8/%9%G'k%-41"-8?%%Q+1%397?
l41e6%4814-?\%%K+%C+-4%A+C,98.46%;.##%4814-%104%.87"61-$%1098%A98%;.8%.8%104%#+8/%-"8?

Z8A4%104%;.884-6%09>4%3448%74A#9-47(%0+;4>4-(%104%#+6.8/%<.-C6%C9$%8+1%4^.1%.CC47.914#$?%%M6%#+8/%96
104$%9-4%A+>4-.8/%104.-%+,4-91.8/%4^,48646(%104$%;.##%-4C9.8%.8%3"6.8466?%%Z8#$%;048%-4B".-47%1+%C9X4%104%84^1
j&'%C.##.+8%.8>461C481%;.##%104$%4^.1?

S8%6"C(%104%A098A4%+<%;.88.8/%C9$%14C,1%481-$%3$%C+-4%<.-C6%1098%A98%;.8?% %M87%104% <9A1% 1091%6"8X
.8>461C4816%A988+1%34%-4A+>4-47%C9$%#497%#+64-6%1+%-4C9.8%.8%104%.87"61-$%<+-%6+C4%1.C4?%%K09X4+"16%9-4%#.X4#$
1+% #961% <+-%9%,9-1.A"#9-#$% #+8/%,4-.+7%+<% 1.C4%;048% .8.1.9#% .8>461C4816%9-4% #+8/D#.>47%987%A988+1%34% -4A+>4-47(
;048%-4#91.>4#$%#.11#4%+8D/+.8/%.8>461C481%.6%-4B".-47(%+-(%C+-4%/484-9##$(%;048%4^.1%39--.4-6%9-4%0./0?



D
O

 N
O

T CO
PY

701-008 Industry Transformation

8

=+C4% ]4,+1?% % Z8% 104% +104-% 0987(% A+C,98.46% C9$% 34%C+-4% 8"C4-+"6% 9<14-% 104% 1-986<+-C91.+8% .<
4A+8+C.46%+<%6A9#4%74A#.84?%%S8%104%14#4>.647%4814-19.8C481%.87"61-$%.8%104%d8.147%K19146(%<+-%4^9C,#4(
4A+8+C.46%+<%6A9#4%74A#.847%6./8.<.A981#$%7"-.8/%104%49-#$%&YE'6?%%@04%-.64%+<%.874,487481%,-+7"A1.+8
A+C,98.46% C974% .1% ,+66.3#4% 1+% 4814-% 104% 3"6.8466% ;.10+"1% ,-+7"A.8/% +84e6% +;8% 60+;6(% 987% 84;
6914##.14% 987% A93#4% 14A08+#+/$% -47"A47% 104% <.^47% A+616% +<% 1-986C.66.+8?% %M6% 9% -46"#1(% 104% 8"C34-% +<
14#4>.6.+8%841;+-X6%7+"3#47%987%8.A04%A93#4%A09884#6%,-+#.<4-9147?&&

@04%609X4+"1%9C+8/%A+C,41.1+-6%.6%,9-1%+<%9%#9-/4-%,-+A466%+<%A+8>4-/48A4%1+%9%84;%.87"61-$
61-"A1"-4?% % T.>9#-$% 6411#46% 7+;8% .81+% 9% C+-4% ,-47.A193#4% ,9114-8(% 987% -4#91.>4% ,+6.1.+86% 1487% 1+
6+#.7.<$?%%T4#91.+860.,6%;.10%A"61+C4-6%987%6",,#.4-6%6193.#.`4(%987%481-$%34A+C46%#466%A+CC+8?%%S8
1.C4(%9%84;(%-4.8<+-A.8/%;43%+<%-4#91.+860.,6%9C+8/%.87"61-$%,9-1.A.,9816%4C4-/46(%96%7+%84;%6416%+<
9A1.>.1.46% ;.10.8% A+C,98.46?% % MC+8/% 104% C98$% .87"61-$% 61-"A1"-46% 1091% C./01% 09>4% 9-.648(% +84
61-"A1"-4%.6%-49#.`47?

Strategy During Periods of Transformation

M% A+CC+8% -49A1.+8% 1+% 104% "8A4-19.81$% 1091% 9AA+C,98.46% .87"61-$% 1-986<+-C91.+8% .6% 1+
,+61,+84%+-%93987+8%104%4<<+-1%1+%641%9%61-914/$?%%K"-4#$(%6+C4%9-/"4(%.1%.6%,+.81#466%1+%<.^%+8%9%61-914/$
;048%A+87.1.+86%A098/4%C+810#$%+-%79.#$?%%[Z8%104%S814-841(%A+C,98.46%09>4%1+%34%-497$%1+%A098/4
/+9#6%+-%61-914/$%>.-1"9##$%+>4-8./01?\&)%%@04%989#$6.6%+8%;0.A0%61-914/$%.6%39647%.6%C974%+36+#414%3$
A098/4(%/+46%10.6%#.84%+<%10+"/01(%987%104%1.C4%-4B".-47%1+%9-1.A"#914%9%61-914/$%;+"#7%34%34114-%6,481
#49-8.8/%987%4^4A"1.8/?%%J46.746(%98%4^,#.A.1%61-914/$%;+"#7%+8#$%C9X4%9%A+C,98$%.8<#4^.3#4?%%T9104-
1098%641%9%61-914/$(%648.+-%C989/4-6%60+"#7%6.C,#$%619$%9/.#4(%-"8%09-74-(%987%6#44,%<9614-?

Z"-%A+8>.A1.+8(% 1+%104%A+81-9-$(% .6% 1091% 104%74#.34-914%987%4^,#.A.1%6411.8/%+<%61-914/$%.6%more
important than ever%7"-.8/%,4-.+76%+<%A098/4%987%"8A4-19.81$?%%S8%9%,4-.+7%+<%1-986<+-C91.+8(%61-914/$
+<<4-6%9% A#49-%7.-4A1.+8% 1+%9##+;%C989/4-6% 1+%7.6A4-8% .C,+-1981%74A.6.+86%987% <+A"6%+8% 104C% .8% 104
C.761% +<% C98$% 7.61-9A1.+86?% % W.10+"1% 98% 4^,#.A.1% 61-914/$% A+CC"8.A9147% 10-+"/0+"1% 104% -98X6(
C989/4C481%74A.6.+86%A98%B".AX#$%#497%9%A+C,98$%.8%8"C4-+"6(%.8A+86.61481%7.-4A1.+86?%%M%A+C,98$
;.10% 9% A#49-% 61-914/$% .6% #466% #.X4#$% 1+% <+##+;% <976% 3#.87#$% 987% 34114-% 93#4% 1+% 619X4% +"1% 9% 7.61.8A1.>4
,+6.1.+8?% %M%61-914/$(%;.10%.16%<+A"6%+8%104%6,-497%341;448%A"61+C4-%>9#"4%987%A+61(%/"9-76%9/9.861
104% 148748A$% 1+% 644X% /-+;10% <+-% .16% +;8% 69X4?% % @04% S814-841% .6% +8A4% 9/9.8% ,-+>.8/% 1091% /-+;10% .8
-4>48"46%<-+C%,-+7"A16%6+#7%34#+;%A+61%.6%09-7#$%9%6./8%+<%9%6"619.893#4%61-914/$?

@0+64% <.-C6%;.10% A#49-% 61-914/.46% +<148%,#9$% 9%C9_+-% -+#4% .8%defining% 104% 891"-4% +<% 104% ,+61D
1-986<+-C91.+8% .87"61-$?% % :+-7(%;.10% .16% A#49-% A+8A4,1% +<% A+C,41.8/R[$+"% A98%09>4% 98$% A+#+-% $+"
#.X4% 96% #+8/% 96% .1% .6% 3#9AX\R74<.847% 104% 61-"A1"-4% .8% 104% C966D,-+7"A1.+8% 4-9% +<% 104% 9"1+C+3.#4
.87"61-$?% % m90++n(% 3$% 74<.8.8/% .164#<% 96% 9% C47.9% A+C,98$(% 8+1% 9% C4-4% 649-A0% 48/.84(% 6./8.<.A981#$
609,47%A+C,41.1.+8% .8% S814-841%,+-19#6?% %T.>9#6%;4-4% .8<#"48A47% 1+% A+C,414%+8%3-+974-%7.C486.+86
1098% +<<4-.8/% 104% C+61% 4<<.A.481% 649-A0% 9#/+-.10C6?% % @0.6% 4^,98747% 104% .87"61-$(% ;0.#4% 9##+;.8/
m90++n%1+%,-+6,4-%7.6,-+,+-1.+8914#$?

@04% 9-/"C481% 1091% 61-914/$% A988+1(% +-% 60+"#7% 8+1(% 34% 641% 74#.34-914#$% .8% 0./0#$% "8A4-19.8
48>.-+8C4816% .6% +<148%39647%+8% 104%C.619X48% .C,-466.+8% 1091% 61-914/.A%,+6.1.+8.8/% .6% 6191.A(% +-% 1091
61-914/$% -4B".-46% ,-47.A1.8/% 104% <"1"-4% ,-4A.64#$?% % Z8% 104% A+81-9-$(% 98% 4<<4A1.>4% ,+6.1.+8.8/% .6
7$89C.AR9% C.^% +<% >9#"4% 9% A+C,98$% 9.C6% 1+% 74#.>4-% 1+% .16% A0+648% A"61+C4-6% +>4-% 1.C4?% % S1% .6% 9
7.-4A1.+8% 987% A+8A4,1% +<% >9#"4(% 8+1% 9% <+-C"#9?% % S1% .6% 9% ,910(% 8+1% 9% ,+.81% +<% 9--.>9#?% % M8$% 61-914/.A
,+6.1.+8% C"61% 34% A+861981#$% -4<.847% 96% 84;% .86./016% 93+"1% 104% >9#"4% C+74#% 4C4-/4% 987% 96% 84;
14A08+#+/.46%A098/4%104%,-+6,4A16%<+-%.16%74#.>4-$?%%@0.6%8447%<+-%A+81.8"9#%-4<.84C481%7+46%8+1%C9X4
104%6411.8/%+<%61-914/$%98$%#466%466481.9#?
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The Role of Strategy Fundamentals

@04%<"879C4819#6%+<%61-914/$%A+81.8"4%1+%/+>4-8%4>48%96%84;%-"#46%+<%A+C,41.1.+8%9-4%34.8/
;-.1148?% % K1-914/$% <"879C4819#6% 6"A0% 96% .87"61-$% 61-"A1"-4(% A+C,41.1.>4% 97>9819/4(% -4#91.>4% 3"$4-
>9#"4(% -4#91.>4% A+61(% +,4-91.+89#% 4<<4A1.>48466(% 987% 61-914/.A% ,+6.1.+8.8/% -4,-46481% 104% .804-481
"874-,.88.8/6%+<%A+-,+-914%,4-<+-C98A4?%%@0464%<"879C4819#6%<+A"6%+8%104%ends +<%A+C,41.1.+8(%8+1
104%6,4A.<.A%14A08+#+/.46%+-%C4986%+<%A+C,41.8/%91%98$%/.>48%,+.81%.8%1.C4%.8%98$%,9-1.A"#9-%<.4#7?%%S8
10.6%64864(%1048(%104%S814-841%64A1+-%-4,-464816%8+%[84;%4A+8+C$\%3"1%104%#91461%3-+97D39647%4893#.8/
14A08+#+/$?%%W04104-%104%S814-841%;.##%6",,+-1%,-+<.193.#.1$%;.##%34%7414-C.847%.87"61-$%3$%.87"61-$(
39647%+8%10464%61-914/$%<"879C4819#6?%%W0.#4%-9,.7%/-+;10%A98%+36A"-4%<"879C4819#6%<+-%9%1.C4%987
A9,.19#%C9-X41% 4^,4A191.+86%C9$%74#9$% 104%8447% 1+% -4/.614-% A"--481%,-+<.193.#.1$(% 6++84-%+-% #914-% 104
-49#.1$%+<% 104%8447% 1+%49-8% 9% /++7% -41"-8% 6416% .8?% % @04% <"879C4819#6% +<% 61-914/$% 4^,#9.8%;0$% 6+C4
.87"61-.46%987%A+C,98.46%C441%10.6%8447%;0.#4%+104-6%7+%8+1?

V>48%.8%9%1-986<+-C.8/%.87"61-$(% .87"61-$%61-"A1"-4%b104%:.>4%:+-A46c%7.A19146% 104% #+8/D14-C
,+1481.9#%+<%98%.87"61-$%1+%/484-914%911-9A1.>4%-41"-86%<+-%104%9>4-9/4%,#9$4-?%%S8%966466.8/%104%,-+C.64
+<% 104% +8#.84% 9"A1.+8% .87"61-$(% <+-% 4^9C,#4(% +84% C"61% A+86.74-% 104% B"461.+86% ,+647% 3$% 104% :.>4
:+-A46O%%=+;%<.4-A4%987%+-.48147%1+%,-.A4%;.##%104%-.>9#-$%9C+8/%4J9$(%MC9`+8(%987%+104-6%34h%%W.##
104%,#9$4-6%<.87%7.61.8A1%,+6.1.+86(%+-%;.##%104$%A+8>4-/4%+8%9%6.8/#4%,+6.1.+8%.8%9%C"1"9##$%7461-"A1.>4
-9A4h%%W.##%104-4%34%<+-A46%1091%A+"814-9A1%104%A"61+C4-e6%93.#.1$%1+%6;.1A0%6.146%91%104%A#.AX%+<%9%C+"64h
W091% 39--.4-6(% .<% 98$(%;.##% ,-4>481% 84;% A+C,98.46% <-+C% 46193#.60.8/% >.93#4% 9"A1.+8% 6.146(% ,4-09,6
9-+"87%9%C+-4%6,4A.9#.`47%641%+<%,-+7"A16h%%M87%6+%<+-10?

@04%<9.#"-4%1+%/-+"87%10.8X.8/%;.10%6$614C91.A%.87"61-$%989#$6.6%4^,+646%C989/4-6%1+%6+C4
A09-9A14-.61.A%,.1<9##6%.8%1-986<+-C.8/%6411.8/6?%%Z84%.6%1+%C.619X4%/-+;10%<+-%,-+<.1%,+1481.9#?%%M8+104-
.6%1+%A+8<"64%0./0%14A0%;.10%.87"61-$%911-9A1.>48466?

M,,#$.8/% 104% 1++#6% +<% 61-"A1"-9#% 989#$6.6% .8% 9% 1-986<+-C.8/% .87"61-$% +<148% -4B".-46% /-4914-
6X.##%1098%7+.8/%6+%.8%9%C+-4%,#9A.7%48>.-+8C481?%%S1%.6%C+-4%A09##48/.8/%1+%981.A.,914%104%61-"A1"-4%+<
98%.87"61-$%1091%39-4#$%4^.616%1098%1+%7.664A1%9%;4##D46193#.6047%A+C,41.1.>4%9-489?%%@04%,9$+<<6%<-+C
<+-4644.8/%104%4>+#"1.+8%+<%61-"A1"-4%9-4%0./0(%0+;4>4-?%%L989/4-6%;0+%981.A.,914%61-"A1"-4%;4##%9-4
C+-4% #.X4#$%1+%A0++64%911-9A1.>4% .87"61-.46% .8%;0.A0%1+%A+C,414%987%9-4%34114-%93#4%1+%,+6.1.+8%104.-
A+C,98.46%;.10%-46,4A1%1+%104%A+C,41.1.>4%<+-A46?%%@04%:.>4%:+-A46%<-9C4;+-X%9#6+%/.>46%C989/4-6%9
#486%10-+"/0%;0.A0%1+%>.4;%104%A098/46%1091%9-.64%A+861981#$%.8%6"A0%9%6411.8/?

f++7%989#$616%+<%<"1"-4%.87"61-$%61-"A1"-4%<+##+;%6+C4%.C,+-1981%,-.8A.,#46?%%:.-61(%104$%19X4
A9-4%1+%7.61.8/".60%104%487"-.8/%<-+C%104%1-986.481?%%S8%104%+8#.84%9"A1.+8%C9-X41(%<+-%.86198A4(%-9,.7
/-+;10% A"--481#$%C.1./9146% 104% -.>9#-$% 9C+8/% 104% #497.8/% 9"A1.+8% 6.146% 1+% 6+C4%74/-44?% %=+;4>4-(
/-+;10%-9146%9-4%A4-19.8%1+%74A#.84%4>481"9##$?%%Z8%104%+104-%0987(%104%39-/9.8.8/%,+;4-%+<%104%6.146e
14A08+#+/$% 6",,#.4-6% .6% C+7461% 987% #.X4#$% 1+% -4C9.8% 6+?% % K4A+87(% /++7% 989#$616% #++X% <+-% .814-89#
A+86.6148A$%.8%104%,-47.A1.+86%104$%C9X4%93+"1%.87"61-$%61-"A1"-4?%%:+-%4^9C,#4(%98%.87"61-$%.8%;0.A0
3"$4-6% 09>4% #+;% 6;.1A0.8/% A+616% 987% A9-4% 93+"1% ,-.A4% .6% "8#.X4#$% 1+% 9>+.7% <.4-A4% ,-.A4D39647
A+C,41.1.+8% .8% 104% #+8/% -"8?&N% % @0.-7(% /++7% .87"61-$% 989#$616% .7481.<$% A#49-#$% 104%"8A4-19.81.46% 1091
-4C9.8%4>48%9<14-%104$%09>4%7+84%104.-%3461%_+3%1+%,-47.A1%61-"A1"-4?%%@0.6%9##+;6%104C%1+%<+A"6%104.-
+8/+.8/%4<<+-16%1+%C+8.1+-R987%1+%609,4R.87"61-$%61-"A1"-4?%%@++#6%1+%977-466%"8A4-19.81$%.8%<"1"-4
61-"A1"-4%9-4%7.6A"6647%34#+;?

!"61% 96% 104% :.>4% :+-A46% 7414-C.84% 104% #+8/D-"8% 93.#.1$% +<% 98% .87"61-$% 1+% /484-914% 911-9A1.>4
-41"-86(% 104% <"879C4819#6% +<% A+C,41.1.>4% 97>9819/4% A+81.8"4% 1+% 7-.>4% -4#91.>4% ,-+<.193.#.1$% 4>48
;.10.8%1-986<+-C.8/%.87"61-.46?% %@04%6",4-.+-%,-+<.16% .8%98%.87"61-$%/+%1+%10+64%<.-C6%;0+64%6416%+<
9A1.>.1.46%/484-914R.8%104%#+8/%-"8R/-4914-%3"$4-%>9#"4%91%#+;4-%A+61%1098%7+%104%9A1.>.1.46%+<%-.>9#6?
S84>.193#$(%989#$646%+<%A+616%987%3"$4-%>9#"4%7"-.8/%,4-.+76%+<%-9,.7%<#"^%.8>+#>4%9%049#10$%7+64%+<
461.C91.+8?%%Q+84104#466(%6"A0%989#$646%A98%34%0./0#$%-4>49#.8/?%%J$%4^9C.8.8/%A+616%987%3"$4-%>9#"4(
+84% A98% 644(% <+-% 4^9C,#4(% ;091% A914/+-.46% +<% C4-A0987.64% 9-4% #.X4#$% 1+% 34% 7+C.89147% 3$% +8#.84
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-419.#4-6% -9104-% 1098% A+8>481.+89#% C4-A09816?% % Z8#.84% -419.#4-6% 9-4% #.X4#$% 1+% 09>4% 104% #9-/461% A+61
97>9819/46% +>4-% A+8>481.+89#% 3-.AX6% U% C+-19-% -419.#4-6% <+-% ,-+7"A16% 987% 64->.A46% 1091% A98% 34
74#.>4-47% 7./.19##$(% 7.-4A1#$% +>4-% 104% S814-841R.14C6% 6"A0% 96% 1-9>4#% 1.AX416(% 6+<1;9-4(% 3-+X4-9/4
64->.A46(% 987% 4>481"9##$% C"6.A(% >.74+6(% 987% 3++X6?% % :+-% /++76% 1091% -4B".-4% ,0$6.A9#% 74#.>4-$(
A+8>481.+89#% -419.#4-6%C9$%09>4%9%A+61%97>9819/4%7"4% 1+% 104%4<<.A.48A$%+<%3"#X%60.,C4816% 1+% 61+-46?
d8<+-1"8914#$% <+-% ,"-4% +8D#.84% -419.#4-6(% 104-4% 9-4% <4;% 1-974+<<6% 1091% ,-4>481% 3-.AX% 987% C+-19-
-419.#4-6%<-+C%.8A+-,+-91.8/%104%S814-841?%%*+8>481.+89#%-419.#4-6%;.10%;4##D74>4#+,47%;43%6.146%C./01
9#6+%/9.8% 97>9819/46%3$%+<<4-.8/% 104% A+86"C4-% 104% +,1.+8%+<% 0+C4%74#.>4-$%+-% ,.AX",% 91% 9% 849-3$
61+-4%;.10%8+%74#.>4-$%A09-/46?

S8% 60+-1(% 104% 61-914/$% <"879C4819#6% <+-A4% C989/4-6% .8% "8A4-19.8% 987% A098/.8/% 6411.8/6% 1+
C++-%104.-%A0+.A46%1+%4A+8+C.A%-49#.1$?%%@04%7.6A.,#.84%1+%"874-61987%,-.A46%987%A+616(%987%-4#914%104C
1+% 9A1.>.1$% A0+.A46(% ,-+>.746% 9%,+;4-<"#% /-+"87.8/% .8% -49#.1$%;04-4% 04-7% 3409>.+-% .6% A+CC+8% 987
;.60<"#%10.8X.8/%.6%#.X4#$?%%S8%104%487(%9%A+C,98$%C"61%34%93#4%1+%644%9%-+3"61%-91.+89#4%<+-%9119.8.8/
911-9A1.>4%-41"-86%.8%4B".#.3-."C(%987%"874-61987%104%966"C,1.+86%844747%1+%/41%104-4?

New Emphasis

W0.#4% 104% <"879C4819#6%+<% 61-914/$% -4C9.8% 104% 69C4%987%9-4% 9-/"93#$%C+-4% 466481.9#% 1098
4>4-%.8%1-986<+-C.8/%.87"61-.46(%10.6%6411.8/%3-.8/6%;.10%.1%104%8447%<+-%04./014847%911481.+8%1+%6+C4
.66"46%987%989#$1.A9#%1++#6?%%@0464%69C4%.66"46%9-.64%.8%61-914/$%<+-C"#91.+8%.8%98$%6411.8/(%3"1%A98%34
74A.6.>4%;048% .87"61-$% 61-"A1"-4% .6% -97.A9##$% A098/.8/?% %W4%C481.+8% 6+C4% +<% 104%C+61% .C,+-1981
A+8A4,16%987%1++#6%04-4(%3"1%#49>4%7419.#47%746A-.,1.+86%1+%104%-4<4-48A46%A.147%.8%104%4878+146?

Substitution.  @04% 1-986<+-C91.+8%+<%98% .87"61-$%9#C+61%9#;9$6% .8>+#>46% 104% substitution% +<
+84% ,-+7"A1% +-% 64->.A4% <+-% +104-6?% % @04% 989#$6.6% +<% 104% 6"361.1"1.+8% ,-+A466(% 1048(% 19X46% +8% /-491
.C,+-198A4?%%@04%-914%987%4^1481%+<%6"361.1"1.+8%.6%466481.9#%1+%"874-61987.8/%104%,+1481.9#%6.`4%+<%104
.87"61-$(%.16%-914%+<%/-+;10(%987%104%+-74-%.8%;0.A0%A"61+C4-6%987%64/C4816%97+,1%9%84;%,-+7"A1?&G

*#49-#$%A481-9#% 1+%4^,#+-.8/%.87"61-$%/-+;10(%6"361.1"1.+8%989#$6.6% .6%9#6+% .C,+-1981% 1+%,-+<.193.#.1$?
@04%4A+8+C.A%.87"A4C481%<+-%6"361.1"1.+8(%1+/4104-%;.10%104%,9-1.A"#9-%64/C4816%1091%9-4%,4841-9147(
09>4%C"A0%1+%7+%;.10%A"61+C4-6e%,-.A4%6486.1.>.1$%987%104%39646%+<%-.>9#-$?

W048% 9% 6"361.1"1.+8% 10-491% 9-.646(% .8A"C3481% .87"61-$% #4974-6% <9A4% 9% ,-47.A193#4% 641% +<
7.#4CC96%987%A0+.A46?% %K0+"#7%104%A+C,98$%1-$%1+%09->461%.16%A"--481%3"6.8466(%>./+-+"6#$%<./01%+<<
104%84;%10-491%;.10%.16%A"--481%9--9$%+<%,-+7"A16%987%64->.A46(%+-%97+,1%104%6"361.1"14%.164#<h%%K0+"#7
104% A+C,98$% 4C3-9A4% 104% 6"361.1"14% 4>48% 91% 104% -.6X% +<% A988.39#.`.8/% .16% 4^.61.8/% ,-+7"A16% 987
64->.A46h%%]+46%104%A+C,98$%09>4%-496+8%1+%4^,4A1%1091%.1%;.##%48_+$%9%A+C,41.1.>4%97>9819/4%.8%104
74#.>4-$%+<% 104%6"361.1"14%,-+7"A16%987%64->.A46h% %@+%;091%4^1481%;.##% 104%A+C,98$e6%4^.61.8/%641%+<
9A1.>.1.46(%,961%A+CC.1C4816(%-4#91.+860.,6(%987%-+"1.846%09C,4-%.1%.8%,-+>.7.8/%104%6"361.1"14h&F%%Z-
1+%69$%.1%7.<<4-481#$(%;091%1-974+<<6%4^.61h

The importance of shaping competition, not just reacting to it.  ]"-.8/% .87"61-$
1-986<+-C91.+86(%104%-"#46%+<%A+C,41.1.+8%9-4%-4;-.1148?%%M%A+C,98$e6%#91.1"74%1+%influence%104%<"1"-4
61-"A1"-4%+<% .16% .87"61-$% .6%84>4-%/-4914-?% %MAA+-7.8/#$(%9%61-914/.61% 60+"#7%A+86.74-% 104% .C,9A1%+<% 9
A+C,98$e6%A0+.A46%8+1%+8#$%+8%.16%A+C,41.1.>4%97>9819/4(%3"1%9#6+%+8%#+8/D14-C%.87"61-$%61-"A1"-4?
M% 74A.6.+8% 1091% "874-C.846% 61-"A1"-4% A98% 34% _"61.<.47(% 3"1% +8#$% .<% .1% 04#,6% 9% A+C,98$% 46193#.60% 9
6"361981.9#%987%6"619.847%47/4%+>4-%104%A+C,41.1.+8?%%*+8>4-64#$(%A0+.A46%1091%48098A4%61-"A1"-4%C9$
09>4% 9% /-4914-% .8<#"48A4% +8% 9% A+C,98$e6% /-+;10% 987% ,-+<.193.#.1$% 1098% 4<<+-16% 1+% .C,-+>4%C9-X41
609-4%C9-/.89##$?

Addressing uncertainty.  M%10.-7%.66"4%+<%"8"6"9#% .C,+-198A4% .8%1-986<+-C.8/%.87"61-.46% .6
uncertainty?% % M6% ;4% 8+147% 93+>4(% "8A4-19.81$% .6% 9% 09##C9-X% +<% 98% .87"61-$% .8% 1-986<+-C91.+8(
,9-1.A"#9-#$%7"-.8/% 104%4^,4-.C48191.+8%,4-.+7?% %M%8"C34-%+<% 1++#6%9-4%9>9.#93#4% 1+%04#,%61-914/.616
966466%987%A+,4%;.10%"8A4-19.81$%34114-?%%W048%104%"8A4-19.81$%.8%+84e6%48>.-+8C481%.6%<9.-#$%C+7461
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987%.16%61-"A1"-4%.6%A#49-(%decision trees%9-4%+<148%04#,<"#?% %d6.8/%74A.6.+8%1-446(%C989/4-6% #9$%+"1%104
-98/4%+<%,+66.3#4%,9106%104%<"1"-4%C./01%19X4(%104%74A.6.+86%104$%A98%19X4%1+%.8<#"48A4%104%,9106(%104
,-+393.#.1.46% 1091% 7.61.8A1% <"1"-46% ;.##% 9-.64(% 987% 104% ,9$+<<6% 966+A.9147% ;.10% 7.<<4-481% +"1A+C46?
K.C,#4%A9#A"#91.+86%9##+;%C989/4-6%1+%A+C,9-4%104%#.X4#$%A+864B"48A46%+<%9#14-891.>4%9A1.+86?

W048% 104% ,910% 19X48% 3$% 98% .87"61-$% 74,4876% 8+1% +8#$% +8% +84e6% +;8% A0+.A46% 3"1% 9#6+% 104
74A.6.+86%C974% 3$% 9% 6C9##% 8"C34-% +<% .7481.<.93#4% +104-% ,#9$4-6%;0+64% .8A481.>46% A98% 34% 96646647(
game theory%.6%+<148%9%C+-4%9,,-+,-.914%1++#%1098%74A.6.+8%1-446?%%]4A.6.+8%1-446%987%/9C4%104+-$%9-4
746A-.347% 91% #48/10% .8% +104-% -4<4-48A46?&I% % J+10% 1++#6% -4B".-4% 1091% 989#$616% 34% 93#4% 1+% 6,4A.<$% 104
64B"48A4%+<%,+66.3#4%9A1.+86%987%-49A1.+86%.8%98%.87"61-$%.8%6+C4%7419.#?

S8%.81-.A914%6.1"91.+86%.8>+#>.8/%09-7D1+D6,4A.<$%"8A4-19.81$(%scenario analysis%.6%9%,9-1.A"#9-#$
,+;4-<"#% 1++#?&H% %@04%<+A"6%+<%3".#7.8/%6A489-.+6% .6% 1+%A-4914%9#14-891.>4%>.4;6%+<% 104% <"1"-4% 1091%9-4
.814-89##$%A+86.61481?%%@091%.6(%6A489-.+6%746A-.34%9%641%+<%7.C486.+86%+<%A+C,41.1.+8(%.8A#"7.8/%84476(
4A+8+C.A6(% 987% A+C,98$% A0+.A46% 1091% A+"#7% 9##% A+4^.61% 987% -4.8<+-A4% +84% 98+104-?% % J9647% +8% 104
,9-1.A"#9-%"8A4-19.81.46%,-46481(%9%-98/4%+<%6A489-.+6%60+"#7%34%A+861-"A147%;0.A0%9.C%1+%-4>49#% 104
7.<<4-481%;9$6%.8%;0.A0%.87"61-$%61-"A1"-4%987%+104-%96,4A16%+<%A+C,41.1.+8%A+"#7%4>+#>4?%%KA489-.+6
9-4%A+861-"A147%"6.8/%A+-4%61-914/$%1++#6a%9%6A489-.+%60+"#7%6,4A.<$%104%61914%+<%49A0%+<%104%:.>4%:+-A46a
104% .7481.1$(% 61-914/$(% 987% #.X4#$% 3409>.+-% +<% C9_+-% A+C,41.1+-6a% 987% 104% -4#91.>4% ,+6.1.+8% +<% 104
61-914/.61e6%A+C,98$?%%@04%/+9#%.8%6A489-.+%989#$6.6%.6%8+1%1+%/484-914%9%6.8/#4%>.4;%+<%104%C+61%#.X4#$
<"1"-4(%3"1% 1+%A-4914%9%641%+<%>.4;6R49A0%.814-89##$%A+86.61481%987%,#9"6.3#4R;0.A0% 1+/4104-%A+>4-
104%3-49710%+<%,+66.3.#.1.46?

W048% 9#14-891.>4(% ,#9"6.3#4% 6A489-.+6% <+-% 104% <"1"-4% 4^.61(% .1% 34A+C46% .C,+-1981% 1+% 1461% 9
61-914/$%<+-%robustness?%%=+;%;.##%104%61-914/$%<9-4%8+1%+8#$%"874-%104%4^,4A147%>4-6.+8%+<%104%<"1"-4(
3"1% 9#6+% "874-% +104-% ,+66.3#4% 6A489-.+6h% %=+;%;.##% .1% <9-4% .<% 98% "8#.X4#$% 4>481% A+C46% 1+% ,966% +-% 9
A+C,41.1+-% C9X46% 9% C+>4% A+81-9-$% 1+% 4^,4A191.+86h% % M% -+3"61% 61-914/$% ;.##% ,-+7"A4% 9AA4,193#4
-41"-86(%+-%91%#4961%8+1%9%7.6961-+"6%+"1A+C4(%4>48%"874-%104%1"-8%+<%4>4816%1091%.6%C+61%0+61.#4%1+%.1?
L989/4-6% .8%C98$% S814-841% 619-1D",6(% <+-% .86198A4(%C"61%,9$% 6,4A.9#% 911481.+8% 1+% B"461.+86% 6"A0% 96
[W091e6%104%;+-61%10.8/%1091%A+"#7%09,,48%/.>48%+"-%61-914/$h\(%[=+;%;+"#7%;4%-46,+87%1+%6"A0%9
1"-8%+<%4>4816h\(%987%[W091%A98%;4%7+%1+%0497%+<<%1091%,+66.3#4%<"1"-4h\

M89#$646%+<%.87"61-.46%.8%1-986<+-C91.+8(%96%98$%61-914/.A%966466C481(%60+"#7%61-.>4%1+%.8A#"74
6+C4%8"C4-.A9#%A9#A"#91.+86?% %J4A9"64%A+87.1.+86%9-4%6+%>+#91.#4%987% 104% <"1"-4% 6+%"8,-47.A193#4% .8
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64#4A1.>4% flexibility?&E% % @0.6% 4819.#6% 98% .8>461C481% .8% 104% 93.#.1$% 1+% A098/4% -9,.7#$% .8% -46,+864% 1+% 104
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