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The Church of 
New Finance
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The high priests: business 
professors; partners in private 

equity, venture and hedge funds

1. Return on net 
assets (RONA)

2. Return on 
capital 
employed 
(ROCE)

3. Internal rate of 
return (IRR)

4. Earnings per 
share

5. Gross margin 
percentage

6. Economic 
value-added 
(EVA)

7. Marginal cost / 
marginal 
revenue

8. Debt/Equity
9. Growth rate
10.Revenue per 

employee

~

Thou shalt measure success 
by:
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Capital superabundance
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“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.



What can be done?

• Repurpose capital
– Tax rates
– L-Shares

• Reorient business schools
• Pesnsions
• Embolden executives

– Homestead / disenfranchised votes
– New measures of success
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1980 1990

Disruption in 
automobiles

Each began in  
as a domestic 

disruption



Managerial efficiency vs. 
entrepreneurial market-creation
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Technology

Efficiency 
innovations

Eradicating
Non-

consumption

Technology

Technology 
reduces jobs

Technology 
creates jobs

Sc
al

e



In the end, finance destroys finance
• Monetary policy is now the equivalent of pushing a 

string.
• Commercial and retail banking become obsolete

– Deposits are a burden; middle-market lending has stopped. 
– Revenues and variable costs are evaporating; fixed costs are 

not.

• Because we are awash in cheap capital, we can use 
capital abundantly.
– Discount NPV at 2%, not 20%
– Measure success by different metrics. When the return is 

nearly zero, maximizing return on capital, and maximizing 
the accumulation of free cash flow, loses meaning.

• Measuring investments in people is a likely candidate
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The right product architecture 
depends upon the basis of competition
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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
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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
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Present cash flows: 
The typically assumed 

base case of doing 
nothing

Foreseen cash flows from 
investing in an innovation

DCF and NPV 
methodologies 
implicitly make 

this contrast
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The common methods of financial analysis 
systematically bias managers against innovation

Returns from innovation 
realistically must be contrasted to 
the deteriorating stream of cash 

likely to result from doing nothing

+
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Outsourcing often sets in motion disruptive business 
model liquidation

Mother boards

Computer assembly

Supply chain
& logistics

Product design

Brand

Dell AsusTek

Simple circuit boards

Mother boards

Computer assembly

Supply chain
& logistics

Product design

Brand
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NASSCO, Avondale

Pharmaceutical Cos.

Petroleum Majors

Auto companies

IT departments

Customer Supplier

Keppel

Quintiles (CROs)

Halliburton,
Schlumberger

Tier One Suppliers

TCS, Infosys, Wipro
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Wall Street Analysts Bloomberg

Outsourcing often sets in motion disruptive 
business model liquidation
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Market Understanding that Mirrors how 
Customers Experience Life 

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



Four levels in the architecture of a job
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What’s the job-to-be-done? 
(Each job has functional, emotional & social dimensions)

What experiences in purchase & use 
must we provide to do the job perfectly?

What and how to integrate?

Purpose Brand



Organizing by jobs to be 
done would change the 
processes of care.
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I know 
what is wrong. I 

don’t want to see a 
doctor. Just 

fix it.

Something
is wrong and I 
need to know 

what it is.

Help me
stay healthy.Help me 

care for myself
or my family 

member

It might also 
change the 
business of 

risk



Potentially jobs for cars..
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My car 
is my office.

I need 
a car that will 

lubricate 
my life.

Help me 
feel like the person 

that I want
to be

Whatever
happens, I need to 
be sure that my 

family and I
are safe.
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Understanding a job is a “mining” process, not an event.

• More growth
• Potential for enduring differentiation
• More  few competitors from 

customers’ perspective
• Two-sided compass



DHL

I need to get this to there 
as fast as possible, 

with perfect 
certainty.
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Horseman 
& chariot

Telegraph, 
railroad

Airplane
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The advantage of focusing on a job-to-be-done.

Department 
Store

Clothe 
kids for 
school

I need to 
look 

elegant.
I need to 
shop for a 

gift

Buy a gift 
fastI’m bored.

Clothing 
to fit my 

brand

Something 
that no one 

else will 
wear

I need to 
look slim
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The advantage of focuing on a job-to-be-done.

New 
York 

Times

AutoTrader.com
R

ealtor.comM
et

ro

Bloomberg

Buy or 
sell stuff.

Buy or 
sell a car. Find a job 

or fill a 
job

Sell or 
buy a 
home

Keep me 
productive 

while I wait

Keep me 
deeply 

informed
Up-to-date 
business 

news

Help me 
unwind
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High-speed 
multi-channel 

testers

Imaging: MRI, 
CT, PET 
Scanners

Specialist physicians

Personal physicians

Nurse practitioners

Pharmacists

Clinics

Offices

Homes

The decentralization that follows centralization
is only beginning in healthcare

1. Bring the problem to the solution. 2. Then bring the solution to the problem.

Retail 
Clinics

Family 
care



Shouldice Hospital: 
Hernia surgery

Dave Snow, asthma
CEO, Medco

National Jewish Medical Center
Pulmonary & Respiratory Diseases

Typical hospitals 
are not 

complicated. 
They are 

impossible.

FEE FOR SERVICE

• Consulting firms
• R&D organizations
• Diagnostic & intuitive 
activities of hospitals

SOLUTION 
SHOPS

FEE FOR 
OUTCOME

• Manufacturing
• Education
•Construction
• Medical procedures

PROCESS BUSINESSES

• Telecommunications
• Insurance
• EBay
• D-Life; Crohns.org

FACILITATED 
NETWORKS

FEE FOR 
MEMBERSHIP



We’ll do 
anything for 

anybody.

•Overhead = 
85% of total

•Overhead 
increases 30% 
for each 
doubling of 
complexity

•Variable 
quality
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When one business model predictably
will diverge into two
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When two business models predictably converge into one
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Original Technology Pure-play deployed
against non-consumption

Hybrid when deployed
as  a sustaining technology 

against consumption

A Theory of Hybrids



The spreadsheet (1978) changed management.

1. Analysts now build financial models 
of companies; and then effortlessly 
test the impact of different inputs 

shorts, calls & puts, they can 
punish executives who don’t 
meet or exceed the numbers.

2. This enables 26 
year-old analysts to 
teach executives 
how to run their 
companies. With

onto the outcomes 
that matter: RONA, 
ROCE, & IRR. 

3. The manager has been 
commoditized. The job 
essentially has become the 
assembly and shipping of 
numbers. The agenda of 
meetings with direct 
reports begin and end with 
searching for numbers.



4/4/2014 Copyright Clayton M. Christensen 31

A Theory of Finance
• Preeminence of returns on capital
• Calculus needs to something to 

maximize. 
• Milton Friedman gave the target.
• Guided by Delaware courts, not 

legislation, ever since.

Tools of Finance
• Spreadsheets: Visicalc, Lotus, Excel
• Measurement via ratios
• NPV
• Management becomes the 

assembling, optimizing and 
shipping of numbers.

A Profession of Finance
• Language
• Certification
• Self-reinforcing 
• Often commited to the field, more 

than the company.

Finance:
Lubricates and fuels        Commands and captures

Leadership

The ability to cause people to believe 
what we want them to believe, and do 
what we want them to do.



PROCESSES:

Ways of working together to 
address recurrent tasks in a 

consistent way: training, 
development, manufacturing, 

budgeting, planning, etc.
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What is a business model, and how is it built?

PROFIT FORMULA:

Assets & fixed cost structure, 
and the margins & velocity 

required to cover them

THE VALUE PROPOSITION:

A product that helps 
customers do more effectively, 
conveniently & affordably a 
job they’ve been trying to do

RESOURCES:

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

to the targeted customers
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Are there two paths to growth?



P
er

fo
rm

an
ce

Time

Pocket radios

Portable  TVs

D
iff

er
en

t m
ea

su
re

Of
 P

er
fo

rm
an

ce

Time

Hearing Aids

Tabletop Radios, 
Floor-standing TVs

Path taken for transistors 
by vacuum tube 
manufacturers

The customers 
are enticed into 
the new system, 
not vice versa.

The metric of 
performance 
changes

4/4/2014 Copyright Clayton M. Christensen 34

Disruption breaks 
the trade-offs. 

Higher quality and
lower costs 

Trade-offs are 
binding: Higher 
quality requires 

higher costs 



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)



Stephen Gould: Panda’s Thumb 
• General, community hospitals

– 1920s: doctors cheap, transportation expensive
• Do everything for everybody

– 2013: doctors expensive, transportation cheap
• Marginal cost is lower than whole cost
• Doctors choose this profession so that they can 

control their destiny and choose how they will 
work.

• Reducing cost inherently impairs quality of care
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Proper team structure is crucial in every project

Business model in which 
product is used

Product architecture: What 
are the components, and 
which ones interface with 
others?

Change the specifications 
for how components must 
fit together

Improve performance of 
each component

Business model in 
which process is used

Process architecture: 
What are the steps in 
the process, and what 
is their sequence?

How must the steps in 
the process interface
in time and space?

Improve individual 
steps in the process

Product Process Team Type
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VP VP VP VP
Autonomous

VP VP VP VP
Heavyweight

VP VP VP VP

Lightweight

VP VP VP VP
Functional



Discovery-Driven Planning is a better way to manage the flow of 
projects through the development funnel

Platform-based planning

1.  Make Assumptions

2.  Build projections based 
upon assumptions

3.  Make decisions to invest 
based upon projections

4.  Implement the 
deliberate strategy

Discovery-driven  planning

1.  Make Projections

2.  What assumptions must 
prove true for the projections 

to happen? 

3.  Implement a plan to learn -
- to test whether the critical 
assumptions are reasonable

4.  Move to the next stage 
when key assumptions prove 

valid
4/4/2014 38Copyright Clayton M. Christensen



Business models for adherence in chronic care

Degree to which behavior change is required
Minimal Extensive
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Chronic back pain
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Business models for ongoing care

Degree to which behavior change is required
Minimal Extensive
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quickly feel 

consequences

Weak: 
Complications 

are deferred

Type I diabetes

Addictions
Type II diabetes

Asthma

Congestive 
heart failure

Obesity
Hypertension

Osteoporosis

Cancer
HIV

Myopia Crohn’s disease

Chronic back pain

Ulcerative colitis

Infertility

Doctor’s office User Networks

Employer-
Managed Care 

with HSAs

Pharmacy-
based care
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The right product architecture 
depends upon the basis of competition
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Compete by improving
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reliability

Compete by improving
speed, responsiveness 
and customization

Dell PCs, Linux



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



Specialist physicians

Personal physicians

Nurse practitioners

Pharmacists

Clinics

Offices

Homes

Most of America has the Titanic. Re-arranging the 
chairs on its decks will not solve its problems.

Retail 
Clinics

Family 
care



Enterprise CapitalMigratory Capital

Useful life
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Competitive life

Metric of profitability: 
% (RONA, EVA)

Metric of profitability: 
Money.

Marginal cost thinking 
(Ignore sunk and fixed 
costs)

Henry Ford-thinking: You 
pay the full cost anyway, 
whether or not you get the 
machine (or the business)

Base case of NPV: 
continuation 

Base case: Deterioration


