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D

espite its slowing sales growth in the
e-commerce industry, Amazon managed
to increase its revenue up to $232.89
billion in 2018 by constantly improving and
introducing new products. Amazon still
competes within the confines of the existing
e-commerce industry and tries to maintain its
current customers; at the same time, it makes
huge investments into AI and developed
uncontested market space of smart devices

that made competition in this sector irrelevant.
The company’s main AI tool Alexa created a
so-called Blue Ocean, a previously unknown
market space where demand is created, and
cost/differentiation advantages could be
achieved simultaneously. Amazon products
prove that creating blue oceans builds brands.
So powerful is blue strategy, that, in fact, in can
create brand equity that lasts for decades.

Amazon revenue by segment in percentage, quarterly, 2017-2019 (Source: CNN
Business, 2019).
ibs-americas.com
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Annual net revenue of Amazon from 2004 to 2019 (in billion U.S. dollars)

Annual net revenue of Amazon 2004 -2018 in billion U.S. dollars (Source: Statista, 2019).

Traditionally, companies tend to focus on
competition in order to expand their market
share in the industry and increase profits.
Firms, following Porter’s generic strategies
presented in his work “Competitive
Strategy: Techniques for Analyzing
Industries and Competitors” (1980), thrive
to achieve a competitive advantage across
its chosen market scope opting for either
lower cost or differentiation approaches.
Thus, all companies within a particular
industry seem to compete for a piece
of one pie that is composed of the same
customers, limited revenue streams and
benefits. Such a market space is known as
red oceans, where industry boundaries are
well defined and accepted, in which the
competitive rules are clear, and companies
fight against each other for bigger shares

ibs-americas.com

of known demand. Certain tendencies
in today’s business world such as
globalization and technology significantly
shrink niche market opportunities and
lead to saturation, commoditization and
price wars (Kim & Mauborgne, 2005).
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From a different perspective, offered
by professors W.Chan Kim and Reneé
Mauborgne (2005), the market world
has another dimension known as blue
oceans – a new and unexploited market
space untainted by competition where
demand is created rather than fought
over. As a result, the rules in blue oceans
have not been created yet, which makes
competition irrelevant and represents an
opportunity for new ideas and profitable
growth. In order to break free from less
profitable red oceans, it is imperative for
a company to shift its strategic focus from
competition to value innovation which is a
cornerstone of the blue ocean strategy. At
the same time, firms that wish to succeed
in uncharted waters of a new market must
deny a conventional idea of tradeoffs
between value creation and low price and
focus on the pursuit of both differentiation
and decreased costs. Regarding longterm benefits, the company that managed
to dominate a new market might need to
remain its first-mover advantage as long as
possible until new competitors enter and
make the blue ocean red again. According
to the authors, in order to implement
the blue ocean strategy, a company has
to make a blue ocean shift – particular
steps to move from red oceans of bloody
competition to the uncontested market:
choose the right place to start the initiative;
get clear of the current state, discover
the ocean of noncustomers; reconstruct
market boundaries and, finally, select and
test the chosen blue ocean move.
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The blue ocean strategy seems to be
successful in many industries, especially
those involving technology; nevertheless, it
is not flawless. it is possible to say that most
of the blue ocean new concepts like “noncostumers” or “new market spaces” are just
new ways to express old ideas developed
in the past by Michael Porter (1980) and
others. Another point is that thanks to
advanced technology development, the
existence period of blue oceans will likely
shorten, and new entrants might appear.
This speculation might lead back to one of
the Porter’s five forces: the threat of new
entrants. Amazon’s virtual assistant Alexa
has found itself in a similar scenario, which
is discussed in this case.
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Although nowadays Amazon is the
biggest shark in the e-commerce space,
it definitely competes in the waters of the
red ocean with other strong and wellestablished companies such as Best Buy,
Target, Walmart, Alibaba Group, etc. It has
been recently reported that Amazon sales
growth slowed in 2018, but the company
still positions itself as a profit machine: its
total profit for 2018 topped $10 billion for
the first time in its history. Here comes a
question: how can Amazon maintain its
position in a saturated, highly competitive
industry? The thing is that only one part of
the company competes in the red ocean –
its e-commerce industry which works with
operations every e-commerce business
has: online ordering, checkout processes,
fast delivery, returns, etc. These factors are
not a source of competitive differentiation.
According to Amazon Annual Report
(2018), the growing profit comes from other
sectors in which Amazon invests heavily:
cloud computing, artificial intelligence,
consumer electronics and web services in
general. Amazon continually tries to create
and implement blue ocean strategies in
these areas introducing new products
such as Kindle, drone delivery and virtual
assistant solutions. Such innovations
create uncontested space or blue oceans.

One of the most successful products
Amazon developed is called Echo, a smart
speaker that connects to the voice controlled
intelligent personal assistant service Alexa
(nowadays the words “Echo” and “Alexa”
are used interchangeably). There are
many features the device includes: voice
interaction, music playback, making to-do
lists, setting alarms, streaming podcasts,
playing audiobooks, providing weather,
traffic and other real time information. Echo
is being constantly improved and now is
able to work as a part of IoT and act as a
home information hub. Alexa has become a
sleeper hit that could set a future industry
standard in case more competitors come,
but for now Amazon can enjoy its firstmover advantage and even move forward.
The company came a long way in an
attempt to develop the world’s most famous
virtual assistant. Trying to understand and
predict future opportunities, the first step
the company took was the detection of
new trends in the market: it is assumed
that Siri was the first voice assistant that
reached a wide audience but was not able
to create a blue ocean since it had a limited
set of actions and was available only on
IOS devices (Mutchler, 2017). At the same
time, it can be argued that since the first
company to introduce a virtual assistant
was Apple, Amazon probably cannot be
considered the first mover who created a
blue ocean; conversely, Alexa entered a
“purple” ocean where competition was not
null and a new market was being formed.

Amazon annual profit in 2018 (Source: CNN Business, 2019).
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The creation of Siri, in any case, served as
a wake-up call for Amazon managers that
pushed them for a change. As a result,
the company started the reconstruction
of its market boundaries by assuming
several paths as strategies mentioned
in the work of W. Chan Kim and Renée
Mauborgne (2005). Amazon looked across
alternative industries, the chain of buyers
and functional/emotional appeal to buyers
at the same time. AWS (Amazon Web
Services) has proved to be a more profitable
area for the company; Alexa, in particular,
could generate between $18 billion and
$19 billion in total sales by 2021, or around
5% of Amazon’s total revenue, according
to a new report from RBC Capital Markets
analysis (2018).
It is important to note that Alexa device
does not converge on a single buyer
group: it focuses on both B2B and B2C
commerce. On the one hand, a personal
use of Alexa includes playing music and
games, asking questions and controlling
smart home devices, such as light, fans
and thermostats in the buyer’s house.

But Amazon did not stop here: built in
the cloud, Alexa always gathers more
information and becomes smarter, so it
can be used in the corporate world too.
The virtual assistant can inform you about
purchase history, office supplies refills and
even generate corresponding documents.
The device can be connected to everything
starting from lawn mowers to laptops;
currently more than 18.000 companies use
Alexa with almost 2000 of them being in
the retail and computer software industries
mainly in the US. Finally, emotional appeal
is a point of strength of Alexa: according to
Microsoft analysis, Alexa’s broader success
resides in its ability to alleviate stress of
an overbooked life. With the simple action
of asking Alexa relieves the negative
emotions or uncertainty and the fear of
forgetting; it seems like a companion that
is always ready to engage (Austin, 2017).
Thus, the product has a dual functional and
emotional appeal.

Distribution of companies using Alexa by Industry

Distribution of companies using Alexa by industry 2015-2019 (Source: Enlyft, 2020).
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A major component of value innovation
is to maximize demand by reaching
beyond existing customers, which means
seeking ways to attract noncustomers.
Current Amazon Alexa demographics are
mostly male millennials, specifically, 1930 years old (Koksal, 2018). The type of
Amazon’s noncustomers can be called as
“unexplored noncustomers”: industry has
always ignored them as they are assumed
to be loyal to other products or the
product for them simply does not exist yet.
These noncustomers have already been
identified by the company – kids. Amazon
has been making a push for child-focused

Alexa devices and skills. According to the
information provided by Forbes (2018), it
launched its first Echo Dot Kids Edition
and is hoping to expand its userbase to
children with safe and child-compatible
products. This way the company is trying
to create a new demand that has not been
explored by other companies yet. As Alexa
is already navigating blue waters, it seems
that Amazon has a long-term vision trying
to expand the boundaries of its existing
blue ocean by exploring noncustomers
segment. To some extent, it is currently
developing a new blue ocean inside the
existing one, which can be represented in
the chart below:

In terms of financing, it is clear that Amazon
does not need to overcome any resource
hurdles since the company is already a top
player in the market, which makes it also
impossible for other companies to beat
Amazon. In 2017 Amazon invested $23
billion on R&D development particularly
in AWS (Fuscaldo, 2019). Such heavy costs
must be recouped as fast as possible, so
the need to build sales volume quickly is
more important than in the past: setting the
right strategic price is critical to attracting
new customers in large numbers. Also, a
new offering that combines exceptional

utility with an attractive pricing is hard for
competitors to imitate. Amazon made a
similar play here: the firms original Echo
device was priced at $199, but already
in 2016, the firm released a revamped
lower end offering, the Echo Dot, only for
$50. That device’s popularity propelled
the Echo installed base to 9 million US
household – a figure that continues
to grow until now (Shields, 2017).

ibs-americas.com
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Following the blue ocean strategy,
Amazon also recognized the importance of
partnerships with the objective to leverage
its expertise, economies of scale and
create new markets. In 2016 the company
partnered with SAP in order to be able to
perform business tasks and explore the
possibility of future B2B sales. Another
example is Amazon’s partnership with
Cisco to build software tools to integrate
Cisco with the Alexa: the virtual assistant
connects with conferencing equipment
providers, such as Cisco Telepresence and
Zoom Rooms to simplify the conference
experience (Somasundaram, 2018). But
Amazon has its long-term objectives too:
the company uses its partnerships for
future innovations. Navigating blue oceans
can dramatically increase the chances of
success, but Amazon is aware that last
week’s blue ocean is next week’s red ocean
as innovation will be imitated. The key to
long-term sustainability and renewal is to
dominate the market space for as long as
possible, while continually monitoring the
changing scenario. When an innovator’s
value curve begins to converge with that of
the competition, it is time to create more
blue oceans. Indeed, possible competition
is already looming: Google is reportedly
working in a smaller, less expensive version
of its already existing Google Home smart
speaker; Apple and Microsoft are also
planning to get into the space, although their
offerings are likely to be costly, so Amazon
can still keep its edge in the uncharted
waters. But the company needs to keep
moving and keep innovating. Alexa smart
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assistant is just one device that can spark
future development: the company created
Echo buds, Echo frames, loops, Flex plugs
and Amazon Sidewalk devices to connect
to Alexa in order to provide a trusted and
compatible service as well as to bring the
device closer to the user. Over time, the
company also created other versions of its
Echo devices, such as Amazon Tap, Echo
Dot, Echo Spot, Echo Auto, to name a few.
One of the latest inventions was Echo Look
that represents a camera with Alexa built
in. The device can take pictures or videos
and provide artificial intelligence outfit
recommendations and does not have any
competitors so far.
One of the features of a blue ocean
strategy is the absence of market rules,
tendencies and even laws. Almost all
digital devices mentioned above epitomize
some sort of tension between efficiency
and privacy (Lynskey, 2019). According to
digital rights specialists, virtual assistants
can be co-opted in undesirable ways by
large multinationals and state surveillance
systems or compromised by malicious
hackers. Technology companies’ business
models usually depend on the knowledge
about their customers in order to micro
target advertising (Eadicicco, 2019). A
possible solution to the problem might
appear if a particular firm takes a lead
and establishes a future market standard
regarding human monitoring. Thus, new
entrants would thrive to achieve safe and
user-controlled voice assistants, which,
by this time, will have become an industry
requirement.
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In general, the value innovation stands
in stark contrast with the conventional
practice of technology innovation. Despite
existing criticism, there is a great potential
for economies of scale, learning and
growing returns in the world of new ideas
and knowledge. Blue ocean strategy
delivers a path-breaking message that can
inspire innovation in companies across
industries and around the globe. Inherent in
blue ocean strategy are significant barriers
to imitation.

Whatever the industry is, there is always an
opportunity to discover a blue ocean through
the search of new customers and new markets.
However, leaning from Amazon Alexa case, a
second possible lesson would be completely
different: being profitable by being simply more
competent than your rivals in red oceans. There is
money in traditional markets too.

While some argue that creating new
demand and turn to noncustomers can be
fruitful, other scholars believe that large
corporations can have a two-pronged
approach: increasing current customers’
lifetime value and, at the same time,
trying to attract noncustomers and, as a
consequence, create new demand. In case
of Amazon, the latter approach worked.
Most of its profit comes from the red ocean
operations in e-commerce, an industry that
appeared before Amazon was founded
and, even so, Amazon was able to enter
this red ocean, grow and turn into a market
leader. While sailing in the red ocean
in e-commerce, the company explored
the blue ocean in AWS. Such a double
approach might work in large corporations,
whereas SME will probably have to choose
whether they will keep a bloody fight
within the existing rules, or they are ready
to innovate and find growth opportunities
in the uncontested market space.

ibs-americas.com
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Balance Scorecard: Uber Case
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“But those who look only to the past or present are certain to miss
the future” J.Kennedy.
Uber: an Unprofitable company worth
billions.

A

ccording to the latest news, Uber
had over $1b in net losses in the Q3
of 2019 (Feiner, 2019). The second
quarter was even worse for the company:
it lost $5b and had a record low revenue
growth rate. Apart from this, Uber was
refused to maintain the presence in its
biggest market in Europe as the company
lost the license to operate in London. Yet,
after a slight decline, Uber’s shares gained
ground again, and investors are bullish
about next year’s business prospects.

Generally, large-cap companies that are
losing money today are being punished by
the market. But Uber has a very different
story to tell: it is pioneering a new industry
and working towards future goals, which
sets the foundation for attractive long-term
margins. Indeed, traditional companies, like
Walmart, seem more attractive with their
better-then-expected results in net profit,
revenue and return on invested capital.
But old valuation metrics aren’t always
applicable anymore as today’s public
market investing landscape has changed
and investors are now in favor of risk takers
and cash-burners (Baskin, 2014).

Uber Ride-Hailing Gross Bookings, Net Revenue, Net Loss/Profit (Source: Statista, 2019)
ibs-americas.com
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In the digital era companies can no longer be
competitive by just managing financial assets
and liabilities well. Nowadays, firms have to
mobilize and exploit their intangible assets
to stay competitive and provide innovative
products and services customized to specific
market segments. Usually, in order to run
business, companies adopt strategies around
customer relationships, core competences
and organizational capabilities, but they tend
to use only financial measurements in order to
motivate and evaluate performance. In 1992, Drs.
Robert S. Kaplan and David P. Norton offered a
more comprehensive management framework
– the Balanced Scorecard (BSC) which adds
indicators that connect long-term financial
success to customer and financial objectives,
internal processes as well as employee and
system performance. The framework is based
on four main areas:

• Financial perspective: measurements
that indicate if the organization’s strategy,
implementation, and execution are improving
the bottom line. The data can include financial
ratios, budget variances, income targets, etc.;
• Customer and stakeholder perspective:
measurements that track competitive and
strategic efforts in the business’s customer and
market segments. The information is collected
to gauge customer satisfaction with the quality,
price, availability of products or services;
• Internal process: measurements that focus on
existing and new internal processes to ensure
the company’s current and future success.
Operational management is analyzed to track
any gaps, delays, bottlenecks, shortages or
waste;
•
Learning
and
growth
perspective:
measurements that track how the firm is
improving employee skills, IT systems and
specific organizational procedures.

The BSC Measurements in Four Areas (Source: Balanced Scorecard Institute, 2019)
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The objective of BSC is to provide an
alternative management approach that
helps companies achieve long-term
investment, instead of pursuing only
short-term financial goals. Each of the
components of the framework should
be clearly specified and communicated
using a corporate-level BSC, which is to
be linked to the BSCs of each business
unit. To get everyone to contribute to the
implementation of strategy, companies
must share their long-term visions and
strategies with all their employees. Thus,
BSC fosters a shared understanding of
an organization’s vision of the future by
aligning the day-to-day working process
that employees are going to follow (Tarver,
2020). In other words, it gives organizations
a way to “connect the dots” between the
various components of strategic planning
and management, meaning that there
will be a visible connection between the
projects and programs that people are
working on, the measurements being
used to track success (KPIs), the strategic
objectives the organization is trying to
accomplish, and the mission, vision, and
strategy of the organization.
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Other elements present in the BSC
framework are:
1. Strategy Mapping is used to visualize
and communicate how value is created
by the organization. A strategy map is a
simple graph that shows a logical, causeand-effect connection between strategic
objectives;
2. KPIs monitor the implementation
and effectiveness of an organization’s
strategies, determine the gap between
actual and targeted performance and
determine organization effectiveness and
operational efficiency;
3. Strategic Initiatives are projects that are
designed to help the organization achieve
strategic objectives and have significant
organization-wide impact;
4. Cascading is a BSC means to translate
the corporate-wide scorecard (referred
to as Tier 1) down to first business units,
support units or departments (Tier 2) and
then teams or individuals (Tier 3).
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Due to the increasing complexity of
organization, the Balanced Scorecard
approach, when implemented correctly,
can provide decision makers with the
guidance needed to direct the company
towards the achievement of its strategic
goals. Nevertheless, the concept has some
limits and has been criticized by some
scholars. One of the drawbacks is related
to the idea that it is just a list of metrics
which does not offer a unified view or clear
recommendations. The main problem is
that it does not provide any practical steps
for deployment and some executives might
see it as a “quick fix” that can be easily
installed in their firms. Moreover, while BSC
tends to improve performance, it excludes

external environment factors and focuses
more on internal aspects. According to
the Bain & Company’s Management
Tools & Trends survey (2017) 29% of 1,268
managers mentioned the use of BSC with
relatively low satisfaction rates (3.93 out
of 5), which indicates that the framework
might be outdated.

Usage and Satisfaction Rates (Source: Bain Management Tools & Trends survey, 2017)
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Despite being criticized, BSC framework’s
main strength is that it can be applied in
multiple industries and companies’ types
and sizes. Consider Uber as an example, a
company that went from the most feared
startup in the world to its massive IPO in
2019. Currently, the company has a market
cap standing at $50.279b, its price-to-sales
ratio is 3.39, it pays no dividend and it is
unprofitable (Yahoo, 2019). It has a longterm $5.7b debt that will need to pay at
some point. But many investors still believe
its shares are worth buying for a simple
reason: Uber’s success story attributes

to going beyond traditional financial KPIs
requirements and expectations of business
performance (Kilgore, 2019).
Customer and stakeholder perspective:
From the very inception Uber took a strong
position regarding its seamless customer
experience which actually minimizes
clients-driver interaction time. The firm’s
customer experience KPIs include clients’
satisfaction ranking, overall rating, surge
and non-surge rating, acceptance and
cancellation rates, fare reviews per trip,
total 1-star and 5-star ratings; revenue

Uber Price-to-Sales Ratio Chart (Source: Yahoo Finance, 2019)

Uber Total Long-Term Debt (Source: Yahoo Finance, 2019)
and profitability from different customer
tiers such as UberX, Uber Comfort, VIP,
Uber Black and Uber Pool users, customer
acquisition and retention measurements,
etc. A customer-centric model simply
makes clients fall in love with the company
from the first ride (Stankiewicz, 2019).
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Internal process: Apart from focusing
on conventional performance metrics,
such as improvements in costs, quality
and schedules, Uber tends to derive
internal processes from the demands and
expectations of external stakeholders.
The company integrated innovation and
diversification as critical components
in this perspective: it has extended its
services to food delivery and micro-mobility
system with electric bikes and scooters
and introduced Uber ATG (Advanced
Technologies Group) that is developing
self-driving cars.
Learning and growth perspective: A central
group of drivers-based measures is used
by Uber in order to track their performance.
For example, a driver would be deactivated
if his or her performance based on overall

customers’ evaluation is lower that a
certain minimum level established by
Uber. What is also important is that Uber
introduced the VIP status drivers receive
when they sustain excellent rating over a
period of time.
All these measurement systems applied by
Uber are linked to the company’s general
strategic objective: making transportation
fast, reliable and affordable for everyone
and being the number one preferred service.
In fact, the company is already estimated
to have 100 million users worldwide with
a 69% market share in the United States
for ridesharing and a 25% market share for
food delivery (Levy, 2019).

Market share of the leading ride-hailing companies in the United States from September 2017 to
August 2019 Profit (Source: Statista, 2019)
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Implementing BSC measures helps the
firm define and refine vision, strategy and
objectives. But when it comes down to
aligning strategic objectives from top to
bottom, it is not easy for some companies
to ensure that all workers contribute to
the established goals and values. Uber, for
example, has a sordid history around sexual
harassment issues with both corporate
employees and its drivers (O’Brien, 2019).
While it successfully resolved the issue
with the office stuff, the company can do
little with its drivers who are not employees
and are classified as independent workers.
Uber’s business model is generally being
criticized worldwide for undermining
working conditions, clogging up city streets,
destroying the traditional taxi industry,
minimizing the tax it pays, side-stepping
national regulations and fostering a culture
of toxic masculinity. Consequently, Uber has
been banned in cities including London,
Frankfurt, Barcelona and Budapest.
After losing its London operating license,
Uber’s stock tanked 6% (Khan, 2019). As a
possible solution, Uber might try to tighten
up its driver registration procedures and
track them more closely.

Undoubtedly, ridesharing and the online
food delivery industries have robust growth
opportunities. With its plummeting revenue,
safety issues and bold initiatives, Uber has
a distinct profile of company suitable for
risk-seeking investors. For those who are
dissatisfied with the amount of money
Uber is losing, there are other growth
stocks to consider, such as Home Depot,
Colgate, Costco, BestBuy or Walmart with
historical EBITDA growth stability and
increasing sales (Kolakowski, M.). But
keep in mind that financial measures tell
the story of past events, an adequate story
for industrial age companies for which
investments in long-term capabilities and
customer relationships were not critical for
success. These financial measures might
be inadequate, however, for guiding and
evaluating the journey that information
age companies must make to create future
value through investment in customers,
suppliers,
employees,
processes,
technology, and innovation.

Source: Uber.com
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Price, Value and Performance: Tesla Case
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T

esla, the world’s electric vehicle
manufacturer, created a business
environment
favorable
to
market changes through successful
implementation of disruptive innovation
strategy. Ever since the company
revolutionized the automotive industry
adding a tech dimension to it, the share
price of Tesla, has increased by roughly 30
times in value from its IPO in 2010 with a
start price of $17 per share to over $500 (see
Table 1) as of April 6, 2020 (Market Watch,
2020). The price estimate increase was
mainly driven by the company’s expanding
production capabilities, improved cost
management and strong products pipeline,
which should enable it to post relatively
sustained profitability in 2020 (Govindan,
2020). Leveling up to companies such as
Tesla has become the object of desire for
thousands of enterprises. However, it is

believed that Tesla is strongly overvalued: it
remains loss-making with the adjusted net
income standing at -$0.4bn and -$0.2bn
and EPS (Earning Per Share) at -$2.87 and
-$1.33 in 2016 and 2018 respectively (Team,
2020). The mounting competition in the
EV market from mainstream automakers,
decreased sales from China and the
global spread of coronavirus in 2020 can
also cause the stock fall off the cliff. Some
started to raise questions: Does the share
price for Tesla reflect what it is really
worth? If disruptive models are, in fact,
something recent, how is it possible to
evaluate whether a company can be both
disruptive and lucrative, and what would
be the adequate discounted cash flow
equity based on the company’s life cycle
as different risks mean distinct discount
rates?

Table 1: Tesla, Inc. (TSLA), Nasdaq GS – Nasdaq. Currency in USD (Source: Yahoo Finance)
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This article discusses alternative answers
to important questions such as the ones
mentioned above, as well as shares real life
cases that demonstrate misinterpretation
of performance, value and price.

price! Going back to a company’s (not a
product’s) valuation, it’s important to know
the main factors when making business
management decisions, as these decisions
must be valuable. In other words, they must
increase the company’s value.

Price, Value and Performance

The thing is that human life is finite, which
means that determining how we spend
our financial gains is basically defined by
Maslow. First, we eat and live. Second, we
dress ourselves better. Then, we acquire
better assets, and if by competence or luck
we are successful, there is a possibility of
allowing ourselves to enjoy a few luxuries.
This defines the hierarchical order of where
money is spent by almost all rational and
conscience human beings.

Within the day to day choices, we all
make the connection between these three
concepts, even without realizing it. Just
picture yourself deciding which car to buy.
The doubt is between buying or not a new
Toyota Corolla. Preferring or not median
sedans, fitting the buyer’s style or not, this
car model wasn’t chosen at random: this is
the most sold car around the world (over
40 million) historically. It is simple, efficient
and affordable. This way, the quality of the
product itself is not considered (in case of
investments, it would be the company’s
asset performance). Let’s say that you walk
into a car dealership, and this brand new
vehicle is offered for $5,000 USD. Would
you buy it? The same example can be put in
an alternative manner. If this Toyota Corolla
was offered for $35,000 USD, would you
still buy it?
There are a few key questions that must
be answered in order to demystify the
price-value relationship. The first question
would be: does the Corolla stop being a
good product if its selling price goes up?
The answer is no. It’s intrinsic value, the
customer’s motivation as to why he or she
would buy this product, does not change
depending on its price. What changes a lot is
the product’s attractiveness. Attractiveness
means the desire that a buyer would have,
if motivated, to acquire a product.

Well, why would someone save financial
resources? Let’s put it another way: Why
would an individual invest his or her
resources instead of relishing it, which
is basically the only purpose of having
money at all? The only logical answer to
that is insurance (uncertainty regarding
the future) and surplus value of resources
(relishing more in the future, better with
no working). The first question to be asked
when valuating an asset is how much
income will be generated from it, in the
future. Both Graham (1949) and Buffett
(2008) argued that the easiest part of
business, is determining its value. All you
have to do is to discount future cash flows
(DCF) of the business to a determined rate
that represents its risks.

The second question is: where does
value come from? A company asset’s
value depends on several factors, and it
is not easy to answer this question. Of
course, performance affects value, not the
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Despite Damodaran (2006) suggesting
several alternative ways to evaluate an
asset, such as market multiples, liquidation
value or cost of asset production, he still
recommends discounted cash flow – DCF –
as the most accepted model. If an asset is so
poorly managed to a point where its value is
equal to how much it costs, it is better to not
acquire it. As Buffett’s famous saying goes:
“It is better to acquire a great company
at a reasonable price, than a reasonable
company at a great price” (2008). Here
is how DCF is calculated. As stock value
is a forward-looking measure and driven
by the company’s future earnings, DCF is
based on a company’s future cash flows.
The discounted cash flow model estimates
a firm’s enterprise value by discounting its
future free cash flow to firm (Damodaran,
2006). Since FCFF is the cash generated by
the company after all operating and capital
expenses, but before debt service and
shareholder remunerations, it is discounted
by weighted average cost of capital of the
firm. The generic formula below shows us
how it works:

ibs-americas.com

A more detailed description of each
element of the equation is found below:
• The first step is to estimate the future
cash flow (FCF) of the company for the
next couple of years (usually 10 years) and
the growth rate after this time (g);
• In the second step, the cash flow estimates
are discounted using an annual discount
rate (r), which reflects the uncertainty of
this future cash flow.
• The next step involves the estimation of
the terminal value of the company, a socalled lower growth rate (as it is assumed
that the company will grow at a steady rate
for infinity).
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If it’s that simple, then why is the market so
volatile? To figure it out, let’s take a look at
some examples.
Tesla

thus ramping up its revenue generation.
However, the company is still at its early
stage with relatively high cost of production
and cash burning nature, which is typical
for capital intensive companies (Davronov,
2019).

Tesla Inc, established in 2003, is the
world’s first company solely specialized
in development, design, production and
sale of all-electric vehicles. The firm also
manufactures, installs and maintains
solar and energy solar storage systems. In
automotive segment, Tesla has stepped in
the growth phase of its business life cycle
with the introduction of its new EV models,

Table 2: Tesla’s revenue from FY 2008 to FY 2019 in million U.S. dollars (Source: Statista)
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In addition to EV, Tesla has also established global network of 1.5 million supercharger stations,
vehicle service centers and other facilities to support its existing and potential customers in North
America, Europe and Asia, and the management is dedicated to significantly increase the number
of such stations in coming years to accelerate the adoption of its vehicles (Govindan, 2020). But
despite the rapidly growing sales volume and revenue of the company, Tesla’s production costs
are still relatively high, and its net income has not turned into positive yet since the establishment
it has paid no dividend historically (Reinicke, 2020).

Table 3: Tesla’s net income/loss from FY 2013 to FY 2019, in million U.S. dollars (Source: Statista,
2020)
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At the same time, it is noticeable that Tesla’s stock price has shown a significant increase despite
the firm’s poor financials. The main drivers of such share price have been the market’s overreaction
to the news and trends that appeared in the market, rather than fundamental analysis (Sheetz,
2020). It is argued that share price spike events were mainly followed by the announcement of the
new EV models and future projects in energy generation and storage segment that was supported
by speculative announcements of the CEO Elon Musk. If the stock price performance of Tesla is
compared with the one of its rivals and the industry index, it becomes clear that the company
largely outperforms its competitors despite the fact that it has been generating negative cash
flows and producing lower number of cars (see Table 4).

Table 4: Tesla vs Ford vs GM vs FCA Market Cap (Source: Tesla Is The Most, 2020)

Here comes a question: to what extent is Tesla overestimated? DCF can uncover that. To begin
with, we have to get estimates of the next ten years of cash flows. It is possible to use analysts’
estimates, but if they are unavailable, the previous free cash flows (FCF) from the last estimate or
reported value are used. In the given case, the following figures and analysts’ projections (Guru
Focus, 2020) are used:
Earnings Per Share: -$5.07
Growth Rate in the Next 10 years: 5%
Terminal Growth Rate: 4%
Years of Terminal Growth: 10
Discount Rate: 12%
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With the stock price standing at $543.2 (as
of 07/04/2020), the Growth Value is -36.16
and the Terminal Value is -18.09. The Fair
Value (Intrinsic Value) of the company is the
sum of future earnings at growth stage and
a Terminal value, which would be $-54.26
(Guru Focus, 2020). If the Fair Value is so low,
why is Tesla real market price so expensive?
In order to understand it, it is necessary to go
back to the theory and answer the following
question: where does value come from? In
case of Tesla, there are several factors that
form the perception of value:
• Future potential: if the market believes that
electric vehicles are set to become the new
norm and solar roofs really take off, Tesla
is definitely going to be really profitable
business. The company’s value is mainly
fueled by its long-term growth perspectives
and market’s expectations of the future
success (Sheetz, 2020).
• Tesla is a tech-like company, as perceived
by the market, rather that than traditional
automobile manufacturing firm due to
discrepancy in their business profiles. For
this reason, it seems more reasonable to
compare Tesla with high profile tech names,
such as Apple or Netflix, instead of traditional
car makers (Davronov, 2019).
• Innovation: Tesla managers realize the
need for innovation in order to stay on top
of expertise and compete for the place in the
sun in the industry. Non-stop engineering
and innovation initiatives are the lifeblood of
the company, which is makes it even more
attractive in the stock market (Field, 2019).
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Thus, this discrepancy in the fair value and
actual market price can be explained by
the market’s overoptimistic expectations
on Tesla’s future growth. Still, there are
ample questions to doubt: electric vehicle
adoption remains extremely low; there
has been a significant decrease of car
sales in China and the company still has
not proven it can manufacture cars for the
mass use worldwide (Sheetz, 2020). Some
analysts even believe that Tesla looks like a
speculative bubble, which sometimes occurs
in financial markets, especially near the end
of bull markets (Fitzgerald & Li, 2020). More
than that, despite all the uncertainties and
the market volatility, Tesla has some internal
issues to be solved. As a rule, ambitious goals
and outsized claims generally tend to come
at someone’s expense, and in this case, it
is numerous factory workers who pay the
price for Musk’s great plans. Toxic corporate
culture, long hours, stress, unrealistic goals
and a lack of job security are among the
main complaints Tesla’s current and exemployees report. Indeed, due in part to the
high expectations of the CEO, the company
is known as a demanding place to work, and
while some employees find Musk a frustrating
and temperamental boss, others find their
jobs inspiring and exciting (Matousek, 2020).
At the end of the day, some concepts appear
to be relative, be it the corporate culture
perception or company’s stock value.
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The model of Discounted Cash Flow is
simple, but premises that determine the
value are not. Ability and knowledge are
required in order determine intangible assets
that establish cash flow yield, as well as risks
involved that clearly affect discount fees.
With that said, the definition of price can
be explained by how much an asset is paid
for, while value is the result of a company’s
future earnings, adjusted to the risk of the
future not happening in a predicted manner.
DCF analysis of Tesla yielded shares prices
lower that the actual market price, although
a broader range of factors, such as market
volatility and a possible economic downturn
caused by the COVID-19 outbreak in 2020
should be taken into account for more
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accurate estimates. Market innovation or
news, that tend to greatly influence stocks,
can then be defined as access to venture
capitals. The opposite is also considered
to be true. Therefore, what changes in the
business valuation of each life cycle of the
company, is the appetite for risk that each
specific investor has. And, undoubtedly,
boldness and innovation can make the stock
market rally faster, higher and stronger.

28

REFERENCES

Americas Business Review - May-June/2020

Buffett, M.; Clark, D. Warren Buffett and the Interpretation of Financial Statements: The Search for the Company with a Durable Competitive Advantage.
New York: Pearson, 2008.
Damodaran, A. (2006). Security Analysis for Investment and Corporate Finance. John Wiley & Sons, Inc.
Damodaran, A. The Dark Side of Valuation. 3ed. New York: Pearson, 2018.
Davronov, D. (2019). Revisiting valuation methods of tech companies: a case study of Tesla. [Master’s thesis, Central European University]. CEU Library.
Field, K. (2019, April 28). Non-Stop Engineering & Innovation Are The Lifeblood Of Tesla. Cleantechnica. https://cleantechnica.com/2019/04/28/non-stopengineering-innovation-are-the-lifeblood-of-tesla/
Fitzgerald, M., Li, Y. (2020, February, 4). Tesla draws comparisons to past speculative bubbles: ‘Stock is going to get absolutely clobbered’. CNBC.
https://www.cnbc.com/2020/02/04/tesla-could-be-a-pure-speculative-stock-bubble.html
Govindan. V. (2020, January 8). Tesla Is The Most Valuable Auto Company In The History Of America*. Cleantechnica.com. https://cleantechnica.
com/2020/01/08/tesla-is-the-most-valuable-auto-company-in-the-history-of-america/
Graham, B. Intelligent Investor. New York: Harper & Brothers, 1949.
Guru Focus. (n.d.) [Tesla Inc. stock]. Retrieved April 6, 2020, from https://www.gurufocus.com/stock/TSLA/dcf
Market Watch. (n.d). [Tesla Inc. Stock]. Retrieved April 7, 2020, from https://www.marketwatch.com/investing/stock/tsla
Matousek, M. (2020, February 20). Ex-Tesla employees reveal the worst parts of working at the company. Business Insider. https://www.businessinsider.
com/ex-tesla-employees-reveal-the-worst-parts-of-working-there-2019-9
Reinicke, C. (2020, February 25). Tesla is slapped with a downgrade from Jefferies on its sky-high valuation (TSLA). Business Insider. https://markets.
businessinsider.com/news/stocks/tesla-stock-price-downgraded-jefferies-hold-valuation-battery-day-presentation-2020-2-1028937886
Sheetz, M. (2020, February, 8). Tesla seems expensive at these prices even when valuing it like a high-growth tech stock. CNBC. https://www.cnbc.
com/2020/02/08/why-tesla-stock-seems-expensive-even-compared-to-other-tech-stocks.html
Simply Wall St. (2019). Are Tesla, Inc. (NASDAQ: TSLA) Investors Paying Above The Intrinsic Value? Yahoo Finance. https://finance.yahoo.com/news/teslainc-nasdaq-tsla-investors-101044148.html
Statista. (n.d.) [Tesla’s net loss attributable to common stockholder 2013-2019 graphs]. Retrieved April 5, 2020, from https://www.statista.com/
statistics/272130/net-loss-of-tesla/
Statista. (n.d.) [Tesla’s revenue 2008-2019 graph). Retrieved April 5, 2020, from https://www.statista.com/statistics/272120/revenue-of-tesla/
Team, T. (2020, April 1). Coronavirus Could Take Tesla Stock To $130. Forbes. https://www.forbes.com/sites/greatspeculations/2020/04/01/coronaviruscould-take-tesla-stock-to-130/#278c94cf35cf
Team, T. (2020, January 10). Why We Increased Our Price Estimate For Tesla, But Still Remain Bearish On The Stock. Forbes. https://www.forbes.com/
sites/greatspeculations/2020/01/10/why-we-increased-our-price-estimate-for-tesla-but-still-remain-bearish-on-the-stock/#681c015e59c6
Yahoo Finance (n.d). [Tesla Inc. Stock]. Retrieved April 7, 2020, from https://finance.yahoo.com/quote/TSLA/community/

ibs-americas.com

29

Americas Business Review - May-June/2020
University of La Verne - ULV is one of the
most traditional and respected American
universities. Founded in 1891, it is a non-profit
private institution associated with a foundation
that supports students from all over the world.
Located in California, 50 minutes from Los
Angeles, it is in the center of the richest American
state, in the city of La Verne.

ULV: ONE OF THE MOST REPUTABLE UNIVERSITIES IN THE US
•
•
•
•

Faculty formed by PhDs with great professional experience
One of the best American universities - America’s Best Colleges
Recognized as one of America’s Top Colleges by Forbes Magazine
Campus near the headquarters of some of the largest global companies

Executive, short term programs:
•
•
•
•
•
•
•
•
•

Advanced Topics In Business Strategy
Advanced Topics In Financial Decisions
Advanced Topics In Marketing Management
Advanced Topics In Project Management
Business English
Contemporary Topics In Public Administrations
Finance & Accounting
Leading & Coaching The Human Organization
Strategy & Marketing

*Click the courses to learn more

Click the course of your interest above to learn more.

All Scholarships and Courses are organized and made available by
IBS Americas,
in partnership with University of La Verne.
30
www.americas-college.com

Americas Business Review - May-June/2020

CSR: Microsoft Case
Prof. Aldo Brunhara
Doctor in International Management at ESPM

Investors and CSR: Friends of Foes? Neither of them. The question
is who decides how much green shareholders want.

M

icrosoft has been rated the most
environmentally friendly company
by the noprofit Just Capital. It
reached carbon neutrality, reduced its
products packaging by 20% and donated
billions in software services to communities
and NGOs in 2018. For example, the
company uses its AI to address global
warming in India, a country heavily
affected by rising sea levels and changing
temperatures, providing software tools
to help produce higher crop harvest. But
why should the company spend so much
money to focus on Indian farmers instead
of generating returns to its shareholders?
Does Micrsosoft really know what its
stakeholders want?
The clash of ideas regarding CSR can
be summarized in two words that
relate to each other: shareholders vs.
stakeholders. The latter category, of
course, includes shareholders, as well
as employees, communities, clients and
environmentalists. Given this context of
polarization, managers and students must
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rule out accusations that discredit the
opponent, such as “leftists” or “vegans”
aimed at the supporters of CSR, or
“troglodytes”, against traditionalists. In the
end, there is no shortage of arguments by
respected analysts to defend one position
or another. One of these analysts is the
magazine The Economist. In the editorial
“Big business, shareholders and society –
What companies are for” from August 22nd
2019, the journal aligns with the supporters
of the traditional view of companies,
urging: “However well-meaning, this new
form of collective capitalism [companies
that emphasize CSR policies] will end up
doing more harm than good. (...) It is a
threat to long-term prosperity, which is the
basic condition for capitalism to succeed.”
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The text points out two flaws in the history
of collective capitalism: one regarding
dynamism and the other one related
to a clear definition of responsibilities
(accountability). The editorial supports the
idea that collective capitalism “leans away
from changes” that, in a dynamic system,
need to happen. It is always necessary,
for instance, reallocating capitals and
workers from obsolete industries to newer
and more efficient ones. Regarding the
weaknesses of accountability, it is not clear
how “society” will express what it wants
from those companies. Ordinary people
are very likely to remain without a voice. In
summary, the text defends broadening the
number of share owners. In most cases,
they will favor maximizing value in the long
term, and these should make companies
be more accountable. For the magazine,
that is the kind of capitalism that is really
explained.

a yearly ranking of the 1,000 largest
American corporations based on how they
create value in the long term through good
relationships with employees, clients and
society as a whole. From the perspective
of organization, a “fair” company is the one
that does the right thing regarding those
three interested parties.
In the 2020 ranking, high-tech companies
confirmed their hegemony, taking eight
out of the first ten positions. Microsoft,
the “fairest” company in 2019, kept the
first place. PayPal, company for digital
payments, went from the 45th to the
8th position, whereas Anthem, a health
insurance provider and one of the “non
high-tech” companies in the “top 10”, with
Procter & Gamble, dedicated to sales to
end consumers, went from the 52nd to the
7th position.

Billionaire investor Paul Tudor Jones would
probably disagree with some aspects (not
with all!) of this editorial. In 2013, he was one
of the founders of a non-profit organization
called Just Capital, whose goal is measuring
what Americans want from corporations
and which companies are contributing
to build a “fairer” society. The article “A
major nonprofit ranked U.S. companies
for doing the best for their communities,
workers, and the environment” (Feloni,
Richard. Business Insider, November 15th,
2019) informs that Just Capital publishes
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2020 Overall Rankings, Just Capital, 2019
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The text presents the initiatives of the
“top ten” companies regarding topics
like community, employees, environment,
shareholders (in the case of Anthem)
and clients (in the case of PayPal). The
latter has an excellent customer privacy
policy, whereas Anthem mentions four
women among the nine members of the
Administration Council. Thus, the initiatives
of Microsoft, two-time champion among
the “fairest” companies, indicate some of
the new directions for CSR companies:

• Communities: last year, Microsoft donated
US$1,4 billion in software and services to
non-profit organizations.
• Employees: besides guaranteeing 20week maternity leave and 12-week paternity
leave, the company demands since last
year that all its providers guarantee 12week paid leave to all employees.
• Environment: in 2012, Microsoft achieved
carbon-neutrality, and last year it reduced
by 20% the packaging of its products.
Apparently, the support to CSR companies
very slightly affected the high-tech giant’s
net income. See the graph below.

Microsoft’s Net Income - 2002 to 2019 (In U.S.D. billions)
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In relation to the differentiation of products,
some consumers prefer greener options: for
example, a hybrid car over a standard model
that may be cheaper, but more pollutant.
Is it possible to calculate how many
consumers emphasize “environmental
sensitivity” and how many of them look
for the lowest price? The promotion of
CSR initiatives by multinationals divide
the public: some people accept it as
part of what the company effectively is,
whereas others perceive this promotion
as mere advertising. This is related to a
fundamental issue: a company that invests
in CSR initiatives conquers a sustainable
competitive advantage in comparison
to competitors; or is this advantage only
provisional, because competitor will
then follow the steps – and, in any case,
many people will see these efforts as
mere advertising? These are topics that
managers must consider when drawing
the company’s investment strategy.
Consideration should be also given to the
eventual mismatch between a company’s
main activity and its CSR initiatives. For
instance, the oil company Royal Dutch
Shell is recognized for developing relevant
CSR activities. To what extent are these
initiatives just a smoke screen to make the
public forget they basically work with oil
and byproducts, all highly pollutant?

sensitive to their predominant religious,
historical and cultural contexts.” Visser
claims that developing countries present
a distinctive ensemble of challenges in
the CSR agenda that are, collectively, very
different from those faced by developed
countries.
To recognize these challenges, he looks
into CSR in Asia, Africa and Latin America,
and also into the aspects that boost it
in those large regions, such as cultural
traditions, political changes and socioeconomic priorities.
Under this prism, managers and students
need to combine Visser’s analysis with
well-known aspects of the socio-economic
and political reality of the three regions.
The author points out, for example, that
“CSR debates in Africa have historically
been framed in terms of the ethics
of colonialism and apartheid and the
prevalence of corruption and fraud on the
continent.” Young managers must reinforce
this analysis through ethical values
incorporated by them, like the fight for
human rights, threatened by the frequent
civil wars in the African continent.

Many of those remarks, generally referring
to developed countries, Wayne Visser
extends to the rest of the world. In a
2009 article Visser, W. Corporate Social
Responsibility in Developing Countries.
The Oxford Handbook of Corporate Social
Responsibility, Jan. 2009, the author
explains that he uses the expression “CSR
in developing countries” to represent
“the formal and informal ways how
companies contribute for the perfecting
of environmental, work, ethical, social and
government conditions of the developing
countries where they act, while being
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Asia, in turn, is described as a region where
CSR advances at a rapid rate. For instance,
almost 75% of large Indian companies
have stated developing CSR policies. But
would that be enough to improve the Indian
(and Asian) reality, characterized by child
labor, very low salaries and inhuman work
conditions – in many cases for multinationals
from developed countries?

combine those aspects to the CSR initiatives
that are taking place in Brazil, Mexico and
Argentina, and that, according to some
analysts, could create some hope for positive
changes.

For Latin America, the CSR agenda would be
“heavily influenced by the socio-economic
and political conditions, that worsened
many environmental and social issues like
deforestation, unemployment, inequality
and crime.” Managers and students must

Drivers of CSR in Developing Countries, Visser, W., 2009.
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CSR Pyramid for Developing Countries, Visser, W., 2009.
By the end of the article, Visser lists
10 distinctive characteristics of CSR in
developing countries. We highlight three of
them:
• In developing countries, formal CSR
is practiced in most cases by large
multinational or domestic high-profile
companies, especially by those that have an
international brand.
• Making a financial contribution is frequently
seen as the most important and effective
way a company can have a social impact,
for example, through investment, creation
of employment, payment of taxes and
transference of technologies.
• Countless CSR issues in developing
countries are presented as dilemmas or
stressful choices: development versus
environment, creation of employment
versus higher work standards, strategic
philanthropy versus political governance.
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To conclude, we can understand why
managers all over the world study the impact
of CSR in companies or countries. The social
dimension of a company will never be its
main purpose – that is the pursuit of profit –
but it is here to stay.
The dilemma for managers and students is
the following: working in a company that
seeks maximum profit for its shareholders
or in a company that, besides that,
acknowledges its obligations towards the
community, the environment, employees
and customers? The Economist reaffirms
the attractive aspects of the CSR alternative:
“Young people want to work for companies
with a clear stance on today’s moral and
political issues.”
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The choices of young and future managers
will show the values they received during their
education and training. Schools with a more
ethical view support an ensemble of values
expressed in the curriculum and in how the
relationship with the university community
and with other stakeholders is managed.
Defense of the Rule of Law, Democracy, basic
Human Rights, Freedom of Expression and of
Thought are issues that students incorporate
into their vision of the world. Such schools
try educating managers who are aware of
the impact managerial decisions can have
on society and the environment. For this
purpose, a university environment adapted
for collaboration and exchange of ideas is
created, where ethnic, cultural, gender and
sexual orientation diversity is respected and
valued. Diversity enrichens debate, bringing
different perspectives for the members of the
community.
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It is important to remember that CSR
companies, such as Microsoft, are not the
only ones where managers will find a healthy
work environment. As The Economist states,
if share ownership is broadened, “most
owners and firms will opt to maximize longterm value, as that is good business.”
And what about young managers who get
job offers from companies that seek, through
any means, maximum profit in a very shortterm? Well, there are plenty more fish in the
corporate sea!
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