Land Prices Indicate Land Shortages 
Posted on Sunday 26 March 2006 

Does the City of Ottawa have a land shortage? The City’s new Official Plan (OP) suggests that the City is well served with sufficient urban-designated lands but prices in the marketplace suggest otherwise.

How does one actually judge the adequacy of supply? Ontario’s Planning Act requires municipalities in their OPs to have an adequate supply of urban lands so that land markets remain in balance. The objective is to make sure that, for example, land prices for residential purposes don’t skyrocket and with it, new home prices. This makes political sense since, after all, landowners tend to vote in both provincial and municipal elections. 

On the other hand, one could make the argument that higher land prices could result, all else being equal, in greater density of development as developers respond to the price signal by making better use of a scarce resource—land. For this to apply, municipalities must not act in a way that prevents developers from moving to higher densities by passing restrictive by-laws such as requiring large setbacks, unrealistic amounts of open space, banning higher density forms of housing, overly restricting height limits and so forth.

Like so many public policy decisions, there are apparently (at least) two competing forces at work—1) supplying more land to keep prices from spiraling out of control versus 2) restricting land supplies so densities increase.

Trying to find a balance is not easy but, perhaps, these are not necessarily competing objectives. Think about this for a moment—if by allowing a city to expand outwards, the result is, prima facie, a lower density, why is New York City so much denser at its core than, say, Ottawa? The fact is that people who live at the urban fringe are not necessarily the same people who choose to live at the city’s centre and vice versa. Isn’t the urban condition about giving people more options?

Thus, overly restrictive policies to discourage the city from expanding could produce the worst of both worlds—a lower density at the city centre and higher home prices everywhere. 

In the 1980s, Kanata had a situation where virtually all the industrial land was controlled by one developer who put the price of those lands up to $150,000 per acre; this was while competing jurisdictions like Nepean were charging $60,000 per acre for its industrial lands on Colonnade Road. Not surprisingly, Colonnade Road developed much more quickly than the Kanata North Business Park. But the impact on Kanata was even more pronounced—competing developers who wanted to bring lands into the urban area for industrial development were told ‘no’ because the take up of land was so small. N, the number of years of land supply was:

N = I/n, 

where ‘I’ is the total inventory of (industrial) land and ‘n’ is the area of land developed in the previous year.

At the low point of the market, ‘I’ was about 400 acres and ‘n’ was less than 2.5 acres which meant that Kanata had a land supply of more than 150 years; an obviously spurious conclusion given that Nepean was seeing a take-up of industrial land inventory of more than ten times that amount. This situation lasted until Kanata itself had to break the monopoly by bringing on its (largely unsuccessful) South Business Park to compete and the bankruptcy of the developer due to its foray into an unrelated field (US-based mass merchandising).

Estimates of years supply can swing wildly from year to year and even three or five year moving averages can disguise the real underlying trends whether those are caused by distortions in the marketplace due to monopoly, oligopoly, downturns in the market, changes in interest rates, whatever… So a planning rationale based on years supply could lead to wrong conclusions. Nevertheless, this is still the predominate way municipalities go about deciding whether they have designated enough urban lands for all uses in their OPs. 

Municipalities might be better served by using prices to alert them to pending land shortages. Prices are still the most efficient signals ever devised to indicate the state of a market. They tend to subsume all other information.

Land prices in Ottawa are increasing rapidly and that tends to indicate a shortage. Raw land (at the urban fringe) prices have increased significantly in the last four years. Bulk lands available for development were trading at $50,000 to $60,000 per acre in Kanata four years ago and now those same lands would trade north of $100,000 per acre and trades north of $150,000 per acre in the Orleans area could soon be commonplace.

Lands just beyond the urban boundary that were trading in the $8,000 to $16,000 per acre range four years ago are now be trading in the $16,000 to $27,000 per acre range. The City of Ottawa has inadvertently encouraged this price bubble by introducing a wrinkle in their new OP—land within 1,000 metres of the urban boundary can not be used for rural lots (0.8 hectare lots that are served by private services; i.e., well and septic systems) yet they are not allowed to be designated for urban uses. This, in effect, appears to expropriate the development rights of the affected landowners without compensation but the perverse effect has been to increase the value of those lands.

Development land in the near core area (say, along Carling Avenue) has seen prices increase to $20 to $35 per square foot and land for commercial or condo development in the core (including the Byward Market, Lower Town and Centre Town) have increased to $15 to $20 per square foot of FSI (Floor Space Index). So for land with a FSI of 5.0, expect to pay up to $100 per square foot and for land with a FSI of 8.0, you might pay $160 per square foot (if you can find it that is).

The City has other conflicting goals—it has allowed the conversion of industrial lands to residential lands on the basis of: a) an apparent lack of demand for industrial land, b) an increase in demand for residential land, c) a shortage of land available for residential development and d) a public policy goal of more diverse and intense use of lands so that residential uses can be cheek-to-jowl with industrial uses. The recent approval of a proposed large scale residential development on Colonnade Road is an example of this.

Prices for industrial lands are also rapidly increasing. The Hawthorne Industrial area has seen prices reach the $150,000 to $200,000 for well-located sites and some lands may trade above $200,000 per acre. The City could one day rue the conversion of industrial lands to residential purposes because: a) industrial lands produce a fiscal surplus for the City’s coffers, b) a shortage of industrial lands may result, c) it takes a long time to approve a new industrial sub-division and d) residents placed post hoc in existing industrial neighborhoods have a way of coming to resent the pre-existing condition of industrial development there.

Land prices are volatile and tend to be the first into a recession and the last out. Even during a boom period, there are lots of exceptions. One can still find a bargain here and there. But generally it makes for bad public policy to base it on the exceptions rather than the rule.

Dr. Bruce
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Democratic Abuse- Getting Rid of the OMB is NOT the Answer 
Posted on Sunday 22 January 2006 

Some members of Ottawa City Council want to get rid of the Ontario Municipal Board or, at the very least, water down its powers. Is this a good idea?

First, their reasoning goes something like this: elected Councillors should be the final arbiter of City policies on Official Plans, Zoning, By-Laws, City Finances and so forth. An unelected body such as the OMB should not be able to overturn the will of Council. This has the ring of democracy about it.

Peggy Feltmate, Kanata City Councillor, says: “There is some good news. Changes to provincial planning legislation will place additional restrictions on the board…. they will make it easier for council to make the right decision without fear it will be overturned.” (Kanata Kourier Standard, January 20, 2006).

But I think they have forgotten why the OMB was brought in, decades ago, by Permier Bill Davis in the first place. The concept behind the OMB was to give citizens, community associations, folks in the neighborhood of new development, a place where they could turn to question or oppose new projects proposed by either their city councils or the development industry. The OMB was an alternative to an expensive appeal to Divisional Court or an appeal to Ontario’s Cabinet. Frankly, the Premier’s Office and the Cabinet was tired of fielding community complaints about unwise spending by local councils or intrusive development proposals. For the cost of a postage stamp or a fax, ordinary folks could appeal either to the OMB. And they could expect that, instead of coming in front of a judge who knew more about traffic offences or commercial disputes, they would appear before OMB panel members who had a background in urban issues and law. They could represent themselves instead of hiring a lawyer and many of them do.

Now it also turns out that the development industry has the right to appeal decisions that it doesn’t like. Is this unfair? I don’t think so. We still have some property rights in Canada even if they are not entrenched in the Constitution’s Charter of Rights and Freedoms. If a town council abuses an owner’s property rights, shouldn’t they also have the right to appeal that decision?

It turns out that property rights and human rights go hand in hand. Just look at the number of countries which are ruled by a kleptocracy. Say you build a successful business or development project, in a kleptocracy, they find ways to ‘expropriate’ the value you have created: sometimes by usurious taxation, often in much cruder fashion– they simply force you at the point of a gun to hand over what you have created. 

The fundamental prerequisites for economic takeoff, first proposed by Walt Rostow, include: peace, order, good government. Sounds very Canadian to me. Also needed are education and health care. Sounds even more Canadian to me. 

If you allow any person, politician, leader, president, prime minister, councillor, civil servant, court, police officer, army personnel, … to take away your property rights without recourse, it is a very small step to taking away your human rights. World history teaches us this: first you take their property, then you take their lives. Homeless people and people without property are treated as sub-human everywhere. You don’t have to look to Rwanda for that. Just check out the harassment homeless folks in your city or town receive from everyone; not only police officers but from you too. Take away a person’s property and you take away her/his dignity and eventually their existence is threatened. Oh yes, and by the way, another pre-condition for economic takeoff in LDCs is property ownership. Without an address, you can’t get a loan and start a business and become a part of the cash economy. And guess what else? The number one source for startup capital is home equity– just as true in Kansas City as in Mumbai. If you want your economy to perform well, just unleash your entrepreneurs…

But Canada does not have property rights in its Charter. Why not? Former Prime Minister Pierre Trudeau understood the connection between property rights and human rights and wanted property rights in the Constitution. It was the Provinces who wouldn’t agree. Their fear was that they wouldn’t be able to ‘own’ the resources under your land (e.g., oil an gas in Alberta) or tax them or expropriate them or zone them…

By getting rid of the OMB or emasculating it, we are losing an important safety valve for both ordinary folks and the development industry and land owners. Do you think City Councils make sound decisions in the best interests of all their citizens and their city-states? Think again. A local Councillor is like a god in her ward. Other Councillors support her because they want the same treatment for their wards. And just how many votes does it take to get elected. In some Ottawa wards, there are fewer than 12,000 voters of whom only 30% may vote. If three candidates are running, you can get elected with as few as 3,600 votes + 1. 

So if a local group of 150 ‘concerned citizens’ shows up at a Planning Committee meeting, they pack quite a wallop. Decisions are often made that are counter productive. Minto recently went to Ottawa Council with a plan for 99 townhouses on a former school board site. Ottawa’s OP (Official Plan) calls for densification of the City and making better use of scarce resources and city infrastructure investments in roads, sewers, water mains, transit, etc. City staff supported Minto’s application for rezoning. It is consistent with Ottawa’s new OP, which Councillors support like it was the Ten Commandments handed down by God on Mount Sinai. At least, that is what they say. Well, what happened? What did they actually do? 

Local NIMBY’ites showed up and wanted it zoned for single family homes instead, 55 in all. They wrapped themselves up in environmentalist colours saying the 99 towns would create undue traffic, noise, pollution, what have you. They are just NIMBYs though. Their main reasons for really opposing Minto’s application are greed and fear– fear that townhomes might attract a different sort of crowd (ridiculous) and greed– their only concern is not for the City as a whole but their own property values (despite the fact, that there is overwhelming evidence that densification and intensification raises property values, all else being equal. Otherwise, why would property values in Manhattan be so much higher than Ottawa’s?)

The local Councillor sided with the locals and with no planning evidence whatsoever, City Counil downzoned the land to singles. So much for their vaunted OP*. What is Minto to do? Well, it’s off to the OMB where almost certainly the Board (unless it is deleted by then) will overrule Council. And don’t put it past local politicians to vote strategically. Nothing a politician likes better than money and power. They might well vote down Minto’s proposal knowing that the OMB will overturn it and secretly wishing for it too. That way, in their next campaign, they can run against the OMB and say to the ‘people’, “we’re on your side against the big, bad development industry”. 

Getting rid of the OMB would be a form of democratic abuse– don’t do it, please.

Dr. Bruce

(* It will be an expensive decision for the City to defend at the OMB since none of their staff can appear before the tribunal to defend Council’s decision since their staff report supported Minto’s application. They will need to hire outside ‘experts’– lawyers and planners. And I can’t imagine any Ottawa-based planners or lawyers who would want to take on such an absurd position so they may have to come from Toronto. It’s a pathetic waste of taxpayer money.)
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New Form of Online Payment System Gains Traction due to use of some Bootstrap Financing 
Posted on Saturday 14 January 2006 

I4 Commerce has created a new “online” payment system that is essentially made possible because they use a form of bootstrap financing; it is called BILL ME LATER. It is based on a simple business model, the best kind.

Remember, a business model shows the relationships between the business and its customers and suppliers (and sometimes, it goes at least one dimension further and includes the customers of its customers and the suppliers of its suppliers. The added dimension can sometimes reveal important relationships that can also be exploited in the business.) The model also has to reveal how the business acquires new clients and customers—i.e., how it can COST-EFFECTIVELY market its products and services. 

Returning to I4’s business model, we learn that about one third of users don’t want to use their credit cards over the Internet. So I4’s potential customer base is easy to identify. But these people are really customers of I4’s customers, whose real clients are the online merchants like Walmart.com and others who use BILL ME LATER. This is handy since, in terms of marketing, I4 only has to reach a small number of website operators to become a viable business—its marketing is ‘one to a few’ as opposed to ‘one to many’. The latter has been the downfall of many Internet businesses since if you want to launch a B2C Internet business, the cost to acquire new customers can be prohibitive. Mass marketing/creating a consumer market is tough whether or not it is an Internet-based business or a brick and mortar business.

For I4, they have created a viable business with just 230 website operators (Business Week January 16, 2006) agreeing to use BILL ME LATER. I4 is now doing $1 billion worth of transactions. And getting 230 website operators to adopt BILL ME LATER is a matter of just making the calls. A good salesperson (in this case, it would probably be the CEO of I4, Gary Marino) can easily call 30 major operators a day and get at least 10 face-to-face meetings. Someone with a good track record like Mr. Marino (he has experience in the credit card industry) can probably get at least 4 customers to sign on out of every 10 F2F meetings he does. (A salesperson needs to have a longterm track record in the range of 4 out of 10, i.e., a .400 ‘batting’ average’, to make this kind of cold calling/warm calling marketing/selling work.) So the marketing dimension of this business is direct selling I would think.

Now who are the suppliers to a business like BILL ME LATER? It turns out the key supplier is a bank—JPMorgan Chase, who buys BILL ME LATER’s receivables. Without this support, the faster BILL ME LATER grows, the more capital it would consume, obviously an impossible model that would seize up. 

BILL ME LATER works by asking consumers for three things—their name, DOB and the last four digits of their social security number. With this info, they can check the customer’s credit rating and approve/not approve the transaction in less than 4 seconds. The customer then gets a bill in the mail or by email.

From the customer’s POV, they have not had to disclose their credit card number and they get a paper record of their transaction (if they choose the option of a snail mailed invoice) and a grace period to pay for their purchase. One of the negatives I see in this is that every time someone pings your credit rating, your credit rating suffers a 2.7 point downgrade. So if you make a lot of online purchases using BILL ME LATER, your credit rating could suffer unless BILL ME LATER has made a deal with the credit agencies to avoid this. (The credit agencies, unfairly in my view, reduce your Beacon Score with every ping. Their reasoning, I suppose, is that you are looking for credit and the more credit you take on, the worse risk you are. But if, for example, you are shopping for a home mortgage and say five banks ping your credit rating, you could lose 13.5 points which is unfair. This is one of the reasons that Mortgage Brokers are taking more and more of the home mortgage pie—they ping your credit score just once and they shop it to 15 banks and lenders… I am guessing but you probably need a Beacon Score of at least 650 to use BILL ME LATER.)

I4 has a lot of ‘pixie dust’ or differentiated value in its business model that should create a sustainable business including: a) they undercut credit card issuers by charging their merchants 1.5% of transaction volume instead of the 2% to 4% charged by their competition, b) they give online customers a new way to pay that is exactly what they are used to in RL (Real Life as opposed to the Web)—an invoice either paper or email that they can pay by cheque or EFT, c) a form of bootstrap capital or bootstrap financing by selling their receivables instantly to a supplier (a bank), d) a one-to-a-few marketing dimension that can be easily handled by direct selling. Also, there probaly is some real first mover advantage for them. As consumers become used to seeing BILL ME LATER on websites, they will come to trust it. 

Trust is the underpinning of all successful relationships (personal as well as business) and business ecosystems. People like to buy from people they like and TRUST. I think that by extending this trust to the consumer level of their bsuiness model, it will create a powerful dynamic that will ‘force’ their real customers (websites that market to the consumer) to turn to BILL ME LATER for another payment option for their customers. So while I don’t see any network effects operating here (where the network becomes more valuable the more people use it*), the trust factor could be a huge barrier to entry for potential competitors.

I am sure we are going to hear a lot more about BILL ME LATER; it’s clever. Now someone should start a Canadian or Euro or Indo or Chinese or Japanese version…

Dr. Bruce

* Search engines have that kind of dynamic going for them. Their search algorithms undoubtedly use frequency of search as one of the ways they rank websites, for example. So the more people who use, say, Google, the more accurate the search results are likely to be. An obvious example of network effects would be email or IM programs. Email wouldn’t be too useful if only a handful of your friends or business acquaintances had it. The fact that most IM programs can’t interact with each other certainly diminishes the value of Instant Messaging. It’s shame that AOL, Yahoo, MSN don’t get their act together and make them all inter-operable. The Multiple Listing Service (MLS.ca or MLS.com) are probably the most important competitive weapon that residential realtors have going for them. MLS.ca and MLS.com are certainly examples of network effects taking place in a big way. An older example of network effects would be facsimile machines. Again not too useful if there are only two or three faxes in your city or town but hugely useful in their day if everyone has one.
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Customer Service is a PROFIT CENTRE. 
Posted on Monday 9 January 2006 

I have argued with a number of clients of mine that customer serice is a profit centre not a cost centre. People, your customers, are calling you for help. Wow, what a great opportunity to improve customer loyalty and, maybe even, to up-sell them. (’Would you like fires with that?’)

Some companies are squeezing their costs by cutting down on the number of people in their call centres. They are probably figuring that if they keep their clients waiting on the phone long enough they will hang up and try to: a) figure it out on their own or b) go the FAQ on their website and try to piece it together. 

But where is the best and least expensive place to look for new clients or customers? Why, it just so happens to be your existing customer base. These are the people most likely to buy upgrades from you or re-order or what have you. But if you don’t support your products and serives, you increase the churn rate in your customer base. This is very costly. You not only don’t re-sell to them you can never up-sell them either.

According to research done by Michigan’s Ross School of Business and reported in Business Week (January 9, 2006), 20 companies with the highest marks for customer service returned (on their stock price) 40% for the five year period ending in May 2003 (compared with a 13% return for the S&P 500 Index).

Perhaps if you are looking to invest in a company, you ought to ask their clients about the level of customer service before you buy the stock. A local Ottawa company (Magma.ca, an ISP) has based its entire business model on excellent customer service. When you call them, they answer you in seconds. If the problem is at your end they don’t rudely hang up on you telling you it’s not their problem as some others have been known to do. If you ask a dumb question, they are patient.

Business Week reports that Apple, Yahoo!, VF Corp. and Toyota top their list of 200 companies rated from 1 to 100 with a ‘1′ being a great score. It doesn’t surprise me that great service and a great stock performance go hand in hand. So investing in customer service appears to boost the bottom line…

Dr. Bruce
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There are no Rules in Entrepreneurship 
Posted on Tuesday 3 January 2006 

One of the hardest things for my students to learn is that there are no rules in the field of entrepreneurship. By that I don’t mean that you go outside the Law; I am not talking about those kinds of rules. You always obey the Law and protect your reputation; the latter is the most important thing you own BTW.

But how many times have you heard: ‘We don’t do it that way because it isn’t done like that and, anyway, no one else does it that way either’? Entrepreneurs are constantly asking BIG questions and thinking of ways to do things differently. It is usually this kind of creativity in EXECUTION that creates the most value for entrepreneurs. Fred Smith’s brilliant insight that he could develop an overnight package service (Fed/Ex) by reducing a 50 by 50 matrix of origins and destinations (with its impossible requirement for 2,500 overnight flights) to a handful of flights by developing a hub and spoke system was responsible for one of the great startup success stories of the late 20th Century.

Let me give you another example.

Gino Rossetti from Detroit asked the owners of the Detroit Pistons on a visit to Joe Louis Arena: ‘How come the people who pay the most (i.e., suite holders) are the furthest away from the floor?’ Joe Louis only has one ring of suites, which are located at the nosebleed level.

The answer was that all arenas are built that way; it’s just the way it’s done. Gino whipped out his sketch pad and said: ‘What if we had two lower rings of suites– the first one just 12 rows from the action on the court?’ That single insight revolutionized arena design and economics. It not only increased the number of suites in these buildings, but people also paid more (a lot more) for private suites close to the floor or ice surface. Plus it gave the ownership committed revenues (because they signed 5 and 10 year deals with leaseholders) and it gave them the ability to finance new arenas on a commercial basis. Additionally, it created the opportunity to bring all the seat holders closer to the action because the balconies created by the lower rings of suites could be stacked closer to the arena level much as in an Opera House with rings of private boxes.

Less volume in the building creates a less expensive but more intimate structure which beneifts not only the fans of major league sports but concert goers too. So Gino gave the world not only a much higher revenue-generating sports facility but there a qualitative improvement too. 

Students often ask me how prices for new products or services are arrived at. They seem to feel that there is some form of government control or other, officially approved, algorithm that generates a price. I tell them the story of Butch Cassidy (in the film BUTCH CASSIDY AND THE SUNDANCE KID) when he was challenged for the leadership of the gang in a knife fight. Butch says: “Before we fight, I have to explain the rules.” His opponent, a giant of a man, says: ‘Rules, in a KNIFE FIGHT?’ Butch then walks up to him and kicks him in a vulnerable spot and then stomps him into the ground saying; “Rules? There are no rules in a knife fight.’

Pricing is a bit like that. In a competitive markplace, you can charge whatever you like. It may be above your cost (often way above, in, say, the marketplace for baseball players), at your cost or even below cost (these are called loss-leaders; e.g., selling below cost milk to get folks into your supermarket. Ever notice how the milk is always furthest from the door in every store– that’s to get you to impulse buy when you are walking through the facility.)

Rules? There are no rules in entrepreneurship; you get to make up your own. You just have to hope the set of rules you choose, works; i.e., they underpin a viable business model.

Dr. Bruce
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Why Businesses Really Fail 
Posted on Tuesday 3 January 2006 

Business Week published (Seton Hall University, Stillman School of Business study, August 25, 2003) their take on why most businesses fail. I’ll bet you that their top five reasons (too much debt, inadequate leadership, poor planning, failure to change and inexperienced management) are in fact related to number six on their list: not enough revenue.

To me, a business that does not generate enough revenue is probably (by far) the biggest cause of business failure. Perhaps, they are not generating enough revenue because of inadequate leadership, poor planning, failure to change and inexperienced management, which also means they can’t meet their debt obligations. In other words, they may not be interpreting their stats in quite the right way in as much as their independent variables are not truly independent and, hence, their take on causation might be wrong. 

What are the three most important things for a startup to focus on? SALES, SALES, SALES. The focus on sales is also an important requirement for established businesses. I mean how long do you think mighty IBM would last if it didn’t collect its receivables? IBM sells around $85 billion worth of goods and services a year (one customer at a time, btw) so that means around $7 billion a month. If they don’t collect for two months that means that they would have a cashflow shortfall of $14 billion so my guess is that even IBM would be in serious trouble in less than 60 days.

Today, if you have enough revenue, you will get financing, not the other way round. This is the lesson of the false boom of the late 1990s when VCs and others financed startups with interesting business models but no revenue prospects. This has never worked, in any age. 

If you have enough revenue, you can meet the cashflow demands of debt servicing costs so a focus on revenue growth is vital. One needs to not only generate the revenue but collect it too. This seems self-evident but a lot of startups don’t do billing, invoicing and collections very well and many don’t do selling or pre-selling very well either. 

In my experience, the number one reason for failure is the absence of buoyant revenues. I mean how many businesses have you heard of folding if their revenue numbers are going up and up? 

Dr. Bruce

Prof Bruce @ 11:37 am 

Filed under: 25 Steps to Business Success and Bootstrap Entrepreneurs-- Case Studies and Business Models and IRR and Micro Capital Lending and Pre-selling, Finding New Clients, Keeping Existing Ones and Pricing is an Art and Rules? There are no rules in entrepreneurship. and Why Businesses Fail 

No Comments 

Factor of Production 
Posted on Friday 23 December 2005 

To build sustainable business models, you need to have control over some type of ‘factor of production’. When my wife and I took the mule train to the bottom of the Grand Canyon to visit Phantom Ranch, I realized how valuable the concession was to operate the service. First of all, it’s a monopoly service. Second of all, it operates in one of the seven wonders of the world, a sacred place. Thirdly, there is practically unlimited demand– you need to book ahead many months or you won’t be going.

How would you like to control the bridge from Windsor to Detroit which in the first 11 months of 2005 carried 8.9 million vehicles and is one of North America’s most congested choke points? And every one of those vehicles paid a toll to Manuel Moroun’s company. Now it appears that Mr. Maroun has negotiated a 90 year agreement with the Wayne County Port Authority to build another bridge. The Port Authority is rumored to get a 2.5% royalty. Sheesh. That means that Mr. Maroun gets 97.5%. Seems like a pretty good deal for him.

Business modelas that work need to have some kind of differentiator; some type of ‘pixie dust’, the magic that makes a business work. For a National Football League franchise, it is the right to operate an exclusive franchise within a defined geographic area and exploit all the revenue rights within that area– tickets, merchandise, suite rentals, sponsorship, signage, parking, etc. and to share in national television revenues.

Most entrepreneurs who don’t have some type of value differentiator either can’t build sustainable businesses or the ones that they do build produce no more value for them than if they just went out and got a JOB.

The role of an entrepreneur, in my view, is to build a business that creates more value than that and which can take on a life of its own– i.e., it can survive the passing from the scene of its founder or can make money for its owner while she/he is lying on a beach. The latter is the preferred option, obviously.

A spa, for example, might have some pixie dust becuase of its high end location or because it has some highly sought after hair stylists or because it has some sophisticated software that runs its appointment calendar and inventory of products and reverses out some of the work to its clients (e.g., they can self book online).

A friend of mine, Rob Hall, runs Pool.com, a business that revolutionized the backordering of domain names. Instead of paying $60 to backorder a domain name that may never delete, Pool.com allows you to register your backorder FOR FREE. You only pay if Pool.com is successful in getting the name for you. Guess which site gets most of the backorders now? (BTW, over 5,000 dot-COMs delete every day).

Pixie dust/value differentiation– think about it, see how you can add some to your business and watch your revenues and margins grow.

Dr. Bruce
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Coldwater Creek is a Great Example of a Bootstrap Startup 
Posted on Saturday 17 December 2005 

Coldwater Creek (born in 1984) is a great example of a Bootstrap startup. It was started in the apartment of the two founders in a small town in Idaho. What did they do? 

They: cut costs to the bone both personal and in the business, found a market niche (catering to professional women) that was under-exploited, focused on the three most important things in a new startup (SALES, SALES, SALES), showed a profit, used an inexpensive way to reach their customers and add new ones (snail mailed catalogues), changed the business model as needed (adding bricks and mortar stores when warranted) in upscale malls, provided great customer service, invested in staff training, had a lot of confidence in themselves.

But it wasn’t painless. The founding couple divorced and they both experienced a lot of stress. Entrepreneurship is a tough calling but it is perhaps like the River Styx: once you cross it, you can never come back (to a JOB).

Dr. Bruce

Prof Bruce @ 10:01 am 

Filed under: Bootstrap Capital and Bootstrap Entrepreneurs-- Case Studies and Build and Hold and Business Models and Work/Life Balance 

No Comments 

Land Price Increases—the Real Underlying Cause 
Posted on Monday 14 November 2005 

Thank you to the City of Ottawa for sending me a copy of their recent Land Inventory Report. The Consultants make a number of very useful points such as noting that lands in inventory are largely held by a few players in the development industry. I have never believed that such concentration of ownership is good for housing markets, home buyers, first time home buyers, small builders and cities generally.

I think that if they had access to 2005 data, they would have seen that raw land prices have jumped even higher with lands that are General Urban and ready for development within two years are now trading at $150,000 per acre and up.

To me, rapid increases in land prices together with, for example, a push to recently re-designate 300 acres of industrial lands to residential (successfully, by the way), means that we have a shortage of land and that shortage is caused by the City’s policy freezing the urban boundary.

I don’t believe in that policy—cities are living organisms and artificial restrictions are bad policy for cities. Now, many people feel that freezing the urban boundary will increase the density and intensity of development within the existing boundary. Well, if you look at recent Council decisions, for example, the down-zoning of a former school site from 99 town homes to 55 singles because of NIMBY pressure (and despite City staff support for the original application), you get not only bad planning which is contrary to the City’s own Official Plan but hypocrisy as well.

Now developers are often cited as the source of urban sprawl but developments such as the recent construction of three, 15 storey apartment towers in Kanata show that developers can build denser communities. It is the City imposing 40% open space requirements on parts of our suburbs, insisting on road rights-of-way that can be as much as 26 metres wide (practically big enough for Formula One Racing), imposing setbacks, height limits, single family only zoning, no spot commercial inside new sub-divisions, one way streets, no left turns, no work-from-home rules, no employees in the homes, no duplexes, or duplexes and triplexes that attract two and even three Development Charges and a plethora of other restrictions that create sub-divisions that are not walkable, not sustainable and not affordable.

Anyway, I think the research is useful but obviously I don’t entirely agree with the conclusions…

Dr. Bruce

Prof Bruce @ 9:45 am 

Filed under: City Planning and Uncategorized and Why Invest in Real Estate 

No Comments 

Reverse Marketing by Wendy’s 
Posted on Saturday 29 October 2005 

My youngest son, Matthew and I were talking the other day about the probability that someone drawn from a random list of 200,000 names (that’s how many people entered the Wendy’s kick-a-field-goal-from-50-yards-to-win-a-million-dollars contest) could actually kick a 50 yard field goal. We both thought Wendy’s and their insurance company were quite safe from having to pay out a dime. That is until Brian Diesbourg, a 25 year old from Belle River (ON), lined up at the 50 in the Rogers Centre (after failing to make it from the 20, 30 and 40 yard lines) and, in front of 40,000+ screaming fans (now that’s pressure) and drilled it through the uprights. 

Almost 600,000 television viewers were watching the halftime show (up from 465,000 during the game), so both the sports network and Wendy’s were getting a huge marketing push from the stunt.

When the kick was made, fireworks went off, Brian’s girlfriend and family started jumping for joy and the Toronto Argonaut players swarmed Brian; it was a happy scene. Someone from Wendy’s gave Brian one of those giant (fake) cheques showing ONE MILLION DOLLARS on it. It was a great guerrilla (GM) marketing moment for Wendy’s.

Remember that there have been payouts of that magnitude before (twice in the NBA and once in the NFL—but that was for a 35 yarder) so it isn’t unique—still it was a good moment for Brian, the Argos and, yes, for Wendy’s.

Brian did the media rounds the next day still wearing his Wendy’s shirt—more GM for the restaurant chain. 


But now the truth is out. Brian didn’t actually get a million; he received a cheque for $25,000. That’s right: TWENTY-FIVE THOUSAND DOLLARS. Huh, what’s with that? Well, it turns out that if you read the small print, the winner ACTUALLY gets $25k a year for 40 years. Now that is reverse marketing in a big way. The contest should have been advertised that way—WIN TWENTY FIVE THOUSAND A YEAR FOR LIFE (40 YEARS!). 

And any way you cut it, the contest isn’t worth one million dollars. If you use a discount rate of 5% p.a., it’s only worth around $352,000 in today’s money. Net present value, if your discount rate is 10%, is just $226,000. Even if you use a 3% discount rate, NPV is still less than half a million ($435,000). 

Brian is a gentleman—he said that the payout doesn’t bother him; he would have blown the million if he had received it all at once anyway. Now that’s probably true (one third of all million dollar+ lottery winners are bankrupt within 5 years of winning) but what does matter is that Wendy’s looks bad and cheap. Some people are calling for a boycott of Wendy’s—geez, somehow I don’t think that is what they had in mind when they organized the contest. If you are going to do some viral marketing, might as well do it right.

