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Preface

Much focus falls on global companies working hard to leverage vast quantities of data on customer behavior and habits, but I would like to describe the power of cutting-edge, niche data. This data requires much deeper insight and understanding to be useful. This is the kind of data that the nerd has, and that the nerd can’t help sharing with others. The really smart nerd possesses know-how that only a few other people – birds of a feather – can understand. Because of globalization, the nerd has never been in a better position to “meet” other nerds and to make deals with them.

A number of prerequisites need to be in place for entreprenerds to run a successful niche businesses.

•A healthy entrepreneurial climate, which encourages new enterprises and allows nerds to run their businesses at all

•A climate of innovation, which allows new business ideas to develop and flourish, helped by access to relevant skills and the right kind of support

•A global market, which creates opportunities to connect with a large enough circle of customers to support the entreprenerds’ tightly-niched business, when the domestic market alone cannot

•Global Digital Communications, which make it possible for entreprenerds to draw on customers, suppliers and sources of finance from around the world, and not just locally

Today’s technology platforms make it possible to run businesses in completely new ways. They have democratized areas like production, sales and distribution — the core of a company’s value-add. Classic support functions like product development and finance have also been democratized to an extent. It is now possible to draw upon the knowledge from a geographically diverse group of people, and in most cases it improves the results. Product development, production, sales and distribution, and financing form an interactive value cycle which puts the customer in the centre and the masses outside. Among these three layers (the customers, the value cycle, the masses) there is a continuous dialogue that changes both consumption and production.

These days, customers can purchase previously hard-to-find products and services on the global market. Likewise, entrepreneurs can produce their products and services on a global playing field, using suppliers who were previously out of reach. Above all, there is now interaction between potential customers, sources of finance and other players in all aspects of an entrepreneur’s business.

To entrepreneurs, this book’s description of how to start companies is yesterday’s news. They have already done this for themselves. The point is for entrepreneurs to see how these actions fit into a larger movement. It is also important to see how some enterprises might not fit in with the structures currently found in Sweden. My hope is that to identify differences between the new and old business models will help new businesses to better express their needs when contacting ”old” sources of finance and collaborative partners who can help build your company and make it even stronger.

My ambition when it comes to opinion makers and politicians is to offer a different framework for entrepreneurship, and let everyone decide whether this is merely a passing craze or a dominant feature of tomorrow’s enterprise.

This book describes the phenomenon of growing companies. Some grow rapidly, some slowly. It is not a user guide about how to get a startup off the ground. For that, I recommend The Startup Owner’s Manual by Steve Blank and Bob Dorf. The models I am using have been simplified to highlight the shift in the approaches used by traditional companies versus those of entreprenerds — Entreprenerds!

Elisabeth Thand Ringqvist


Preface, English edition

Tech writing that’s past its best-before date feels a lot like owning last year’s flagship cellphone. So why create an English translation of a year-old book about technology, Swedish entrepreneurs and Swedish politics? Partly, it is because many academics, investors and policy makers have asked for it. They want to understand how a small country like Sweden produces billion-dollar companies like Spotify, Skype, King and Mojang that are based on digital technology. Mainly, it is because this book places today’s success stories in the context of a movement — Nerdonomics. This movement’s time is still in the future, which gives this book some legs.

Sweden has produced a string of success stories despite having some of the highest taxes in the OECD. Although the corporate tax burden has been eased in recent years, the taxes on employment are so high in Sweden that an employee only gets a third of the total cost a company is facing for that employee. Stock options are almost impossible to use as compensation, as they are hit with a 67% income tax.

It is, however, easy to start a business in Sweden and the Swedish tax agency is considered one of the most business-friendly agencies of all. Attitudes towards entrepreneurs have fundamentally changed and are now very positive. Many markets have been deregulated, which makes it possible to pursue entrepreneurship in ways no one thought possible twenty years ago.

The cases studies in this book are Swedish, which means that there could be hotter companies in these sectors globally. Still, some of these homegrown businesses could be the global leaders in their niches tomorrow. The phenomenon of Nerdonomics is not just a Swedish one. It is open to all OECD countries. For those where the SME (Small and Medium sized Enterprises) use of digital platforms has not yet happened, the shift will offer opportunities for some and spell the end of the road for others.

The policy implications of Nerdonomics are also largely applicable to all OECD countries. The taxes may have other names, but if human capital is taxed and regulated more than capital goods, the problem will still be there.

The takeaway for policy-makers is that they must understand that digitalization is encouraging borderless business at a time when politicians are facing a wave of nationalism would have countries, instead, strengthen their borders. Digitalization is not about the ICT (Information, Communication and Technology) companies. It is about the challenges which business, and hence jobs, are now facing.

Since the publication of the Swedish edition of Nerdonomics, big business and organizations have begun to circle their wagons. They have started to call for new regulations, ostensively to protect consumers, who cannot be trusted to make the right choices without traditional brokers. For example, increased regulation of the lending of apartments in New York was aimed at destroying the market for AirBnB. Later, VISITA (the Swedish association for Tourism) accused AirBnB of engaging in unfair trade practices, as they were not subject to the same security demands or tax structures as existing businesses.

Uber finds itself with a similar set of problems, as it aims to compete in markets that are dominated by monopolies. Strikes and protests are followed by new regulations, which lead to higher prices and poorer-quality services for consumers. My belief is that we only have seen the beginning of big business’ sudden interest of legislation.

The digital agenda has become a focal point of the European Union, reflecting a global interest in developing business and trade policy to promote and take advantage of the digitalization process. Though politicians pay lip service to the need for free digital trade, we face some monumental challenges to realize the potential of borderless digital trade.

In a sense, I believe Europe is in a better situation than the US, as the American strong emphasis on intellectual property is actually likely to hamper digital innovation, more than fuel it. A strong reliance on digital giants controlling vast amounts of IP rights can obscure the innovative power of SMEs. On the other hand, European countries face their own problems, not least the risk of overregulation.

This is in particular true of individual EU member states. While most are eager to subscribe to a digital agenda “in principle”, most states already have or consider introducing new trade barriers, ranging from mandatory local data storage (Poland) to local presence requirements (such as travel agents in Ireland). An emerging and worrying trend seems to be “Local Content Requirements”, for example content in the local language, effectively hindering outside competition.

Digitalization certainly can fuel innovation and growth. Nerdonomics is a spectacular result of this. But to enjoy the benefits, the challenge is also to refrain from regulating it, hoping to evade change. Change will eventually happen. The real question is whether we will embrace the opportunity of fight it in vain.


Introduction

We live the dawn of an age where big data reigns supreme, an era in which Google, Facebook and Twitter know all there is to know about their users. Small companies’ competitors are large and strong and spend millions on data processing and customer profiling. With their giant databases, they map out customers’ behaviors and desires.

Even so, we also live in a time when small companies are increasingly important for jobs, innovation and our future. Just consider that since 1990, four out of five jobs have been created by small companies. In this perspective, it is vitally important to understand what drives entrepreneurs and their businesses.

Those who run small businesses these days face a critical choice when facing competition from giant companies. One option is to simply throw in the towel and accept that their company will always be small. At best, they might be able to sell their ideas, experience, innovations and entrepreneurial skill to one of these giants. However, they might also choose to accept the challenge. It is true that small companies cannot beat the large companies at their own game of big data. Instead, small companies must exploit their advantage within “small data” or “incisive data”. They may not be able to match the giants toe-to-toe, but they can adapt quickly and move into markets the giants simply cannot reach. These giants might know nearly everything, but they will never know absolutely everything. Small entrepreneurs with the right instincts and the right customer contacts are better placed to understand and exploit their unique insight into what really drives the customers, their desires and needs.

Nerdonomics is all about the power of networks, when the “nerds”, with their highly-specialized interests and needs, can connect with other nerds and with suppliers who not only fill a market niche, but also share their passion and values. They are members of subcultures, both ordinary and extraordinary, who connect and start doing business on a global scale.

To many of us, a nerd is a bespectacled young man sitting in front of a computer. But some of these nerds may already have set up their own companies. It’s with good reason that Bill Gates’ well-known saying has the ring of truth: “Be nice to nerds – chances are you’ll end up working for one”.

A nerd is simply a person who is uncommonly passionate about their interests. The lucky ones get the chance to work with their passions, while others keep their day jobs so that they can indulge in their passion outside working hours. Prior to the digital revolution, it was hard for nerds to meet each other. However, blogs and internet forums got the ball rolling, and now Facebook, Twitter, Pinterest and Instagram all provide opportunities to meet, share tips and solve problems together. For a newcomer interested in, for example, Nordic skates, it is easy to locate know-how and contacts by searching for hashtags like #långfärdsskridsko or #adventureskating. Nerds like to show off their hard work and skills to others who really understand; “likes” from peers are like hard currency for nerds.

Economic theory states that economies of scale (the greater the number of units produced, the lower the unit cost) are critical to making a profit on a service or a product. These days, technical platforms provide new and greater opportunities for starting companies trading on niche competence, and provide entirely different business opportunities.

Stamp collecting is an illustrative oldie but a goodie. Collectors organized lively local clubs where they met, swapped stamps and chatted about hot topics like misprints and first day covers. In those days, stamp knowledge itself was practically devoid of value, since supply had no cost-effective forum in which to connect with demand. Digital communications now make it possible for nerds to meet each other regardless of where they are. Revealing this hitherto invisible demand creates opportunities for new industries and new companies. Stamp collectors now enjoy global forums, auctions and companies to provide fellow philatelists with far better services than the local bookshop or catalogue ever could.

Nerds who progress from being “just nerds”, into being what I will henceforth call “entreprenerds”, have three distinguishing features:

•They create business opportunities out of personal experience. They may have discovered their passion during studies, travel, through jobs or simply because of a tradition or connection which sparked their interest.

•They understand how to operate in their niche market. This means that they understand the logic in their particular subculture and niche, where it is easy for the uninitiated to get it wrong.

•They are interactive and social on the internet. They want to share their experience and problems; they are willing to help other people and understand the code of conduct needed to make a digital impression.

Many marketing courses say that one should never claim to represent an entire market. I, myself, have pointed out this mistake more than once while reviewing pie-in-the-sky marketing plans. But if entreprenerds are already engaging with thousands of their nerd peers, then they can probably gauge demand for a particular product without a market survey.

Of course, being a passionate, knowledgeable, sociable entreprenerd is not enough. Other conditions need to be right in order to start and run a successful business. For the nerd entrepreneur, the most crucial factor is a local business climate favourable to entrepreneurs and innovation, good digital communications, and a framework for global trade.

With these pieces in place, the nerd entrepreneur can break out of the traditional value chain, where everything happens in a set order and an over-large part of the business consists of support functions that are not central to production. For the nerd entrepreneur, research and financing are the key support functions. New technology allows highly customized production, where research and development happens in the open, with the help of the customers. Products can be sold and distributed through what amounts to the nerd entrepreneur’s free-time digital hang-outs. This is how entreprenerds actually focus on the customer at every point along the value chain, something most traditional companies can only talk about. The power of this ongoing communication might make the barriers to entering a market seem low, but in truth, it just makes these barriers hard to measure from the outside. Your network becomes a key asset, which is as crucial to your success as it is difficult to describe and quantify.

Entrepenerds move within a circular value cycle (figure 1), which is always plugged in and communicating with the outside world, and where continuous product improvement is an imperative. This new paradigm turns our traditional concept of enterprise on its ear, and carries the potential to change politics, both today and in the long term. Failure to grapple with these concepts, puts Swedish productivity at risk.
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Figure 1. Nerdonomics’ interactive value cycle.

In the following chapters, I will describe the components of the nerdonomics interactive value cycle and the effect this will have on enterprise and politics in Sweden, since this is the market I know best. Even though every market is unique, I think many features will also apply in other countries. Nerdonomics is a global phenomenon, not a purely Swedish one.
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