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Abstract

The term business model has gained tremendous attention in the recent years.
However, the consensus over concrete description of the term is still awaited. Di-
verse and unsharp descriptions of this term complicate business model evaluation,
especially when diverse granularities are to be considered. Both concepts (busi-
ness model and business model evaluation) have caught relatively lesser attention
of the research community. Although the stakeholders of business models have
different interpretations of it, which is strictly driven by their positions in the busi-
ness landscape, all of the stakeholders have mutual agreement on the fact that the

business model evaluation should be realistic and accurate.

Common business models are based on approximations of existing templates and
structures provided commercially or freely available in the state of the art. How-
ever, many of the proposed business models were developed on the basis of spe-
cific situations. Hence, business model structures hinder the flexibility and com-
patibility to vast variety of businesses. In order not to develop a distinct evaluation
concept for each business model, the challenge is to create a universal business

model with an appendant evaluation concept.

In this study, we addressed the aforementioned issues and proposed a more dy-
namic, modular, and richer business model evaluation framework. This hierar-
chical framework deviates from the commonly used block structures. On the one
hand, it helps avoiding the complexity of evaluation (especially when the business
model blocks are dynamic), and, on the other hand, provides a transparent and
easy way of interactions among evaluation functions residing at different hierar-
chical levels. With the view to attaining the objective of accuracy in evaluation,
in this work, we proposed various concepts, namely, criticalness/non-criticalness
of the evaluation parameters, interdependencies among the blocks of the business,

etc. Our experiments and validations advocate that the proposed approach exhibits



more realistic evaluation outcomes. We also extended the evaluation approach by
incorporating the recommender component, which suggests adaptation of activi-
ties at different levels in the business model to attain the required evaluation value.
The tangible outcome of this research work is a software tool, which implements
the proposed framework. It is rich, easy to use, and provides a complete visualiza-
tion space. We have also implemented the recommender function in the developed

evaluation tool.

The experiments carried out on our developed evaluation tool strengthen our con-
fidence that the proposed framework and its implementation address very crucial
issues when it comes to business model evaluation. We are also convinced that

there is still room for improvement specifically in the recommender component.
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Kurzfassung

Der Begriff Geschdftsmodell (Englisch: business model) hat in den letzten Jahren
enorme Aufmerksamkeit gewonnen. Ein Konsens iiber eine konkrete Beschrei-
bung des Begriffs steht allerdings noch aus. Sowohl unterschiedliche als auch un-
scharfe Beschreibungen dieses Begriffs erschweren Geschdiftsmodell-Evaluationen
(Eng.: business model evaluation), insbesondere dann, wenn unterschiedliche Gran-
ularititen beriicksichtigt werden. Beide Konzepte, Geschiftsmodell und Geschéfts-
modell-Evaluation, wurden bisher in der Forschung kaum beachtet. Obwohl es
interessenbedingt unterschiedliche Auffassungen von Geschiftsmodellen gibt, be-
steht Konsens dariiber, dass die Geschiftsmodell-Evaluation realistisch und akku-

rat sein soll.

Ubliche Geschiftsmodelle basieren auf Anniherungen der bestehenden Vorlagen
und Strukturen, die im Stand der Technik kommerziell zur Verfiigung stehen oder
frei erhéltlich sind. Jedoch wurden viele der vorgeschlagenen Geschiftsmodelle in
Anlehnung an spezielle Situationen entwickelt. Deswegen erschwert die Struktur
der Geschiftsmodelle eine flexible Handhabung und ist oftmals inkompatibel fiir
allgemeinere Fille. Um nicht fiir jedes Geschéftsmodell ein eigenes Konzept fiir
die Evaluation zu entwickeln, besteht die Herausforderung darin, ein universelles

Geschiftsmodell mit zugehorigem Evaluationskonzept zu entwerfen.

Diese Arbeit adressiert die oben genannten Probleme. Es wurde ein hierarchi-
sches, dynamisches, modulares, ausdrucksstarkes und erweiterbares Rahmenkon-
zept fiir die Geschiftsmodell-Evaluation entwickelt. Das in dieser Arbeit vor-
geschlagene hierarchische Rahmenkonzept weicht von den iiblich angewandten
Geschiftsmodellstrukturen ab. Auf der einen Seite werden komplexe Evaluationen
vermieden (insbesondere wenn die Blocke des Geschiftsmodells dynamisch sind).
Auf der anderen Seite liefert es einen wohl-definierten, transparenten und ein-
fachen Weg der Interaktionen zwischen Evaluationsfunktionen, die an verschiede-

nen hierarchischen Stufen liegen. Um eine moglichst realititsnahe Auswertung
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zu erhalten, werden verschiedene Konzepte wie z.B. kritische und nicht kritische
Evaluationsparameter sowie Abhédngigkeitsverhiltnisse zwischen Businessblocken
vorgeschlagen. Der Evaluationsansatz wurde um eine Empfehlungskomponente
erweitert, die auf verschiedenen Ebenen im Geschiftsmodell eine Anpassung von
MaBnahmen vorschldgt, um den erwiinschten Evaluationswert zu erreichen. Ex-
perimentelle Untersuchungen und Validierungen anhand eines in der Arbeit ent-
wickelten Softwaretools zeigen, dass der vorgeschlagene Ansatz realistische Eval-

uationsergebnisse aufweist.

Die Resultate der mit Hilfe des Evaluationstools durchgefiihrten Experimente de-
monstrieren, dass das vorgeschlagene Rahmenkonzept und seine Implementation
geeignet sind, um beliebige Geschiftsmodelle realitdtsnah, flexibel und detailliert

zu evaluieren.
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Introduction

“Science is the most genuine guide in life.” - Atatiirk

The development in the global economy caused changes in the traditional balance between
customers and suppliers. Changing trading regimes and introducing state of the art computing
and communication technologies are motivational forces for revisiting business models. The
envisioned new and dynamic environment has amplified the need to keep evaluating business
models to cope up with market dynamics. This drives new discussion of understanding business
model. This term has been widely used in research literature, by business managers, consul-
tants, etc. We believe that business model may not merely be taken as the process of aggre-
gation of business procedures that enable categorization (via taxonomies), but rather, business
models play a vital role as “laboratories”, where, academics explore how they work and man-
agers carry out experiments with destiny of their companies (Baden-Fuller & Morgan 2010, pp.
156). Business ventures use business model to understand the customers’ needs and describe
the architecture of its value creation.

In practice, many people interpret often only a part of a business model as the business
model itself. This leads to a misunderstanding of how the business functions. Consequently,
the measures taken are also not relevant. As Eltrun, the eBusiness Center at Athens University
of Economics & Business, pointed out rightly (Pateli & Giaglis 2002, p. 44), “The research
work made in the aspect of business models evaluation and assessment is not mature enough,
since it includes few and recently made efforts for defining: purposes of evaluation, dimensions

of Business Model that can be assessed, and factors that can be used as evaluation criteria.” This



1. INTRODUCTION

statement is still valid 10 years after it was made. The area needs more scientific work so that
an evaluation framework and methodology are developed, which take the interdependencies

between factors of different components of a business model into consideration.

1.1 Why Evaluate a Business Model?

We believe that people may have different ideas. They also have plans how to convert these
ideas into a good working and consistent business. However, they do not know whether their

plan will function. Hence, the natural questions are as follows:

e [s there a tool that informs me whether I can be successful with my model that I will use

when I start the business?
e How do I keep evaluating my business?

e What should be done to improve the business?

With the view to finding the answers to the aforementioned questions, we reinforce the fact
that key beneficiaries of business model evaluation approach are business owners, managers,
and entrepreneurs. Business owners need to evaluate their business in order to: i) know their
strengths and weaknesses, ii) evaluate their teams’ performance, iii) develop measurable goals
and implement cost controls, iv) train their managers at different levels, v) motivate and em-
power the team, vi) define their businesses for increased profitability and success, vii) attack

challenges with suitable and optimal strategies.

1.2 Research Objective and Methodology

In this thesis, we try to address the research question: “how to realistically evaluate a business
model?” Considering that business model evaluation does not only reflect the current standing
of the business but also serves as predicting the outcome of a business, researches on business
model evaluation and their accuracy become crucial for the success of new and ongoing busi-
ness establishments. In addition, the business model evaluation should be flexible enough to
fit to different business structures, i.e., it must be able to evaluate business models of different
types. However, aiming a very generic and still very accurate evaluation framework seems

unrealistic to achieve.



1.3 Expected Outcomes of Business Model Evaluation

In this work, we make an attempt to stay closer to each dimension of the aforementioned
targets. When it comes to having a more generic evaluation framework, in our approach, we
enable the business owners to define and configure the proposed framework in such a way
that fits to their businesses. For accuracy and realistic evaluation, in the proposed framework,
we contribute with several concepts like critical/non-critical evaluation parameters, evaluation
functions at different hierarchical levels with various controlling parameters, which provide the
evaluator with greater control over the evaluation behavior (refer to Chapter 3).

Our research methodology consists of the following steps: firstly, we provide the back-
ground for business model by going into details for the most accepted definitions and ap-
proaches. Secondly, we give an overview about essential terms like strategy and business plan.
Thus we disambiguate business model and related terms. Thirdly, we analyze the existing
business model evaluation approaches and determine their shortcomings. Based on these, we
introduce our evaluation concept. We give the reasons and justification to deviate from the com-
monly used models, the need for the proposed evaluation model, and the evaluation/translation
functions therein. As proof-of-concept, we use a case study and test our approach, also by
making use of questionnaires. Following this, we show the technical implementation of the de-
veloped tool. Lastly, we introduce the business model recommendation based on the previous

evaluation outcome.

1.3 Expected Outcomes of Business Model Evaluation

On an abstract level, the expectation from an evaluation framework may be translated into
“getting near to desired goals (e.g., profit, planning)”. We strengthen the preceding claim
by the following sentence, i.e., “when managers operate consciously from a model of how the
entire business system will work, every decision, initiative, and measurement provides valuable
feedback” (Magretta 2002). Evaluation metric profits are of vital importance as these advocate
the proper functionality of business procedures, i.e., if the business lags behind in achieving
the targeted results (desired profit), the business owner is forced to revisit the decision taken
and actions executed. To address dichotomies of such nature, we believe that there should
be mechanism(s) in place, which cope up with realistic evaluation requirements of business,
scalable to any business size, and recommend the adaptation in current state of business model
to attain business goals. We envision such a mechanism in Figure 1.1. The figure may be seen

as a justification for deviating from the commonly used fixed block evaluation model concepts.
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Figure 1.1: Envisioned business model evaluation approach - This figure illustrates the big
picture of envisioned business model evaluation approach. The figure develops a feedback loop like
process for evaluation and recommendation. The deviation from fixed block structure to dynamic
blocks is also discussed. One may interpret it as the motivational block diagram for this research
work.



1.3 Expected Outcomes of Business Model Evaluation

There are two dashed boxes in the figure; the upper one corresponds to the existing ap-
proach, whereas the lower one highlights the envisioned procedures for the business model
evaluation. The concept of dynamic block structure is represented by the round wheel like
structure, which means that the evaluation model should be flexible enough to encamp any
number of evaluation blocks and it should not be confined to fixed (nine) block structure, which
is detailed in Chapter 2. Having defined the business specific blocks, these are then evaluated
by identifying the controlling/evaluation parameters (this is shown by the arrow pointing to-
wards the evaluation component block). These block-specific evaluation criteria should then
be evaluated, which are then translated into business model’s current evaluation. Due to the
fact that the current business evaluation does not finish the job, we believe that the mechanism
should not only compute the current status of business, rather it should propose solutions that
help business owners to attain the desired business goals. This leads us to propose the rec-
ommendation component, which executes some recommendation approaches to compute the
optimal solution and adaptation of the operations in the current model to reach the desired
business goals. With these brief comments and abstract block diagram, we make a point that
a transition to the envisioned business model evaluation is imperative. And to execute such
transition, we have to contribute various functionalities and concepts, which are detailed in
Chapter 3.

On an abstract level, in the following, we summarize the expectations from the proposed

approach.

1. It should support dynamic definition of business blocks or components.

2. It should be modular and provide ways for mapping different business levels and their

relationships.

3. It should enable evaluator of the business model and the owner of the business to define
the evaluation parameters, their units, scale, and configure the controlling parameters of

the evaluation function.

4. The behavior of the critical parameters’ evaluation should be different than that of non-
critical for the same score values given that controlling parameters of the involved eval-

uation function remain the same.
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5. It should enable the evaluator to assign evaluation scores for the evaluation parameters
belonging to any business segment (i.e., corresponding to any hierarchical level in our

approach).

6. It should be able to recommend changes in the business processes based on the current

evaluation and target evaluation (defined by business owner).

7. The recommendations provided by the recommendation component should be cost effi-

cient.

1.4 Contribution

This section focuses on briefly describing the main contribution of this work, which may be

summarized as follows:

1.4.1 Hierarchical Evaluation Model

With the view to concretely defining the evaluation granularities and define their relation-
ship(s), we propose a hierarchical evaluation model. Each level of the model corresponds
to a different evaluation granularity level of the business. As will be detailed later in Chapter 3,
these levels are arranged hierarchically from top to bottom as business, business block, block
criterion, criterion unit, and unit dimension. The evaluation function at each level is strictly in-
fluenced by the evaluation parameters at that level. We also concretely define the relationships
between the business model components sitting at different levels. The proposed hierarchical
model provides the evaluator with the flexibility of choosing the evaluation granularity. We

also discuss the evaluation function for each level and justify their difference.

1.4.2 Deviation from the Commonly Used Fixed Block Structure

We deviate from the commonly used fixed block structure and propose the dynamic block
structure for business model evaluation. The dynamic number of blocks is strictly driven by
the type of business to be evaluated. We believe that such dynamic block structure represents
a more generic evaluation model that provides us with the flexibility to be used for almost all
types of business models.

In the proposed hierarchical evaluation model, adding the evaluation blocks is possible at

block hierarchical level. It is intuitive that contents (block internal lower hierarchical levels) are
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block-specific. Thus we believe that the proposed dynamic block structure is generic enough

to be suited for evaluating many types of businesses and at the same time scalable.

1.4.3 Integrated Concept of Critical and Non-Critical Parameters

In this work, we capture the sensitivity of evaluation parameters via different approaches at
different levels. At dimension level, we propose the concept of critical and non-critical param-
eters. We claim that at the dimension level, the evaluation parameters may be categorized into
very sensitive (critical) and less sensitive (non-critical), which may be interpreted as follows:
the overall evaluation at the dimension level is immensely influenced by the evaluation score
of critical parameters when compared with non-critical ones. For the proffered categories, we

propose different evaluation functions that realistically capture the aforementioned sensitivity.

1.4.4 Introducing the Novel Concept of Platform Blocks and Capturing Block
Dependencies

In this work, we identify some evaluation blocks that may be graded as the imperative blocks
in any business model. We term such blocks as platform blocks. We justify the selection of
platform blocks by undergoing extensive research literature.

As the proposed evaluation framework is based on fully dynamic block structure, intu-
itively, various blocks are inter-dependent over one another. Such dependency may exist at
different lower hierarchical levels in a block. We propose that block dependencies may be cap-
tured at the criterion level. We capture such dependencies by introducing additional indices in

the evaluation function at criterion level.

1.4.5 Heterogeneous and Hybrid Evaluation Functions

Owing to the fact that the proposed model is hierarchical and we categorized the parameters
in various categories on these hierarchical levels, there is a need to have different evaluation
functions at different levels. Thus in this work, we propose heterogeneous evaluation functions.
Since we suggest critical and non-critical concept (at dimension level), we propose a hybrid
additive and multiplicative evaluation function.

We also propose a cost component and associate it to all evaluation functions at all levels.
The proposed cost component decomposes the cost evaluation to a more granular level, on the
one hand, and helps in finding out the (sub)optimal activity adaptation for recommender, on

the other.
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1.4.6 Extending the Evaluation Model to a Recommendation Model

In this work, we not only propose an evaluation model, but also a recommender model. The
business owners/managers may have set targets for their businesses and they need to meet the
desired evaluation optimally by adapting their activities/actions and executing them in differ-
ent segments of the business. Thus we also offer a recommender function, which, when fed
with current business model evaluation, provides recommendations for activity adaptation, e.g.,
highlighting which block, criterion, or unit level parameter should be addressed to reach the

target evaluation.

1.4.7 A Software Tool to Realize the Proposed Concepts

In this work, we extensively develop a Java-based evaluation and recommendation tool, which
is easy to use for the business owners and the evaluators. It enables the business owner to define
business blocks and configure various parameters for business evaluation at different levels.
When used by the evaluator, the tool provides “easy to use” options and graphical user interface
to enter the parameter score values. The developed tool also serves as a visualization tool when
it comes to presenting the evaluation results at different levels. Last but not the least, the
tool integrates the recommendation functionality. When business owners define their desired
evaluation value, the tool recommends most optimal (suitable) adaptation activities/operations

in the business that will lead towards attaining the desired business model evaluation.

1.5 Thesis Structure

In this section, we present the structure of the thesis. Table 1.1 summarizes the chapters, the

contributions therein, and provides brief descriptions of each chapter.



1.5 Thesis Structure

Table 1.1: Thesis Structure

o Chapter
Contribution Contents
Title
Overview and points of interest Introduction In this chapter, we discuss the big picture rep-

of the thesis

resenting the basic idea of this work, briefly
discuss the contributions, and the structure of

thesis.

Backgrounding the proposed
approach by studying the

relevant approaches

Business Model
and Relevant

Concepts

This chapter focuses on elaborating the rel-
evant approaches. We provide the back-
ground, summarize the contributions therein,
and study their suitability to the requirements

of envisioned business evaluation model.

Hierarchical evaluation model,
deviation from the commonly
used fixed block structure,
integrated concept of critical
and non-critical parameters,
introducing the novel concept of
platform blocks, dependency
concept, heterogeneous and

hybrid evaluation function

A New Business
Model Evaluation

Framework

This is one of the core chapters. This chapter
encamps most of the contributed concepts, the
need for the hierarchical business evaluation
model, and the proposed evaluation function
at all of the hierarchical levels. The discus-
sion over the performance evaluation of the
proposed model, evaluation of a case study
(i.e., DAI business model), and comparison
of business evaluation with commonly used
evaluation approaches are the contents of this

chapter.

A Java-based business model

evaluation and recommendation

tool

Interactive
Business Model

Evaluation Tool

The focus of this chapter is confined to discus-
sion over the Java-based business evaluation
tool that is developed as a part of this thesis
work. The chapter discusses various options
of tool usage, such as registration, inputting
evaluation questions, evaluating the business,

and visualizing the evaluation outcome.

Recommendation approach for

attaining the desired business

model evaluation

Recommendation
based on Business

Model Evaluation

In this chapter, we discuss the proposed ap-
proach for the recommendation in the busi-
ness models. The chapter also discusses the
integration of the recommender approach to
the Java-based evaluation tool. The chapter
closes with discussion over implementation
of the recommendation approach to business

model evaluation.

Summary of the thesis and an

outlook for future work

Conclusion

This chapter summarizes the work of this the-
sis. We also provide the discussion section in
this chapter, where we discuss the issues and

future prospects of the work.







Business Model and Relevant
Concepts

“The value of science is similar to the energy source from which other candles get light.” -

Nizamiilmiilk

2.1 Introduction

In current world of business, people are aware of the opportunities to earn money by executing
various ideas in different areas. However, many failures on markets have shown that good ideas
in singularity are not sufficient to attain the objectives. Inferring from the fact presented in the
preceding sentence, one may also claim that using the most developed technology, partnering
the most reputable partners, or employing the most skilled staff alone do not determine the
success of a company in advance unless correct business model has been selected. To support
the claim, we consider the use case of Google. We believe, Google did not make money until
it started auctioning ads that appear alongside the search results. Thus the decisive action
undertaken by Google was to change the business model, which led Google to the current
status and earned it the position of market leader. On the similar lines, the dot-com boom in
the second half of 90s gave rise to new opportunities in business. Many new entrants entered
the markets (and hence evolving the current markets into new markets), where they might have

little or no experience at all. This trend provisions new methods, new approaches, and above all
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new models (i.e., business models) with objectives to make more money and have sustainable
positions. Many of them used either old business models or business models that do not suit the
new businesses at all, which resulted in their failure, e.g., XFL, NBC’s experimental mixture
of sex and violence packaged as football (Fatsis & Flint 2001). Another example took place
many years before the dot-com boom, in the late 70s and early 80s. This can be observed in
the so called Videotape format war. Sony’s Betamax and JVC’s VHS battled for a decade for
dominance. The winner was VHS at the end. VHS’s victory was not due to any technical
superiority (Owen, 2005). There were numerous factors that led to the failure of Betamax, e.g.,
license problems, consumer preferences. A more recent format war was between the Blu-ray
Disc and HD DVD optical disc. Blu-ray managed to become the victor of this in February
2008. There were the following two decisive factors: shifting business alliances (including
decisions by major film studios and retail distributors) and Sony’s decision to make Blu-ray
players a part of the Sony PlayStation3 video game console (Kageyama 2008). As we see,
being good only in one part of the business is not the only important aspect, but the whole

model should also function very well.

In this chapter, we introduce various relevant concepts, terminologies, the related research
work, and conclude the chapter by highlighting white spots and defining the motivation to carry

out this research work.

One may infer the growing research dimensions and contributions in business model by
simply studying the following statistics. The keyword “business model” when searched in an
Internet search engine in 2002 produced around 107,000 results, which tremendously increased
to 2,130,000, when the same keyword was searched using Google search engine in June 2004
(Chesbrough & Rosenbloom 2002; List 2006). Impressed by the statistical variance in the
mentioned results, we also searched the same key word using Google search engines in July
2012, what else one could expect, a massive increase when compared to the earlier discussed
amount of search results, i.e, 32,900,000. The motivation to discuss the number of search
results for the keyword “business model” comes from the fact that we are interested in knowing
the evolution and popularity of the term. The presented number of search results strengthens

the claim that business model will be playing a key role in the years to come.
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2.2 Background and Essential Concepts

In this section, we discuss the basic ingredients needed for this research work. This section
also makes an attempt to clarify different concepts and terminologies, which may potentially
be misunderstood or cause confusion. The motivation to include this section comes from the
fact that, on the one hand, we are enabled to clearly define the research problem, and on the
other hand, readers are provided with clear definitions and our understanding of the relevant
concepts and terminologies.

This section is confined to discussing the basic relevant concepts and we make an attempt
to highlight the silver lining between them. It should be noted that the focus of this section is

converged to some very relevant concepts.

2.2.1 Business Model

As Sosna & Trevinyo-Rodriguez & Velamuri (2010, p. 383) point out, “business models have
always existed, but have been of increased interest to practitioners and academics in recent
years”. However, one obvious issue with defining the term business model is that it lacks
consistency and clarity (Stihler 2002; Schweizer 2005; Wang & Jaring & Wallin 2009; Dahan
et al. 2010; Zott & Amit & Massa 2010). Zott & Amit & Massa also strengthen this claim by
stating that “this represents a potential source of confusion, promoting dispersion rather than
convergence of perspectives, and obscuring cumulative research progress on business models.”
Likewise, there has been no established theoretical grounding in economics or in business
studies (Teece 2010, p. 175). Lambert (2008, p. 278) also points out that there is a lack of
consensus regarding definitions and constructs of business models. In agreement with Zott &
Amit & Massa, we are convinced that with the tremendous increase in the number of papers,
conference sessions and workshops on the subject of business models, a common and widely
accepted business language is still to be developed that would allow researchers, who examine
business model, construct through different lenses to draw effectively on each others’ work. We
observe that the academic literature on this topic is fragmented and confounded by inconsistent
definitions and construct boundaries (George & Bock 2010, pp. 83). The scholars frequently
adopt these distinctive and personal definitions to fit the purposes of their studies. As Zott &
Amit & Massa (2010, p. 10) admit, this hampers a cumulative progress. Before we present our

understanding of the term business model (which we present in Chapter 3), let us try to read
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the minds of various researchers and discuss their understandings of the term in the following

section.

Diverging and converging understandings of business model

The term business model appeared for the first time in 1957 in the article “On the Construction
of a Multi-Stage, Multi-Person Business Game” in the journal Operations Research (Bellman
etal. 1957), and in the title and abstract of a paper in 1960, “Educators, Electrons and Business
Models: A Problem in Synthesis” (Jones 1960). Konczal (1975) provided the first indication
on the business model concept. Dottore (1977) talks about an information model that is used as
an aid in business decision making. Konczal and Dottore “can be referred to as pioneers of the
business model concept due to their thematic proximity to today’s understanding of the term”
(Wirtz 2011, p. 30). For more details about historical development of the term business model
readers are encouraged to refer to Wirtz, especially Part A (2011).

Accepting the abstract-level definition of business model as “methodology of how to make
money” (Baatz 1996), we start providing a more detailed description of the term from Timmers
(1998), which is then followed by the different understandings of the term business model by
various researchers.

Definition of Timmers is a pioneering, and a very often cited one. His article is perhaps
“the earliest attempt to construct taxonomy of e-commerce business models” (Gaile-Sarkane
2000, p. 45). He describes and shows the benefits for the businesses, customers, and suppliers.
After providing the definition of business model, he claims that a business model alone is not
sufficient to make clear how it contributes to the business mission of the company within the
model. Hence, the marketing strategy should also be known in order to assess the commercial
viability. So, he puts the business model under the definition of a marketing model. A business
model and the marketing strategy together build the marketing model. He states clearly that
product, service, and information flows belong to a business model. They are offered by an
actor and received by another actor. He defines the role of an actor and the potential benefits
expected from him as well, and also the potential revenue sources as parts of a business model.

The critique to Timmers’ work is that the question whether a value creation occurs is still
open although he provides the revenue source in his definition (Scheer & Deelmann & Loos
2003, p. 9). Moreover, we see “no interaction between the different elements of a business
model since no specific components of a business model are considered.” (Wirtz 2011, p. 35).

He does not necessarily evaluate the viability of the resulting value chain models, but rather
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differentiates these models by examining the degree of innovation and the functional integration
(Petrovic & Kittl & Teksten 2001). He offers a classification scheme for business models for
e-commerce along two dimensions. The first one is the degree of innovation - ranging from
essentially an electronic version of a traditional way of doing business to more innovative
ways, for example by externalizing via the Internet functions that were previously performed
within a company or by offering functions that did not exist before - and the second one is the
functional integration - beginning from single function, e.g., e-shops providing the marketing
function over the Internet, to fully integrated functionality, e.g., value chain integration. This

classification was provided by 11 (Internet) business models. These models can be seen in

Figure 2.1.
Multiple | Value Chain Integrator |
Functions /
Integrated
| Third Party Marketplace |
I Collaboration Platform |
Functional o Virtual Community
Integration Azl |

Value Chain Service Provider |

‘ E-Procurement ‘ ‘ E-Auction ‘

‘ Trust Services
Single Info Brokerage
Function

lower Degree of Innovation higher

Figure 2.1: Classification of Internet business models according to Timmers - The figure rep-
resents 11 (Internet) business models according to Timmers “some of which are nothing but an
electronic re-implementation of traditional forms of doing business, such as e-shops. But many
other go beyond traditional businesses such as value chain integration and seek innovative ways to

add value through information management and a rich functionality”.

Based on the definition of Timmers, new definitions have been derived (e.g., Weill & Vitale
2001, p. 34) defining the term business model as “a description of the roles and relationships
among a firm’s consumers, customers, allies, and suppliers that identifies the major flows of

product, information, and money, and the major benefits to participants.” Similarly, according
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to Rappa (2000, 2007, p. 1), business models are “the methods of doing business, by which
a company can sustain itself, i.e., generate revenue.” Afuah & Tucci’s (2001) business model
definition lies near to Rappa’s: ““...that allows firm to make money...” Linder & Cantrell (2000,
p. 13) define business model as the “core logic that enables the firms to create value for their
stakeholders.” For Magretta (2002, p. 4) a business model is “a story that explains how en-
terprises work.” Zott & Amit (2002, 2004, 2005, 2007, 2008, 2010) emphasize value creation
in their definition: “A business model depicts the content (exchanged goods and information),
structure (the link between transaction stakeholders), and governance of transactions designed
(the control and management of the flows of goods, information and resources) so as to create
value through the exploitation of business opportunities.” According to Petrovic & Kittl & Tek-
sten (2001) “a business model describes the logic of a business system for creating value that
lies behind the actual process.” Auer & Follack (2002, p. 768) share the same view. Haaker
& Faber & Bouwman (2006, p. 646) stress the aspect of network of firms, i.e., “A blueprint
collaborative effort of multiple companies to offer a joint proposition to their consumers.” An-
dersson et al. (pp. 1-2) point out the value exchange aspect in their definition with the exact
statement that “Relations in a business model are formulated in terms of values exchanged be-
tween the actors.” Recently, Casadesus-Masanel & Ricart (2010, p. 195) define the business
model as “... a reflection of the firm’s realized strategy”. Teece (2010, p. 179) claims that “a
business model articulates the logic, the data and other evidence that support a value proposi-
tion for the customer, and a viable structure of revenues and costs for the enterprise delivering
that value.” Another value creation and capture view comes from Smith & Binns & Tushman
(2010, p. 450): “...the design by which an organization converts a given set of strategic choices
- about markets, customers, value propositions — into value, and uses particular organizational
architecture — of people, competencies, processes, culture and measurement systems - in order
to create and capture this value.”

On more concrete grounds and with the view to presenting the well known definitions of

the term business model, in Table 2.1, we present the various definitions of the mentioned term.
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Table 2.1: Definitions of Business Model

Author(s), Year

Definition

Timmers, 1998

The business model is “an architecture of the product, service and
information flows, including description of the various business
actors and their roles; a description of the potential benefits for the
various business actors; a description of the sources of revenues”

(p- 2).

Amit & Zott, 2001

The business model depicts “the content, structure, and gover-
nance of transactions designed so as to create value through the
exploitation of business opportunities” (p. 511).

Weill & Vitale,
2001

“A description of the roles and relationships among a firm’s con-
sumers, customers, allies, and suppliers that identifies the major
flows of product, information, and money, and the major benefits
to participants” (p. 34).

Chesbrough &
Rosenbloom, 2002

The business model is “the heuristic logic that connects technical
potential with the realization of economic value” (p. 529).

Magretta, 2002

Business models are “stories that explain how enterprises work.
A good business model answers Peter Drucker’s age old ques-
tions: Who is the customer? And what does the customer value?
It also answers the fundamental questions every manager must
ask: How do we make money in this business? What is the un-
derlying economic logic that explains how we can deliver value
to customers at an appropriate cost?” (p. 4).

Campanovo &
Pigneur, 2003

“A detailed conceptualization of an enterprise’s strategy at an ab-
stract level, which serves as a base for the implementation of busi-
ness processes.” (p. 4).

Morris et al., 2005

A business model is a “concise representation of how an inter-
related set of decision variables in the areas of venture strategy,
architecture, and economics are addressed to create sustainable
competitive advantage in defined markets” (p. 727). It has six
fundamental components: i) value proposition, ii) customer, iii)
internal processes/competencies, iv) external positioning, v) eco-
nomic model, and vi) personal/investor factors.

Rappa, 2007

Business models are “the methods of doing business, by which a
company can sustain itself, i.e., generate revenue” (p. 1).
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Author(s), Year Definition

Johnson et al., Business models “consist of four interlocking elements that,

2008 taken together, create and deliver value” (p. 52). These are: cus-
tomer, value proposition, profit formula, key resources, and key
processes.

Baden-Fuller & “One role of business model is to provide a set of generic level

Morgan, 2010 descriptors of how a firm organizes itself to create and distribute

value in a profitable manner” (p. 157).

Casadesus- “A business model is a reflection of the firm’s realized strategy”
Masanell & Ricart, (p. 195).

2010

Teece, 2010 “A business model articulates the logic, the data and other evi-

dence that support a value proposition for the customer, and a vi-
able structure of revenues and costs for the enterprise delivering
that value” (p. 179).

Osterwalder & “A business model describes the rationale of how an organization
Pigneur, 2010 creates, delivers, and captures value” (p. 14).

For ready reference, some similar tables may also be found in the research literature, e.g.,
Zott & Amit & Massa (2010, p.15), Baden-Fuller & Morgan (2010, p. 158), Al-Debei &
Avison (2010, pp. 362-363), and Wirtz (2011, pp. 60-63). Having detailed very relevant
visions of the business model, it is now the time to confine the discussion and focus on forming

our understanding of the aforementioned term.

Essential terminologies used in definitions of business model

After observing these varied definitions, one can identify many different terms used as the
main building block in constructing the definition of business model. These terms reflect the
different interpretations of what a business model is or should be, e.g., plan, statement, method,
architecture. We now provide an overview of such essential terms, together with the context
they appear in different studies. This section also serves the purpose of eradicating the confu-
sion of terminology usage (specifically in case of multiple terminologies pointing towards the

same concept).

e Plan: Venkatraman & Henderson (1998) define business model as a coordinated plan
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to design strategy along three vectors: customer interaction, asset configuration, and

knowledge leverage.

Statement: A business model is a statement of how a firm will make money and sustain

its profit stream over time (Stewart & Zhao 2000).

Description: “A business model is a description of a complex business that enables study
of its structure, the relationship among structural elements, and how it will respond in
the real world” (Applegate 2001). “A description of the roles and relationships among
a firm’s consumers, customers, allies, and suppliers that identifies the major flows of
product, information, and money, and the major benefits to participants” (Weill & Vitale
2001). “A description of roles and relationships of a company, its customers, partners and
suppliers, as well as the flows of goods, information and money between these parties
and the main benefits for those involved, in particular, but not exclusively the customer”

(Bouwman 2002, p. 3).

Structure: “A business model depicts the content, structure, and governance of transac-
tions.” (Amit & Zott 2001, p. 511).

Method: The authors in (Afuah & Tucci 2001) use the term method, that stands for a
system made up of components, linkages between the resources to offer the customers

better value than competitors.

Representation: “A business model is a concise representation of how an interrelated
set of decision variables in the areas of venture strategy, architecture, and economics
are addressed to create sustainable competitive advantage in defined markets” (Morris
& Schindehutte & Allen 2005, p. 727). On the similar lines (Shafer & Smith & Linder
2005, pp. 200) define business model as “representation of a firm’s underlying core
logic and strategic choices for creating and capturing value within a value network”. For
(Johnson 2010, p. 22) business model is “representation of how a business creates and

delivers value.”

Architecture: “A business model is nothing else than the architecture of a firm and its
network of partners for creating, marketing and delivering value and relationship capital
to one or several segments of customers in order to generate profitable and sustainable

revenue streams” (Dubosson-Torbay & Osterwalder & Pigneur 2002, p. 8). Timmers
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(1998, p. 4), on the other hand, defines the business model as “an architecture for the
product, service and information flows, including a description of the various business

actors and their roles.”

e Conceptual tool: “A business model is a conceptual tool that contains a set of elements
and their relationships and allows expressing a company’s logic of earning money” (Os-
terwalder 2004, p. 15), whereas (Osterwalder & Pigneur & Tucci 2005, p. 17) take the
business model as a conceptual tool that allows expressing the business logic of a spe-
cific firm. A somewhat similar terminology to defining the business model is used by
(Teece 2010, p. 173), where the notion of conceptual tool refers in the first instance to a

conceptual, rather than a financial, model of a business.

e Pattern: When defining the Business Model in terms of a pattern, (Brousseau & Penard
20006, p. 82) have conceptually used the term pattern as that of organizing exchanges
and allocating various costs and revenue streams so that the production and exchange of
goods or services becomes viable, in the sense of being self-sustainable on the basis of

the income it generates.

e Set: For the authors of (Seelos & Mair 2007, pp. 56-57), “Business model is a set of ac-
tivities, like collaboration with strategic partners, building a quality-focused culture from
the beginning, etc.” Likewise, Laudon & Traver (2008, p. 66) state “a business model
is a set of planned activities (sometimes referred to as business processes) designed to
result in a profit in a marketplace.” Leem & Suh & Kim (2004, p. 78) use the term set,
too: “set of strategies for corporate establishment and management including a revenue

model, high-level business processes, and alliances.”

e System: Amit & Zott (2012, p. 42) define a company’s business model as “a system of
interconnected and interdependent activities that determines the way the company does

business with its customers, partners and vendors.”

Point of interest for this research work in the perspective of business model

Business model description in the context of this research work is basically based on the vari-
ant of business model concept given in the book Business Model Generation written by Oster-

walder & Pigneur in 2010. Before we detail the proposed variation to the definition of business
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model, we briefly discuss the perception of business model by Osterwalder & Pigneur, who

define the term business model as follows (p. 14):

Definition 1. A business model describes the rationale of how an organization creates, deliv-

ers, and captures value.

The motivation to focus on the above definition of business model comes from the fact
that it falls very near to the definition of business model that we propose. A closer look at the
mentioned definition results in the following remark, which, we believe, will help the readers

to grab the crux of our perception.

Remark 1. Osterwalder & Pigneur (2010, p. 15) perceive business model like “a blueprint
for a strategy to be implemented through organizational structures, processes, and systems.”
From their previous works, e.g., Osterwalder & Pigneur (2002), we know that they understand
business models as “the missing link between strategy and business processes.” According
to them, the concept of business model could serve as federator. This is shown in Figure
2.2. Osterwalder; later in his dissertation, amplifies this statement as follows, “it can function
as a conceptual link, forming a triangle between strategy, business organization and ICT.”
(Osterwalder 2004, p. 16).

Planning Strat ICT
level rategy pressure
Architectural Business e-Business opportunities
level Model & change
Implementation Business e-Business process
level Processes adaptation

Figure 2.2: Business model as federator - Business model serving as federator between strategy

and business processes.

They believe “a business model can be described through nine basic building blocks that
show the logic of how a company intends to make money.” The nine blocks cover the four main

areas of a business.

1. Customers (who?)

2. Offer (what?)
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3. Infrastructure (how?)

4. Financial viability (how much?)

The first three areas are adapted from Hagel & Singer (1999) and Markides (1999). These
four areas can be compared to four perspectives of Kaplan and Norton’s works on Balanced

Scorecard (Kaplan & Norton 1996). Table 2.2 presents this relation.

Table 2.2: Four Business Model Areas vs Balanced Scorecard

Business Model Balanced Scorecard

Customers Customer Perspective

Offer Innovation and Learning Perspective
Infrastructure Internal Business Perspective
Financial Viability Financial Perspective

Why the proposed Business Model? A few intuitive questions

We now ask ourselves the following basic questions:

e Why does the mentioned concept lie near to our approach?

Where do we deviate from the concepts detailed in the mentioned work?

What are the reasons for deviation?

What gain do we attain with the proposed deviation?

How generic is the proposed model?

How can the performance of the proposed model be evaluated?

These questions form the basis for this research work, the answers to which will be dis-
cussed over the length of the thesis. However, in this chapter, we elaborate on the most relevant
work to the proposed business model in Table 2.3.

Let us consider Table 2.3, which presents an overview about the nine basic building blocks
proposed by the Osterwalder & Pigneur in 2010. One will agree to the fact that the nine basic
building blocks are a synthesis about the different business model definitions (provided above

also by us) and may consist of the following blocks.
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Table 2.3: Nine Basic Building Blocks

Business Area Building Block Description

Offer Value Propositions The Value Propositions Building Block
describes the bundle of products and
services that create value for a specific
Customer Segment.

Customers Customer Segments The Customers Segments Building
Block defines the different groups of
people or organizations an enterprize

aims to reach or serve.

Channels The Channels Building Block describes
how a company communicates with and
reaches its Customer Segments to de-
liver a Value Proposition.

Customer Relationships The Customer Relationships Building
Block describes the types of relation-
ships a company establishes with spe-
cific Customer Segments.

Infrastructure Key Resources The Key Resources Building Block de-
scribes the most important assets re-

quired to make a business model work.

Key Activities The Key Activities Building Block de-
scribes the most important things a
company must do to make its business

model work.

Key Partnerships The Key Partnerships Building Block
describes the network of suppliers and
partners that make the business model

work.

Financial Viability Cost Structure The Cost Structure describes all costs
incurred to operate a business model.

Revenue Streams The Revenue Streams Building Block
represents the cash a company gen-
erates from each Customer Segment
(costs must be subtracted from revenues

to create earnings).
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In this section, we provided a detailed discussion over diverging and converging under-
standing of business model. We also identified essential terminologies used in definitions of
business model. We concluded this section by highlighting the need for improvements, which

Jforms the basis for our research work.

2.2.2 Strategy

Strategy states how business should be conducted to achieve the desired goals. It is assumed
that without strategy the business management has no roadmap for guidance. Thus it may be
taken as core business management function. For successful business management, strategy
needs to be frequently reviewed. With the view to elaborating on this important concept, we

refer to a well written document by Fred Nickols (2011) on the definition of strategy.

Definition 2. Strategy comes from the Greek strategia, meaning “generalship” (A Greek-
English Lexicon 1940, p. 600). It refers to the art of distributing and applying means to
fulfill the end of policy.

The research literature contains various definitions of the term strategy. In the following,
we present a few established of them.

According to Hart (1967), strategy is “the art of distributing and applying military means to
fulfill the ends of policy.” In this definition, we can easily observe the term “war”. The reason
for this is that the concept strategy has been borrowed from the military. Hence, Hart discusses
wars and battles throughout history in his work. It would be better to delete the term “war”
from his definition in order to use the strategy concept for our purpose.

Steiner (1979) stresses the following points for the definition of the concept:

e Strategy is that which top management does that is of great importance to the organiza-

tion.

Strategy refers to basic directional decisions, that is, to purposes and missions.

Strategy consists of the important actions necessary to realize these directions.

Strategy answers the question: What should the organization be doing?

Strategy answers the question: What are the ends we seek and how should we achieve

them?
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Mintzberg (1994a, p. 111) points out that a strategy can be deliberate but also be emergent,
i.e., “strategies can develop inadvertently, without the conscious intention of management,

often thorough a process of learning.” He defines strategy as follows (1994b):
e A plan, a how, a means of getting from here to there.

e A pattern in actions over time, e.g., a company that regularly markets very expensive

products is using a high end strategy.

e A position, i.e., it reflects decisions to offer particular products or services in particular

markets.
e Perspective, i.e., vision and direction.

Andrews (1997, p. 52), like Mintzberg, emphasizes the terms pattern, plan, and perspective
in his definition as follows: Corporate strategy is the pattern of decisions in a company that
determines and reveals its objectives, purposes, or goals, produces the principal policies, and
plans for achieving those goals, and defines the range of business the company is to pursue, the
kind of economic and human organization it is or intends to be, and the nature of the economic
and noneconomic contribution it intends to make to its shareholders, employees, customers.
and communities. He also shows the difference between “corporate strategy” and “business
strategy”.

Like Seddon et al. (2004, p. 433), we would also like to give seven quotations from Porter

(1996, 2001) capturing the gist of the Harvard Business School’s thinking on strategy.
1. “Competitive strategy is about being different.” (Porter 1996, p. 64)

2. “Strategy is the creation of a unique and valuable position, involving a different set of

activities ... different from rivals.” (Porter 1996, p. 68)
3. “Strategy is making tradeoffs in competing.” (Porter 1996, p. 70)

4. “Strategy defines how all the elements of what a company does fit together.” (Porter

2001, p. 71)

5. “Operational effectiveness and strategy are both essential to superior performance, which,
after all, is the primary goal of any enterprise. But they work in different ways.” (Porter

1996, p. 61)
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6. “Operational effectiveness means performing similar activities better than rivals perform

them.” (Porter 1996, p. 62)
7. “Strategy involves continuity of direction.” (Porter 2001, p. 71)

One may clearly conclude that it may potentially be a challenging job to provide clear
differentiation between the terms strategy and business model. This can also be seen in the
observable grey areas in provided definitions of these terms. Thus in the following section, we
make an effort to differentiate between the two.

For more on the definition of strategy, readers are encouraged to refer to Nickols (2011).

2.2.3 Business Model vs Strategy

Magretta (2002, p. 6) points out the fact that “A business model isn’t the same thing as a strat-
egy, even though many people use the terms interchangeably today.” To show the problematic
distinction between business model and strategy, Magretta (2002, p. 8) states, “Today, ‘busi-
ness model’ and ‘strategy’ are among the most sloppily used terms in business; they are often
stretched to mean everything - and end up meaning nothing.”

Besides his various managerial approaches, Porter (2001, p. 73) points out also this vague
and confused issue: The definition of business model is murky at best. Most often, it seems to
refer to a loose conception of how a company does business and generates revenue. Yet simply
having a business model is an exceedingly low bar to set for building a company. Generating
revenue is a far cry from creating economic value, and no business model can be evaluated
independently of industry structure.

Seddon et al. (2004, p. 428) ask the question, which is pictorially given in Figure 2.3, i.e.,
“In terms of the Venn diagrams in the figure below, which is more correct: A, B, C, D or E?”

They cannot come up with a unique diagram as an answer to their question. The answer
depends more on the sets of concepts discussed by the experts on business models and the
experts on strategy. Depending on the expert whose concept is used, the answer can be either
A or B or C, etc.

A short review of the literature and examining leading authors’ definitions of both terms
show a lot of overlaps between these two terms. Indeed, “They talk about similar issues, but
on a different business layer.” (Osterwalder 2004, p. 17).

As the terms are commonly used, strategy seems more concerned with competitive posi-

tioning, whereas business models are more concerned with the “core logic” (Linder & Cantrell
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Strategy

Business
Model

Strategy

Business
Model

Business
Model

Figure 2.3: Possible overlaps between strategy and business model - The figure represents dif-
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ferent possibilities of overlapping in defining strategy and business model. As can be seen, there

are many answers to the question asked by Seddon et al.

2000) that enables the firms to create value for their stakeholders. It may be the case that people
from an information technology background tend to use the term business model more often
than those from a management background, who use strategy (Seddon et al., 2004 p. 428).

If we have a look at the definitions of “strategy” given in the earlier section and literature,
e.g., Chandler (1962, p. 13), Andrews (1971), Itami (1987), we can easily see that these
definitions have much in common. Phrases such as “long-term goals” and “major policies”
suggest that strategy has to do with the big decision a business organization faces, the decisions
that ultimately determine its success or failure. The idea that strategy “defines ... what kind of
company it is or should be” suggests that strategic decisions shape firm’s competitive persona,
its collective understanding of how it is going to succeed within its competitive environment
(Besanko & Dranove & Shanley 2000, pp. 1-2).

Seddon et al. (2004) compared these two terms by choosing Magretta (2002), Weill &
Vitale (2001), Applegate (2001), Linder & Cantrell (2000), which were also given by us and
are broadly representative of much of the literature on business models, to decide if business
models are different from Porter’s strategy. At the end of their study, they conclude that viewing
the business model as abstract representations of some aspects of various firms’ strategy results
that a firm’s strategy is unique to that firm because it is always firmly anchored in its own
particular competitive environment. “A business model can be conceived as an abstraction of

a firm’s strategy that applies to more than one firm.” (Seddon et al. 2004, p. 440). This is
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consistent with Magretta (2002).

Magretta’s statement (2002, p. 6), “Business models don’t factor in one critical dimension
of performance: competition. Sooner or later - and it is usually sooner - every enterprise
runs into competitors. Dealing with that reality is strategy’s job.”, combined with Magretta’s
definition of business model given also in our work results that the diagram D would appear to
be the best description of Magretta’s view of business models: a business model is a subset of
Porter’s conceptualization of strategy.

Summing up the above arguments Seddon et al. (2004, p. 440) give the following defini-
tion: A business model outlines the essential details of a firm’s value proposition for its various
stakeholders and the activity system the firm uses to create and deliver value to its customers.
If Porter (1996, 2001) is used to define strategy, a business model may be defined as an abstract
representation of some aspect of a firm'’s strategy. However, unlike strategy, business models
do not consider a firm’s competitive strategy.

The view of Tikkanen et al. (2005, pp. 793-794) is like Linder & Cantrell’s (2001, p. 13-
14) state. According to them, “The function of the strategy is to give meaning and direction to
the development of the company’s business model.” Hence, they see strategy ‘““as the compre-
hensive pattern of a company’s actions and intents, binding together all the components of the
business model.”

According to Shafer & Smith & Linder (2005, p. 203) one can consider something that a
business model is not: a strategy. To illustrate the difference between a strategy and a business
model, they use the metaphor of a construction of a custom home. At the beginning, the
architect consults with the future homeowners to understand how they envision their home
finished and creates a design to fulfill their vision. The claim here is that this corresponds to
the strategy. Subsequently, the architect prepares a detailed floor plan based on the choices
made during the design process, and this corresponds to a business model. So, a business
model can be used to help analyze and communicate strategic choices.

Richardson (2008), like Shafer & Smith & Linder (2005, p. 203), claims that a business
model is not a strategy. Moreover, it helps to “simplify and clarify the fit between the elements
of execution and the strategy.” Business model explains how the activities of the firm work
together to execute the strategy.

According to Teece (2010, p. 172), a business model defines how a firm delivers value

to customers, entices customers to make payments, and converts customers payments to pI‘Of—
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its, and is more generic than a strategy (2010, p 179). This means a business model can be
associated with several strategies.

Recently, Casadesus-Masanell & Ricart (2010) argue that a firm’s business model is a re-
flection of its realized strategy. Little is gained from separating the concepts when strategy
maps one-to-one onto business model, which is observed in simple competitive situations.
The substantive difference arises when the firm’s contingent strategy calls for business model
modification. They distinguish and relate the concepts strategy, business model and tactics as

follows:

e Business model refers to the logic of the firm, the way it operates and how it creates

value for its stakeholders.

e Strategy refers to the choice of business model, through which the firm will compete in

the marketplace.

e Tactics refers to the residual choices open to a firm by virtue of the business model it

chooses to employ.

They developed a generic two-stage process framework, which integrates these three con-
cepts as depicted in Figure 2.4. They give the analogy of a car to make their concept to be
understood easier, i.e., the design and the building of the car as representing strategy; the car

itself as the business model; and the driving of the car as the available set of tactics.

Strategy stage Tactics stage

[ B ]
Stage 1 Stage 2

I I

I I
Firm chooses the Tactical Choices
Business Model made from amongst
through which it those available,

intends to compete. depending on

business model
choice at first stage.

Figure 2.4: Generic two-stage competitive process framework - The figure represents that the
object of strategy is the choice of business model, and the business model employed determines the
tactics available to the firm to compete against, or cooperate with, other firms in the marketplace.
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Also Dahan et al. (2010, p. 328) distinguish a business model from a strategy. According
to them, “a strategy can broadly be understood as a description, plan or process for how to
move from the current situation to a desired future state.” In contrast to that, “a business model
is a description of a state.”

George & Bock (2011, p. 102) compare the two concepts as depicted in Table 2.4. Ac-
cording to them, “implementing a business model may generate organizational change, but the

busines