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Re-Engineering of Marketing for SMEs in Energy Market 

through Modelling Customers’ Strategic Behaviour 

Subhranshu Pattnaik 

Abstract: In recent years, the energy market has seen an increase in small and medium enterprises (SMEs) 

participating in the sector and providing relevant services to customers. The energy sector SMEs need to 

acknowledge whether reengineering their marketing strategy by modeling customers’ website behavior 

could enhance their digital marketing efficiency. Web Analytics refers to the extracted data of customers’ 

behavior from firms’ websites, a subclass of big data (big masses of uncategorized data information). This 

study aims to provide insights regarding the impact that energy SMEs’ web analytics has on their digital 

marketing efficiency as a marketing reengineering process. The paper’s methodology begins with the 

retrieval of behavioral website data from SMEs in the energy sector, followed by regression and 

correlation analyses and the development of simulation models with Fuzzy Cognitive Mapping (FCM). 

Research results showed that customer behavioral data originating from SMEs’ websites can effectively 

impact key digital marketing performance indicators, such as increasing new visits and reducing organic 

costs and bounce rate (digital marketing analytics). SMEs in the energy sector can potentially increase 

their website visibility and customer base by re-engineering their marketing strategy and utilizing 

customers’ behavioral analytic data. 

Keywords: re-engineering of marketing; digital marketing; big data applications in energy systems; big 

data in energy markets; digitalization; energy market; customer behavior; regression analysis; FCM 

simulation 

Introduction 

The constantly changing context of the market nowadays often challenges businesses and leads many of 

them to adverse financial situations. From this status, small and medium enterprises (SMEs) are in more 

danger than bigger organizations. Especially in markets where a few big companies dominate, such as the 

energy sector, SMEs should focus on more innovative methods to attract customers. This can be achieved 

by offering more flexible electronic services (e-services) and by better understanding their customers’ 

behavior. For this to happen, a constant process of digitization and digital transformation is required. 

Digitization refers to creating a digital representation of physical objects or attributes [1]. Digitalization 

refers to enabling or improving processes by leveraging digital technologies and digitized data. Therefore, 

digitalization presumes digitization. Digital transformation is business transformation enabled by 

digitalization [1]. Digital transformation tactics of a pre-digital entity are based on searching for an 

innovative digitization strategic plan and establishing a flexible framework in which installments 

between understanding and con- ducting with a service provider are entangled, according to Chanias et 

al. [2]. Skogland [3] investigated how a corporation with an institutional plan to enhance corporate 

digital transformation might create a new notion of customer engagement. Once the view that 

marketing is primarily a corporate strategy that places consumer happiness at the center of the decision-

making system is accepted, the importance of marketing reengineering could be seen as a highly 

favorable option [4].  
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Businesses should seek to obtain an improved comprehension of the links among the digitalization 

and sustainability transformation and connected macroscale emerging advancements (e.g., blockchain 

technologies) and cultural patterns (e.g., personal data protection, electricity preference, and local 

government preferences) [5]. In this way, more possibilities would arise for firms to harvest and 

increase their digital marketing efficiency by re-engineering core marketing procedures. The surge of 

skeptical inquiry and consciousness about the institutional function of marketing has corresponded 

well with the birth of a revolutionary unique management strategy, the process of re-engineering [4]. The 

basic idea of re-engineering argues that the emerging economic perspective requires companies to 

embrace significant, if not transformational, different insights into their activities [6]. 

Several electronic-commerce (e-commerce) and e-service businesses, in addition to the economy’s largest 

competitors, function as small and medium-sized enterprises (SMEs). These are frequently developed by 

small parties of relatives, associates, families, or indi- viduals, and are enlarged and refined throughout 

time [7]. They make the consumer feel at ease by using their particular e-service offering approach, 

which is very customizable. The bulk of service firms are in the SME market, which means they have 

reduced economic resources to implement expensive reforms. SMEs’ sustainability revolution is enabled 

and constrained by digital transformation. 

Analysts predict a comeback in carbon levels and an upsurge in electricity consump- tion, aided by 

extremely cheap worldwide resource costs [8]. Given that the energy sector, both generation and 

consumption, accounts for 75% of the European Union’s (EU) carbon emissions, measures are needed to 

minimize such a recovery all over the market, notably in buildings/heat, industry, and transportation [9]. 

In this context, following energy efficiency policies, customers may search for alternative and innovative 

services provided by energy SMEs that could limit energy consumption and provide engaging services 

[10]. SMEs that have correctly created their web pages, arranged an e-commerce platform, and a good 

delivery network are among many that may expand and earn an appropriate income regardless of 

global energy issues. E-commerce has established a doorway into the market, a method to make even 

the most mundane transactions. Customers began to purchase increasingly more under the constraints 

of e-markets, with the context of e-commerce being altered remarkably [7]. 

During the time customers spend on SMEs’ websites, they create digital traits that sum up their 

behavior. That information originated from website usage data, belonging to the wider field of big data, 

and can either reflect single-user or aggregated data. Big data is described as a massive quantity of 

unordered data [11]. Marketers should construct and methodically process substantial quantities of 

information in an attempt to obtain aware- ness from them [11]. Web analytics is a category of big data 

that can be created by webpage visitors by performing online searches [12]. This process can be defined 

as collecting and analyzing customer behavior on a firm’s website so that firms can gain a better under- 

standing of the interrelations between website visitors and company webpages [13]. Web analytics are 

critical success factors that are derived from commercial websites, converted, and filtered in a quantitative 

manner [14]. 

The paper’s structure is organized accordingly, with Section 1 including the literature review; Section 2 

analyzing the extraction of customers’ behavioral data and settling research hypotheses; and Section 3 

showing the outcomes of the regression and correlation analysis, as well as the Fuzzy Cognitive 

Mapping (FCM) model that was developed for supporting the study’s findings. FCM models 

represent a modeling process that provides fuzzy stationary variances to all included factors by 

applying factor relationships to the system. Lastly, Section 4 presents the discussion of the performed 

analyses’ results, as shown in the previous section, and Section 5 elaborates on the research’s 

conclusions.  

Energy Markets, SMEs, and Digitalization 

SMEs are critical to economic systems, especially those in emerging nations. SMEs support a large 

proportion of corporations worldwide and are critical for job establishment and worldwide financial 
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advancement. SMEs account for approximately 90% of enterprises and hire over 50% of the global 

workforce [15]. SMEs do have high possibilities for energy savings, namely 37%, according to Richert 

[16], due to their versatility, direct engagement, and instant staff influence [17]. 

Concerning the energy markets, multiple innovations have been proposed to lower energy costs for 

customers through online approaches [15]. Other developments utilized scheduling methods to improve 

household electricity consumption and increase customers’ preferences and comfort [16]. Another notable 

fact is the advanced energy-saving method, which is plain and can be quickly embraced by SMEs all 

over the world, and was aided by the digitalization context, ultimately contributing to enhanced employee 

engagement and improved customer behavior while constructing areas [17]. 

The digitalization trend has exerted a significant beneficial influence on the growth of e-commerce [18]. 

E-commerce refers to completing commercial activities via the internet, and webpages serve as the 

platform for such operations [19]. Webpages are growing into essential platforms for merchants all 

over the globe, and via them, electronic shops give accurate data, as well as establish trustworthy and 

protected information tools to ensure a satisfying service-providing process and supply [20]. SMEs’ 

sustainability is being driven by flexible e-services and smart gadgets [21]. The same applies to SMEs in 

the energy sector. Customers are increasingly aware of new services and innovations, as a result of 

technological advancements, and it is becoming increasingly challenging to engage them via 

conventional advertising [22]. Based on the energy market, service-oriented firms might utilize a variety 

of tools and services targeted at digitalizing operations. Digitalization of service procedures 

necessitates vast amounts of data processing, connectivity, and database server needs, as well as the 

prospect of digital isolation of some client segments [23]. 

Through the digitalization framework, energy SMEs could harvest any available customer behavior data 

at their disposal to efficiently segment their client base. 

Customers’ Behavior in Energy Markets through Web Analytics 

SMEs should pay more attention to activities that enable technological advances to boost 

organizational performance [24]. Consumers engage with e-services through websites, selecting 

personal characteristics of the arranged services they wish to purchase, and afterward, selecting the 

technique of payment and business operations [25]. The value of e-services is largely determined by 

how the e-service company’s webpage is organized, how it functions, how rapidly a provided service 

is offered, and what the outcome of the e-service requirement procedure is [26]. 

Due to the high demand of the energy market’s service sectors, regarding power supply and 

supplementary services, customers are searching the world wide web for sustainable and beneficial 

alternatives. Through these quests, websites carry a plethora of web data concerning customers’ 

behavioral information. As referred to above, web analytics reflects the behavior of website visitors, 

which can adequately indicate customers’ preferences for energy SMEs’ services. Hence, the analysis 

of such behavioral data is necessary for the sustainability of firms in highly competitive markets, such 

as the energy one. Utilization of customers’ behavior over firms’ websites has been proven capable 

of providing valuable information for enhancing their digital marketing campaigns and sustainability 

[27]. 

Moreover, customers’ behavior metrics have been strategically harvested by other sectors, such as the air 

forwarding and airline industry, leading to higher profitability and sustainability [28,29]. Most recently, the 

behavior of website customers of decentralized and centralized payment networks has been a key 

implication in improving their marketing strategies’ efficiency [30]. At this point, the authors tend to 

exploit customers’ website behavioral patterns to present a potential way for energy SMEs to enhance 

their digital marketing efficiency and corporate performance.  

 

Benefits from Re-Engineering of Marketing for SMEs 

Customers expect a progressively increasing quality of service that corresponds to their rising 

expectations. A portion of small businesses have started to recognize that greater quality of consumer 

service influences the performance of the offered services, allowing them to compete in the sector. 
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Numerous consumers make purchasing decisions based on cost, although many of them value the standard 

and value of customer experience more [31]. According to Pires et al. [32], the massive portion of 

information produced as a consequence of activity digitalization necessitates the development of the latest 

experience and understanding and the ability to endorse decision-making, problem-solving, and 

procedure improvement. 

Effective execution of digital transformation is heavily based on the capabilities of the firms’ 

employees [7]. Vital changes in organizations’ strategy, based on marketing and customer data, provide 

better corporate performance [33], underlining the strong bond between marketing activities and re-

engineering decisions. The design and implementation of efficient business processes in an intensive 

marketing environment with high customer expectations, such as the energy sector, are extremely 

important in achieving the required business performance and sustainability [34]. 

Furthermore, re-engineering marketing strategies to adopt IT tools and implement strategic planning 

can increase firms’ effectiveness, sustainability, and adaptability [35]. A plethora of potential 

advantages arise from implementing and adopting customer be- havioral data in improving 

businesses’ digital marketing efficiency as a novel market- ing re-engineering process. The authors 

focus on identifying whether adjusting various customer behavioral web metrics could aid the 

improvement of key digital marketing efficiency metrics. 

Related Literature and Research Motivations 

Adaptable and innovative e-services, based on essential and efficient operations and procedures, are at the 

center of client engagement and successful preservation. The focus on specialty tasks (including the 

specialized marketing team) is key to re-engineering thinking, which is motivated by an inter-functional, 

interdisciplinary viewpoint. Re-engineering emphasizes the importance of flexible, inter-functional 

organizations that continually grow and restructure to deal with contextual unpredictability and rising 

market competition [4]. For SMEs, re-engineering and improving the efficacy of their digital marketing 

strategy is vital due to their competitive environment and declining market share. 

Whilst digital innovations serve an essential role in allowing novelty in service supply operations, 

assessing their influence on service features and interactions between the service provider and consumer 

remains highly important [36]. Firms that have yet to position themselves in a digital world must digitalize 

their existing services as quickly as feasible. Multiple advantages for businesses’ marketing tool arsenals, 

particularly for SMEs, provide the capitalization of all types of big data [37] (such as web analytics), 

which may aid in trend re-engineering. Establishing techniques and approaches to enhance information 

systems for services that may aid in the administration and implementation of re-engineering activities 

connected to service development and operations management has been and will continue to be a 

continuous process [38]. 

Digitalization may assist in transforming a tangible organization into one that includes digital principles, 

greater interactions, and clients [39]. Company and construction planning are required to accomplish 

digital transformation because they augment one another, concealing constraints that could each be 

accomplished individually, which should be considered in other concepts which only fixate on the 

institution, facilities, or transformation monitoring [39]. 

Throughout the reviewed literature, a research gap can be discerned over the potential advantages of 

modeling website customers’ behavior in favor of SMEs’ performance. More specifically, more light 

should be shed on the usage of customers’ behavioral data to re-engineer the marketing activities for 

SMEs in the energy sector to accomplish the refinement of their digital marketing results. Through 

modeling the website behavior of their customers (web analytics), energy SMEs could obtain 

valuable information for adjusting their digital marketing plan and enhancing their efficiency. In this 

way, they will be able to attract more potential customers and reduce their marketing costs by re- 

engineering their marketing procedures. The overall theoretical framework is depicted in Figure 1. 
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Figure 1. Theoretical Framework of Energy Companies’ Digital Marketing activities. 

Materials and Methods 

Sample Selection and Data Availability 

For the analysis to be performed, the authors should define the SMEs that will form the sample for the 

analysis. Some of the most innovative SMEs in the energy market consist of our study’s sample. 

Innovation in energy-related services is not common, leading to the projection of a small number of SMEs. 

So, we collected data from five innovative energy SMEs’ websites [40] during a period of 90 days of 

observation. This information, known as website analytics, is a representative factor of customers’ 

behavior on SMEs’ websites. For this reason, we examined the gathered website analytics as indicators 

of customers’ digital behavior and elaborated through Fuzzy Cognitive Mapping simulation. Hence, 

daily values of web analytic metrics form the study’s variables, such as websites’ new and total visits, 

organic traffic and keywords, bounce rates, traffic sources, average time on site, and pages per visit (Table 

1). The referred website data were collected from online platform applications that collect and provide 

usage rates and behavioral data of website visitors through payment. For research reasons, the Semrush 

platform [41] was selected to collect these data due to its data variety and availability. This dataset will 

undergo extensive statistical and simulation analysis to produce efficient results to support energy SMEs’ 

need to re-engineer their core activities for the marketing orientation. 

Research Hypotheses 

In this phase of the paper, the main research hypotheses are presented, followed by extensive analysis. 

Re-engineering core business activities has been proven to be quite beneficial in various sectors. This 

raises the question of whether utilizing big data in enhancing digital marketing activities and thus re-

engineering SMEs’ activities to marketing is beneficial. To assess the efficiency of the marketing re-

engineering process, SMEs in the energy sector should capitalize on their customers’ behavior and how 

they affect important factors of digital marketing activities, such as organic traffic, organic costs, new 

visits, and website bounce rates. For this purpose, five key research hypotheses are gathered, aiming to 

point the direction of the study to highlight the marketing re-engineering process by analyzing customers’ 
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website behavior. The research hypotheses are presented below: 

The first research hypothesis is based on the concept of whether a marketing re- engineering process could 

enhance the website efficiency of energy SMEs. We aim to answer if SMEs in the energy sector could 

attract more visitors to their websites by improving their digital marketing activities via a neat marketing 

re-engineering process. 

H1. “Re-engineer SMEs’ digital marketing activities would impact positively the attraction of new potential 

customers”. 

Next, the second hypothesis relies on the fact that by re-engineering the core processes of marketing, 

visitors to SMEs’ websites could tend to abandon them less. So, for SMEs in the energy market, 

knowing that the abandonment rate of their website is affected by the re-engineering of marketing 

processes could potentially benefit them. 

H2. “The tendency of customers to abandon an energy SMEs’ website depends on how well their 
digital marketing activities are re-engineered”. 

The third hypothesis of this paper concerns the costs related to organic marketing campaigns for 

energy SMEs and how re-engineering their activities could assist. SMEs should acknowledge 

whether re-engineering their digital marketing activities could help them control and reduce the cost 

of organic marketing campaigns. 

H3. “The re-engineering of digital marketing activities influences the marketing campaign costs of energy 

SMEs”. 

Having analyzed the SME’s website performance through the re-engineering of their digital marketing 

activities, our focus should be shifted to whether the use of big data represents the variation of re-

engineering trends. If SMEs could collect and analyze big data from their websites with ease, their 

corporate performance could be boosted, given the fact that big data was enabling the promotion of 

re-engineering trends. 

H4. “Big Data can impact the promotion of re-engineering trends”. 

In the final hypothesis (H5), the usage of data modeling is examined through its role as a useful Decision 

Support System (DSS) for re-engineering procedures. To examine this hypothesis, the authors performed 

the simulation analysis by utilizing a well-known Deci- sion Support System (DSS) and examined the 

validity of its results, under the appropriate outcomes that would constitute in favor of re-engineering 

procedures. 

H5. “Data modeling could stand up as a Decision Support System (DSS) by aiding re-engineering 
procedures”. 

 

Results 

Regression Analysis 

In the results section, the research hypotheses are confirmed or denied through statis- tical analysis. More 

specifically, the authors utilized correlation and regression analysis. In Table 2, the most important 

descriptive figures have been deducted to provide a first image for the paper’s main variables (mean, min, 

max, and std. deviation). Before the following statistical analyses, the authors validated the adequacy of the 

study’s variables by ensuring that data follow the normal distribution with Shapiro–Wilks’ statistics having 

p-values over the level of significance (0.05) [44]. Next, in Table 3, the correlation analysis can be seen, 

which was conducted based on Pearson’s correlation coefficient [45]. From the presented correlations 

below, it becomes obvious that there is a strong connection among the digital marketing efficiency variables 

of organic traffic, organic costs, paid traffic, and new visits. 

Moving to Table 4, our first linear regression is deployed with organic traffic as the dependent 

variable. Each performed linear regression included all the referred digital marketing analytics as 

independent variables, with the ones that had the higher significance rate being depicted in the following 
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tables. The regression is not verified overall, despite the high R2 = 0.870, since its p-value is 0.572 > a 

= 0.05. None of the independent variables affect the organic traffic dependent variable significantly (p-

value < a = 0.05). On the contrary, in Table 5, the linear regression of new visits is verified overall with 

R2 = 1.00 and p-value = 0.001 < a = 0.01. Each of the independent variables significantly affects the 

new visits’ variable with p-values all below the levels of significance, a = 0.01 or 0.05. Energy SMEs’ 

new visit dependent variable variates up to 2.347 from direct traffic, 0.579 from referral traffic, 1.934 

from paid traffic, 0.248 from social traffic, and 0.338 from search traffic. This means that for every 

1% increase in direct, referral, paid, social, and search traffic, new visits increase by 234.7%, 

decrease by 57.9%, decrease by 193.4%, increase by 24.8%, and decrease by 33.8% accordingly. 

Through these regressions, we can verify our first research hypothesis, which means that energy 

companies could re-engineer their digital marketing activities to attract more new customers. 
 

Moving to Table 6, we can see that the regression of SMEs’ website bounce rate is in total verified 

with p-value = 0.000 < a = 0.01 level of significance and R2 = 1.00. All of the independent variables 

of digital marketing analytics are significantly impacting the dependent variable of bounce rate with p-

values below a = 0.01. Energy SMEs’ website bounce rate variates up 

to  

0.893 from referral traffic, 0.612 from social traffic,  

0.143 from average time on site,  

0.587 from new visits, and 1.053 from total visits. For every 1% increase in the referral traffic, social 

traffic, average time on site, new visits, and total visits, the bounce rate decreases by 89.3%, increases 

by 61.2%, decreases by 14.3%, decreases by 58.7%, and increases by 105.3%, respectively. This 

means that the paper’s second hypothesis is verified, and it is proven that customers tend to abandon 

an energy SMEs’ website depending on the re-engineering development of their digital marketing 

activities. 

At last, in Table 7, we can see the outputs of organic costs’ regression, where there is no overall 

verification since its p-Value is above a = 0.05 significance level (0.508). Moreover, none of the 

independent variables of the digital marketing analytics significantly affect organic costs, with p-values > 

a = 0.05. Energy SMEs’ organic costs vary up to 0.287 from referral traffic, 0.041 from social traffic, 

0.218 from average time on site, 0.681 from new visits, and 0.042 from total visits. Every 1% increase in 

the referral traffic, social traffic, average time on site, new visits, and total visits, causes organic costs to 

decrease by 28.7%, decrease by 4.1%, decrease by 21.8%, increase by 68.1%, and decrease by 4.2%, 

accordingly. Hence, the third research hypothesis of the study is rejected, meaning that energy SMEs’ 

marketing campaign costs cannot be reduced by reengineering digital marketing activities. 

Exploratory Model Deployment 

In the paper’s next phase, the authors performed and examined three scenarios for enhancing the 

performance of energy companies’ marketing outcomes in various key metrics by adjusting the analytic 

factors of their websites.   By performing the previous stage, the regression and correlation analysis, the 

authors discerned the factors that mostly affect key variables in estimating energy SMEs’ re-engineering 

efficacy, such as their website traffic, the abandonment rate, and the costs needed for supporting SEO 

campaigns. The FCM simulation analysis is based on the regression and correlation coefficients of 

variables and will be used to present the immediate impact and course of the digital marketing performance 

indicators. 

Fuzzy Cognitive Mapping (FCM) is a conceptual analysis and a parametric method of mind mapping in 

which stationary frameworks portraying information can be established by specifying different 

parameters, both positive and negative relationships among factors, and the extent of connection that a 

factor has with others. For this purpose, we utilized the online platform application of MentalModeler 

[46], where the FCM modeling tool is available for use. FCM explanatory modes are built on the 

configuration of mind mapping and use graphical representations and diagram analyses to compare the 

factors in a system. Such concepts can be employed to simulate a framework with several factors and 

to map the relationships among the factors as well as the system [47]. 

The FCM provides a holistic examination of the industry since it incorporates the statistical analysis 
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of the sector. It can provide optimization scenarios in comparison to the whole industry.  This aspect is 

very useful for startups since the implementation of such a method could provide useful insights for 

the acquisition of competitive advantage [48]. The referred examination of the sector can be seen in the 

deployed FCM model in Figure 2. 

 

 
 

Figure 2. Deployment of Fuzzy Cognitive Mapping Model from extracted Web Analytic metrics [46]. 

Source: www.dev.mentalmodeler.com (accessed on 16 June 2022). 

Much software deals with Fuzzy Cognitive Maps modeling, although the oversized funding of 

established value scientists resulted in the development of website-based editors. Such software is used 

not only for modeling but also for deploying multiple scenarios. The existence of such editors enables a 

multitude of researchers to contribute to the development of their scientific works. Each software has 

negatives and positives, FCM has the limitation of not being able to signal specific points. For this 

reason, it was deemed necessary, in order to understand the results of the research, to highlight them 

with a painting program (https://www.gimp.org/ (accessed on 23 October 2022)). 

Increasing/Decreasing Customer and Traffic Analytics 

During the scenarios of the Fuzzy Cognitive Mapping modeling, the hyperbolic tangent function [49] 

was used due to its effectiveness and robustness in simulating and estimating mapping processes and 

measurement of similarity [50]. To estimate the direct effect of SMEs’ web analytics on the digital 

marketing performance metrics of their websites, we created four scenarios. In the first scenario, all web 

analytic metrics were decreased by 10% and then increased by 10%, to observe the variation caused to 

key metrics such as energy SMEs’ websites’ new visitors, organic campaign costs, and traffic, and 

also their bounce rate. So, in Figure 3 and Table 8, we can see the overall course of these metrics is 

cathodic since all metrics appear to have reduced values. Organic costs are decreased the most with a 

decrease of 27% (point 1, Figure 3), which is a positive outcome in terms of digital marketing 

performance, organic traffic is reduced by 21% (point 2, Figure 3), new visits by 12% (point 3, Figure 
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3), and bounce rate by 10% (point 4, Figure 3), which is also a good sign of digital marketing efficiency. 

 

 

 

Figure 3. Impact of decreasing energy SMEs’ website analytics [46]. Source: www.dev.mentalmodeler. 

com (accessed on 16 June 2022). 

Table 8. Outcomes of hyperbolic tangent function from decreasing 

SMEs website analytics. 

 

 

Referral 

Traffic  −10% Average Time on Site  −10% Total Visitors −10% 

Customer Analytics −10% 

Traffic Source −10% 

Paid Traffic −10% 

Search Traffic −10% 

On the other hand, by increasing all customer and traffic analytics by 10%, we get the exact opposite 

results, meaning increases in organic costs, traffic, new visits, and bounce rate by 27% (point 1, Figure 

4), 21% (point 2, Figure 4), 12% (point 3, Figure 4), and 10% (point 4, Figure 4), accordingly (Figure 

4 and Table 9). This time, an increase in all analytics leads to an enhancement of organic traffic and 

new visits to SMEs’ websites but to a deterioration of organic costs (increase) and bounce rate (increase), 

Components Applied Variation Organic Costs Organic Traffic New Visitors Bounce Rate 

Social Traffic −10% 

Direct Traffic −10% 

Pages per Visit −10% 
Decrease of 27%

 

 
 
 
 

Decrease of 21% 

 
 
 
 

Decrease of 12% 

 
 
 
 

Decrease of 10% 

 

9

http://www.dev.mentalmodeler.com/
http://www.dev.mentalmodeler.com/


metrics that show improvement when kept at low values. To obtain further insights regarding the optimal 

strategy for energy SMEs’ digital marketing performance and provide reasons for re-engineering their 

marketing procedures, the authors deployed more FCM scenarios by adjusting both traffic and customer 

analytics in different volumes. 

 

 

 

Figure 4. Impact of increasing energy SMEs’ website analytics [46]. Source: www.dev.mentalmodeler. 

com (accessed on 16 June 2022). 

Table 9. Outcomes of hyperbolic tangent function from increasing 

SMEs website analytics. 

 

 

 

 

Components Applied Variation 

Social Traffic 10% 
Referral Traffic 10% 
Direct Traffic 10% 

Average Time on Site 10% 
Average Pages per Visit 10% 

Total Visitors 10% 
Customer Analytics 10% 

Traffic Source 10% 
Paid Traffic 10% 

Search Traffic 10% 

 

Organic Costs Organic Traffic New Visitors Bounce Rate 

 
 
 
 

Increase of 27% 

 
 
 
 

Increase of 21% 

 
 
 
 

Increase of 12% 

 
 
 
 

Increase of 10% 
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Reducing Consumer Analytics and Increasing Traffic Analytics 

This time, by capitalizing on the hyperbolic tangent function’s utilities, the authors produced organic 

costs, traffic, new visitors, and bounce rates’ direct impacts by causing different variations to energy 

SME websites’ traffic analytics and customer analytics. The authors chose to examine these digital 

marketing performance indicators by increasing the traffic analytics by 10% and, at the same time, by 

decreasing the customer analytics by 10%. This aims to give varied results to the previous scenario and 

highlight the importance of each analytics category in the four examined digital marketing 

performance metrics. Figure 5 and Table 10 below show the direct results of the scenario’s varied 

variables. As can be discerned, organic costs and traffic saw a direct increase of 6% (point 1, Figure 

5) and 11% (point 2, Figure 5), respectively, while new visitors and bounce rate were not affected 

at all (points 3 and 4, Figure 5). Hence, the increase of traffic analytics by 10% and the decrease of 

customer analytics by 10% increases organic campaign costs, which is not desired, and also raises the 

amount of organic traffic, which is the desired outcome. As a result, the re-engineering processes of 

marketing activities are triggered, since by adjusting analytic metrics, energy SMEs can alter the 

performance indicators of their digital marketing campaigns. Moreover, for higher clarity of results, 

another scenario is being performed that carries out the opposite variation of traffic and customer 

analytic metrics. 

 

Figure 5. Impact of decreasing energy SMEs’ customer analytics and 

increasing traffic analytics [46]. Source: www.dev.mentalmodeler.com 

(accessed on 16 June 2022). 

Table 10. Outcomes of hyperbolic tangent function from decreasing 

energy SMEs’ customer analytics and increasing traffic analytics. 
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− 

 
Components Applied Variation Organic Costs Organic Traffic New Visitors
 Bounce Rate 

 
Social Traffic 10% 

Referral Traffic 10% 

Direct Traffic  10% Average Time on Site −10% 

Average Pages per Visit 

 10% 

Total Visitors 10% 

Customer Analytics
 10
% 

Traffic Source 10% 

Paid Traffic 10% 

Search Traffic 10% 

Increase of 6% Increase of 11% No variation No variation 

  
 

Reducing Traffic Analytics and Increasing Consumer Analytics 

At the latter stage of the scenario simulation, we estimate the variation of organic costs, organic traffic, new 

visitors, and bounce rate when the opposite situation of the Section 3.2.1 occurs. More specifically, in Figure 

6 and Table 11, we examine how an increase of 10% in customers’ analytics, average time on site, and 

the average pages per visit combined with a decrease of all traffic sources by 10% (direct, referral traffic, 

etc.) affects the above key digital marketing performance metrics. As a consequence, the direct effect of 

enhancing the web metrics of customers’ behavior and reducing the traffic metrics of the SMEs’ websites 

is the deterioration of their organic campaign costs and traffic by 6% (point 1, Figure 6) and 11% (point 2, 

Figure 6), respectively. At the same time, no further variation in the websites’ new visitor and bounce rate 

metrics is observed (points 3 and 4, Figure 6). The effect of reducing all traffic analytics and increasing 

customer analytics is a slight decrease in organic costs, which is seen as an improvement, with organic 

traffic being reduced to a wider extent. Since the flow of new potential customers and their rate of bandon  
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bandoning the website is not affected, SMEs in the energy sector should consider the benefits and losses of 

reduced organic traffic at the altar of reducing organic costs. 

 

Figure 6. Impact of increasing energy SMEs’ customer analytics and 

decreasing traffic analytics [46]. Source: www.dev.mentalmodeler.com 

(accessed on 16 June 2022). 

Table 11. Outcomes of hyperbolic tangent function from increasing 

energy SMEs’ customer analytics and decreasing traffic analytics. 

 

 

 

Referral Traffic −10% Average Time on Site  10% 

Total Visitors 10% 

Customer Analytics 10% 

Traffic Source −10% 

Paid Traffic −10% 

Search Traffic −10% 

Discussion 

At this point of the research, the authors aimed to comprehend whether the elaboration of energy SME 

customers’ behavior through their website analytic metrics could help indicate any variation in their 

digital marketing efficiency. The implication of customers’ behavioral data to SMEs has been found 

to enhance their digital marketing performance since it is capable of explaining the variation of key 

Components Applied Variation Organic Costs Organic Traffic New Visitors Bounce Rate 

Social Traffic −10% 

Direct Traffic −10% 

Average Pages per Visit 10% 
Decrease of 6%

 

 
 
 
 

Decrease of 11% 

 
 
 
 

No variation 

 
 
 
 

No variation 
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customer and traffic analytics [27–30] such as organic traffic, new visits, etc. For this purpose, the 

authors deployed regression and correlation analyses followed by the static simulation modeling of 

FCM, based on the big data collected from five innovative SMEs in the energy sector. 

Depending on the results of the regression analyses and based on the significance and explainability the 

independent variables have with the dependent ones, we can see that cus- tomer behavioral analytics, part 

of big data, can create strong bonds with key performance indicators of websites. So, website analytic 

metrics (web analytics), as part of big data, are capable of depicting onsite consumers’ behavior due to 

the representative metrics of any individual website visitor. A successful re-engineering process needs 

real-time information on a firm’s performance to provide accurate insights for corporate decision-making. 

Since big data is capable of presenting the direct experience and characteristics of website cus- tomers, 

as shown by the regression results, we can assume that big data can significantly contribute to 

promoting and distinguishing re-engineering trends, thus verifying our fourth research hypothesis (H4). 

Furthermore, from the FCM simulation analysis, a crucial outcome regarding the usage of Decision 

Support Systems is derived. From the overall process of the FCM scenarios’ simulation, it can be 

deduced that the contribution of Decision Support Systems (DSS), such as the MentalModeler [46] 

platform software, is very important in estimating the efficiency of re-engineering procedures. Re-

engineering procedures such as the proposed one for improving the digital marketing efficiency of 

SMEs through customer website behavioral data. This is due to DSS’ capability of depicting the 

direct effects of various factors’ variations in key metrics that promote re-engineering assessment. 

Utilizing and modeling data through Decision Support Systems (DSS), such as the MentalModeler 

FCM simulation software [46] in this study, has proven to be a decisive factor in illustrating the direction 

of re-engineering procedures. Through this assumption, we can verify the paper’s last hypothesis (H5), 

which means that data modeling can aid in re-engineering procedures by using Decision Support 

Systems (DSS). 

 

Conclusions 

After settling the verification of the last hypotheses of the paper, the main results of the study are analyzed 

next. Throughout this research, the authors’ interest has been shifted to SMEs operating in the energy 

markets and their potential benefits from analyzing their website customers’ behavior. The 

competitiveness of the energy SME market makes the utilization of any efficient process that promotes 

businesses’ sustainability mandatory. Data that indicate website visitors’ and customers’ preferences 

consists of a valuable tool for enhancing SMEs’ digital marketing performance and, thus, 

sustainability. 

Energy SMEs that capitalize on their website customers’ data and further re-engineer their marketing 

processes can effectively develop models and simulations that predict the course of their digital 

marketing performance. Strategic modeling of customers’ behavior optimizes offered services’ 

resonance and increases the engagement of customers. The results of the paper outline the need for 

energy SMEs to re-engineer current marketing strategies and focus more on improving digital 

marketing performance via analyzing website customers’ behavior. 

The outcomes of this study highlight the fact that website behavioral data of energy SMEs’ customers 

covariate with important variables of their digital marketing performance, like organic costs. Moreover, 

consumer analytic data (average time on site, average pages per visit) and traffic analytic data (direct, 

social traffic, etc.) tend to affect digital marketing performance variables (organic costs, traffic, new visits, 

and bounce rate) differently. Since customer behavioral analytics can explain the variance of key digital 

marketing perfor- mance indicators, we discern these data as parameters capable of identifying re-

engineering trends for improving SMEs’ digital marketing efficiency and sustainability. 

Related studies and research align with our study’s findings in most of the analyzed  areas while 

providing opportunities for further expansion of the topic’s literature. The digitalization of the service 

process provides a plethora of advantages for SMEs, according to Ingaldi & Klimecka-Tatara [7]. Based 

on Akbaba & Altındağ [51] findings, re-engineering processes on the SMEs’ performance has been found 

to positively affect the organizational climate of the firms, thus promoting enhanced customer 

engagement and loyalty. Adop- tion of Decision Support Systems from SMEs leads to increased 

business performance, combined with useful intel for corporate decision-making [52]. Various digital 

marketing strategies tend to increase website traffic and visibility, as supported by Madlenák et al. [53], 
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highlighting potential ways for SMEs to enhance digital marketing performance. Moreover, our research 

comes in terms with Sakas et al. [54,55] studies, where businesses’ digital marketing strategies can be 

predicted by modeling website customers’ behavior. SMEs’ dig- ital marketing strategies can be refined 

[56] and further insights regarding key marketing metrics (traffic sources, SEO and SEM strategies, etc.) 

[56] could be obtained. These benefits can lead to increased amounts of website traffic and higher 

customer engagement for en- ergy SMEs [30,54,55], which improves the overall performance of SMEs’ 

digital marketing activities. Many researchers have utilized contiguous simulation methods (for 

example, FCM) for extracting the required results [57–60]. 

Apart from the referred results, valuable insights also arise that regard the process of re-engineering 

SMEs’ marketing procedures. It is highlighted that SMEs in the energy sector can benefit from 

focusing on their website customers’ behavior. Web analytics that reflect website customers’ 

behavior can efficiently impact and explain key digital marketing performance indicators, like 

organic costs, new visits, and bounce rate [30]. Re-engineering the digital marketing activities of 

energy SMEs through modeling their customers’ online behavior has been found critical for 

enhancing SMEs’ digital marketing results and, as a consequence, ensuring their sustainability. Thereby, 

this paper contributes to the re-engineering science by underlining the importance of focusing on 

exploiting SMEs’ customer behavioral data to improve digital marketing performance. 

Because the paper’s results focused on SMEs in the energy market, some limitations arise regarding 

the generalization of the study’s conclusions. Energy SMEs can increase the engagement of their 

customers and their website visibility by modeling their website behavior, but more testing should be 

conducted in other sectors too. Moreover, apart from examining SMEs in other sectors, multiple types 

of web analytics could be tested for their impact on digital marketing efficiency, such as website 

technical factors. Through the implication of other web analytic metrics, additional insights for the re-

engineering of SMEs’ marketing. 
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Suggested business model for start-ups achieving goals of 

Atmanirbhar Bharat 

Ashish Mohanty 

Abstract 

Self–reliance got fresh oxygen with Startup India and relief packages of post Covid-19. India had good presence of 

entrepreneurs for centuries being a nation of innovations. With talent pool and untapped markets, it offers a radical growth 

for start-ups. Business models should stimulate youths to come with mass production products and services at affordable 

cost. Tech Startups and wave of Internet, Telecom, and IT etc. with improved funding linkages have further strengthened 

the Indian Startups growth story. Business model innovators like, Amazon, Urban Company, Ola, BYJU’s, Zomato, Paytm, 

etc. have revolutionised industries and sectors by overcoming dominant industry logics. Atmanirbhar Bharat visibly stands 

on the five pillars viz of Economy, Infrastructure, Technology, Demand, and a Vibrant Demography. The overall thrust of 

the start-up model is on creating enabling environment with viable business models and ecosystem as enabler of 

Sustainability. 

Keywords: Business Model, Startups, Atmanirbhar, Ecosystem, Technology, AI, Digital Infrastructure, GDP, Startups, 

Unicorn, Action Plan, Sustainability. 

 

1. Introduction 

Self-Reliance is encoded in Indian Philosophy as voiced by Swami Vive- kananda, who advocated for the glorious past of 

India at the Parliament of the world’s religion. 
 

India has been a nation of innovations since centuries. The glaring examples of innovations have been the plastic 

surgery techniques of Sushruta, establishment of ancient Nalanda University in 5th Century as an excellence of 

learning, redefining role of Planning Commission to NITI Aayog; IT, Internet & Telecom, Startups India and 

beyond. The growth trajectory has transformed India, from simple family run business to technology driven 

nation.  

In retrospect, the ideology and philosophy of Swami Vivekananda ji such as understanding education for creating values 

by life building, man and character making, by assimilation of ideas to strengthen the society and trans- forming ideas into 

unique and workable models can make India self-reliant. 

Atmanirbhar Bharat is, therefore, not just a slogan as Swami ji observed, “A man is not poor without any money, a man is 

really poor without a dream or ambition”. It is a call to seek participation, to develop an attitude, to get momentum, 

possibly with some sacrifice by coming out of comfort, to think of doing something that gives pride, be a Job Giver and 

an Entrepreneur by transforming opportunities into reality with a business or economic activity, generating employment 

and wealth creation. 

With diversity of work and culture, India emerges a unique society glob- ally, which has learnt lessons to stand, survive 

and be self-reliant. A shining example could be our Vaccination Drive that addressed the needs of billions locally and 

helped other nations. This strengthens the voice for local, it stands for “Think Global and Act Local” adopting best 

practices, technologies and creating value for money by promoting local entrepreneurs, and Startups. 

Historically, India has very good presence of Entrepreneurship and Trade that blossomed for centuries and continued with 

the journey of Start- ups and Entrepreneurship, making India 6th largest global economy. The pro- gressive growth of 

Industries and phases of developments , political will and policy framework supported the ecosystem of Atmanirbhar 

Bharat. 

India has been witnessing development of Startup Community, a strong entrepreneurial culture, especially among 

millennials and in this direction, an advice to Entrepreneurs from legendary Ratan Tata is, “Strongly believe in your idea” 

and he feels that a good idea is one that makes a difference to people’s lives. 
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For socio-economic development of a country with huge aspiring youths awaiting avocation opportunities, the offerings 

of Startup are many folds - ranging from Innovation and Technology to new products and services, market & sectors, 

entrepreneurs, job creation to enabling job givers and together becoming drivers of wealth creation and economic growth. 

 

With national agenda on Startups and Entrepreneurship, vision of Honourable Prime Minister of India, Shri 

Narendra Modi has been, “I see Startups, technology and innovation as exciting and effective instruments for 

India’s transformation”. To make India a US$ Trillion economy and world’s second-largest economy by 2030 

(Standard Chartered - Quartz 

India, qz.com), focus is on role of Stakeholders in addressing early failures, enabling unique replicable business models 

and fund linkage. 
 

Startups connect local growth as when local busi- nesses flourish, they create jobs and generate income that could be spent 

and in- vested locally. Any rational of the government that takes care of the economic well- being and advancement of its 

constituency pays special attention to laws and regu- lations affecting local small and medium size enterprises (SMEs). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Government Relief Package on Atmanirbhar Bharat Abhiyan 

Nevertheless, attention of Stakeholders, right from Atmanirbhar Bharat Abhiyan. 

Regulators to evolving collaborations among Academic Institutions and In- dustries will pave the way for entrepreneurial 

environment. The National Planner had vision in framework while defining a Startup with an entity which works towards 

Innovation, Development or Commercialization of New Prod- ucts, Processes or Services driven by Technology or 

Intellectual Property or alternatively, a scalable business model with high potential of employment generation or wealth 

creation. This needs regular finetuning as any Startups once recognized by DPIIT should not run pillar to post for funding 

or other support and such definition and recognition be acceptable to all agencies. 

The call for Atmanirbhar Bharat visibly stands on the five pillars of Economy, Infrastructure, Technology, Demand, and 

a Vibrant Demography and got support from the government with a package estimated of more than Rs. 20 lakh crores 

addressing sectors like, MSME, NBFC, real estate, power sectors, etc., to free food grains to migrant workers, to 

agricultural marketing reforms and sectors like, defence, aviation, power, mineral, atomic and space respectively. 

 

2. Role of stakeholders & ecosystem and emergence of start-ups 

De novo firms that unleash creative destruction shift surpluses from rent-seek- ing large producers to consumers and 

broader society, successful Entrepre- neurs innovate, bring new products and concepts to the market, improve mar- ket 

efficiency, build wealth, create jobs, and thus enhance economic growth. At the same time, economic goals have been at 

the core of Policy Makers, which include ease of doing business, promoting foreign investment, export promotion and 

import substitution, job creation, skill development and entre- preneurship. 

Entrepreneurial Ecosystem are governed by multi-stakeholders and with reference to Startups, these Stakeholders and 

Individuals interact with each other, playing different roles depending on the stage of the Startup and thus influence the 

Startup Ecosystem. Of these, there are ingredients that shape healthy entrepreneurial system, like Culture, Talent, 

Infrastructure, Global Mindset, Regulations, Capital, Know-how, Rebellion, Market, Com- munication Skills, etc. and 

appropriate use foster Startups Ecosystem in any economy. 

Stakeholders of Startups include, Government, State Startup Missions, Public Sectors, Private Corporate and other 
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Business Community, Higher ed- ucation Community, Academic & Research Organizations, Venture Capital funds, and 

Startup Community. Role of these stakeholders assume signifi- cance for success of Startups and self – reliance movement 

in India. 

Startup Ecosystem, inter-alia includes Ideas, Inventions and Research, stages of Startups, Entrepreneurs, Team Members, 

Investors, Mentors, other entrepreneurial people, people from related Organizations and this establishes inter-dependency 

amongst different Stakeholders to make a healthy ecosystem conducive for business to grow, nurture and flourish. 

“Invest India” has been landmark initiative of the Prime Minister for the Indian economy to tap the entrepreneurial 

potential, enabling the talent of India to dream of ideas, put them in action, and convert them into game changing ventures 

to revolutionize and accelerate the Startups in India. 

The modus operandi is coupled with initiatives of various Ministries of Govt. of India including of DPIIT, State Startup 

Missions and reforms announced through successive budgets from 2014-15 to 2021-22. It created multi-dimensional 

avenues for Startups and SMEs, fostering and nurturing the fledgling Startup ecosystem. This includes Incubator, 

Biotechnology and Research Parks, Setting up of Startup Fund, Startup India Action Plan, set- ting up Funding 

Mechanism, National Innovation and Startup Policy, Atal Innovation Mission (ATM) for fostering Research & 

Development by Indus- try – Academic Collaborations, Skill India Mission, Seed Fund Scheme and similar initiatives and 

schemes with ease of doing business measures. 

Technology has been shaping the entrepreneurial culture and develop- ment in India. The emergence of IT, Telecoms 

and internet in mid eight- ies made operations easier, faster and disrupted the landscape of many of its products and 

services such as Artificial Intelligence, Augmented Reality, Robotics, Material Sciences, etc., representing good business 

models with significant contributions to the economy. In the process, India could witness sizeable growth from a dozen 

to over 60,000 Startups and a strong Startup Ecosystem as could be viewed from Table 1: 

 
Table1: Key Govt. Schemes Announced 

 

Timeline Some Government Schemes 

2014 Make in India to make manufacturing destination 

2014 
Support for International Patent Protection in Electronics & Information 

Technology 

2015 Digital India for a digitally empowered society 

2015 MUDRA Bank for small rural businesses 

2015 Skill India for Skill & Entrepreneurship support 

2015 Atal Innovation Mission to encourage innovation 

2016 Startup India Online Portal AND SIDBI “Fund of Funds for Startups 

2017 NewGen Innovation & Entrepreneurship Devt. 

2017 Dairy Processing & Infrastructure Devt. Fund 

2019 Tech. Incubation & Devt. of Entrepreneurs 

2021 Startup India Seed Fund Scheme 

The natural calamities like, Covid-19 pandemic have been impacting the growth of start-ups. However, with gradual shift 

for adoptability of Deep- tech adversity and SaaS combined with M&As, Tech Startups are moving quickly from anxiety 

to adaptation, offering technology driven products at affordable cost, in order to stay ahead of the curve and moving to 

new geo- graphic markets in cities like Chennai, Pune, Hyderabad, Ahmedabad, Kol- kata, Kochi, Patna etc. 

 

Startups in India across different verticals have stepped up digital in- frastructure and, in the process, managed to reach 

out to the widest corners of the country where Work from Home (WFH) has ensured better customer experience. 

Technology driven solutions, such as UPI interface have been changing the landscape of the ecosystem in digital space and 

efforts are made to upgrade the digital infrastructure in place. This has led to growth of many Startups in segments like, 

Fintech, Edtech, Agritech, Healthtech, Logistech, etc., creating enormous value by enabling seamless transactions, 

catalysing innovation, and generating efficiency and transparency for users. 

The rise of Public Digital Platforms represents a productive engage- ment between the government and Indian industry 

to work together in tack- ling crucial socio-economic challenges. There are Startup like, Quantela, who did not evolve 
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digitally, had to suffer. Similarly, in the Healthtech space, delivery process has been fractured, whereas Telemedicine has 

gone one step ahead. With adaptation of technology and meeting infrastructure need, Founders need to keep talent and 

skill them to remain a creative contributor. 

 

3. Business models: Need and proposed model to support small ventures 

The process of Atmanirbhar Bharat might also have to draw attention of failures in Startups and attributes of successful 

Founders. The business models of innovators like, Amazon, Skype, Uber. Urban Company, Ola, BYJU’s, Zomato, Paytm, 

etc. have desrupted the market Amazon became the biggest bookseller in the world without owning a store, Skype 

as largest telecommunication provider worldwide without having any network infrastructure, Uber & Ola revolutionized 

the taxi business without a taxi or taxi driver, Paytm revolutionized the financial Services. These entities reached to billion 

dollars market capitalisation with sound business models and also adopting a sustainable competitive advantages holding 

Value Proposition, Market Segment, Value Chain, Cost Structure, Profit Potential, Value Network, Competitive Strategy in 

respective areas. 
 

NASSCOM ( National Association of Software and Services Compa- nies) has been overviewing the working of Tech 

Startups in India. In one of their studies on scaling up of some 100 Startups, focused on FinTech, Re- tailTech and B2C 

segments that could indicate the journey of a venture from Idea stage or beginning to its growth etc. Such studies are also 

quite helpful to Startups or new Entrepreneurs to learn and sustain. Stakeholders may fo- cus on attributes to arrest ongoing 

failures, market for products and services with unique business models and other attributes of Successful Founders for 

more and more success stories (Figure 2). 

Research observes that strengthening policy and institutional support, creating local communities and sustainable cost 

advantages help in creating more and more success stories in small towns as well support Vocal for Local. It also highlights 

the need of a Business Model (BM), as essence of the suc- cess of the Startups with right mix of Innovation & Technology. 

As research suggests the Business Model (BM) attempts to replace strategy as point of start (Casadesus-Masanell and 

Ricart 2011) to gain com- petitive advantages in the dynamic market driven environment with innova- tion and 

entrepreneurship integral to the industry, services, business, society and economy. The entrepreneurs look for innovative 

opportunities to develop an innovative idea translating into viable business and institutions become role model of 

innovation in existing areas of business, in public services and for new ventures and with strategy in place innovation is 

brought to the mar- ket successfully (Drucker,P.F., 1985). Founders give everything to create an entity, from earnings to 

career and even personal life many a times. 

 
 

 

SUCCESS ATTRIBUTES 

Vision to Identify Problem and Develop Solutions. 

Follow their Dream. 

Founders are focused with ability to prioritize. 

Start with small - a minimum viable product (MVP). 

Know Customers or Potential Customers. 

Have perseverance and not “Overnight success”. 

Take measured Risk launching a business. 

Make sacrifice to be successful. 

Sell products with Customer Satisfaction, Competi- 

tive Offerings, Product – Price – Market Fits. 

Hire Right & Willing Talents and establish a Winning 

Culture 

Call upon Mentors with experience, skills. 

Communicate with internal & external stakeholders. 

 

Figure 2: Compiled by Author also using web data from CBInsights, Researchgate. net etc. 

3.1 Suggested Business Model for Startups 

Over decades, need of Business Model (BM) has been discussed by many re- searchers, some as key driver of corporate 

success (Martins et al.2015), some as an integral part of management research (Lambert & Davidson 2013) and some 

have observed that BM is likely to replace strategy for gaining competi- tive advantage (Casadesus-Masanell & Ricart 

2011). 
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The viability of an entity is influenced by number of internal and exter- nal factors and therefore, there cannot be one fit 

business model that suits to all business entities. However, there are certain components identical to all types of business 

entities and help to achieve viability of an entity. Various studies conducted in the past have suggested certain models for 

adoption by business entities and that may contribute positively for the success of a busi- ness entity. The business model 

navigator suggested by ‘Frankenberger et al., 2012; Gassmann et al., 2013’ describes ‘Four Elements’ with the dimensions 

as follows: 
 

3.2 What, Why, How, Who, Business Model 

Gassmann investigated the evolution of business models (Gassmann, 2012) and proposed 55 generic business model 

archetypes (Gassmann et al., 2013) opining that any existing business model can be described by using these in- puts. 

Further, some of the studies pointed out that the archetype concept can- not be adopted uniformly and there are many firms 

that used their own models and implemented successfully. The Four-Element business model is repre- sented below. The 

diagram shows the business model Navigator consisting of four leading questions What, Why, How and Who? This is 

further supple- mented by additional three main components of each business model viz. the Value Proposition, the Profit 

Mechanism and the Value Chain. 

The ‘Four-Box Model’ presented in figure 4 from Johnson (Johnson, 2010; Johnson et al., 2009) describes business 

models and it contains four building blocks viz. the customer value proposition, key resources, key processes, and the 

profit formula. In this, the ‘Customer Value Proposition’ (CVP) is based on the famous ‘job-to-be-done’ concept 

(Christensen, 2004), which argues that customer preference in buying a product or service increases only when customer 

is convinced that it fufills its requirement. For example, we do not buy a drilling machine for the sake of drilling, but 

ultimately interested in the hole it drills (Christensen, 2004)). Johnson’s four-box model is well founded in practice with 

drawback that cannot (easily) be used to visually map the business logic/architecture and thus functions more as a thinking 

model. 

 

Stähler (2002, 2013) has suggertsted another model that consists of the value architecture, the value proposition, the 

revenue model as well as the team and its values. The features of this model are that it raises several ques- tions about the 

business a start up proposes to take up. These questions have much significance in a business model conception phase. It 

is organised in a Canvas-like framework. As compared to other business models, study descri- bes business models as social 

systems where it focuses on the relevant issues by raising certain questions for a sustainable business model, like, what 

does a Startup offer values creating steps, value chain, core capacities, kind of service offered, revenue 

model and value entre- preneur perceives. The- se questions are of much relevance as it provide a set direction and requi- 

red homework before taking up the Startup in true sense as a success- ful business model.  

 

 

 

 

 

 

 

 

 

 
 

Figure 3. Business Model Navigator according to Gassmann et al. (2013) 

3.3 Proposed Start- up Business Model 

Based on past research studies, opinion of ex- perts and some success- ful business models sur- veyed, the present study 

develops the following business model for the success of Startups as in the figure 5 below by the Researcher: 

Success story of Madhukam, a brand of Herbal Hand Sanitizer developed by Adivasi Women in Chhattisgarh with 

guidance from Samarth Jain, a scien- tist from the base of, the traditional mahua brew, which is an integral par of Adivasi 

life and culture is a significant contribution to India′s collective fight against the coronavirus. 
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Bengaluru based Startup, Bellatrix Aerospace, developed a new propul- of Adivasi life and culture is a 
significant contribution to India′s collective fight against the coronavirus. Bengaluru based Startup, Bellatrix 
Aerospace, developed a new propul- sion system that lets satellites take on more payload. The indigenous 
electric (MPT) offers its customers the ability to take bigger payloads into space at a reason- able cost. The 
company also claims that it is eco-friendly and a cleaner alter- native to the existing electric propulsion. 

 

 

 

 

 

Figure 4: Four-Box Business Model according to Johnson et al. (2009). 

Conclusion 

Overall, right from ideologies of our greatest philosophers, Swami Vive- kananda to our Prime Minsiter, the thrust is on 

creating enabling environment and ecosystem which help young generation of this country to be the enabler of self 

sustainability, employment generator and also creator of the wealth to restore the glorious past of India. The success of 

either entity or the entrepre- neur is governed by governing principles of the business. Enterpreneurship is influenced by 

multiple factors including uniqueness of the business model supported by innovation and technology driven solutions. 

 

Figure 5. Business Model Process Flow 

 

The study has shown that business centric action plan based on areas of operation, milestones, and strategies 

for marketing and social media, play an important role in taking up a Sustainale Venture. The increasing trends 

of con- centration of Startups in select metros including attention of Investors needs movement to small cities. 

Startups could find their strong presence in sectors like, AI, Technology driven solutions, Digital Infrastructure, 

etc. At the same 
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Figure 6. Success Strories of Atmanirbhar Bharat in progress with unique Models 

time, innovative models and technology also helped many entrepreneurs to move out of big cities and establish their 

entities in Tier 2 and 3 Cities that witnessed some movements in small towns as well. Need of the hour is to es- tablish 

support on resources and avenues right from technologies to funding, mentorship, handholding by Incubators, Industry 

and Academic Institutions that can disrupt the market and entrepreneurship and shape success of Startups fulfilling the 

aspirations of Atmanirbhar Bharat, becoming global leader and an economy of US $ 10 Trillion. With more Startups 

reaching Unicorn, it is equally essential to support these Startups to start earning profits, generate employment and create 

wealth. 

With pace of development of Startups in most of the States, the ecosystem needs better attention in States with higher 

population to create better local entrepreneurial opportunities. Similarly, better focus might require for incen- tivizing the 

entrepreneurial activities in North Eastern States to engage and participate for a holistic development. The manufacturing 

sector will remain backbone of any economy with potential to create large scale employment beside economic growth to 

a higher trajectory. With emerging areas like Fin- tech, Agritech, Healthtech, Edtech, SaaS etc, this sector will keep 

drawing attention and impetus to the development of this sector. Initiatives of Make in India to make India a hub for all 

kinds of manufacturing & design by fa- cilitating investments in key sectors, fostering innovation and Infrastructure 

development will be of great significance. 

Systematic Appraisal of these developments indicate manifold growth from traditional to innovative technology driven 

solutions. The various stages of lifecycle of Startups also reflect challenges faced by Startups, global perspective 

influencing the mechanism and current state of growth of Startups that made India a hub of young entrepreneurs. The lesson 

is that both success 

and failures are equally important aspects of any Startup Ecosystem and adoption of innovative Business Models with 

advanced Technology, Artificial Intelligence, are important for their long term growth and generating profits. 
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Human Resource Information Systems (HRIS) - Its role and 

importance in Business Competitiveness 
Jaysingh Mishra 

ABSTRACT 

 

Emerging hyper-competitive era in the last few decades has increased the need of information system and 

technology in human resource management for competitiveness. The revolution in information technology is 

completely and swiftly redefining the way things are done in nearly every field of human activity. Human 

resources and information technology are two elements that many firms are looking to utilize them as 

strategic weapons to compete. Information systems especially developed for human resource management 

referred as human resource information system (HRIS) is an integrated system necessary to collect, record, 

store, manage, deliver and present data for human resource and hence promotes effectiveness of human 

resource system. Human resource technology or human resource information system shapes an interaction 

between human resource management and information technology. There has been a considerable increase 

in the number of organizations gathering, storing and analyzing information regarding their human resources 

through the use of human resource information system. HRIS has become a critical factor in making business 

competitive and effective. The present paper focuses on the role and importance of HRIS towards business 

competitiveness. The paper will also highlight the need, components, benefits and functions of HRIS. 

Keywords: Human resource information system, business competitiveness, human resource management, 

information system. 

 

Introduction 

Emerging hyper competitive era in the last few decades has increased the need of information systems and 

technology in human resource management for competitiveness. Information systems contribute to improve 

the organizational performance, and increase the competencie of human resource professionals. In today’s 

global competitive business environment, the organizations broadly implement information systems and 

information technology to change- improve-transform the human resource management system. With the 

evolution of information systems and technology, meeting information requirements has been greatly 

enhanced through the creation of Human Resource Information Systems (HRIS). HRIS merges traditional 

human resource management as a discipline and in particular it’s basic human resource activities and 

processes with the information technology field. Human resource professionals in current scenario require 

accurate and timely data on recruitment, selection, training, development, compensation, productivity, quality 

of life, attrition rate etc. HRIS provides a complete support in the management of all processes, activities, data 

and information required to manage human resource in a modern company. It covers all aspects of human 

resource management and is an integrated system necessary to collect, record, store, manage, deliver, 

manipulate and present data for human resources. The present paper aims at providing the role and importance 

of HRIS towards business competitiveness. The present paper also highlights the need, components, benefits 

and functions of HRIS. 

 

HRIS DEFINED 

 

Human Resource Information Systems (HRIS) is a process that utilizes the information technology for the 

effective management of human resource functions and applications. It is a computerized system typically 

comprising a data base or inter related data base that track employees and their employment specific 

information (Gill and Johnson, 2010). It can be briefly defined as integrated systems used to gather, store 

and analyze information regarding an organizations human resources (Hendrickson 2003). 
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HRIS – Why it is needed? 

 

HRIS provide human resource professionals with opportunities to enhance their contribution to the strategic 

direction of the firm, First by automating and devolving many routine human resource task to the line 

management, HRIS provides human resource professionals with the time needed to direct their attention 

towards more business critical and strategic level tasks, such as leadership development and talent 

management (Lengnick et al., 2003). Other incentives for HRIS implementation are mentioned as following. 

* Formulation of policies and programs related to human resource. 

* Facilitating decision making in areas like promotion, transfer, nomination, setting employees provident 

funds, retirement, gratuity, leave travel concession and earned leave compensation. 

* Supplying data and submitting returns to government and other statutory agencies. 

* Collecting appropriate data and converting them to information and knowledge for improved timeless 

and quality of decision making. 

* Producing a greater number of varieties of accurate and real time human resource related reports. 

* Increase competitiveness by Reengineering human resource processes and functions. 

* Improving employee satisfaction by delivering human resource services more quickly and accurately. 

* Provides a comprehensive information picture as a single, integrated data base; this enables organizations 

to provide structural connectivity across units and activities and to increase the speed of information 

transactions (Lengnick et al., 2006). 

 

Considering these facts, it is important to mention that the human resource management function needs to 

invest in information technology training and communicate the benefits of employee’s participation and 

involvement in HRIS services (Panayotopoulou et al., 2007). 

 

Components of HRIS 

 

HRIS has major three functional components as shown in Figure 1. 

 

 

Figure 1: Components of Human Resource Information Systems 

 

 

Input- Input function provides the capabilities needed to get human resource data into the HRIS. It enters 

personnel information into the HRIS. First of all procedures and processes are required to gather necessary 

data, once collected, these data’s must be entered into the system. Edit tables can be used to determine if 

the data are acceptable. These tables contain approved values against which the data are automatically 

checked. The system should have the capability to easily update and change the edit tables. Now days 

scanning technology permits scanning and storage of an actual image of an organization document including 

signatures and handwritten notes. 

1. Data maintenance- Data maintenance function is responsible for the actual updating the data 

stored in the various storage devices. As changes occur in human resource information, this information should 

be incorporated into the system, as new data are brought into the system it is often desirable to maintain the 

old data in the form of historical information. It updates and adds new data to the data base after data have 

been entered into the HRIS. 

2. Output- This function of HRIS is most visible one because the majority of HRIS uses are not 

involved with collecting, editing, and updating human resource data; rather they are concerned with 

information and reports to be used by the systems. In order to generate valuable output for computer users, 

HRIS processes output, makes necessary calculations and formats the presentation. 

 

HRIS is a computerized system that aids in the processing of information relating to human resource 

management. A well-knit HRIS acts as a worthy decision, a device; designed to fulfill the manpower 

information needs of the organization (Kovach and Cathcart, 1991). 

INPUT DATA 

MAINTANENCE 

OUTPUT 
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Benefits of HRIS 

 

HRIS helps in recoding and analyzing employees and organization information and documents, such as 

employee hand books, emergency evacuation and safety procedures (Fletcher, 2005). It also helps the 

organizations to keep an accurate, complete and updated data base that can be retrieved from reports and 

manuals. HRIS advantages can be systematized according to Kovach (2002). 

 

1. Increase competitiveness by improving human resource operations 

2. Ability to implement a number of different operators to human resource 

3. Shift the focus from the operational(transaction) human resource information to strategic human resource 

information 

4. Include employees as an active part of the HRIS 

5. Reengineering the entire human resource department 

 

(Krishna and Bhaskar, 2011) summarized the benefits of HRIS as mentioned in Figure 2. 

 

Figure 2: Overall benefits of HRIS 

 

 

 

HRIS benefits can be categorized as following: 

 

 

1. Benefits for management 

2. Benefits for human resource department 

3. Benefits for employees. 

 

1. Benefits for management includes: 

* Increase of overall decision making efficiency. 
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* Cost reducing and better control of budget. 

* A clear vision of business including business transparency. 

* Sharp insight into the process of hiring and firing employees, at the aggregate level. 

2. Benefits for human resource department includes: 

* Possession of single data base of all employees in the company with all necessary information and 

opportunities of different reports. 

* Elimination of paper forms that are much slower and with higher probability of errors. 

* The ability to update data bases in real time, on the basis of all changes, which is of extreme 

importance to regionally diversified companies. 

 Minimize errors that are caused by human factor. 

* Improved management system in accordance with the legislation. 

* Elimination or reduction of redundancy in the system. 

* Standardization of business processes. 

 

 

3. Benefits for employees: 

* Saves time (Time management) 

* The possibility of independent access to data, which often means working in one software window. 

* 24/7 data availability. 

* Increasing staff morale. 

* Automatic tracking and reminder to business obligations and events. 

* Encouraging employees to make decisions and initiatives on the basis of information obtained in the 

HRIS system. 

* The ability to attend internal training courses via the web and the development of personal skills and 

knowledge. 

 

HRIS also has the potential to fundamentally affect revenue channels, beyond cost reduction and 

productivity improvements. It may enhance innovation, and speed up time to market for products. In addition 

HRIS can fundamentally change the way individuals relate to one another and to their organizations through 

various communication media. 

 

Importance of HRIS in Business Competitiveness 

Survival and success in current fast paced globalized economy increasing depends on competitiveness i.e. 

ability to compete. It is multidimensional concept. It has become the name of the game today to describe 

economic strength of a country or industry or firm with respect to its competitors in the global market 

economy in which goods, services, people, skills and ideas move freely across geographical borders. 

Information management, in general and HRIS in particular, has become critical factor in making business 

competitive and effective as shown in Figure 3. Companies are increasingly realizing the advantage of having 

systems that capture, analyze and report on the host of human resource aspects that are critical to running 

a business. Human resource management consist of the activities, policies and practices involved in obtaining, 

developing, utilizing, evaluating ,maintaining and retaining the appropriate number and skill mix of 

employees to accomplish the organizations objectives. HRIS is a key management tool used for understanding 

the patterns for human resource policies, actions and employee behaviors as well as for identifying gaps 

in human resource systems and the effectiveness of human resource systems. HRIS is a software package that 

provides a complete management system for human resource activities in businesses. 
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Figure 3: Road map business competitiveness 

 

HRIS MODEL 

 

HRIS designed for human resource management plays a vital role in implementing the strategic business 

objectives of the organization, and in running the daily functions effectively and efficiently to improve the 

productivity and proficiency. HRIS has been addressed as a tool that organizations use to solve and manage 

a variety of issues and processes connected to the management of people. On the one hand, technology 

may be used for different purposes within particular human resource functions- for recruitment and selection, 

performance evaluation, compensation and benefits, training and development, health and safety, employee 

relation and legal issues, retention and work life balance (Enshur et al., 2002). On the other hand, a 

company that uses a complex mix of HRIS solutions enables the human resource function to manage in 

human resources as well as employees information flow in an integrated approach across the entire 

employment cycle of each individual, thus shifting the attention from a process centered human resource to a 

customer(employee)-centered human resource management. The HRIS model is outlined in the Figure 4. 

Importance of HRIS 

 

HRIS primary role of integrating human resource management and information technology has lead to 

competitive advantage and hence attracted many human resource managers and professionals. Other vital facts 

of HRIS reported in literature are effective human resource decision making and also strengthening an 

organization’s character (Sadri and Chatterjee, 2003), reducing process and administration cost, speeding up 

transaction processing, reduce information errors and improve the tracking and control of human resource 

actions (Lengnick et al., 2003), crucial in terms of operating, controlling and planning activities in human 

resource (Lenderer 1984). 

It can be summarized that HRIS, is a computerized system that aids in the processing of information relating 

to human resource management and has become a crucial element of all organizations. It can be deemed as 

a device which is designed to fulfill the manpower information needs of the organization. Thus, the importance 

of HRIS is multifaceted, ranging from operational assistance in collecting, storing and preparing data for 

reports, simplifying and accelerating the processes and controlling the available data, reducing labor costs for 

human resource departments, and providing timely and diverse information to the management of the 

company, based on which it is possible to make quality strategic decisions related to human capital. 
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Figure 4: Model of Human Resource Information System (HRIS) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Functions of HRIS 

 

HRIS functions interactively with human resource management systems such as human resource planning, 

staffing, training, and career development, performance management and compensation management 

(Kavanagh et al., 1990). The functions can also be categorized as following. 

 

1. Create and maintain employee record: 

The data being entered create an employee record and this record is maintained throughout employment. In 

most of the organizations the HRIS administrator is responsible for creating and maintaining these records. 

2. Ensure legal compliance: Data entered into the HRIS can be used to help the organization comply with 

government regulations in an accurate and timely fashion. Ensuring data 

integrity and accuracy is very important and a key responsibility of human resource professional. 

3. Human resource planning and forecasting: 

Information from recruitment, training and development, and administrative subsystems, such as number of 

open positions, types of positions, employee skills and competencies, job rates, retirement eligibility and 
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employee turnover rates can be used to help managers develop long range staffing plans and provide valuable 

information to the human resource professionals. 

4. Talent management/Knowledge management: 

The data that are entered into the system, such as skills, competencies, jobs held, training and employee 

development interests, can be used to help managers provide development opportunities for their employees, 

ensure that the appropriate employees are offered positions that will enhance their skills, provide the 

appropriate training for employees so that they can advance in the organization, and highlight an employee’s 

interests and development paths. This information will help human resource professionals to provide more 

targeted advice and counsel to managers to create a development plan that meets organizational and employee 

needs. 

5. Strategic alignment: 

Information from the system can help organizations align human resource activities more effectively with their 

strategic plan. 

6. Enhanced decision making: 

The ability to extract data from the HRIS and use these data not just to create information but also to improve 

the quality of management decision has become increasingly important. Information needs toe be relevant, 

useful, timely and accurate. 

 

Conclusion 

 

The combination of Human resources and information technology known as HRIS are being implemented by 

many firms as strategic weapons towards the uprising business competitiveness. From the above-mentioned 

discussion, it can be deduced that HRIS has the potential to be an enterprise wide decision support system that 

helps to achieve both strategic and operational objectives. Firms are increasingly moving beyond manual 

human resource system today, by computerizing individual human resource tasks, installing HRIS and 

using the internets and intranet use of its human resources and maintain competitiveness in its market. HRIS 

can be seen as a spine of the company and vital in meeting the needs of all stakeholders in the company. HRIS 

enables effectiveness, efficiency and promotes competitiveness among the firms. Hence, HRIS must be driven 

by strategic vision and it should be implemented as an open system, where information technology facilitates 

communication freely between integrated features. Therefore comprehensive and effective HRIS must be 

driven by organization vision, value and culture. Finally, the paper has enlightened the strategic role and 

importance of HRIS especially towards business competitiveness. However, future studies should consider 

what makes successful implementation of HRIS. 
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Development of new business models for corporate banking: Four 
scenarios 

Gouri Shankar Moharana 

After the retail segment, now the field of cor- porate banking is under pressure to innovate its business models. A combination of a 

tight- ened regulatory environment, strengthened competition, much-needed investments into digitalization, and the risk of an 

overheating economy are posing new challenges to this segment. Hence the question of how future business models for corporate 

banking should 

look like arises. In this article, four scenarios are proposed, which are based on two dimensions that are believed to have an impact on the 

business models in corporate banking. These dimen- sions are (1) the level of cooperation with fintechs (start-ups bringing together 

new business models centred on innovative technologies and financial services), and (2) the level of acquired digital capabilities. For 

each scenario a business model is developed and discussed. Our analysis reveals that corporate banks will have to get up to speed with 

fintechs for their survival, while cooperating with them is an encouraged practice going forward. By adopting customer-centric business 

models, transforming their culture and mindsets, as well as simplifying their legacy systems, corporate banks might be able to convert 

their challenges into opportunities.  

Introduction 

Rapidly progressing technologies, growing demands from corporate customers, and tightening regulations are just a few 

examples indicating a need for change. However, these change drivers do not only threaten traditional corporate banks. They 

also generate opportunities for new entrants. With digital-born infrastructures, agile approaches to work, and a customer-oriented 

culture, financial technology start-ups (fintechs) offer sleek and effici- ent alternatives to traditional financial products and services. 

Overall, fintechs have exponentially flourished over the past decade. Approximately USD 78 billion was invested into fintechs ventures 

since 2000, of which more than 50 % was allocated to fintechs in the B2B banking segment [Dany et al. 2016]. Neverthe- less, 

while at the beginning such dynamics where anxiously observed by incumbents, a more relaxed and cooperating approach emerged 

through time, supported by a regained confidence and a dedica- ted engagement that some pioneering banks have proposed. 

As such, banks have begun to pave their way to digitalization by investing in fintech partnerships, internal incubators and 

accelerator programs, as well as acquisitions. Yet, engaging in such strategies requires particular efforts from banks, and many of them 

appear to be not equipped to develop them, since change must be integrated at the heart of their culture, processes and systems. 

More speci- fically, banks should start renewing their business models. This article has the aim to explore how future business 

models for corporate banks might look like. 

Cooperation and exchange of resources 

Cooperation is a phenomenon that brings parties together to achieve a common goal. The pursuit of goals is not only what 

enables cooperation, but also what shapes it. Indeed, cooperation empha- sizes the idea of interdependence. Firms belong to an 

environment in which interactions with cus- tomers, suppliers and even competitors are inevi- table. By adopting a term 

originating from biologi- cal sciences, such environment is typically defined as ecosystem. 

 

In an ecosystem, ‘cooperative competition’, or co- opetition, is a typical feature. In this environment, competitors decide to work 

together when they notice that they do not have a particular compe- titive advantage in a product or service, but would like to share 

the costs and become innovative faster, without necessarily having the right re- sources, information, know-how and capabilities 

at their disposal [Daft 2013; Benzin/Moormann 2016]. 

 

For instance, Royal Bank of Scotland (RBS) recently white-labelled the business funding start-up Ezbob, which objective is to provide 

loans to small and middle-size enterprises (SMEs) in a quicker time- span than traditional banks. RBS and Ezbob soon became 

partners and, in just five months, gave rise to Esme Loans, their automated lending inter- face. This technology enables RBS 

clients to easily request loans and receive the funding faster, thanks to a streamlined application and approval process. In this example, 

RBS did not have the needed know- ledge or technology to implement a more stream- lined loan process than in the traditional 

way and Ezbob did not have enough recognition and fund- ing to make profits faster. In this context, the two companies were 

competitors, each lacking specific resources to reach their goals. 
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In the past, fintechs have been able to propose inno- vative and customer-centric value propositions. Thus, faster and more efficient 

solutions in supply-chain finance and even in the broader lending business, for instance, came to redefine traditional corporate 

banking. Most fintechs have further realized that they have more to gain by proposing their tech- nological expertise and 

platforms in a cooperating model that allows them leveraging the key assets of a bank to faster achieve the needed reach among cli- 

ents. On the other hand, some corporate banks have realized that a closer exchange with fintechs might enable them to be more 

innovative and introduce changes to their business models, while they can rely on established assets such as their capital, the clients, 

the expertise, and advisory skills. From goal sharing to resource interdependency, these are the reasons which push banks and fintechs 

to collabo- rate with each other. Hence, cooperation appears as a logical consequence of the evolution in the sector. 

 

Nevertheless, not all corporate banks are profiting from this approach and thus late runners are taking the risk of being left behind. To be 

prepared for the challenges that corporate banks will be facing, fun- damental changes in banks’ business models have to be applied. 

 

Osterwalder and Pigneur [2002] define a business model as the link between strategy and business processes. A business 

model is a core element for determining the purpose of a firm, how it creates, captures and delivers value. The Business Model 

Canvas (BMC) is an intuitive tool for business model design; it is a language to understand the rationale of a business as it 

provides a structured picture of the elements and their interconnections [Osterwal- der/Pigneur 2002, 2010]. 

The BMC consists of nine building blocks describing a company’s business model, as shown in Table 1. These elements are (1) the 

Customers, i.e. the custo- mer segments a company serves; (2) the Value Pro- position, i.e. the company’s products and services that 

satisfy the customers’ needs; (3) the Channels through which the Value Proposition is delivered to the customers, i.e. through 

communication, dis- tribution, and sales channels; (4) the Customer Relationships, i.e. how the relationships with the clients 

are created and maintained; (5) the Revenue Streams, i.e. the income generated from selling the Value Proposition; (6) the Key 

Resources, i.e. the assets required to create value for the customers; i.e. human, financial, physical and intellectual assets; 

(7) the Key Activities performed by the company to offer such elements; (8) the Key Partners that pro- vide resources and activities as 

well as (9) the Cost Structure, which collects all costs that result from the previously described eight blocks [Osterwalder/ Pigneur 

2010]. 

 

 

 

Table 1: The Business Model Canvas of a Traditaional Corporat Bank 

 

 

 

 

 

 

 

 

 

 

 

 

 

Methodology 

Following the goal to provide a defined setup of where corporate banks are likely to stand in the future, the next step is to 

identify an appropriate methodology that suits the purpose. Design Science is a research methodology in the context of con- 

struction research. Recurrent in information sys- tems (IS) research, Design Science can also be used for the construction of 

artefacts in the field of management research [van Aken 2004] and thus can also be applied in the creation and development of 
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business models [Osterwalder 2004]. 

 

There are several approaches to applying Design Science. One of them is the Design Science Research Process (DSRP) developed 

by Peffers et al. [2008]. This methodology consists of a six-steps process  model, namely, (1) Define the specific research pro- 

blem and justify the value of a solution, (2) Derive the objectives of a solution from the problem definition, (3) Create the 

artefactual solution, (4) Demonstrate the efficacy of the artefact to solve the problem, (5) Observe and measure how well the 

artefact supports a solution to the problem and, (6) Communicate the problem and the artefact to researchers and other relevant 

audiences, when appropriate. 

 

1. Development of scenarios and re- spective business models 

The creation of a business model means considering many factors from customers to competitors, from the regulatory environment to 

disruptive trends. Based on two dimensions, which might shape the evolution of corporate banking in the future, four fundamental 

scenarios can be identified. Each scenario leads to a distinct business model (see Figure 1). 

 

The dimensions of the depiction are (1) the degree of cooperation with fintechs and (2) the extent to which a bank has developed 

its digital capabilities. The former emphasizes the concepts of cooperation and external resources since they are crucial factors for the 

survival of banks. The second dimension is a measure to determine the degree of technolog adoption the bank strives to achieve 

in the future – in other words, how effectively and efficiently the bank has used its partners and external resources to build up 

platforms, to implement algorithms and analyse data, and eventually provide new services to its customers. 

 

The scenarios have been extensively discussed with professionals in the field of banking digitaliza- tion of a large globally active 

corporate bank. The comments and results of these discussions have been incorporated into the revision of the business models till 

accordance with the assessments of the experts has been reached. 

Figure 1: Scenarios for business models in corporate banking 

 

 

 

 

 

 

 

 

 

 

 

 

Scenario 1: Traditional Corporate Banking This scenario (see Figure 1, bottom left) show- cases the traditional business 

model of a corpo- rate bank. This type of a business model exists for decades and has undergone many transitions that allowed 

the growth and expansion of the business. Within this scenario, banks operate a full-service model meaning that one institution 

provides its cli- ents with a whole range of own-labelled products and services from current accounts to credit facili- ties [Dombret 

2016]. 

The BMC of traditional corporate banking (see Fig- ure 2) reflects the nine building blocks of a corpo- rate bank’s rationale in 

creating value. Starting from the customer perspective (top right), three groups of clients are distinguished: large corporates, SMEs, 

and financial institutions. 

The bank’s value proposition to its clients is its spectrum of financial products and services. Those are structured within the 

departments of the bank and are usually adapted to corporates’ needs in capital. From cash management to capital markets, 

corporates can raise their debt, hedge their risks and invest. Relationship managers are essential to guide the client and 

understand their financial needs. Consequently, traditional corporate banks own branches in strategical locations and, in addi- 

tion, communicate their offers via their websites. The channels are thus revenue enablers for the bank. By making business, banks 
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earn money from net interest on loans and other products, service fees and commissions. Conversely, banks have to pay the 

cost of funds for providing loans, which is pri- marily obtained from shareholder equity but also from consumer deposits, interbank 

borrowing and debt issuance. 

 

Dedicated resources banks can rely upon are their legitimation as a financial institution, their legacy and brand status recognition 

– dangerously impact- ed by the financial crisis when clients lost trust in banks. Furthermore, the people employed, including 

relationship managers, back-office staff, financial and IT experts, just to name a few, compose an important intellectual resource 

for running the bank. 

Figure 2: Business Model Canvas for Traditional Corporate Banking 

 

 

 

 

 

 

 

 

 

 

Banking systems and data play a key role as well. Banks further rely on the exchange of data with external providers for credit 

worthiness evaluation and know-your-customer (KYC) purposes. Key activities other than borrowing and lending include the 

management of risks. Inevitably, many risks arise from banks’ business models and for this reason the risk management function is an 

integral part of their organizational structure. Regulation imposes banks to save more money at the expense of their profitability 

and innovation plans [Green- wich Associates 2016]. 

Scenario 2: Digital Loner 

In the second scenario (see Figure 1, bottom right), the bank transitioned from a traditional to a digital form since its digital capabilities 

have been well developed. The bank may be as digitalized as a fin- tech but the model does not ignore the tight regula- tions and high 

levels of risks a traditional corporate bank would face. A low level of cooperation with fintechs is also observed. The bank manages 

all the resources efficiently and, its internal Research & Development (R&D) unit is rather developed. To become fully 

digitalized the bank can make use of peer-to-peer (P2P) funding and its equity. Last but not least, the name ‘Digital Loner’ was 

given because the bank carries out a full digital transfor- mation on its own, plus, it operates in a confined environment in which 

just the bank’s offerings and selected fintech-based solutions are available to the corporate clients. 

Hence, in this scenario, the bank becomes a “tech company with a banking license”. The Digital Loner scenario follows the 

‘freemium’ pattern, which has an attractive value proposition in providing basic services for free and premium services for a fee 

[Osterwalder/Pigneur 2010]. After opening an account on the bank’s portal, the client can freely access basic functions such as 

viewing cash balan- ces, transaction history and applying for financial products for instance. Despite such services are provided 

free of charge, they are still important for the business model as they might attract funds that can be leveraged by the bank in its operations. 

The benefits from any special and customized feature are excluded though. Such offerings are provided under the provision of 

a fee or commission in a premium model. 

 

The fee can be either product-based or all-inclusive. Premium users do not only benefit from fast and stream-lined approval 

processes, as free users do, but also from a wide range of added-value services and tools. Examples are: dynamic and specialized algo- 

rithms for cashflow modelling, management of their scheduled repayments and calculation of the amount they need to borrow 

in just a few clicks, tailored and realtime offers, thanks to advanced analytics, and a smart database that links transac tion histories 

to debt capacity, dedicated relation- ship managers online or in person. The Digital Loner can afford the freemium pattern because, 

besides the commissions and interests it charges for each financial contract, it earns from the subscription fees premium users 

pay. 
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Figure: Business Model Canvas for Digital Loners 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The cost structure though includes the costs of service for free and premium clients that should be covered by the premium 

fees. In addition, there are costs for R&D and software developers in order to constantly update the software and algorithms behind 

the platform (which is one of the key ac- tivities). The bank does not employ data providers anymore since all data is delivered by 

each client, or directly gathered via the use of data analytics. As in the traditional model, the cost of funds still applies. Regarding the 

channels, branches have to be consi- dered in this business model. Branches still play an essential role in maintaining the relationship 

with customers, even if the bank‘s business becomes fully virtual through its platform [Greenwich Associates 2016]. Whether the bank 

has one, several or even many branches around the world, they are used as technology quarters, and as front- and back-office spaces. 

Figure 3 summarizes the BMC of the Digital Loner including the freemium pattern. 

Scenario 3: Conventional Smart 

The third scenario (see Figure 1, top left) is cha- racterized by a high level of cooperation and basic digital capabilities. The core 

idea of business models in this scenario is a corporate bank that collabo- rates with fintechs by running a separate digital 

channel, an innovation arm not integrated into its established organizational structure, designed to invest in fintechs, their growth 

and further develop- ment. To apply such a model, the bank can directly or indirectly invest in fintechs. Direct investments include a 

large spectrum – from the implementation of a fintech incubator or accelerator program as a separate initiative for innovation to 

buying stakes in fintechs that are meant to remain independent. Indirect investments refer to outsourcing the inno vation division 

to independent incubator or accel- erator companies.  

Figure4: Business Model Canvas for Con- ventional Smart 
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Incubators focus on developing very young start- ups that have an MVP (minimum viable product) or idea, help them build sound 

foundations, which they can grow upon, support them with setting- up a team and testing the market, and, all that, in exchange for a 

fee or equity. Accelerator programs fund early-stage start-ups that have already proven to have a long-term growth potential. They mostly 

operate on short and intense timeframes. Thanks to an initial small seed investment and experienced mentors, usually made of start-

up executives and external investors, against a small portion of equi- ty, the business sees itself becoming at best more mature, 

after completion of the accelerator pro- gram [Forrest 2014]. 

 

Here, the corporate bank is based on a traditio- nal model with an additional element – a separate digital unit with a strategic 

positioning in the field of B2B fintechs. Whether the unit is an owned or outsourced incubator and accelerator, or both, it still 

offers significant benefits by making the bank playing in the fintech field without to necessarily integrate their functionalities in 

the existing bank offerings [Pacifico 2016]. This approach en-ables corporate banks to keep track of the devel-opment in the B2B 

fintech environment, by testing each innovation’s utility on the field and observing the different market reactions.  

To be successful, the bank should employ people who have an ‘agile mindset’ and who promote a culture of innovation. At the 

same time, the incu- bator/accelerator programs directly or indirectly supported by banks provide fintechs with potential assets for 

their development such as an established customer base and vast distribution opportunities. In addition, being backed by a 

renowned bank grants fintechs more credibility vis-à-vis their cus- tomers and a head start over their competitors [Hol- loman 2015]. 

This represents a good scenario for start-ups who are confronted to many challenges from scarce financial and human resources, 

season- al sales cycles to unsecured intellectual property [Butcher 2017]. 

Yet, what is the value proposition for the bank’s corporate clients? Apart from the traditional prod- ucts and services the bank 

offers, learning to come close to customer centricity is an important part in this scenario. As a result, when the bank cannot fully satisfy 

a client, it can search for a solution via its own incubator/accelerator unit and its ‘fintech hunters’. In the following, owning an 

incubator or accelerator unit is called a “digital channel” (DC) whereas outsourcing incubator/accelerator acti- vities to other 

firms is called “outsourcing digital” (OD). 

 

When the bank finds the appropriate product, it redirects the customer towards the respective fin- tech. The client thus remains 

satisfied because its bank was of help. The bank becomes therefore a privileged partner and reference point in the daily business 

of the corporate client. Moreover, rela- tionship managers’ role is magnified in this model since they are the ones who are able 

to identify their clients’ needs and initiate the hunt for a more innovative product. As in banking tradition, face-to- face interactions and 

long-term relationships with corporate clients are prioritized. 

 

As shown in its BMC (see Figure 4), the Conven- tional Smart bank earns money depending on its innovation strategy. If it 

owns an incubator/acce- lerator unit or is directly invested in fintechs, it can benefit from the sale of successful products on the market 

and from spinning-off its start-ups. If the unit is outsourced instead, the bank can increase its efficiency by achieving a comparable 

goal, but with less resources as the management of the unit is owned by external professionals. Thus, two invest- ment strategies are 

identified for building a digital unit that is not integrated into the traditional sys- tems of the corporate bank. The choice of either 

approach depends on the bank’s goals and plans for digitalization. But its perception of the fintech sector and disruptive threats as 

well as the available resources to carry out such investments, should be considered. The main focus of this business model is that it is 

not about maximizing profitability but rather having a foot in the fintech and innovation field without being too focused on it, which 

appears as a smart approach for a traditional bank. 

 

Scenario 4: Digital Banking Ecosystem With a high level of cooperation, resources and dynamic in the course of 

digitalization, business models of corporate banks in this scenario (see Figure 1, top right) open to many partners and tran- 

sition to the form of a platform for an ecosystem. The Digital Banking Ecosystem platform looks like a digital financial 

superstore or an app store where clients can choose among a broad range of finan- cial products and services. For example, 

FidorBank, through its digital marketplace Financebay, offers a broad spectrum of financial services from both fintechs and 

other partners. 

 

Under this model, banks become virtual aggrega- tors and distributors of financial services and prod- ucts [Skinner 2016]. That is, 

they take the role of intermediaries between clients and other financial services players so that, besides their own products, they can 

provide customers with a wider range of solutions, which they source from external partners. 

 

Moreover, the ecosystem configuration allows banks to reduce the cost of manufacturing their own products. Banks 

implement an efficient data collection and CRM system with which they can advise customers on their needs at the right time 

with the right product. Banks operate via an open platform that enhances seamless online banking, enhanced digital advice and 

real-time digital sup- port [Dany et al., 2015]. Customers benefit from faster and streamlined processes, customized products and 
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pricings, high reliance on analytics and transactional data and obtain instant offers. Additionally, in its activity of an aggregator, 

the bank’s value network focalizes more on customer processes through  tailored outputs [Winter 2003]. However, having an 

open platform and providing customers with such advanced solutions would be difficult without data and without sharing it with 

third parties. Beside it, the IT infrastructure must  not be ignored. Banks need to be equipped with suitable application 

programming interfaces (APIs) and flexible IT architectures that allow other par- ties’ products to be plugged in, while preserving 

the security of the whole network. 

 

Built on the basis of the traditional corporate ban- king BMC, the ecosystem bank is endowed with important additional elements 

(see Figure 5). The key partners integrate other financial services provi- ders, which may include other financial institutions or 

technology firms like fintechs for instance. The bank gets rid of data providers, since data is auto- matically given by the clients. The 

value proposition reflects the wide product offering of the ecosystem. Both the ecosystem bank and its partners provide financial 

product and services to the clients. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5:  Business Model Canvas for Digital Banking Ecosystem 

 

This framework allows the bank to charge a fee on each product contracted by the clients, and, thus, to generate revenue streams from 

network fees. The main channel is the ecosystem platform and the expenditures to implement it come from IT and R&D. Both 

departments include the involvement of the fintechs in partnership with the bank and represent a key resource in the development 

and maintenance activities of the platform  

 

Evaluation and Discussion 

In the traditional model, partnerships are few because the bank does not have an appropriate cor- porate culture to enable such 

relationships. Enga- ging in partnerships with fintechs actually demands a high level of flexibility, especially in terms of pro- cesses 

and compliance requirements. Without the right mindset, banks are left behind and do not succeed in making new partners. An 

example of a traditional bank that succeeded in changing its culture and mindset is ING Bank. Today, the Dutch bank collaborates 

with approximately 100 fintechs, invests in 10 and develops internal ones, e.g. Yolt [Kocianski 2017] thanks to implementing the 

Agile Way of Working approach, the Innovation Boot- camp, and the PACE methodology. Furthermore, ING’s commitment 

toward increasing its platform capabilities has been proved by the recent acqui- sition of Lendico, a German fintech focussing on 

corporate lending for SMEs, made via its subsidiary ING-DiBa. Nevertheless, while the majority of banks struggle to dispose of their 

legacy systems, disrup- tors are a step ahead. 
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With time, there will be a natural selection hap- pening in the financial industry and banks opera- ting under traditional systems 

will be eliminated, which recalls the creative destruction concept of Schumpeter [1942]. Instead, these traditional banks should 

rationalize their value propositions in order to remain relevant, focusing on their strengths and on highly strategic areas where 

they master competitive advantages [Brereton et al. 2014]. All in all, this scenario can be considered as the most dangerous one 

going forward. A bank might fail in responding to changes simply because it is not equipped adequately. Fintechs will at some 

point surpass traditional banking by offering better custo- mer service and attractive products at a lower price [Skinner 2016], and the 

main reason for that is the loss of control on innovations, as a result of cultural obstacles and legacy system. 

 

 

For what concerns the Digital Loner, the freemium model appears as a rather easy way to get fast and trouble-free funding for 

free users, while still being advantageous for premium users. This busi- ness model is very customer-oriented. Through mul- tiple 

modalities and ways of earning more money, the Digital Loner model is built around the client’s needs, and this is what makes it 

advantageous. 

 

The Conventional Smart model is built on a strategy that seems already well used in the sector. Many lar- ge banks adopt this approach 

nowadays: as Santan- der, for example, through its InnoVentures incubator fund; Commerzbank and its CommerzVentures and Main 

Incubator as well as Deutsche Bank and its Innovation Lab. However, adopting this strategy is not an easy process, since 

there are regulatory and security constraints that make innovating more  

difficult [Holloman 2015]. Incubators and accel- erators, as independent companies or as a bank’s digital arm, tend to have very 

low start-up admis- sion rates in their programs and require expensive start-up’s equity (if seen in perspective), notably because 

of the high investment risk. To sum up, the Conventional Smart bank demonstrates a willing- ness from banks to innovate although 

it does not immediately integrate the digital investments in its systems. 

 

The Digital Banking Ecosystem is undoubtedly the most technologically advanced business model of all. It is more than just 

having an open API plat- form – it is about managing an extensive network of partners and a considerable volume of data. Chal- 

lenges are of technological order and are based on the smart interplay between automation, self- learning algorithms and 

cognitive systems [Dapp 2015]. Consequently, running an ecosystem setup is very demanding also in terms of maintenance and 

upgrading. The software and intelligence behind it must be capable to cope with millions of transac- tions [Finextra Research 2015]. 

Furthermore, the platform would need to be resilient to cyberattacks that could jeopardize the existence of the ecosys- tem itself. IT 

becomes thus a driver of business instead of a mere supporting function. 

 

Overall, banks have to get accustomed with open APIs. As a matter of fact, the new Payment Service Directive (PSD2) will soon 

become a game chan- ger in the financial services industry; not only it obliges banks to put more efforts in data gover- nance 

but also, it deprives them from using data as leverage over third parties. Exposing their data to competitors will enable other players 

to take away clients, do business with them, gain their trust and earn money from them [Finextra Research 2015]. Nevertheless, only 

few banks have since long been preparing for it such as Starling Bank, which is the first UK licensed bank to launch a public API 

that is ready for PSD2. Another threat faced by banks with PSD2 is an amplified exposition to systems failures, cybercrime and data 

mishandling. Implementing new security procedures and opening APIs will un- doubtedly increase IT costs [Holm/Hellström 2016]. 

With developed digital capabilities and a high level of cooperation, this model represents how most professionals in the financial 

services industry ima- gine the future shape of banks. The Digital Banking Ecosystem is a futuristic form of corporate banking that is 

likely to happen. By the time it does, banks will have to overcome technological threats, rein- force cybersecurity and cope with higher 

IT expenses. 

 

Conclusion 

From pursuing the same goals to complementing their internal resources, companies collaborate and form alliances in order to 

maintain or gain a com- petitive advantage in the market. However, corpo- rate banks are pressured by a number of legal and 

compliance rules that do not make the task so easy to achieve, as they need to carry out more advanced operational processes, overhaul 

their information systems and implement new strategies. Banks face the so-called Innovation Paradox [Holm/Hellström 2016]. On 

one side, they are required to take less risks while, one the other, they are expected to innovate. 

 

This research suggests that, although cooperation is highly beneficial to corporate banks and fintechs, it is not a straight forward 

strategy. Banks should catch up on innovation and get up to speed with fintechs if they want to survive in the near future. This 

can only be achieved by adopting customer- centric business models, transforming the corporate culture and mindsets, as well as 

simplifying legacy systems. 

 

Following the design science methodology helped to create four scenarios based on two dimensions – the level of cooperation 

with fintechs and the digital capabilities of a bank – which illustrate the kind of business models that can be adopted by 

corporate banks to cope with the environment. As such, this research provides a further perspective on the topic, since so far, academia 
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and practice as well have mostly focused on the retail segment. The 

four business models are abstract concepts, which would need to be applied and tested against the banking regulatory outlook or 

financial resource management. 
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Five dimensions of business model innovation: A multi-case 

exploration of industrial incumbent firm’s business model 

transformations 
Anindita Das 

A  B  S  T  R  A  C  T   

Studies focus on the process of business model innovation as performed by start-up firms, while incumbent 

in- dustrial firms’ attempts to innovate their business models often fail, being hindered by path-dependency. 

There is a lack of understanding of what in a business model of such firms is modified to produce an 

innovation that gives 

rise to value creation. Based on explorations of twenty-two incumbent industrial firms, five dimensions of a 

business model are identified that, when modified, may result in business model innovation by incumbents. 

These dimensions are exchangeable, activity, actor, transaction mechanism, and governance setup. The results 

show how business model innovation can be systemically characterized in terms of several dimensions that 

must be modified in concert to produce an innovative business model. The results also show that such business 

model innovations require novel uses of digital technologies that enable new activities to be incorporated into 

existing business models. 

Introduction 

The  century-old industrial firm Klöckner & Co. is  a large producer and independent distributor of steel and 

metal goods and services. One day, it dared to reinvent its future. Its business model innovation repo- sitioned 

the firm to capture new value and establish a unique position within its business network. Rather than 

becoming disintermediated by digital platforms linking steel and metal producers directly with their customers, 

Klöckner & Co. established two of its own platforms: one for its own services only and another provider-

independent platform that links customers with providers. Klockner & Co. not only achieved new revenues, 

surpassing its industry peers, but also more importantly positioned itself for the future by tackling the 

challenges related to the 

industry’s overcapacity and high fiXed costs in a volatile market (Hasler, 

Schallmo, Hackl, & Lang, 2020; Kortov & Sack, 2019). 

The success rate for business model innovation among industrial incumbent firms is unfortunately very low 

(Aspara, Lamberg, Laukia, & Tikkanen, 2013; Haftor, Climent, & Lundström, 2021; Naor, Druehl, & 

Bernardes, 2018; Santos, Spector, & Van der Heyden, 2009). For example, one study shows that two-thirds 

of incumbent firms that attempt such innovation fail (Markides & Oyon, 2010), whereas another study shows 

that only 5 % succeed with the innovation of their business model (Nebuloni, Hernandez, & Carter, 2019). 

Nonetheless, business model innovation is on the agenda of many executives, who regard it as a key source of 

firm performance, comparable with product innovation and operational optimization (Sohl, Vroom, & Fitza, 

2020; Zott, Amit, & Massa, 2011). 

The emerging consensus is that a business model is the “architecture of the value creation, delivery, and 

capture mechanism” (Teece, 2010: 

172). Under such a consensus, the majority of business model innovation research focuses on technology-based 

start-ups (Bouncken, Kraus, & Martinez-Perez, 2020; Bogers, Hadar, & Bilberg, 2016; Zott & Amit, 2007) 

and the processes needed for business model innovation (Andreini, Bettinelli, Foss, & Mismetti, 2021). In 

contrast, research has paid much less attention to the innovation of existing business models of large incumbent 

industrial firms (Andreini et al., 2021). Unlike start- ups, incumbents manifest an inertia that creates path 

dependence, hin- dering certain innovation decisions and actions (Goumagias, Fernandes, 

Nucciarelli, & Li, 2022). Inertia creates a stickiness that keeps the various parts of a firm’s business model in 

their existing positions (Zuzul, & Tripsas, 2020). Therefore, attempts to re-design an existing 

business model by altering one component at a time will most likely fail. This insight is further supported by 

research suggesting that business model innovation requires a comprehensive, holistic approach that fo- cuses 

on each of its parts in concert (Zott & Amit, 2010). To change a business model using a holistic approach, it 

is crucial to know which) aspects, or parts, of the model must be altered in concert.  
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A key empirical question is therefore the following: Which aspects of a busi- ness model are altered when an 

industrial incumbent firm implements business model innovation to create and capture value? The aforemen- 

tioned “aspects” of a business model refer to characteristics, parts, or compositions of elements. The objective 

of this study is to answer this 

question 

By exploring 22 cases of successful business model innovation by incumbent industrial firms, the study reveals 

five dimensions of business model innovation. In other words, an alteration of the dimensions of a business 

model produces a new business model. These dimensions are exchangeables, activities, actors, transaction 

mechanisms, and gover- nance setup. The results build on previous research by extending the number of 

dimensions and clarifying their content. These five di- mensions provide guidance for developing a detailed 

understanding of 

what is modified in business model innovation and inform managers’ re- 

design of business models. The results also show that any innovation of an existing business model requires 

modification of multiple dimensions in concert, which shows the systemic nature of the business model. 

Moreover, successful business model innovations are facilitated by firms’ novel uses of digital technologies. 

In turn, these novel uses of digital technologies enable the inclusion of new activities in the business 

model to create and appropriate value. The next section reviews the existing theory on business models and 

business model innovation. The knowledge gap targeted by this study is thus highlighted. Research methods 

are then detailed, followed by the results. The paper ends with a discussion of the results and the key 

conclusions in answer to this research question. Contributions to theory and managerial practices are discussed, 

as well as the limitations of the study and suggestions for further research. 

Theory 

 

Given the focus of this study, this section first defines the notion and underlying arguments of a business model. 

This review highlights the need for firms, both firms in general terms and incumbent industrial firms, to pursue 

innovation of their business models. This discussion highlights the knowledge gap targeted by the present 

study. 

1.1. From firms to business models 

 

The notion of a business model became popular among practitioners and then scholars around the turn of the 

millennium (Massa, Tucci, & Afuah, 2017). This interest was seemingly driven by several interacting forces, 

namely the adoption of powerful digital technologies, particu- larly the Internet, the de-regulation of 

numerous industries, the regu- latory harmonization of markets (Climent & Haftor, 2021; Teece, 2010), and 

the inability of orthodoX management and economic theories to account for the unparalleled pace and 

magnitude of value creation by some technology firms (Amit & Zott, 2001; Massa et al., 2017; Parker, Van 

Alstyne, & Choudary, 2016). Thus, the business model accounted for a new kind of business reality: the 

globalized technology-based firm. Research on the business model has reached a consensus (Wirtz, Pistoia,  

Ullrich,  &  Göttel,  2016;  Zott  et  al.,  2011)  in  that  a  business 

model is the “architecture of the value creation, delivery, and capture mechanism” (Teece, 2010: 172). This 

architecture is operated by a system of interrelated activities to exploit market opportunities (Amit & 

Zott, 2001). A firm can operate one or more business models, which can be  altered  over  time  (Casadesus-

Masanell,  &  Tarziján,  2012;  Kim,  & Min, 2015). 

Compared to the orthodoX notion of a firm as a source of value creation and appropriation, either as a value 

chain in an industry (Porter, 1985) or as a bundle of strategic resources (Barney, 1991), the business model 

offers several key conceptual advancements to explain how value is created and appropriated by a firm. One 

advancement is the idea that a business model is a firm boundary-spanning activity system including actors 

and their activities outside the focal firm to account for value creation and appropriation (Amit & Zott, 2001; 

Zott et al., 2011). Such actors are typically key stakeholders, including cus- tomers, forwarders, partners, 

suppliers, employees, and owners (Best, Miller, McAdam, & Maalaoui, 2022). From a business model view, value 

creation and appropriation do not occur only inside the focal firm as they do under the orthodoX notion of the 

firm (Barney, 1991; Porter, 1985). Instead, value creation and appropriation take place within the network of 

activities and actors that constitute the business model (Zott & Amit, 2010). A second advancement, closely 

linked to the former, is that value creation and appropriation are not purely centered on the focal firm and its 

customers. Instead, value creation and appropriation concern all actors involved in the execution of the 

business model. In this sense, a business model view requires articulation of the value creation and 

appropriation of each actor that partakes in the business 

model (Amit & Zott, 2001; Zott & Amit, 2010). A third key advancement is the shift from the idea that value is 

created only on a firm’s supply side to the understanding that value can be created on both the firm’s supply and 

demand sides (Adner, & Levinthal, 2001; Massa et al., 2017; Teece, 
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2010), which accounts for network externalities or effects (Katz & 

Shapiro, 1985; Economides, 1996; Amit & Zott, 2001). All these ad- vancements make a firm’s business model 

of crucial importance, namely because of its ability to explain a degree of variation in firm performance 

(Amit & Zott, 2001; Sohl et al., 2020; Zott & Amit, 2007) and other well- established performance driving factors 

such as product-specific, firm- specific, industry-specific, and country-specific factors (Hawawini, 

Subramanian, & Verdin, 2003; McGahan & Porter, 2002; Porter, 1985; Rumelt, 1991; Sohl et al., 2020). 

Nowadays, two firms that provide similar products in the same market and service the same customer segments 

can adopt two different business models, with one firm per- forming significantly better than the other (Sohl 

et al., 2020). One example is given by the two fast-fashion giants H&M and Zara, where the latter outperforms 

the former (Lanzolla & Markides, 2021). 

To achieve superior performance, a firm builds its business model using one or more business model themes. 

A specific business model configuration is then tuned toward one of four available value creation and 

appropriation architectures (Amit & Zott, 2001; Zott & Amit, 2008; Kulins,  Leonardy,  &  Weber,  2016;  

Leppänen,  George,  &  Alexy,  2021; Luo, Cao, Tjahjono, & Adegbile, 2022). These four business model 

themes are novelty, efficiency, complementarity, and lock-in (Amit & Zott, 2001; Leppänen et al., 2021). 

Amit and Zott (2001) explain these four themes in their ground-breaking research. The novelty-centered 

business model theme refers to a new way of conducting business in terms of the activities and actors that 

constitute the business model, such as when eBay disrupted the auctions market. The efficiency-centered 

business model theme refers to conducting business in a manner that uses fewer resources than alternative 

business models in the market- place, such as in the case of various e-commence businesses that offer 

otherwise similar products to those provided by brick-and-mortar re- tailers. The complementarity business 

model theme refers to bundling various offerings, activities, or resources to generate synergies, such as in the 

case of Amazon. The lock-in business model theme is about discouraging actors in a given business model 

(e.g., customers, sup- pliers, and owners) from migrating to an alternative for reasons of sunk costs, loyalty 

relations, or network externalities, such as in the case of Facebook. Empirically, firms that pursue a certain 

business model theme (e.g., efficiency) or a combination of two or three themes (e.g., novelty and lock-in) can 

outperform competitors (Zott & Amit, 2007; Kulins, Leonardy,  &  Weber,  2016;  Leppänen  et  al.,  2021).  A  

key  managerial question therefore arises: Which aspects of a business model are altered when an industrial 

incumbent firm implements business model inno- vation to create and capture value? The architecture of an 

existing business model is transformed into a modified business model archi- tecture, which activates one or 

more of the four business model themes. This question raises the need to review business model innovation. 

1.2. Business model innovation 

 

Changing an existing business model through innovation is pivotal for a firm’s success (Anzenbacher, & 

Wagner, 2020; Cucculelli & Bet- tinelli, 2015; Foss & Saebi, 2017). Recent research (Foss & Saebi, 2017; 

Snihur & Zott, 2020) reveals a consensus that business model innovation is “a set of deliberate acts that managers 

and entrepreneurs perform over time to change the BM [Business Model] components and architecture in a 

consistent and innovative way” (Andreini et al., 2021). Hence, busi- ness model innovation research can be 

regarded in terms of the process 

and content of innovation, with such innovation pursued by incumbents and start-ups or new market entrants. 

The business model innovation process has received considerable attention (Andreini et al., 2021; Visnjic, 

Jovanovic, & Raisch, 2021). This process accounts for the antecedents, moderators, and outcomes of business 

model innovation (Foss & Saebi, 2017). The literature identifies several kinds of processes that drive business 

model innovation, including cognitive processes (Roessler, Velamuri, & Schneckenberg, 2019), strategic 

processes (Broekhuizen, Bakker, & Postma, 2018), value creation processes (Zott, & Amit, 2007), and 

knowledge-shaping processes (Malhotra, 2002). These processes interact with each other to generate business 

model innovation (Andreini et al., 2021). 

However, the present study focuses on the content of business model innovation. This study centers on what 

can be changed in a given business model to produce an innovative business model (Ammar, & Chereau, 2018; 

Giesen, Berman, Bell, & Blitz, 2007). The literature offers two insights in this regard. The first is a list of the 

business model compo- nents that must be altered to achieve business model innovation. These components 

include target markets, target customers, value proposition, value chain, technology, and means of value capture 

(Broekhuizen et al., 2018; Malhotra, 2002). Although this list reflects the complexity of business model 

innovation, it is somewhat self-evident and hence of limited value. The second insight provided by research 

on the content of business model innovation is that it is the architecture of the business model that must be 

altered and not only its components. Business model architecture refers to the components of the business model 

and their relations across various business model dimensions (Foss & Saebi, 2017). This insight further reveals 

the complexity of business model innovation in terms of relations between components instead of just the 

components themselves. The limited research on business model dimensions suggests that a business model may 

45

file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark5
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark36
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark36
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark34
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark34
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark34
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark55
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark55
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark41
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark65
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark65
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark9
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark9
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark9
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark27
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark27
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark8
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark8
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark8
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark27
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark52
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark52
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark17
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark65
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark44
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark8
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark7
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark7
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark7
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark17
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark17
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Aninndita%20Das.docx%23_bookmark27


be regarded in terms of its content, structure, and governance. Content refers to activities, structure refers to 

organi- zational units, and governance refers to control of organizational units (Saebi, & Foss, 2015; Zott & 

Amit, 2010). However, there is a lack of research on what must be altered through business model innovation 

to activate one or more business model themes (Zott et al., 2011). Nearly all business model innovation 

research focuses only on the novelty theme (Massa et al., 2017). This focus is understandable because novelty 

is assumed to be intrinsic to business model innovation. However, research shows that the other three business 

model themes (efficiency, complementarity, and lock-in) can also constitute sources of business model 

innovation (Zott & Amit, 2007). In fact, recently, the novelty 

theme in isolation has seldom been a source of business model innova- 

tion  that  leads  to  superior  firm  performance  (Leppänen  et  al.,  2021). Hence, there is a need for research on 

the dimensions of business model content that give rise to the activation of business model themes. This study 

addresses this research gap. 

Empirically, much of this content-perspective research on business model innovation reports findings related 

to the business model in- novations of start-ups and new entrants (Konya-Baumbach, Schuh- macher, 

Kuester, & Kuharev, 2019). Such innovation is often enabled by their novel use of digital technologies (Caputo, 

Pizzi, Pellegrini, & Dabić,   2021).   In   contrast,   there   is   limited   research   on   industrial 

incumbent firms’ business model innovation, so this issue is the core focus  of  this  study  (Habtay,  &  Holmén,  

2014;  Kim,  &  Min,  2015). 

Research   shows that   business   model innovation   may   reposition industrial incumbent firms within a 

value network to appropriate new sources of value (Hacklin, Björkdahl, & Wallin, 2018; Haftor, & Climent, 

2021). However, studies also suggest that many of industrial in- 

cumbents’ attempted business model innovations fail (Markides, & 

Oyon, 2010; Naor et al., 2018; Santos et al., 2009) because of com- plexities caused by path dependence and 

inertia (Goumagias et al., 2022). The idea is that if an incumbent firm attempts to change one part of its business 

model, other parts may stick and thereby hinder the innovation of the whole business model (Visnjic et al., 

2021). Therefore, a key question tackled by this study is as follows: Which aspects of a business model are 

altered when an industrial incumbent firm imple- ments business model innovation to create and capture 

value? Implic- itly, answering this question also requires knowledge from the firm renewal literature (Shu, De 

Clercq, Zhou, & Liu, 2019). The objective of this study is therefore to provide novel answers to this question. 

 

 

 

 

Methods 

 

This study pursues an exploratory research approach (Locke, 2011) with an abductive mode of theorizing 

(Tavory & Timmermans, 2014) to answer the research question. The motivation is the lack of stable theory to 

account for the phenomenon of the change of content of the business models of incumbent firms. When there is 

limited theory to account for a phenomenon, it is difficult to deduct reasonable hypotheses (Dubois, & Gadde, 

2002). In contrast, an inductive research mode that does not draw on any body of theory ignores relevant 

theorizations and thereby offers advancement and accumulative knowledge production (Behfar & Okhuysen, 

2018). The combination of the inductive and deductive modes of inquiry provides an abductive mode that is 

both open to inducing new characteristics of a given phenomenon and exploiting existing theorizations that 

may be relevant during explorations (Tavory & Timmermans, 2014). 

Because the present research question involves business model 

change, the content of the business model prior to its change and then its content after that change must be 

identified. The two must then be compared to derive what is being changed. This situation calls for a 

longitudinal case exploration approach in which a firm’s business model 

before change is distinguished from its business model after change (Eisenhardt & Graeber, 2007; Eisenhardt, 

Graeber & Sonenhein, 2016). 

 

1.1. Empirical setting 

 

This study investigates 22 industrial incumbent firms. The selection of these firms was theory-motivated to 

match the characteristics of the studied firms with the theoretical gap targeted by the study and thereby answer 

the research question. The following criteria governed the se- lection of the investigated firms. All firms were 

large, industrial, and well-established incumbents operating in mature sectors. These firms were global 

corporations, typically comprising multiple strategic busi- ness units, where each such unit operated with its 
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product line in diverse markets and used a distinct business model. This study focused on a distinct business unit 

within a distinct market for each firm. The selected business units had to have conducted business model 

innovation. The successful completion of business model innovation of the strategic business unit was the 

dependent variable. To eliminate key confounding factors, the studied firms did not pursue strategic 

repositioning in terms of their chosen product market strategies, for example by shifting from cost-leadership 

to differentiation (Porter, 1985), at the same time as their business model innovation. The choice of firms was 

also influenced by access to data on these firms. The number of investigated firms was motivated by the 

theoretical saturation of results (Patton, 1990). Data collection took place between 2014 and 2021. 

Engagement with each firm lasted for two or more years to ensure each firm’s business model prior to and 

after change was understood. Table 2 lists the firms included in the study. 

1.2. Data sources and methods 

 

For each firm, multiple data sources and collection methods were used to gather both qualitative and 

quantitative data. For each investi- gated strategic business unit and market, several managers were inter- 

viewed at two or more times, namely prior to and after change of the 

unit’s business model. In most instances, the same managers were 

interviewed before and after change. Additionally, for each firm, three or more customer representatives were 

interviewed both before and 

after the business model was changed. Where relevant, partners of each firm were interviewed, particularly 

in cases where the focal firm’s 

business model relied heavily on a partnership. Data were also collected through internal documents provided 

by the firms. 

These documents included business plans, market strategies, product specifications, and sales outcomes. Table 

1 summarizes the data sources. 

Semi-structured interviews were used. The questions that concerned the focal firm’s business model were 

informed by pre-established mea- surement  instruments  (Amit  &  Zott,  2001;  Leppänen,  et  al.,  2021). 

Several measures were used to ensure data validity and reliability. In- formants were given anonymity to 

encourage the provision of unin- hibited information. Initial questions were non-directive. Temporal event 

tracking was used to capture the unfolding of the business model innovation. Finally, multiple sources within 

the firm and outside were interviewed to triangulate data. In some instances, follow-up inquiries with specific 

individuals were performed to resolve data conflicts or gaps. 

1.3. Data analysis and theory advancement 

 

Collected data were stored using dedicated research database soft- ware (ATLAS.ti). The interviews were 

audio recorded with participants’ consent and transcribed within a day to provide nearly 7,000 pages of 

text. The analysis started with the construction of case scenarios for each firm. These case scenarios described the 

business model with its value creation themes prior to the business model change and the business model with 

its value creation themes after the business model change. Each scenario was initially constructed by one 

author only and then validated by the other author. Potential ambiguities were resolved using additional data 

collection. The focus of analysis was the comparison 

between a given firm’s business model prior to and after business model 

change. Any differences that were identified were coded. Each identified difference was coded a-theoretically 

to give empirical themes related to the changed business model content. These codes were aggregated into 

second-order empirical themes to distill the empirical content into conceptual categories of the aspects of 

business models. This process increased the level of abstraction and potential generalizability. Again, each 

such coding was conducted by one author and then reviewed by the other author to identify possible 

ambiguities. These ambiguities were then clarified. Next, these business model content themes were compared 

back and forth multiple times with the business model theo- rizations presented earlier in the Theory section 

(Eisenhardt et al., 2016; Klein & Myers, 1999). Finally, this comparison with theory gave rise to further 

generalizations, producing the five dimensions of business model innovation described in this paper. 

Results 

 

Table 2 lists the investigated firms and specifies their respective business model innovation and the business 

model dimensions used in each such innovation. Fig. 1 illustrates a sample of the data analysis and the process 

followed to generate the dimensions. The results suggest that any existing business model can be understood in 

terms of five di- mensions. Such an understanding facilitates the re-design and thereby the innovation of a 

business model. Hence, altering one or more of the dimensions of an existing business model may generate 

an alternative business model. The five dimensions of business model innovation identified here are: 

exchangeables, activities, actors, transaction mech- anisms, and governance. These five dimensions are 
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detailed later. 

 

1.4. The five business model dimensions 

 

The first business model dimension refers to the exchangeables of a business model. An exchangeable is 

something (tangible or intangible) generated by an activity to give an output for another activity. The primary 

exchangeables are products (goods and services) either pro- cured from suppliers in the factor market or provided 

to customers in the product market. Given that the notion of a business model involves value creation for all actors 

involved (Amit & Zott, 2001; Brandenburger & Stuart, 1996), the notion of exchangeables also covers 

examples such as the worktime provided by employees and the compensation they receive, as well as the 

investors that fund a firm in exchange for a stake in firm ownership. The typical modification of exchangeables 

concerns the offered product. An example is when machines and services are bundled together, sometimes 

along with novel digital technologies, thereby enabling the creation of a smart product market system 

(Chowdhury, Haftor, & Pashkevich, 2018). Other kinds of modified exchangeables include a lower or higher 

workload in terms of volume of work hours, as well as increased financial capital to operate a new business 

model with greater capital intensity. Research supports this conception of exchangeable transformation in 

terms of the notion of bundling, unbundling, and re-bundling (Kopczewski, Sobolewski, & Miernik, 2018). 

An illustration is given by the unbundling of books into chapters and records into songs. Changing the 

exchangeables of a business model can activate one or more business model themes. For example, the 

complementarity business model theme can be activated by a new bundle that is not offered by competitors. 

The second dimension relates to the activities in a business model. These activities refer to a set of interrelated 

actions that together give rise to a distinct and coherent activity in a business model. EXamples of such 

activities are procurement, product development, manufacturing, sales, service, and recruitment. An existing 

business model is by defi- nition made up of a set of interrelated activities (Amit & Zott, 2001; Zott & Amit, 

2010). Therefore, the investigated firms implemented business model innovation by changing their business 

model activities. EXamples of how they did so include adding new activities, excluding existing activities, and 

changing the order of current activities. The investigated firms typically added activities to establish forward 

or backward inte- gration in their industrial value chain. EXamples include retaining ownership of a machine 

provided to a customer on lease and then adding the activity of operating the machine for the customer.  
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Fig. 1. Sample of data structure and analysis to generalize from empirical themes (left hand), to 

conceptual categories (middle), to aggregated dimensions (right hand). 

specifically, it accounts for the conventional command and control setups, the various institutional (legal, 

cultural, and industrial) norms, contracts, and trust between actors, actors’ interests, incentives, and rewards, 

and the relations (alignment and lack thereof) between actors’ interests. All these factors regulate actors’ 

behavior (Asgari, & Asgari, 

2021). One common change in governance setup among the investi- gated firms is the change of legal 

ownership of a product. Conventional transfer of ownership of a machine from provider to customer is 

replaced by providers’ retention of ownership of a machine and leasing 

or renting to customers. In such situations, new governance setups are required, operationalized through novel 

contracts and the use of digital technology for continuous monitoring of machine use. Research con- firms this 

new approach (Steinbach, Holcomb, Holmes, Devers, & Can- nella, 2017). One example is algorithmic 

governance of firm-external actors that partake in a business model. A specific application is used by taxi firms 

to rate drivers and riders and implement dynamic demand- driven pricing (Garud, Kumaraswamy, Roberts, 

& Xu, 2020). 

 

1.5. Multi-dimensional alterations of business models 

 

Although the five dimensions of business model innovation identi- fied in this study have been detailed one 
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by one, for analytical reasons, all firms included in the study altered several dimensions simultaneously in their 

business model innovation. Hence, the empirical cases suggest that altering one dimension at a time is 

insufficient for business model innovation. For example, Volvo Construction Equipment, which manu- 

facturers crawler excavators among other machinery, transformed its business model from the orthodoX 

manufacture and sale of such ma- chines to renting machines to customers with an hourly fee for actual 

machine use. In terms of the five dimensions, this  business model transformation added the novel activity 

of continuous monitoring of machine operations and conditions enabled by IoT devices embedded in the 

excavators, making such machines a novel actor of the business model instead of a passive exchangeable. A 

key exchangeable of this business model was therefore also modified because customers received the capability 

to use the machine whenever they needed it rather than the ownership of that machine. In this change, the 

manufacturer received a fee depending on usage time and a large set of data on the actual usage of its machines 

and their condition. The data were used for various ends, such as the calculation of the usage fee and hence 

value appropriation, as well as machine maintenance and repair and the design of new machines. For this new 

provider-customer relationship, a new transaction mechanism was implemented based on IoT usage. This 

mechanism enabled the transfer of usage data from the machine at the customer’s site to the machine provider. 

This entire structure was regulated by an updated governance setup stipulating the ownership, 

usage, payments, and other aspects of the provider-customer relation- ship. Hence, there seems to be 

complementarity between the business model dimensions, whereby a fit between these dimensions is needed 

to create a new business model from an existing business model. 

Discussion and conclusions 

 

The notion of a business model has emerged as a valuable way of understanding a firm’s ability to create and 

appropriate value as opposed to the orthodoX notions of competition through products and 

operations (Amit & Zott, 2001, 2010). Studies show that firms with similar offerings but different business 

models perform differently (Lanzolla, & Markides, 2021). Hence, the business model explains part of 

performance variation (Sohl et al., 2020). Because competing only through products and operations has 

become increasingly difficult and because changes in the business environment decrease product differ- 

entiation (Donthu, & Gustafsson, 2020), business model innovation is on the agenda of many executives (Bock, 

Opsahl, George, & Gann, 2012). Novel technology-based start-ups use innovative business models to disrupt 

established industries and create value at an unprecedented pace and magnitude (Parker et al., 2016). Meanwhile, 

established industrial incumbent firms, which experience inertia and path dependence (Gou- magias et al., 

2022), often fail in their attempts at business model innovation (Zuzul, & Tripsas, 2020). The incremental 

innovation approach typically used by such firms means that one part of an existing business model is modified 

at a time. However, this approach is hin- dered by the stickiness of other parts of the business model (Favoretto, 

de Sousa Mendes, Godinho Filho, de Oliveira, & Ganga, 2021), sug- gesting that these other parts must also 

be targeted in the innovation process. Hence, the following question arises: Which aspects of a busi- ness 

model are altered when an industrial incumbent firm implements business model innovation to create and 

capture value? 

1.6. Contributions to knowledge advancement 

 

This study offers several contributions to theory development through exploratory analysis of successful 

business model innovation by 22 industrial firms. The first key contribution is that a business model can be 

understood in terms of five dimensions: exchangeables, activities, actors, transaction mechanisms, and governance 

setup. By altering these dimensions in their existing business models, the studied incumbent firms successfully 

established new business models that enabled the activation of certain business model themes. This primary 

contribution of the study is important because the limited existing research suggests that a business model can 

be understood in terms of only three di- mensions, namely content, structure, and governance (Saebi, & Foss, 

2015; Zott & Amit, 2010). The five dimensions proposed in this study overlap with the three dimensions from 

the literature and thereby make progress in terms of knowledge development. The present study shows that 

business model transaction mechanisms and the governance setup should be considered distinct from the actors 

and activities of a business model. The firms included in this study show that combining these two categories 

does not correctly reflect what firms actually modify in their business model innovation. For example, not 

distinguishing between the governance setup and the actors that perform activities overlooks the fact that the 

same actor can be governed in different ways. For instance, the same actor may be subject to different incentives 

and legal contracts. Similarly, the existing research combines the activities of a business model and the way 

they are linked with each other, whereas the model provided in the present study distinguishes between 

activities and transaction mechanisms. This distinction is important because two or more activities can be linked 

with different transaction mechanisms that constitute different sources of value creation. 

The second key contribution is the insight that the investigated firms all altered several dimensions of their 
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business model simultaneously rather than modifying one dimension at a time. This finding suggests that 

business model innovation is systemic, such that the whole is more important than the sum of its parts. This 

idea echoes the notion of complementarity, where the value of dimension A becomes higher in the presence of 

dimension B. Although research suggests that business models should be examined from a holistic approach, 

it does not specify which business model aspects must be considered to activate one or more business model 

themes for value creation and appropriation (Zott & Amit, 2010). The present study fills this gap by detailing 

the five business model dimensions and their interactions. The results of this study challenge the assumption 

that changing one aspect of a business model is enough for business model innovation and that a holistic 

change will generate business model innovation. Instead, business model innovation must be aimed at the 

activation of one or more business model themes. 

A third insight is that all studied firms adopted digital technology in their business model innovation. 

Moreover, the use of such technology can be understood in terms of the five dimensions of business model 

innovation identified here (Frank, Mendes, Ayala, & Ghezzi, 2019; Guo, Guo, & Ma, 2022). Firms update their 

exchangeables by embedding digital technology into their offerings. Firms use technology to automate activities, 

replace human actors with machine actors, and use machines to transfer information between activities, thus 

creating transaction mechanisms. All such uses of digital technology enable modifications in the business 

model governance setup. 

A fourth insight is that several of the studied firms implemented their business model innovation by expanding 

their activity system for the vertical integration of activities previously conducted by customers and thereby 

appropriated additional value. For example, a firm that origi- nally provided forklifts for industrial use started 

retaining ownership of those machines, instead providing the capability of lifting whenever needed by offering 

the forklift, driver, and services on lease. In sum, the investigated business model innovations combined the 

five business model dimensions in an attempt to find new sources of value creation typically enabled by the 

use of digital technology. 

1.7. Managerial implications 

This study’s results offer guidance to managers of incumbent firms seeking business model innovation. First, 

managers should conceive of their firm’s business model in terms of the five dimensions detailed in this paper, 

namely exchangeables, activities, actors, transaction mech- 

anisms, and governance setup. Crucially, actors should not be limited to suppliers, producers, or customers. 

Actors should include all the com- ponents that partake in the realization of a business model, potentially also 

including owners, employees, forwarders, and other partners. Similarly, activities may take place not only 

within the firm or con- ventional industrial value chain but also outside these domains, such as in other sectors. 

The investigated firms show that, when conducting their activities, actors may be governed in different ways 

and linked through different transaction mechanisms.  A  change  of  governance setup, as well as a change 

of transaction mechanisms, may release novel value. Next, managers should conceive any alterations to these 

five di- mensions in concert with each other. They should not attempt to alter them one by one in isolation. 

They should do so while aiming to activate one or more of the four business model themes. A business model 

seems to depend on the interactions between the five dimensions, which may activate one or more business 

model themes. Furthermore, such multi- dimensional alterations can be made using digital technologies. A 

ma- chine can constitute an actor that conducts activities. Technology can then link activities and their actors 

in a novel configuration, where machines govern the execution of activities through various algorithmic 

measures and where technology can be part of an exchangeable such as a forklift. Hence, the business model 

innovation of an incumbent firm can seldom be managed by a single functional manager from sales, mar- 

keting, manufacturing, finance, or some other area. The five dimensions cover all parts of the focal firm and its 

environment, so business mode re-design must take place at the top management of the focal firm. Doing so can 

guarantee a holistic understanding of a firm’s business model and 

secure the necessary authority for business model re-design, mitigating the risks of sub-optimization. By 

extension, the findings also suggest that business model innovation of an incumbent firm may require negotia- 

tions with actors outside the hierarchical executive structure of a focal firm. The findings show the key 

importance of the dynamic capabilities of a firm in establishing a business model (Teece, 2018; Wang, Fang, 

& Zhang, 2022). A focal firm may change its business model and may even pursue   multiple   business   models   

(Casadesus-Masanell,   &   Tarziján, 2012; Kim, & Min, 2015). Hence, managers need to identify market 

opportunities and a value architecture space (Keen, & Williams, 2013; Trapp, Kanbach, & Kraus, 2022), which 

refers to the total space of actual and potential actors and the activities they perform. This space is well 

beyond a single industry’s value chain. One or more business models can 

be configured in terms of these five dimensions, with actors linked within an activity system aiming to activate 

one or more business model themes to achieve superior firm performance (Fig. 2). 

 

Fig. 2. Relationship between actual and potential value architecture space constituted by actual and potential 
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actors in various sectors or industries. The config- uration of selected actors and their activities constitutes 

a given business model that activates a business model theme for value creation and in turn leads to superior 

firm performance 

 

 

 
 

1.8. Limitations and future research 

 

First, the results of this study are based on multiple case explorations. Despite theoretical saturation in the data 

analysis, the results should be confirmed or else refuted in an alternative empirical setting. Second, the empirical 

data consisted of large industrial incumbent firms, so the re- sults of this study are potentially only applicable to 

such firms. However, there is nothing to suggest that the five dimensions of business model innovation and 

their systemic nature would not apply to the business models of other firms. In any case, to confirm this 

applicability, this study should be replicated in an empirical setting that includes other kinds of firms. 

A final consideration is that although this study focuses on the business model dimensions that influence 

business model themes, which then affect firm performance, the organization and strategy literature shows that 

there is seldom one solution that fits all contexts (Volberda et al., 2012). Therefore, future research should 

examine potential con- tingency factors that may be related to the five dimensions of business model 

innovation and explore the nature of such relationships in their influence on business model themes and firm 

performance. 
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Benefits of Technology for Business 

Bijay K.Nanda 
Abstract. The purpose of this study is to describe the benefits of technology in a business aspect nowadays. 

This type of research used descriptive method so that we could analyse the importance of technology in the 

sector of business. The results show that this research can use technology these days to help young businessmen 

or businesswomen who want to develop their ability according to the times. The benefit of technology is that 

now it can support business expansion. Besides doing business by utilising technology is useful because users 

can also learn technology at the same time. This can provide convenience for users. The impact from the 

utilisation of technology for business can also make the users take note to their accuracy that it is easier for 

them to make decisions. So we can take out the benefit from technology for business because it does not close 

the possibility of successful business for businessmen and businesswomen. 

1. Introduction 

The development of the current era where technology becomes a necessity, especially for businessmens today 

because it can promote their products using online methods, it can attract consumers to their online shop. 

According to Lu et all recommend and provide online services to provide product information in order to 

improve customer relations [1]. 

In Thailand has a positive attitude online shopping so that it can affect the intention of online buyers as has been 

done by thananuraksakul [2]. Everyone uses the internet media for online shopping, like the research there are 

seven factors that influence Chinese consumers online shopping and have risks, service quality, product 

variations, and convenience [3]. Making trust for consumers so that consumers are satisfied and provide 

positive support and provide a safe, friendly online shopping site [4]. Create a market according to needs by 

giving profits to companies to make the business competition that produces quality products and affordable 

markets [5]. Technology development is the main foundation of doing business [6]. It can be a success factor 

for companies that run businesses with current trends [7]. With a broad reach and can be done anytime 

anywhere and has many advantages that we can feel we can make sales and marketing through cyberspace or 

business technology that is currently being used. [8]. 

Companies prefer online businesses and transaction with electronic networks to increase consumer loyalty in 

online shopping [9]. As well as smooth communication between users and privacy, it is necessary to provide 

security and safety features [10]. The aim of this study is to find out and describe the benefits of technology 

for business and the ease of business with technology today because current technology can help businesses. 

Using this descriptive method to explain the superior product creation and make it easier for consumers and 

sellers to see our business by generating good reviews from consumers. 

2. Method 

This research used the descriptive method. Using descriptive methods can identify and introduce businesses 

using technology and analyse how essential and influential technology is for businesses. By using technology 

in business, it can be easier for them to be able to promote their products which are connected to websites that 

technology-based and will display products that are needed in detail from the product, the material and so on 

which can make it easier for prospective customers to choose and fulfil their needs also make it easier for 

sellers to not incur large costs. It turns out that there are still many business people who still do not use 

technology in their business and still consider using technology to be difficult. Therefore we need to introduce 

business people to using technology not only in offline business. 

3. Results and Discussion 

In order to attract the attention of technology connoisseurs with business, we need to create a business that uses 

attractive technology by making it easier for prospective sellers to see our business activity and interested in 

joining us [11]. It is necessary to create a business page that is easy, fast, detailed and precise on every product. 

 An example is the mobile phone business by offering various types of mobile phones with detailed 

explanations and can attract the attention of consumers and provide convenience in transactions, namely by using 

various payment options such as ATM transfers, payments at minimarket and pay at the consumer's place 

guaranteed security and guaranteed security on delivery. 
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See Figure 1; consumers can order products that they want with technology anywhere and anytime because 

technology provides convenience, indirectly proven consumers use online technology that is easily accessible 

on various devices. 

 

Figure 1. Main menu. This figure was adopted from www.shopee.com on November 12, 2018. 

See Figure 2, the main menu contains menus and submenu, sellers and buyers can create accounts that they can 

access in the future for business or shopping. Many products offered such as on the left side of this site are 

product categories on this site. In the top there is a search menu to find products that consumers want and 

sellers have the advantage of being able to access all the pages on this site, we develop technology and online 

business satisfaction. 

Figure 2. Popular products. This figure was adopted from www.shopee.com on November 12, 2018. 

 

See Figure 3, in this section, consumers can see and know the products that are popular at the time. Shopee 

provides local and foreign products and products are listed pictures, prices, and other information so it can 

attract buyers to make transactions then. 
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Figure 3. Product details. This figure was adopted from www.shopee.com on November 12, 2018. 

 

See Figure 4, in this view explains the product description of the brand, seller, price, colour, image and delivery 

courier provider so that the buyer can find out the item to be purchased will be sent by who and when the item 

will arrive. Users can have the desired product by clicking the buy button now which is yellow, and there are 

other options, namely the add button to the cart. 

Figure 4. Transactions. This figure was adopted from www.shopee.com on November 12, 2018 

See Figure 5, here the process of sending and billing goods to be purchased with the buyer fill in the personal 
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data, the complete address then shopee will convert the price of the item and the price of the shipping service 

according to the seller's address to the buyer listed and will add it to the total to be paid by the buyer. 

Figure 5. Choice of payment method. This figure was adopted from www.shopee.com on November 12, 2018. 

 

See Figure 6, in the payment method, the buyer can choose various methods that can facilitate the buyer as 

desired by the buyer. As shown above, there are seven methods that can facilitate transactions and ensure 

security. 

Figure 6. Payment term. This figure was adapted from www.shopee.com on November 12, 2018. 

 

After all is finished now the buyer just makes a payment with the method that has been chosen for example 

the transfer and Shopee gives 1x24 hours, if within the specified time there is no payment confirmation then 

the transaction will be cancelled and the money that has been transferred will be returned to the buyer's 

account and the buyer can withdraw his money or spend it again, but if the payment has been confirmed 

by the Shopee, the consumer is just waiting for the ordered item to arrive according to the shipping expedition 

or method is chosen. Delivery time cannot be determined by Shopee but is determined by the expedition that 

the buyer chooses and the distance between the seller and the consumer. 

 

4. Conclusion 

Technology is now growing very fast and can help us in opening up new business or job opportunities. In 

modern times technology now can provides convenience for people who want to do business, especially young 

sellers because it is easier, more comfortable, more efficient and economical. It is suitable for consumers that 

enjoy the convenience of purchasing products and with detailed product so that they can know and compare 

with other products. Technology nowadays offers transactions with easy payments such as transfers and six 

other payment methods that have been provided which can be done anywhere and anytime. Then, in terms of 

security is guaranteed to avoid fraud because Shopee will identify it if that happens. Business competition in 

technology like this is very competitive. Therefore we need to create a business that attracts enthusiasts such 

as following the times and creatively so as not to lose out in competing with other same businessmen using 

this technology. 
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Evaluation of Digital Business Model Opportunities 

A Framework for Avoiding Digitalization Traps 
Nirmal Kumar Routra 

 

OVERVIEW: In the era of digitalization, manufacturing firms find it difficult to assess what is “the 

right” digital business model. To avoid common digitalization traps, company leaders and managers 

need to carefully assess each business model opportunity before committing to implementation and 

commercialization. We present insights from our case study about the diverse and complex issues 

related to digital business models. We highlight three digitalization traps and provide a three- phase 

framework companies can use to evaluate digital business model opportunities and make an 

informed decision on the commercial prospects for each model vetted. 

 

KEY WORDS: Digital servitization, Risk management, Business model innovation, Industry 4.0, 

Digitalization paradox  

 

To avoid missing out on the opportunities presented by digital technologies—like the Internet of Things, 

cloud computing, artificial intelligence (AI)—industrial companies may sign new business deals in 

haste. In many cases, the goal is to replicate the success of global high-tech companies such as 

FAANG—Facebook, Amazon, Apple, Netflix, and Google—by adopting digital business model 

innovation. For example, by investing in smart and connected products (Porter and Heppelmann 

2014) combined with AI capabilities (Gerbert et al. 2019), providers like Volvo and ABB can offer 

enhanced digital business models based on fleet management and site optimization by monitoring 

and analyzing the performance of numerous products. 

Profiting from digital business models is much more complex than companies frequently assume. 

Industrial companies often invest in digital technology without fully understanding the implications of 

digitalization. They try to steer their businesses towards new digital business models, but the returns in 

terms of revenue enhancement are generally modest and sometimes negative. This phenomenon is often 

called the “digitalization paradox,” where manufacturing companies are unable to profit from their 

substantial investment in digital offerings (Gebauer et al. 2020; Parida, Sjödin, and Reim 2019; Sjödin et 

al. 2020). A key managerial challenge is to rein in the push to digital business model 

commercialization that arises from exorbitant customer requests and aggressive internal sales targets. 

Instead, companies must take the time to evaluate carefully the business impact and profit potential of new 

business model opportuni- ties. Current literature and practice offer businesses few insights into how to 

do this accurately and significant gaps remain. 

Academics and practitioners have only limited understanding of the traps that manufacturing companies 

risk falling into and how those traps help to explain the digitalization paradox. Scholars have 

highlighted the challenge of pinpointing customer needs (Kohtamäki et al. 2020; Lerch and Gotsch 

2015), inte- grating multiple digital technologies (Gebauer et al. 2020), and developing new partnerships 

and distribution channels (Ganguly and Euchner 2018; Kamalaldin et al. 2020). While teams in charge 

operationalize new digital business models at the time of contract signing, often complex 

interdependencies exist with elements and processes extending throughout the organization, most of 

which are outside the operational sales team’s control. This complexity and interdependency 

compounds risk during the business model commercialization process because small errors can 

cascade into more serious business risks and ulti- mately lead to failure. Companies need to understand 

the causes of and traps within the digitalization paradox. 

Companies lack clear frameworks to evaluate new digital business model opportunities.  

 

Mr. Nirmal Kumar Routra, Assistant Professor, Global Institute of Management, Bhubaneswar  

 

 

 

 

 

60



Existing frameworks focus mainly on developing and designing new business models and less on how 

to evaluate them (Johnson, Christensen, and Kagermann 2008; Osterwalder and Pigneur 2010). This 

defi- ciency is particularly pronounced for digital business models, which means companies are ill 

prepared to deal with the many new and unknown decisions associated with digital offerings (Luz 

Martín‐Peña, Díaz‐Garrido, and Sánchez‐López 2018). Over time, companies’ digital offerings for 

customers often prove to be bad deals for both sides of the relationship. Profitability gets squeezed by 

significant increases in costs and too few revenue enhancements (Kohtamäki et al. 2020; Sjödin et al. 

2020), and concrete customer value may fail to materi- alize due to deficient processes or understanding 

of pain points. 

 

Ultimately, companies’ credibility and reputation get jeopar- dized as they try to become digital 

pioneers. To cope with this tendency, companies realize that they need to evaluate the business model 

opportunity more judiciously before signing a business deal involving new digital offerings (Ganguly 

and Euchner 2018). Companies need a more carefully considered, systematic process for evaluating the 

potential of digital busi- ness models prior to commercialization. 

This study identifies traps inherent in digital business model innovation and offers insights into how 

industrial companies can improve the way they evaluate new digital business model opportunities. 

Based on in-depth studies of eight industrial manufacturers, we develop a three-phase digital 

business model evaluation framework with distinct steps and key questions for companies to 

consider. 

 

Why Evaluate Digital Business Models? 

Many industrial firms use digital technology to innovate their business models and explore new 

innovative offerings (Sjödin et al. 2020). These digital business models typically add service 

elements to physical products so that companies can provide customized solutions (Kohtamäki et al. 

2020). 

The proliferation of digital technologies points to radical changes at the core of business activity and 

a significant transformation across all dimensions of the business model— namely, value creation, 

value delivery, and value capture (Sjödin et al. 2020). First, the provider creates value closer to the 

customer’s operations since providers can use data from a fleet of equipment to identify areas for 

improvement in the customer’s ongoing operational processes—for exam- ple, optimization of 

equipment and condition-based main- tenance (Kohtamäki et al. 2020). Second, the shift to digital 

business models often requires new kinds of capabilities, such as data analysis and software 

development, that surpass man- ufacturing firms’ core competencies and yet are critical to enable 

them to deliver the value created (Parida et al. 2014). Many industrial companies have unclear 

processes and face organizational resistance and inertia when they move beyond developing 

mechanical equipment to digital solutions (Kamalaldin et al. 2020). The ecosystem relationships 

required to deliver value also changes. For example, a new market might require new local partners 

to partake in deliv- ery, and new governance challenges might arise when new stakeholders, such as 

cloud computing providers, get intro- duced into the business (Sjödin, Parida, and Kohtamäki 2019). 

Third, digital business models often mean moving from a capital expenditures (CAPEX) model, 

such as the traditional purchase of equipment with add-on repair and maintenance services, to an 

operating expenses (OPEX) model where the customer pays for an outcome—for instance, the 

amount of material processed by the equipment (Sjödin et al. 2020). While this shift has strong 

strategic ben- efits and recurring revenue flows, it also exposes the provider to significant uncertainty 

and risk it needs to manage. These business model challenges are well-known within industries, but 

firms still struggle with how to mitigate them. 

The business model literature has advanced significantly in the design and development of business 

models (Amit and Zott 2012; Johnson, Christensen, and Kagermann 2008; DaSilva and Trkman 

2014; Osterwalder and Pigneur 2010). For example, the business-model canvas by Osterwalder and 

Pigneur (2010) provides a thorough guide, frequently applied by both academia and industry, on how 

to design the business model and its components. Similarly, Johnson, Christensen, and Kagermann 

(2008) provide a conceptualization of what a business model is and how to go about constructing 

one. These high-level frameworks provide important analytical insights for industrial firms as they 

develop new business mod- els. However, what is lacking is a structured methodology to evaluate a 

business model opportunity before commercializing it. An exception is the article by Euchner and 

Ganguly (2014), which discusses a systematic approach to developing new business models and 

identifies concrete steps to reduce the risks associated with them, based on experience from 

Goodyear. Euchner and Ganguly did not focus predominantly on digital business models. Risks are higher 
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for digital business models because they differ in nature than the traditional model of manufacturing 

firms (Kohtamäki et al. 2020). Existing studies effectively explain what a business model is (DaSilva 

and Trkman 2014), describe what components con- stitute a business model (Gassmann, 

Frankenberger, and Csik 2013; Osterwalder and Pigneur 2010), and demonstrate how to develop a 

business model (Amit and Zott 2015; Johnson, Christensen, and Kagermann 2008; Sjödin et al. 

2020). However, existing studies do not provide a structured means of evaluating a digital business 

model in terms of discrete cus- tomer opportunities. We address this gap in the literature by providing 

insights into the traps inherent in digital business model innovation and how industrial companies 

can better evaluate new digital business model opportunities. 

 

Method 

The current research initiative has run for more than three years, involving 14 leading industrial 

companies that operate in mining, manufacturing, transportation, construction, energy, forestry, 

telecommunications, and pulp and paper. We selected these companies because they all explored 

digital technologies to offer new innovative services for busi- ness-to-business markets (Table 1). Our 

research focused on what are the key challenges and traps of digitalization and the provision of digital 

services to customers, how companies evaluate digital business model opportunities, what specific 

activities and processes do companies apply during the early stages of business-model evaluation, and 

what are the best practices and lessons to be learned from dealing with digital business model 

commercialization. 

We conducted numerous interviews with senior managers and executives in each company who were 

responsible for digital business development and the digitalization strategy specifically. Based on 

these inputs, we gathered insights into the challenges and other pertinent issues relating to digital 

business models. As the study advanced, we focused on eight progressive companies that had recently 

commercialized digital services for their customers. We gathered detailed accounts of how the 

management team responsible for commercialization engaged in digital business model evaluation 

before signing customer contracts. For example, we studied the business model commercialization 

processes for site management solu- tions in mining operations, managed capacity contracts in tele- 

communications, smart grid solutions for utility providers, and outcome-based service contracts in 

forestry. 

We analyzed our data using thematic analysis, a systematic method for discovering themes in complex 

data sets by cod- ing and categorizing common phrases and themes expressed by interviewees (Braun 

and Clarke 2006; Cenamor, Sjödin, and Parida 2017). Using this process, we identified digitali- 

zation traps and the activities companies undertake to avoid them, as well as to evaluate digital 

business model opportu- nities. We then identified patterns among the codes to define the themes and 

subthemes. Finally, we mapped links between the themes to create a framework to evaluate digital 

business model opportunities. For example, we grouped the codes “Assess business model opportunity 

risks” and “Revise busi- ness model to handle risks” into the subtheme “Phase B: Managing Digital 

Opportunity Risks.” 

Based on the data gathered, we developed the first draft of a digital business model evaluation 

framework. To validate our insights, we conducted a series of five workshops involv- ing key 

respondents from the eight progressive industrial companies. During the workshop, we focused on 

asking for feedback, identifying the traps, and verifying the digital busi- ness model evaluation 

framework. We further validated the framework through two companies that implemented and tested 

it; these companies work with automation control systems and telecommunications network 

equipment.  

Digital Business Model Traps 

Due to increasing competition and fear of new entrants, the companies we studied often adopted a 

high-risk, all or nothing strategic approach. By adopting this approach, com- panies get market 

traction for digitalization efforts in the form of increased resource allocation and ability to explore 

new customer opportunities. Yet the strategic push can also lead to digitalization overreach—that is, 

exploiting opportu- nities without conducting the appropriate research. As our study shows, the lack 

of research leads to failure to exploit the new digital business model. This failure occurs due to three 

common traps: 

1. Pushing out a digital business model without understand- ing customer value; 

2. Promising additional gains without understanding the value delivery process; and 

3. Getting sold on the digital opportunity without under- standing the profit formula (Table 

2). 
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Trap 1: Pushing Out a Digital Business Model Without Understanding Customer Value 

In their rush to explore digital business model opportunities, companies may not appreciate specific 

customer needs that they ought to fulfill. Their approach does not systematically untangle the true 

value a digital offering creates. Engineering- intensive companies are often overly enthusiastic about 

the potential value of digital technology but fail to consider fully what the customer requires. A 

forestry company’s technical director described how representatives from their forest equipment 

provider eagerly promoted their digital preven- tive maintenance solutions and its numerous 

functionalities without clearly understanding how that digital offering would deliver his top priorities 

of increased productivity and lower costs. Feeling under pressure to pursue digital oppor- tunities, he 

invested in the equipment provider’s ambitious digital service contract. This service contract did not 

last long because it failed miserably to address the customers’ needs— namely, productivity gains and 

lower operational costs. 

 

A related concern is that customers put companies on the wrong track because they cannot articulate 

their specific needs. In such cases, providers may agree to solve a customer problem without having 

critically evaluated the specific need and its business potential. One provider of mechanical equip- ment 

expressed frustration after co-developing a new oper- ation-monitoring and optimization service with 

the customer over a nine-month period. Once the solution was ready for full-scale launch, the 

customer hesitated and was unwilling to pay for the “highly valuable service” for their operation. In 

essence, the customer valued only one part of the service highly enough to be willing to pay for it; 

they didn’t want to pay for the whole solution. As the service manager explained, “We obviously hadn’t, 

under that nine-month period(!), been able to understand what this service was worth for the 

customer—clearly, it wasn’t as much as we had expected and calculated for.” 

Trap 2: Promising Additional Gains Without Understanding the Value Delivery Process 

Digital initiatives get launched with promises of value cre- ation but without clear understanding 

and details regarding the basic infrastructure and competencies needed (for exam- ple, roles, 

processes, service points) to ensure delivery of the value proposition. For example, a construction 

equipment company launched a site optimization solution without hav- ing its sales and after-market 

organization, and skills to man- age such ambitious offerings, ready. 

When introducing new digital solutions, companies need to rethink and reconfigure the delivery 

process. We observed increasing conflicts because of misaligned back ends (head- quarters) and front 

ends (distributors) in seeking to fulfil a common goal of digital business model commercialization. 

Issues range from dealing with many business models simul- taneously, needing to change the mindset 

of delivery staff, making significant investment in the delivery process, to managing market 

heterogeneity. A valuable digital offering may fail because a company has yet to implement the appro- 

priate processes for delivering that value. In such cases, the outcome is a severely diminished value 

proposition that causes customer dissatisfaction, loss of brand value, and finan- cial loss. A sales 

manager at the forest equipment manufac- turer said, “My sales force is not used to selling on 

optimization or efficiency parameters, they are product experts and used to selling arguments based 

on technical features—not how much time a customer can save if we optimize their fleet.” 

Trap 3: Getting Sold on the Digital Opportunity Without Understanding the Profit Formula 

Companies often fail to fully consider the implications of the digital business model in terms of the 

profit formula—that is, the revenue model versus the cost structure. Lack of expe- rience in analyzing 

financial parameters—that, understand- ing how the business model reacts to different market 

conditions, such as fluctuating demand, and identifying the critical boundary conditions—leads to 

mistaken choices of price and performance parameters, as well as flawed con- tracts. Companies act 

on the premise that they can derive benefit from investing heavily to develop solutions for a spe- cific 

customer by scaling the offering through additional sales to other customers. Because digital solutions 

tend to be highly customized, they may offer only limited scalability unless explicitly and strategically 

determined from the outset. To ensure revenue generation, companies need to under- stand a digital 

opportunity’s value, not only for their current customers but also for the broader market. 

Similarly, when companies try to estimate the actual costs of exploiting new digital opportunities, 

they may be unable to determine the full range of possible costs. Some costs may be obscured in the 

overall cost structure. Others may be inde- terminate currently but would nonetheless be important 

for the future profit formula—for example, costs of hiring new service staff, investment in ongoing IT 

development, and cus- tomization and maintenance of digital platforms/systems. According to a 

fleet management system manager at a trans- portation machinery provider, “We didn’t have enough 

expe- rience with this kind of deal to set up a bullet-proof contract. How to calculate it financially over 

time, and what parameters to actually charge for, took us a few iterations to figure out.” We provide an 
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example of how a telecom network equip- ment provider encountered these traps in a recent deal 

(see “A Practical Example of Digital Business Model Traps” on page 48). 

 

A Framework for Evaluating Digital Business Model Opportunities 

Opportunities for digital business model innovation are abundant; they can arise from customer 

requests, strategic initiatives, and active sales units. Although the ambition to  commercialize these 

opportunities is often strong, managers should carefully evaluate each business model devised to 

promote a new digital offering before signing a deal with the customer. For example, knowledge 

gleaned from prior failed digital business model initiatives motivated the telecom network equipment 

provider in our example to institute a process of systematically assessing each new customer oppor- 

tunity to match it to the right kind of business model. As one manager involved in the business model 

development said, “We have learnt over time that we need to be able to make 

more professional assessments of what a new business model is, and provide better decision material 

where we highlight the risks and financial implications of making a decision to go or not to go, 

because the normal process is designed for traditional rollouts.” 

In our study, we found that companies have developed structured approaches to evaluate new 

digital business models before taking final commercialization decisions (signing a contract). 

Aggregating best practices from these approaches using our thematic analysis, we have defined a 

three-phase evaluation framework that can help companies improve their business model 

innovation practices. 

 
 

The three phases include the following: Phase A: assessing dig- ital opportunity value, Phase B: 

managing digital opportu- nity risks, and Phase C: modelling digital opportunity financials (Figure 

1). Each phase has a specific focus con- taining two steps that unfold sequentially, and an ultimate 

purpose of reaching an informed decision on the prospects for commercializing the digital business 

model under eval- uation. While the steps follow a sequential logic, a firm may need to go through 

the framework several times if the eval- uated business model opportunity gets a “no-go”. We 

describe each phase, the steps for each, and questions to consider (Table 3). 

 

A Practical Example of Digital Business Model Traps 

A case from the telecommunication industry illustrates the traps inherent in digitalization. A request for a digital 

business model came from the customer organization seeking a solution to deal with the rapidly growing market 

demand for bandwidth. The strong pull from the customer, together with a newly established working relationship 

between the CEOs of both organizations, enabled the fast realization/commercialization of an outcome-based 

contract where revenue was tied to “used network capacity.” Having the customer drive the development of the 

digital opportunity ensured the telecom network equipment provider avoided Trap 1: Pushing out a digital 

business model without understanding customer value. 

However, in its rush to get the digital business model up and running, the provider fell into Trap 2: Promising additional 

value without understanding the value delivery process. Because it lacked experience with digital offerings and 

possessed only limited knowledge of the requirements such businesses place on the delivery organization, the 

provider struggled to develop new invoicing routines, distribute responsibility internally, redesign the local support 

organization, and calculate in the costs associated with increased risks. The consequence was early losses. 

The strong customer pull persuaded the provider of the efficacy of the digital opportunity without fully 

understanding the profit formula––as a result, the provider fell into Trap 3: Getting sold on the digital opportunity 

without understanding the profit formula. Most challenges originate from difficulties in how best to distribute 

costs internally amongst departments and how to calculate revenue from fluctuating demand for the outcome 

(“used capacity”). A related issue lies in understanding how the introduction of a new business model impacts a 

company’s existing business models with customers. Knowledge gleaned from developing this digital business 

model motivated the telecom network equipment provider to institute a process to systematically assess any new 

customer opportunity to match it to the right kind of business model. 
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FIGURE 1. A framework to evaluate digital business model opportunities 

Phase A: Assessing Digital Opportunity Value 

In this phase, companies conduct a systematic assessment of the customer opportunity against the 

new digital business model. The logic of this assessment entails adding and captur- ing additional value 

for both the customer and the provider. As one digital solution manager put it, “To understand the 

potential of a digital offering, you need to understand how it solves a customer problem—what specific 

function, payment model or technical feature is it that created value for them?” Step 1: Conduct customer 

opportunity screening—This step entails obtaining deep insights into customer activities to understand a 

digital offering’s potential. By understanding the nature of the customer business through structured 

analysis of operational data from disparate systems, a company can more easily screen for attractive 

value propositions. Companies must understand the underlying assumptions concerning what 

customers think about their own efficiency and what they recognize as oppor- tunities for greater 

efficiency (bottlenecks), and which digital services (for example, fleet tracking, site optimization) can 

help with a solution. Thus, focusing on a well understood and eval- 

uated customer opportunity is a vital first step. 

A systematic approach to customer opportunity screening entails looking outwards to the customer 

and inwards to the company’s internal strategy. For example, the new business model needs to 

understand and dissect customer needs and objectives. A mining equipment provider we studied 

initially screened and listed problems and challenges that customers faced—for example, traceability 

of materials and lower CO2 emissions. The provider produced a list of possible customer opportunities 

that needed to be addressed. The provider can rank the opportunities according to their importance 

for the customer and its ability to solve them through combinations of analytics software and 

connectivity, and then make an informed decision about which opportunity to target. 

Step 2: Refine the value proposition—This step involves assess- ing what is unique and compelling about 

the customer solu- tion under consideration and then refining those aspects. Companies should be 

wary of pursuing opportunities that do not differentiate themselves from the competition; it will be 

hard to scale such business models for other customers and secure acceptable profit margins. 

Conducting a 

competition screen—that is, discovering competing offer- ings—is thus an important component in 

this step. 

As part of the value proposition, companies should also compare the value created to the cost of the 

solution. For example, a global automation and control system provider described how the company 

would consider a gain/pain ratio, which involved measuring the gain delivered to the customer versus 

the pain and cost for the customer in adopt- ing the proposition. If a misfit exists between the business 

model idea and the customer opportunity, companies should put the process on hold to revise the 

digital business model commercialization process or stop it altogether. 

The final output of Phase A should include a customer needs analysis and a customer validated digital 

business model oppor- tunity, so the provider can be certain that the value proposition creates value for the 

customer and avoids Trap 1: Pursuing the digital business model without understanding customer value. 

Phase B: Managing Digital Opportunity Risks Commercializing a new digital business model 

opportunity is often connected with increased risks when something unknown surfaces, and when 

the business landscape is subject to change. In this phase, companies aim to make informed business 

decisions related to the additional business risks asso- ciated with introducing a new business model. A 

business development manager from a manufacturer of construction equipment stressed the 
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importance of this phase: “You cannot skip this step; a digital business model entails new kinds of risks 

which we as a product-oriented company have difficulties in estimating—what are the consequences 

of charging per usage hour? Do we need to calculate for changed maintenance rou- tines? Will such an 

offer change the customer’s behavior?” 

Step 3: Assess business model opportunity risks—This step entails a structured assessment of new risks 

that can arise in the shift towards uncertain digital offerings. For the purpose of identifying risks and 

their causes and consequences, many managers we interviewed recommend using staff experienced in 

implementing new business models to brainstorm and cap- ture diverse competencies and alternative 

perspectives. This qualitative analysis is a key source of learning that can further shape the digital 

offering and the contractual setup. To make this step more efficient, our interviewees highlighted the 

importance of focusing on risks related to the specifics of digital business models (similar to the 

list of traps) and avoiding the general risks associated with every contract. Four of the eight companies 

we studied clustered risks relating to maturity of digital solutions, digital service delivery compe- 

tencies, and changed customer behavior caused by revised contractual responsibilities. For example, 

companies can manage and maintain connected products remotely for the customer, but this shift in 

responsibility may change customer incentives and increase costs: customers may act opportunis- tically 

to overuse the products when they are no longer responsible for maintenance costs. In addition, the 

battle to tap into the value underpinning digitalization and digital plat- forms may provoke volatility in 

the roles and ambitions of sub-suppliers and/or partners, whose contributions may well be essential 

for the success of a new business model. 

model to be opti- mized for the specific conditions of the customer opportunity. The focus on handling 

risks, however, must not compromise the scope for innovation and creative thinking—that is, cycling 

back to the established business model—since tradi- tional, product-based business models may 

erode the value of digital solutions for both sides. Companies should use identified risks and 

conclusions drawn from the evaluation constructively and feed back to the “owners” of the oppor- 

tunity (the local sales team) so that the business model can be shaped to manage these risks 

optimally. 

The key activities center on suggesting actions to manage the risks and related consequences. The 

specific focus is to select the right approach to risk management, which includes the following 

options: 1) avoiding the risk (making sure it is outside the scope of the offering); 2) mitigating the 

risk (acting to reduce the negative impact); 3) transfer- ring the risk (letting the other stakeholder 

take risk as well as reward); and/or 4) leveraging the risk (charging custom- ers/other stakeholders 

for the costs). Where there are sig- nificant costs related to implementing these options, they need to 

be specified and, if possible, quantified to avoid value leakage. As many digital initiatives are new 

and inno- vative, companies need to decide how the estimated miti- gation costs of the business 

model shall be covered by the first offering and how much shall be covered by future offerings. Due 

to this uncertainty, companies need to assess the risks identified with the corresponding expected 

rewards—risks should be taken if the potential reward is high enough. The risk-analysis activity 

should not be seen as a pure “financial control filter” for innovative ideas but rather as an activity 

enabling the “smart design” of new digital business models and informed decisions. 

The final output of the  opportunity-risk  management phase should include a detailed risk assessment 

and an oper- ationally validated digital business model opportunity to help the company avoid Trap 2: 

Promising additional value through digital offerings without understanding the delivery processes. 

Phase C: Modelling Digital Opportunity Financials 

Before commercialization, companies should analyze the financial parameters carefully to ensure that 

the new business  model includes a robust profit formula. Our interviewees highlighted the 

astounding number of failed business model initiatives stemming from miscalculations, or no 

calculations at all, about the parameters influencing economic viability. This phase entails gaining 

understanding of the commercial dynamics and consequences of implementing the new busi- ness 

model as well as the impact on the existing business. This understanding is even more important in 

digital business models because revenue streams are neither fully linked nor proportional to the cost 

structures to the same degree. A ser- vice development manager from a provider of forestry equip- ment 

said, “We have realized that we need a better way to understand the financial parameters if we are 

going to try out these [proactive maintenance] contracts, so that we can cal- culate the risks that need 

to be built into the contracts.” 

Step 5: Conduct financial sensitivity and scenario analyses—This step meets the objective of improving 

understanding of how the model reacts to changed market and solution assump- tions, thus assuring 

the robustness and financial viability of the digital business model. A key part of this analysis is iden- 

tifying the critical financial parameters and how they affect the business model’s profitability. In 
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traditional business models, costs and revenues are closely linked in the sense that, when a product 

is delivered, the cost occurs, and the payment is then controlled through the contract. In a digital 

business model, revenue may be linked to used capacity or improved efficiency of a system or 

equipment, while the provider incurs the costs for delivering this value. 

Sensitivity analysis involves testing how different assump- tions exert an impact on digital business 

models. The global telecommunication company we studied provides a good example of how to carry 

out this analysis. The global telco had learned from earlier failure to calculate revenue from 

fluctuating demand and had developed a structure for per- forming sensitivity analysis. The company 

did the sensitivity analysis by varying the market and solution assumptions sequentially—for 

example, the number of subscribers or the capacity needs—to analyze how different assumptions impact 

financial outcomes. The company used this knowledge to determine pricing parameters and 

incentive models, which ensured a financially viable business model. 

A more sophisticated scenario analysis entails combining market assumptions into sets that represent 

different financial scenarios (pessimistic, expected, and optimistic) and modeling the financial 

projections in each case, which can then be used to stress test the new digital business model. Ideally, 

the new business model should be robust enough to survive these sce- narios. If not, the case is made 

for considering a revised rev- enue model or introducing contractual limitations. 

Sensitivity and scenario analyses are useful tools that together provide a good picture of the overall 

financial uncer- tainty associated with the new digital business model. Management can use these to 

support its decision-making. Step 6: Formalize contractual control mechanisms––This step is the final task, 

and its purpose is to develop contractual con- trol mechanisms that secure clarity of scope, control 

of the revenue model, and management of change (avoiding scope creep). The contractual aspects are 

crucial in managing both risks and rewards. Specifically, the contract describes the intention (a 

formal representation of the business model), including the vision underpinning the business 

model, the arguments for it, its fundamental structure (scope, respon- sibilities, liabilities, prices, 

and payments), and the value proposition. Due to the contract’s formal value, it becomes the 

“reality” and, therefore, defines the base from which the business risks derive in practice. The 

consequences in terms of risk exposure and especially the financial results are, to a large degree, the 

result of the scope and content of the con- tract, irrespective of the intentions behind the model 

that 

make contracting critical for digital business models. 

In formalizing the contract, key activities include devel- oping clear definitions, processes, and tools 

for verifying sta- tus, measuring development, following up on actual outcomes, and putting in place 

rules governing adaptations to current processes to secure operational control. Companies need to secure 

ownership of the risks, such as specifying who is responsible for both internal and external risks. For 

exam- ple, a forest equipment provider exploring an advanced ser- vice contract with a key customer 

had failed to specify which organizational role was supposed to monitor the usage data of the 

equipment to enable preventive maintenance. This spelled failure to realize value for the customer. 

Phase C helps companies to avoid Trap 3: Getting sold on the customer opportunity without understanding the 

profit formula. The final output of the opportunity financials modeling phase should include a detailed 

assessment and a financially vali- dated digital business model opportunity, leading to a go/no-go 

recommendation. We provide a practical example of a global telecommunications company using our 

framework (Table 4). 

Conclusion 

In their efforts to capitalize on digitalization, companies may rush to commercialize new digital 

business models without carefully considering the consequences. Our study underscores the importance 

of evaluating the business model to avoid traps that can severely impact the financial viability of 

industrial companies. Companies must ensure digital business models address true customer needs, 

align with internal strategies, and maintain a judicious balance between risk and reward. Our 

comprehensive framework can help companies avoid unnecessary risks in their digital business 

model innovation activities. It supports both individual executives and companies in taking control of 

their business model innovation processes and in appreciating the critical decisions, traps, and trade-

offs involved, thereby allowing organizations to derive the full ben- efit from digital business models. 

While we developed our framework in the context of industrial companies, companies in other 

industries can benefit from these evaluation principles. 
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The sites and practices of business models 
Shradhanjali Panda 

 

ABSTRACT   

This paper examines the concept of business models. Drawing on the business model literature, we 

first identify technology, market offering and network architecture as the three core elements of 

business models. The theoretical routes of each element are then examined through the associated 

literatures: technology and innovation studies, industrial marketing, operations strategy, and 

evolutionary economics. Multiple dimensions of each element are identified and the resultant 

framework is used to explore developments within the recorded music market across three centuries. 

Through changes in the recorded music market since the 1870s, we explore how business models 

emerged, took on multiple sites and evolved through their practice over time. We look at how 

interlinking business models become spread out across the business network as different network 

actors play their part. The recorded music market generates important insights into how business 

models are created, developed and practiced. We suggest that firms, business networks and markets 

form embedded systems within which multiple overlapping business models can be considered as 

constituent parts. In this way, the business model is understood as having agency to shape action; but 

in turn actions (of others in the business network as well as within the firms themselves) also shape 

the business model 

 

1. Introduction 

 

Until 2000, the notion of business models was largely the preserve of internet-based businesses. In early 

internet-based manifestations, business models were only meaningful at a network level. Often the 

business model notion was invoked to explain how novel types of business (like e-marketplaces, 

aggregators or online content pro- viders) would actually make money. This was vital in an industry 

unfamiliar to would-be investors. Writers at that time saw business models as the descriptions of the roles 

of various network actors (Timmers, 1999: 63) and the flows between the actors of product, service, 

information and revenue (Weill & Vitale, 2001). In other words, firms were being understood from the 

outset in terms of their position and role in business networks (Axelsson & Easton, 1992; Håkansson, 

1982). 

As the idea of the business model became more widely adopted, it 

has come increasingly to be applied only at the firm level: the business model is seen as a property of the 

firm. Consequently, and regrettably, some of the flexibility and creative ambiguity of the business model 

notion has been lost. Once it had seemed simultaneously to be useful both at firm level and network 

level; both as a broad organising concept and as a rather specific statement of revenue, product and 

service flows. Now, in many cases, it has become reduced to a rather static concept, often difficult to 

distinguish from Porter-esque competitive strategy and increasingly  only  applied  at  the  level  of the 

firm. It is perhaps understandable that consultants and their like (Casadesus-Masanell & Ricart, 2010; 

Magretta, 2002) should be mainly interested in working at firm level; likewise, for different reasons, 

strategic management scholars (Zott & Amit,  2008). However, we suggest, that maintaining a more open 

mind about the business model concept and, in particular, about the relevant level of analysis – firm, 

network, industry or market – generates new insights for academics and managers alike. Taking a 

network perspective, our question is ‘how are business models created and practiced?’ 

In order to say how business models are created and practiced, we first need to say what they are. The 

paper begins with a review of some prominent contributions to the business model literature and discusses 

some of its shortcomings. We present a business model framework that emerges from this literature and 

examine the underlying theoretical ideas behind it. 
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Our approach then is to take a cue from an archetypal contempo- rary instance of business model change. 

The recorded music industry has recently been disrupted and transformed by the advent of downloaded 

MP3 files and the rise of Apple iTunes. We suggest that, although this is a recent phenomenon, and was 

widely discussed as an instance of business model innovation, the early efforts to make money out of 

sound recording in the late 19th century were just as much about the development of novel business 

models as the innovations of the 21st century. We present episodes in the 120- year-long evolution of 

sound recording and recorded music business models as a way to illustrate and explore the framework. 

Using aspects of practice theory, we examine the multiple and changing sites of the business models, and 

the various combinations of practices through which this happens. We argue that a multi-level, multi-site 

approach to business models is useful in helping managers understand how to frame and co-ordinate 

collective action. 

 

2. The business model literature 

 

The value of business models lies in their ability to capture important elements of organisational strategy 

and make them form a coherent and compelling whole (Timmers, 1999). To date, the vast majority of 

research on business models has treated them as descriptions of how business is done (Chesbrough & 

Rosenbloom, 2002; Magretta, 2002), identifying the underlying elements or components that detail what 

the  business model  is  at the  level  of the firm (Osterwalder, Pigneur, & Tucci, 2005; Zott & Amit, 

2007). The three key elements consistently identified as the cornerstones of business models can be 

summarised as 1) technology (or the technologies that make up the product/service offering, its delivery 

and management), 2) market offering (what is actually offered to the customer and how) and 3) network 

architecture (the configuration of buyers and suppliers that make the market offering possible). The 

extant research understands a business model as an objective representation of the reality of the firm and 

its markets. In this way the business model is understood to represent a truth, describing the way a 

particular business works. But we know from the industrial marketing literature that any change in a 

firm's business network can have implications for the firm itself (Håkansson & Snehota, 1995). In this 

sense an important limitation of the business model literature is that it only creates a description of the 

firm at a single point in time and in so doing, fails to take account of the influence of the business network 

on the business model and vice versa. Taking a network perspective on business models and their creation 

and practice suggests that the business models of networked firms, must in some way be overlapping or 

complementary. Similarly, business models must have multiple sites. 

If business models are to exist in multiple sites, where are they to 

be found? The concept of business models has been applied at three levels: by Doganova and Eyquem-

Renault (2009) to understand how individuals (entrepreneurs) interact to develop their business model; 

by Chesbrough and Rosenbloom (2002) at the firm level; and by Mahadevan (2000) to understand e-

commerce at an industrial or market level. What is consistent across the business model literature is the 

recognition that business models evolve through the in- teractions of individuals in social groups, both 

within the firm and within the wider business network. Schatzki (2005) argues that as individuals are 

embedded in the social lives of both firms and markets, we need multiple sites of analysis when trying to 

understand organisations and what they do. Similarly, Nicolini (2010: 1391) discusses the connectedness 

of these levels recognising the need for “zooming in and zooming out” in order to generate insights into 

such phenomena. Yet despite these valuable observations, we know little about the way business models 

are created and evolve at multiple levels and perhaps in multiple forms in these embedded systems. 

Understanding something about the sites of business models seems relevant and pertinent to generating 

deeper insights into their creation and practice. 

How then do managers practice business models; how do they 

make them happen? If business models are to be understood not as descriptions of reality, but rather as 

frames for action, then we can see how the network perspective and the firm perspective might  be linked 

in a system of firms, networks and markets. We need to understand more about how managers 

conceptualise, theorise and enact the modelled changes in organisations and markets. Birkinshaw, Hamel,  

and  Mol's  (2008:  825)  work  represents  one  of  the  first attempts to systematically examine “the 

invention and implementation of management practice, process and structure… intended to further 

organizational goals”. By focusing on the specific actions individuals take in order to lead to the 

emergence of management innovation, Birkinshaw et al.'s (2008) research makes two important contribu- 

tions. First, it suggests that both internal and external actors have a significant influence on the emergent 

management practices of a firm; and second, it suggests that the process of management innovation does 

not always proceed as a linear sequence of activities from motivation through to theorization and 

labelling (also see, Pfeffer & Sutton, 2000). This is consistent with the descriptions of how business 
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models are developed, presented and divulged to different stake- holders for different purposes 

(Doganova & Eyquem-Renault, 2009). In this way, the business modelling process can be understood to 

be both influencing and being influenced by not only internal actors within the firm developing the 

business model, but also by external actors within the business network – because of this complexity it 

seems unlikely that a linear sequence of activities could ever exist. Doganova and Eyquem-Renault 

(2009) show how the business model of an entrepreneur evolved and changed over time as the different 

stakeholders commented on, bought into and disengaged from their original business model. By 

divulging different parts of the business model to investors,  suppliers  and  customers,  the  business  

model (or fractions of it) becomes sited in the business models of others. Thus, the sites of business 

models tell us something of how they happen. However, Doganova and Eyquem-Renault (2009)  focus 

on the materiality of the business model; the form it takes in formal documentation, PowerPoint slides 

and targets. They pay far less attention to the management practices that perform, realise and evolve the 

business model as it happens (Schatzki, 2006). This has implications for the practice of business models, 

as it suggests that they are necessarily dynamic in nature (Mason & Leek, 2008) and that business models 

and their practices might interact in an iterative and evolutionary way. Business models are not first 

designed and then implemented, but are more usefully thought of as strategy-as- practice; incrementally 

emergent and ever-changing. 

We take recorded music as a business context (see Dowd, 2002), 

within which to explore the creation and practice of business models in times of change. We draw on 

three business model elements consistently identified in the business model literature; (i) technol- ogies, 

(ii) market offering and (iii) network architecture to explore this historical account; tracking how new 

business models emerged and old ones changed as new actors entered the network and did new things. 

We study business models in action (Latour, 1987). By ‘zooming in’ we explore business models as 

frames for action; allowing front-line workers to translate, adapt and act in contextually appropriate ways. 

By ‘zooming out’ we explore the practice of business models; how these frames are created and 

transformed by enrolling actors in the business network, and shaping and making the markets within 

which they act. 

 

3. The theory behind business models 

 

The business model literature as such came out of empirical settings in e-business and entrepreneurship, 

and has found its most stable home in the strategy literature (Amit & Zott, 2001; Zott & Amit, 2008). 

This means that the unit of analysis is driven toward the firm, and the business model's multi-level 

implications can become lost. Some strands of business model literature has, however, concentrated more 

on technology (Chesbrough & Rosenbloom, 2002) and has maintained an inter-firm perspective 

(Chesbrough & Schwartz, 2007). This section explores the theory behind the business model elements 

and, where applicable, draws attention to the  management practices that are discussed in the extant 

literature. We draw parallels between the theory and the examples from the sound recording market. 

The 

theory drawn on here forms the basis for the business model framework (Fig. 1). 

 

3.1. Technology 

 

Technology can be understood as the usage and knowledge of tools, techniques, systems, methods of 

organisations or material products (Kremer, 1993). Much of the innovation literature is concerned with 

product technologies (see, for example Christensen, 2000; O'Connor & Veryzer, 2001; Stump, Athaide, 

& Joshi, 2002). While acknowledging the importance of these, we suggest that a business model analysis 

needs to take account of three other classes of technology: process, core and infrastructure. Such an 

analysis needs to understand the interplay among these, and between them and other aspects of the 

business model, i.e. the market offering and network architecture. 
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Process technologies are those used to manufacture products or deliver services. A recurring concern of 

the technology literature has been the relationship between product and process technologies in firms' 

strategies. The seminal work of Utterback and Abernathy (1975) identifies a shift in technology 

innovation over time from product to process innovation. This has in turn been used to inform the basic 

theory of manufacturing strategy (Hayes & Wheelwright, 1979). Building on this logic in a new setting, 

Cusumano  (2008) shows how after process innovation, software houses often innovate by adding 

services. He suggests that this might be a more general pattern; however, evidence from the music 

industry indicates that there is no particular sequence to these different types of technolog- ical innovation 

(John, Nightingale, & Syed, 2009), and we maintain a similarly agnostic view on this. 

Core technologies (Twiss, 1992) are those that underlie particular 

product technologies. They often dominate managerial practices and have a significant influence on what 

innovations the organisation identifies (also see, Chesbrough & Schwartz, 2007; Teece, 1987). So, the 

iPod was not a single product technology innovation but rather part of a family of alternative but similar 

products (see Fig. 2), based on the same core technologies, such as specialised chips, small, high- 

resolution screens and small, long-life batteries. 

Infrastructural technologies are those that enable connexions. In general, these might include the internet, 

mobile telephone networks and systems for containerised shipping. It is clearly the internet that enables 

the iPod/iTunes market offering to work, and we increasingly think of it as akin to a utility (Rappa, 2004), 

but we do well to remember that it is not ‘just there’, but the product of investment in and development 

of international digital communications and storage infrastructure (Metters & Verma, 2008). 

As such, the underlying theory of the technology element of business models suggests four distinct 

dimensions to technology: product, process, core, and infrastructure technology. Different firms in the 

network have differing degrees of direct control over these. Hence, to a greater or lesser extent and 

depending on the specific case, process, core and infrastructural technologies should not be treated simply 

as ‘environmental variables’ but as part of the network of internal and external actors that practice the 

business model (Birkinshaw et al., 2008; Birkinshaw, Bessant, & Delbridge, 2007). 

3.2. Market offering 

 

The apparent vulnerability to competition of established product- based business models e.g. (Lindberg 

& Nordin, 2008; Windahl & Lakemond, 2006) has led to a renewed questioning of the ways in which 

value can best be provided to customers. The notion of the market offering, which we adopt from 

Normann (2001), captures this open-mindedness about the respective roles of products and services in 

business models. Following Araujo and Spring (2006), we suggest that the market offering concerns the 

nature of the producer-user interaction, rather than any essential feature of a particular product or service. 

Callon (1991: 136) understands products as ‘programs of action’ aimed at coordinating a network of 

distributed roles (D'Adderio, 2001; Hagberg & Kjellberg, 2010), including those of  
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objects as well as human actors (Harrison & Kjellberg, 2010). The market offering is thus conceptualised 

as “not a physical product, but a way to reconfigure activities and stimulate and enable value creation” 

(Normann, 2001: 119). Drawing on concepts from marketing (Lovelock & Gummesson, 2004) and 

economic sociology (Gadrey, 2000), we therefore characterise the offering as consisting of the value-

creation opportunity arising from alternative combinations of artefacts, access to suppliers' capabilities 

and capacities, and activities performed by the supplier(s) on the customer and/or its property. 

Value can be defined as the benefits derived by a customer from an exchange. Anderson and Narus (1992) 

argue for the importance of understanding what customers value (or might value in future) and 

Narayandas (2005) points out that in industrial markets, different stakeholders within the purchasing 

organisations might derive different benefits or value from  a  single  market  offering.  Thus  in the 

‘solutions’ literature (Windahl & Lakemond, 2006), for a variety of reasons, industrial customers 

increasingly see value in offerings based on outcomes achieved by suppliers rather than ownership of 

capital equipment. Similar issues arise in consumer markets, and this presents the challenge of designing 

new market offerings.  Which parts of the offering are charged for – what Richard Normann (2001) 

terms the ‘price carrier’ – and how much is charged, is a critical question, and  one closely  entwined 

with customers'  understanding of value. 

Although ‘solutions’ might be of increasing importance in some 

settings, the transfer of ownership of artefacts is still central to many business models. Furthermore, the 

artefact may be implicated in related episodes of access or activity. For example, although consumers 

buy the iPod (artefact), the offering depends on its entanglement with access to iTunes and periodic 

upgrades of software (activity) by the supplier. 

Access-based business models see the provider retaining owner- ship of the socio-technical capacities 

(Gadrey, 2000) that play a part in value-creation. Mobile telephone operators, for example, have large 

investments in masts, IT and maintenance staff, and charge users to access their network, according to 

various contracts or pay-as-you-go tariffs. Ownership confers control over residual rights (Hart, 1995) 

and shapes incentives (Snir, 2001). It also requires effort to stabilise and define access offerings to make 

them tradable (Callon, Meadel, & Rabeharisoa, 2002). 

Activities are perhaps what we typically have in mind when we think about a ‘service’. They are concerned 

with what companies do for a customer as part of the market offering. Thus, as Gadrey (2000: 375) 

explains: 

“a service activity is an operation intended to bring about a change in the state in a reality C that is owned 

by the consumer B effected by provider A at the request of B in many cases in collaboration with him or 

her, but without leading to the production of a good that can circulate independently of medium C.” 

(original emphasis) 

 

Activities are seen as opportunities for differentiation and extra profit among firms used to an artefact-

based offering (Matthyssens & Vandenbempt, 2008), but also present potential problems due to supposed 

inherent variability in customer requirements (Bowen & Youngdahl, 1998) and difficulties in scaling. 

 

 

 

3.3. Network architecture 

 

Almost all of the business model literature recognises the architec- ture of the business network. Several 

authors discuss the relationships between a focal firm and the organisations with which it transacts (Amit 

& Zott, 2001; Mason & Leek, 2008). According to Zott and Amit (2008: 1) “the business model is a 

structural template that describes the organization of a focal firm's transactions with all of its external 

constituents in factor and product markets.” Similarly, the business model concept is often defined in terms 

of transactions. For example, Amit and Zott (2001: 511) define business models as: “the structure, content 

and governance of trans- actions”. Here we attempt briefly to explore the causes and conse- quences of 

network architecture, using four important dimensions: capabilities, transactions, markets and standards, 

and relationships. 

Capabilities can be understood as the know-how that is retained, maintained and developed by an 

organisation over time. Clearly this has been examined in considerable depth, and from various 

perspectives, over the past 20 or 30 years. But we feel it is important to draw attention to the importance 

of capabilities in business model analysis, not least because an increasing focus on capabilities by firms 

has given rise to less vertically-integrated and more networked approaches that, in turn, make ‘business 

model thinking’ more useful. Most obviously, understanding the ‘zero-level’ (Winter, 2003) or direct 

capabilities of the focal firm and various network actors is a basis (although not the only one) for deciding 
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who does what, or who could do what, in the network. This, it should be remembered, includes the 

customer (Langlois & Cosgel, 1998): whether a ‘total solution’ market offering is valuable to the 

customer will depend in part on their ability (or otherwise) to provide the solution for themselves. Less 

widely recognised are what Loasby (1998) terms ‘indirect capabilities’, those that relate to how a firm 

can access and utilise the capabilities of others within the wider business network (Araujo, Dubois, & 

Gadde, 2003; Araujo & Novello, 2004; D'Adderio, 2001; Mason & Leek, 2008; Teece, 2007). 

Afuah (2003:  3)  suggests  rather  baldly  that  “Most  firms  are  in 

business to make money, and business models are about making money”. More subtly, Seely Brown 

(2006: 63) suggests that business model innovation involves building the ‘architecture of the revenues’. 

In other words, business models necessarily involve transactions to take place between firms. According 

to Williamson (1985: 1), a “transaction occurs when a good or service is transferred across a 

technologically separable interface. One stage of activity terminates and another begins”. If only it were 

that simple. Working out where and how to effect transactions can be a challenge in its own right, all the 

more so as we develop more complex performance-based or access-oriented market offerings (see 

Section 3.2). The effort involved in making transactions possible has been examined by Baldwin 

(Baldwin, 2008; Baldwin & Clark, 2002), who suggests that transactions are likely to occur where 

‘mundane transaction costs’ are lowest. This is complemented by Langlois' (1999, 2002, 2006) work, 

which suggests that these mundane transactions costs are changed by institutional and technological 

innovation: hence, the ‘thin interface’, where a transaction can be made, shifts over time. Transaction-

making technologies (Azimont & Araujo, 2007; Callon & Muniesa, 2005; Zipkin, 2006), then, can shape 

the development of business models. 

The ease  with  which  firms  can  access  network  counterparts' 

capabilities is also shaped by the existence and development of markets and standards. As markets are made 

and evolve, standards emerge with them. As Langlois (2004: 372) puts it: 

“A Chandlerian firm starting up today can plug into modern financial markets, modern banking, 

containerized shipping, Federal Express, personal computers, and the Internet without having to 

reinvent those stages of production itself.” 

Such standards come about through lobbying and through power plays between key firms identifying 

and targeting specific markets. This has two important implications for the practice of business models. 

First, the standards recognised by firms frame the way managers identify and pursue market 

opportunities. They are indicative of what might be traded and how, within any business network. 

Second, the notion of markets and standards might also help managers frame practices for market-making 

as they seek to influence and shape standards in a strategic move to influence which are adopted (Arthur, 

1989). Such market standards offer opportunities for firm to specialise.  

Of course, network connexions are not all about market trans- actions. Without counterposing 

transactions and relationships as in some simplistic way ‘polar opposites’, it is clear that, where firms try 

to do new and innovative things, (developing product, process and infrastructure technologies for 

example), the relationships that support such innovations can cause the boundaries of the firm to appear 

less clear. Araujo et al. (2003) draw on the work of Penrose (1959), Richardson (1972) and Loasby (1998) 

to explore the blurring of the boundaries between firms, claiming that when firms are able to develop 

close (sometimes embedded) working relationships with other firms in their business network, the nature 

of what the firm is may change; and what the firm might offer to the market  might change too. Coase 

(1937: 388) uses the example of the Lancashire cotton industry to make his point, 

“A weaver can rent power and shop-room and can obtain looms and yarn on credit. This co-ordination 

of various factors of production is, however, normally carried out without the intervention of the price 

mechanism.” 

 

Thus, even if transactions are established between network counterparts, they are often complemented 

and indeed, enabled, by non-financial exchange and interaction. (This has, of course, been a predominant 

theme of the IMP literature over almost 40 years). 

In all this discussion of network architecture, the dynamic and evolutionary nature of business models 

becomes clear. Similarly, Doganova and Eyquem-Renault (2009) claim the need to study business 

models in action (Latour, 1987; Schatzki, 2006) and that relationships influence how a firm's business 

model evolves. 

 

4. Business models in action: the recorded sound industry 

 

We now explore episodes in the early development of recorded sound and the business models deriving 

from it. The account is largely based on Dowd's discussion (Dowd, 2002). 
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Thomas Edison patented the phonograph in 1877. For the first time, this enabled the recording and 

playback of short passages of sound. The phonograph recorded sound onto a fragile, tinfoil cylinder, so 

recording quality was poor and the durability of the recordings was such that the sound could only be 

played back a few times before the cylinder wore out. At that stage Edison identified a wide range of 

possible applications, of which music recording was only one. Others included recording the last words 

of dying relatives and recording telephone conversations (the telephone having recently  been invented 

by Alexander Graham Bell). 

The first commercial use of the phonograph was through demonstration by travelling entertainers, 

principally for its novelty value. Edison sold the phonographs to a network of entertainers who in turn 

charged for attendance at demonstrations. For a short period, the entertainers made large sums of money, 

as did Edison through royalties and a percentage of the exhibition fees. But the novelty soon wore off 

with the customer. 

To overcome the fragility of the tinfoil cylinder technology, wax cylinders were introduced and the 

next commercial use of the phonograph was as a business dictation machine. Being short of capital, 

Edison sold the patent for the phonograph to an entrepre- neur called Jesse Lippincott, while 

retaining the rights to manufac- ture. Lippincott set up a network of regional licensees who leased 

the machines for $40 per annum — a business model explicitly imitating that of the American Bell 

Telephone Company. However, it turned out that the machines were cumbersome and inconvenient 

to use and didn't deliver the anticipated benefits. Consequently, commercial success was limited. In 

desperation, some agents who had leased machines and were now losing money, created a new 

market offering by starting to use the phonographs to play recorded music. They set up ‘phonograph 

parlours’, where customers could pay a nickel to listen to a tune. This quickly became  the  major 

revenue earner and, with the development of more easily duplicat- ed, moulded wax cylinders, the sale 

of pre-recorded music took on much greater significance. Then, as phonograph technology im- proved, 

production costs and therefore prices declined, and consumers became used to the machines, it became 

possible for consumers to operate phonographs themselves, at home. Sales of machines and cylinders to  

private  households  then  became  the more significant market. At this stage, the production of media 

and playback equipment became separated as industry standards pertaining to playing speeds, and  

cylinder  and  then  disc  size became established. This was the business model for the next eighty or 

ninety years, albeit that phonographs were replaced by gramophones, and cylinders were replaced by 

discs. 

Jumping to the 21st century, the recorded music industry finds 

itself, once again, searching for new ways to generate revenues. The most important business model 

innovation, of course, is the development of downloadable MP3 files. We have a standardised 

format, but one that is only useful given the existence of the infrastructural technology of the 

internet. This gave the basic potential for a shift from an artefact-based offering (CDs and other 

media) to one based on access (to files on servers). The pre-eminent business model development is the 

one based around Apple's iTunes, which provides low-cost transactions, search, and many other 

facilities. Apple, paradoxically, drives this business model through artefacts — by designing and 

supplying aesthetically desirable, ‘cool’ MP3 players (iPods). With the arrival of iPads, Apple is 

now challenging established models of publishing. This demonstrates the difficulty of analysing this 

setting as a ‘market’ or an ‘industry’ and shows the benefits deriving from the flexibility of the 

business model approach. 

the increasingly prevalent assumption among younger music enthusiasts that music should be free and 

that illegal downloads are acceptable (Anonymous, 2008), Nokia released their ‘Comes With Music’ 

range of mobile phones. Subscribers pay a significant price for the handset and, in return, have an 

‘all you can eat’ entitlement to download unlimited music from the Nokia online music store for the 

period of their initial contract (12 or 18 months). Nokia's handsets did not have the appeal of Apple's 

iPhone. What seems critical here was the novelty of the ‘Comes With Music’ market offering. This 

was made possible by collaboration between Nokia and the four major music labels. Crucially, this 

market offering bears many of the hallmarks of an innovation observed in the business model literature 

(Chesbrough & Rosenbloom, 2002; Cusumano, 2008; Pohle & Chapman, 2006). The ‘Comes With 

Music’ offering is inter-organisational, being dependent upon the deal between Nokia and the major 

music labels; involves a shift in the price-carrier (Normann, 2001) from the ‘tune’ (as was the case in 

Apple's iTunes business model), to the purchase of the phone itself. Nokia's market offering was a 

response to what is in essence a technological product innovation presented by Apple's iPhone in 2007. 

The history of the recorded  music  market  generates  three important insights for understanding the 

creation and practice of business models. First it shows that each of the three business model elements 

has different aspects (see Fig. 1). Take for example, the technology element. For Edison, creating a 
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frame of action around technologies meant taking into account product technology (how the phonograph 

worked and could be improved). Edison kept the manufacturing rights to the phonograph after he'd 

sold the patent because he wanted to make both process and product technology improvements. But 

there were many things Edison couldn't do because of the product technology and because of the 

lack of infrastructure technology. Apple could do things that Edison couldn't because  they  had  different  

infrastructure  technology  and  different 

product technology to work with. 

 

Second, the recorded music market vignette illustrates  the complex interplay between innovations in 

business model technol- ogies, market offerings, and the network architectures. Edison developed a 

rudimentary product technology. This initially had no saleable form as an artefact – was not translated  

into an offering – and no business model existed, notably because no link had been forged between the 

product technology and a market that  would value it and pay for it. Interestingly, recent developments 

in the industrial marketing literature have shown how managers use network pictures to identify actors 

and their connexions as they go about working out how inter-functional and inter-firm work might be 

performed (Leek & Mason, 2010). Such a practice would rep- resent the translation process that managers 

work through  as  they go from knowing the technical solution they want to deliver (in Edison's case, a 

machine to play back recorded sound), to creating a market offering that the consumer is willing to pay 

for and is pack- aged and delivered to the market. 

How then might network pictures work as part of the practice of 

business modelling? Network pictures have been understood as the representations of “views of the 

network held by participants in that network” and it has been argued that inevitably, “different companies 

and individuals within them will each have different pictures of the extent, content and characteristics of 

the network.” (Ford, Gadde, Håkansson, & Snehota, 2002: 176). Similarly, Ramos,  Ford,  and Naude 

(2005) understand network pictures as a representational technique that illustrates the views of the actors. 

Two interesting observations are made here. One is that the network picture is a representation and as 

such, is a static ‘picture’ of an understanding held by an individual at a single point in time.  Henneberg, 

Mouzas, and Naude (2006) argue that managers draw on and assimilate multiple network pictures into 

their own network pictures. These mega network pictures then shape managers' decision making. In other 

words, they are performative; they don't just reflect reality but intervene in it (Callon, 1998b). Thus 

observation that  network pictures are a ‘technique’ is an important one. It means that the way managers 

produce and use network pictures  matters  to  the  way they develop and perform their business models. 

By taking this interpretation seriously we are forced to rethink what the technique of network picturing 

might be. As a procedure to accomplish a specific task, what might network pictures accomplish and 

how? The practice of producing network pictures is a process of diagramming, a working out of not only 

‘what is’, but ‘what needs to be’ in order to achieve a specified intent. In this sense, the process of drawing 

a network picture is a form of knowing-in-practice. The knowing becomes apparent only through the act 

of drawing it and it is only when it can't be drawn that the artist knows what he/she doesn't know. Thus 

network pictures may be thought of as a diagramming technique that both maps and constructs the 

complex interactions between individuals working to entangle technologies and markets as they develop 

and perform the network architecture. 

Leek and Mason (2010) give some insights into how through the 

process of diagramming, network pictures were produced. Employees began to know where 

organisational boundaries presented bottle necks, where work flows were being stopped and where the 

system was not working and had broken down. The practice of diagramming network pictures (from 

different perspectives of actors with different roles) revealed different types of problems and challenges. 

Edison was famous for his ‘back of the envelope’ drawings and diagrams (though these were mostly of 

his inventions and machines). He  understood the value of diagramming and of networking to bring his 

ideas to life. He invested heavily in developing his network architecture, iterative- ly exploring new 

connexions and possibilities to make his ideas work both technically and commercially. 

Birkinshaw et al.'s (2008) observations on management innova- 

tion more generally, make the point that there is no particular sequence to the innovation of business 

model elements. Management practices that constitute business models require a different emphasis on 

technologies, market offerings and network architecture — one that shifts from element to element 

over time, varies by market, and is affected by the interactions of the practices associated with other 

components within the business model framework (Miller, Olleros, & Molinie, 2008). 

Third, Edison develops his business model through interactions with other businesses and institutions. 

His business model is co- created and changed by other actors as they enter the network and take actions 

of their own. The first offering that Edison delineated was the performance through his network 
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connexion with a travelling showman. Here Edison's business model is created in conjunction with the 

entertainer's business model so that elements overlap in a complementary way. Edison attached the 

product technology to an existing distribution network (the entertainers) and market  form (pay per 

performance). Edison worked with the entertainer to transfer capabilities, i.e. he taught the entertainer 

how to use the equipment. A revenue model involving machine sales, fees and royalties enabled Edison 

to make money for a while. 

Incremental product and process innovation led to a more reliable 

machine. The largely unsuccessful business model of leasing machines for use in business dictation 

gave way to the innovation (recorded music) that came from within the distribution network proved 

profitable. Two offerings were developed and existed in parallel: (i) the service-based phonograph 

parlour and, (ii) the product-based phonograph-and-recording sales offering. Each had a different 

business model. The first depended on the development of transac- tion-making technology in the 

form of coin-operation mechanisms; the second made use of the emerging infrastructural technology 

of freight distribution. Thus the history begins with an emphasis on technology innovation, shifts to 

innovation in the market offering i.e. business dictation, then network architecture innovation — the 

adoption of a network architecture from elsewhere. From that network architecture came a 

subsequent innovation in the market offering – recorded music – that eventually made money. This, in 

turn, drove volume and the incremental product and process innovation that made full 

industrialisation possible. The business dictation market offering might be seen as ‘transitional 

object’ (de Geus, 1988) – one which, although eventually discarded, was an essential step on the way 

to the more successful outcome because it created the network from which the recorded music offering 

and business model emerged. In sum, the practice of business models is centred across three elements: 

each is broken down to explore the theoretical basis and the practices that relate and entangle them 

both within the firm and across the business network. We argue that an understanding of these elements 

and how they relate to one another is essential to an understanding of management innovation. We 

suggest that the management of business models is about shifting activity and emphasis from one 

element to another, and understanding how such shifts may be influenced by other network actors 

and become important competitive moves in themselves. Using the business model framework (Fig. 

1) we are able to see how the different dimensions of each element help managers make practical 

judge- ments on when and where to focus their efforts at different points both within the firm and 

(sometimes simultaneously) by enrolling network actors in their activities and strategies. 

 

5. The sites of business models: a networks perspective 

 

The historical view of  the  recorded sound industry  has allowed us to see change over time (Fig. 3). It  

allows  us  to  claim  the existence of ‘a recorded sound market’. When Edison set out, there was no  

recorded sound industry or market; and no recorded music market. What is  of interest is the 

transformation of an individual's idea into the business model, whose elements mix and co-evolve with 

the ideas of others in the business network and then take on multiple sites until a market forms. 

Edison has a technology that he transforms into a market offering (pay-per-view). At first he uses 

‘entertainers’ as distributors to create a network architecture. This is his business model. He may have 

articulated this in the form of a material plan, ideas on the back of an envelope (Edison was known 

as a prolific note-taker) or the business model may purely have been an idea in Edison's head. We 

don't know. But what is clear, is that as soon as external actors (distributors) became involved in 

the practices of the business, the business model took instantiations in other sites – in that of the 

distributors – in so far as sharing an understanding of what the market might be – the 

dictation/transcription market or the music market. In 1876 Edison opened a substantial research lab in 

Menlo Park, New Jersey. The Lab employed over a hundred people and this important resource 

allowed incremental technological development and produc- tion of his phonograph. When Edison 

started to run out of money he sold the Patent to Lippincott (who had also bought the gramophone 

patent from the AGC Company — a competing product). Lippincott bought all the patents for the 

competing technologies. His network architecture allowed him to act on the observations of the 

‘local companies’ that the music market represented a bigger market opportunity than the dictation 

and transcription market. Lippincott and Edison between them had enough control of the network to 

introduce market standards. 

 

What we see in Fig. 3 (albeit simply), is the way different actors 

make and shape the business model at different times; and as such, how some elements of the business 

model remain stable but move into different constellations; in different (and multiple) sites, to form 

78

file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Dr.Sradhanjali%20Panda.docx%23_bookmark8
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Dr.Sradhanjali%20Panda.docx%23_bookmark8
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Dr.Sradhanjali%20Panda.docx%23_bookmark3
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Dr.Sradhanjali%20Panda.docx%23_bookmark3
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Dr.Sradhanjali%20Panda.docx%23_bookmark6
file:///C:/Users/drmun/AppData/Local/Temp/Temp1_fwd201718emergingbusinessmodels.zip/Dr.Sradhanjali%20Panda.docx%23_bookmark6


Sites of BM (and elements) 

Individual Firms (in Business Network) 
Market 

Local Co. BM: 

Local Co. BM: 

Lippincott BM: 

Tech: own patent for phonograph 

and gramophone 

MO: allow Edison and AGC to 

manufacture machines under 

licence for local 

companies/distributors 

NA: close relationship with local 

Menlo Park BM: 

(Edison's R&D & Manufacture Lab.) 

Tech: Make and Improve phonograph 

MO: sell machines for dictation and 

transcription 

AGC BM: 

Tech: phonograph developed into gramophone 

MO: dictation machine rented annual fee 

Entertainers BM: 

Entertainers BM: 

Tech: buy phonograph 

MO: pay-per-view 

Edison's BM: 

Tech: phonograph 

MO: sell phonograph to 

travelling entertainers 

NA: transactional 

Local Co. BM: 

Local Co. BM: 

Tech: buy music player 

MO: parlour pay per tune 

or own home music 

player 

NA: standard record sizes 

markets. Thus, different actors have more or less influence on the business model and the market at 

different times. Through this observation it seems that business models (and their elements) have multiple 

(and multiplying) sites over time (Schatzki, 2005). 

Though the linearity implied by Fig. 3 must be regarded with extreme caution, the historical analysis 

gives us some clues to as to the practices that make business models happen. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

6. The practices that make business models happen 

 

Business models can be understood as a framing device for influencing and shaping collective and 

individual action. Morris, Schindehutte, and Allen (2005) identify three distinct levels at which 

business models happen; (i) the strategic level — where individuals share ideas about what they think 

the firm should achieve, 

(ii) operational level — how the different actors might go about making the organisational goals happen, 

and (iii) the level of individual transactions or economic exchanges — what the business model 

means for the actions of individuals dealing with any specific exchange. The theory of social practices 

helps us understand the interconnected- ness of these multiple levels. The connectivity between actors 

(with bodies that perform activities and minds that shape performances), agency (the power they have 

to shape action), knowledge and understanding (what actors think they should do) can be understood 

as the practices that form structures of action. We argue that business models might also usefully be 

understood as bundles of practices that become institutionalised in the performance of actors as 

individuals, in firms, in business networks and in markets; across multiple sites over time (Schatzki, 

2005, 2006). 

Practice  theory  is  a  purpose-oriented  theory  of  action  (Latour, 

2005). Reckwitz (2002: 249) defines a practice as “a routinized type of behaviour which consists of 

several elements, interconnected to one another: forms of bodily activities, forms of mental activities, 

‘things’ and their use, a background knowledge in the form of understanding, know- how, states of emotion 

and motivational knowledge.” These practices are then translated into performances (what people actually 

do, with what, with whom, when and how). Thus, practices form structures of action in the same way 

that elaborated business models do (Doganova & Eyquem-Renault, 2009). What is particularly insightful 

and helpful in building an understanding of the emergent business model literature through a practice 

theory lens, is the notion that not only do practices link what people think with the way they act, (and 

with what, whom and where) but also that practices are by nature routinized types of behaviour which 

consist of several interconnected elements. This helps us see how practices help managers understand 

and perform the business model process. Edison knew that he needed to work with entertainers as his 

route to a potential market. He translated this part of the model into practices that involved showing 

entertainers how to operate and maintain the phonographs. To train several entertainers systematically 
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he would need to create a set of routines or instructions; this would also enable others to practice 

‘phonograph training’ too. But as the entertainers experienced problems with the fragile foil cylinders, 

Edison was prompted to further develop this technology. Then, a different bundle of practices and 

routines (product testing, materials experimentation) were kicked into action. What Edison was 

particularly good at was creating connecting practices between the elements. Edison used his market 

knowledge from the entertainer to inform the product development practices. The business modelling 

process is not linear. It is precisely because the associated, boundary-spanning practices interconnect, 

that business models iteratively influence, shape and are shaped by the market as it happens (Schatzki, 

2006). 

If  business  models  are  more  than  just  descriptions  of  what  a 

business does, they must have some sort of performative power to shape and influence the actions of 

others. We argue that business models, embedded as rules-for-action in PowerPoint slides, reports, 

targets and strategy documents, act as framing devices. Such business model artefacts are the ‘ostensive’ 

aspects of the practices performed by individuals, in firms, between firms (in networks), and in markets 

(Feldman & Pentland, 2003). 

Seen as a bundle of practices, business models can be understood as generative and continuously emerging 

systems, characterised by structure and dynamics. But equally important, they are performative in nature; 

they have agency by framing the way the business (and by implication the market) is developed and grown 

(Doganova & Eyquem- Renault, 2009). The performative nature of models and representations of markets 

are increasingly recognised in the marketing  literature (see for example, Azimont & Araujo, 2010; 

Harrison & Kjellberg, 2010). The point then is that business models are important to the institutions within 

which they are embedded. Callon (1998a, 1998b) and MacK- enzie's (2006) observations that models are 

an intrinsic part of markets (rather than being external to them), has implications for business model 

theory; 

“in fact there is no real separation between ‘market models’ on one side and ‘market practices’ on the 

other: market models are performed in practice. Models form a crucial part of markets; they are not 

purely detached external representations or virtual abstrac- tions (cf. Miller, 1998 in Holm, 2002) but 

engines that make the markets tick.” (D'Adderio, 2008: 775). 

 

Business models are not just a description of something that rests outside of the business but are a 

constituent part of it. Further, as the business itself is embedded in a market, business models need to be 

understood as constituent parts of markets too (Callon, 1998a; Callon, Millo, & Muniesa, 2007; 

MacKenzie, 2006; MacKenzie & Millo, 2003; Schatzki, 2005). 

Business models can provide a shared understanding of routinized action as embedded in collective 

cognitive and symbolic structures of shared knowledge. Business models enable a socially shared way 

of ascribing meaning to the world. They explain the practices that constitute the activities of a business 

and its relationship to other actors in business networks and markets. 

 

1. Conclusions and implications 

 

This paper set out to explore the sites and practices of business models. We have argued that the value 

of business models lies in their ability to frame action and reveal connexions between those actions, 

across multiple levels of analysis. We seek here to connect micro to the macro level practices: from 

individual actions of front-line workers to the market level actions of networked organisations. We argue 

that it is through the practice of business models that the sites of business models proliferate and the 

dynamics of business models allow them to evolve. In so doing, the paper offers three key contributions. 

First, it presents a business model framework through theoretical synthesis that identifies what business 

models are. Drawing together concepts from technology and innovation studies, industrial marketing, 

operations and service strategy, and evolution- ary economics, the paper provides a much deeper 

understanding of what business models are and how they are theorised. The key contribution of the 

business model framework lies in the examination of the underlying theory of the three business model 

elements. We use this theory to identify multiple dimensions of each element and the connexions between 

them. As Van Maanen,  Sörensen,  and Mitchell (2007) explain so compellingly, theory and method are 

deeply inter-connected. Hence, if we are to maintain the multi-level approach to business model analysis 

that makes it so effective, we must resist the temptation to fix it within any one established literature. 

Economists study industries, innovation scholars study technologies, strategy researchers study firms: all 

have their part to play in explaining the phenomena of interest here, but there is a risk that the adoption 

of any one theoretical grounding will unduly restrict the framing of a research programme. In this way, 

business model theory stands to contribute to management practice by offering a framework that, when 
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populated by managers, may help frame purpose-oriented action (Latour, 2005). Business models may 

adopt multiple manifestations in the form of PowerPoint presentations, strategy documents or targets 

used for directing action of the business and even the businesses of their collaborative partners, within 

any given market context (Geiger & Finch, 2009). 

Second, the business model framework presented here offers an 

analytical framework through which managers can seek to  make sense of and share understanding 

between individuals, groups and organisations of what the situation is in order to ‘work out’ what is to 

be done. Such framing of action is consistent with understanding not only what business models are, but 

what they do. That is, how they become embedded in markets, becoming a constituent part of what the 

market and what the firm is and does. This recognises that the ‘doing’ of business models is dependent 

on interactions with others in the market-place (Håkansson, 1982) and that the types of practices and 

spaces that form markets (and the models that describe them) are likely to be contingent, and context 

specific (Araujo, 2007). We find considerable benefit in using the framework, to understand how 

managers ‘do’ business models in ways that balance change and stability; innovation and risk. The 

framework is flexible in the sense that, being non-sequential, analysis can begin in any element or 

elements, depending on current concerns or opportunities. It also seems that there is considerable path 

dependence in the susceptibility of the various elements to innovation, as well as unanticipated dynamic 

interconnections between elements. In this way, business models are understood to have multiplying sites 

over time (Schatzki, 2005). 

Third, by understanding business models as a framing device for 

programmes of action, we explore the dynamic nature of business models as well as attributing agency 

to them; positioning them as a constituent part of any business that iteratively influences and is influenced 

by firm, inter-firm and market practices (Hagberg & Kjellberg, 2010). In this sense, business models 

might be understood as bundles of interconnecting practices that evolve with the context within which 

they are practiced – but that in turn influence and shape the context. Thus, changes in technology 

practices are likely to lead to changes in network architecture and so on (see for example, Geiger & 

Finch, 2009). In this way, the business model framework identifies different types of management 

practices that drive the development of business models in manufacturing and service settings; 

technology practices; market offering practices and network architecture prac- tices. But, in the process 

of business these practices interconnect and enable the business to operate as a whole, making and 

shaping markets. 

In sum, the paper represents one of the first attempts to link a conceptualisation of what business models 

are with what they do, through an examination of the theory behind business models in parallel with an 

historical analysis of the recorded music industry. The paper suggests that what managers do with and to 

business models as they develop is a central part of management innovation practice (Birkinshaw et al., 

2008). However, this is not a sustained empirical study. We need in-depth, longitudinal, ethnographic 

studies to help us understand how managers develop, represent, translate and transform business models 

through situated management practice. Such studies would shed light on the managerial tools used to 

represent and circulate knowledge within and between organisations, industries and across multiple 

geographies as managers zoom out and take the macro lens on their business and markets. Similarly, such 

studies stand to generate insights that might help international managers successfully translate a single 

business model from one geography to another while embracing (rather than ignoring) the heterogeneity 

of markets. This research would foreground managers zooming in to focus on the performance and 

practices of specific, individual markets (Nicolini, 2010). Future research might also focus on generating 

insights into the proliferation of business models across business networks as technologies, market 

offerings and network architectures become shared, overlapping and interlinked. For now, it seems that 

we are just beginning to understand the practices of business models and their agency in making markets, 

but there is much work to be done. 
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Marketing Strategy of the Small Business Adaptation to 

Quarantine Limitations in the Sphere of Trade 

Entrepreneurship 
Manoj Kumar Behera 

Abstract 

The article considers the peculiarities of developing a marketing strategy for the adaptation of small 

businesses to quarantine restrictions in the field of commercial entrepreneurship. The importance of 

reformatting the existing marketing strategy in connection with the change of key conditions of trade 

activity with the introduction of quarantine restrictions due to the covid- 19 virus epidemic is 

substantiated. Quarantine restrictions and the temporary introduction of lockdown in various countries 

around the world, including Ukraine, have not only caused a crisis for small businesses. But they became 

a shock therapy and accelerated the digitalization of retail. Trends in digitalization and development of 

digital infrastructure allow both to adapt the structures of commercial entrepreneurship to the current 

conditions, and set directions for development in the long run. Particular attention in the article is paid to 

changing the business model and automation of sales processes based on the introduction of vending. The 

preconditions and existing experience of vending in Ukraine are analyzed. An outline of the business 

model of the project for the sale of goods through vending machines has been developed. 

Key words: 

marketing strategy, digitalization, digital consumer behavior, trade entrepreneurship, retail, quarantine 

restrictions, covid-19, vending. 

 

1. Introduction 

Marketing development strategy is one of the main factors of stability and success in the field of trade 

entrepreneurship. However, due to the unusual for the world business conditions, in which companies 

have been since 2020, the principles of classical marketing have proved ineffective, and in some cases - 

not working. An important aspect of the implementation of marketing strategy are the mechanisms of 

interaction of the three components of sustainable development: 

• stabilization and economic development of trade entrepreneurship; 

• satisfaction of social needs and social responsibility; 

• ecological and epidemiological safety of trade entrepreneurship, ensuring energy saving and 

energy efficiency in the implementation of marketing development strategy. 

Taking into account the global trend of digitalization is becoming not only mandatory, but also a factor 

in surviving quarantine restrictions. Studies of consumer behavior show that it is becoming increasingly 

digital. These trends have only intensified with the introduction of quarantine restrictions, as digital channels 

are the only way to connect with the outside world in lockdown and isolation. Accordingly, more and 

more people are meeting their consumer needs through the Internet, and the increase in online shopping is 

no exception. 

The aim of the article is to study marketing strategy adaptation of small business in the field of trade 

entrepreneurship in the face of the constraints caused by the Covid-19. 

2. Literature review 

Small business is an activator of sectoral transformations in the economy that creates an effective 

competitive environment and additional revenues to the budgets of all levels. In today's pandemic period, 

small business needs to find ways to adapt to quarantine restrictions and develop appropriate marketing 

strategies. Many scientific researches of famous scientists are devoted to the issues of small business 

development, among which: Abramova A. (2021) [1]; Adeola O. (2021[2]; Akpan I. (2021) [3]; Berezina 

A. (2021) [4]; Burov V.(2021) [5]; Derhaliuk M. (2021) [6]; Fedyshyn M. (2019)[7]; Fuchs K. (2021) 

[8]; Grigoraș-Ichim C. (2018) [9];Istyarini W. (2020) [10]; Ivanova T. (2021) [11]; Butko M.(2016)  [12];  

Kublitska  O.  (2021)  [13];  Kholiavko  N.(2020) [14]; Grosu V. (2021) [15]; Korneeva E. (2021)[16]; 

Marrucci L. (2021) [17]; Matkovskaya Y. (2021)[18]; Meramveliotakis G. (2021)

 [19];Ostrovskiy V.(2021)  [20];  Warsofsky  N.  (2021)  [21];Pitayachaval P. (2021) [22]; 

Rakhimova S. (2021) [23]; 
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28]; 

Tulchinskiy R. (2021) [29]; Verchenko Y. (2021) [30];Vovk  O.  (2021)  [31];  Yaremovich  P.  

(2021)  [32]; 

Zakharin S. (2021) [33] and others. 

According to the study [28], the authors use an approach to content analysis to investigate the 

implementation of Islamic marketing ethics in the dissemination of business advertising. The study found 

that advertising of more than 90% of entrepreneurs meets the basic principles of Islamic marketing ethics. 

In order to increase the activity and increase the number of small businesses, according to the authors [10], 

it is necessary to introduce digital media to increase their sales. Scientists identify problematic issues, 

including the problem of choosing the most effective media. In this article, the authors explore the most 

effective digital media (marketplace) for marketing media businesses. 

The authors [21] argue that in today's world the importance of small and medium-sized businesses in the 

structure of national economies of most countries is growing. According to scientists, SMEs, which are 

characterized by flexibility and ability to adapt, as well as quickly reorganize in the face of modern 

challenges, are the basis and guarantee of accelerated socio-economic growth. 

The article [19] is based on the opinion that small business is the engine of wealth and prosperity of the 

country. The authors consider the existence of a significant share of small business in the Greek economy 

as a structural barrier to economic growth and prosperity. According to the study, without proper support 

from the state, only those entrepreneurs who are quite successful in the market will be able to survive in 

the market, and the vast majority of small firms will leave the market. 

The purpose of the article [30] is to analyze the activities of small business confectioneries and justify 

the need to adjust the marketing strategy in modern conditions. The authors propose strategies for the 

development of small businesses in the confectionery industry, developed and substantiated a systematic 

approach to assessing strategic development. 

The study [5] analyzes the development of small business in the construction industry and examines 

government mechanisms to support it through the operation of business networks. As a result of the study, 

scientists eradicate the problems of the business structures of the construction industry and predict the 

possible consequences of their activities in the shadow sector of the economy. It is proved that small 

business is a driver of growth of socio-economic development of the region. 

The purpose of the article [22] was to study the current state of factors in the development of small and 

medium enterprises in northeastern Thailand. Researchers analyzed and investigated possible measures 

for the development of small and medium enterprises. The authors note that the national development 

strategy until 2037 provides for economic development based on modern entrepreneurs and the creation 

of smart entrepreneurs; providing access to information about financial services, market, data; adjusting 

the role of entrepreneurs and public institutions and opportunities for access to public services. 

Researchers [16] are exploring the role of small business in promoting sustainable development through 

its actions, public and social consciousness and responsibility. The authors proved that small and medium-

sized enterprises can be a decisive force in the fight against climate change and the promotion of 

environmental thinking, which will directly affect the achievement of sustainable development goals. 

The aim of the research [2] is to study the critical factors that contribute to the development of small 

business and directly affect the achievement of the UN SDGs in the Nigerian market using the Lucie 

model. The authors of the study claim that the results of their work will help entrepreneurs to avoid 

failures and achieve UN SDC 1, 2, 8 and 10. Scientists have proven the global validity of the Lucier 

model, the use of which is relevant in both emerging and already developed markets. 

In the article [24], the authors prove that domestic and global information and communication resources 

in combination with digital tools help to create conditions for successful online transformation of small, 

micro, individual and family businesses and self-employed in the distribution sector on single digital 

platforms. According to the authors, the C2C market, which is based on global digital platforms, is an 

effective method of online transformation of business structures. 

 

3. Results 

Today, it is extremely necessary for companies in the field of trade to rethink the principles of marketing, 

transform the existing business model, and identify the dominants of this process, which are due to current 

global trends (Fig. 1). 

The indicator of "digital maturity" of the client has become one of the main criteria for making strategic 

marketing decisions in the field of commercial entrepreneurship. Factors that contribute to the 

development of this characteristic should be included in the marketing strategy, and the directions of 

digitalization of retail are shown in Fig. 2. 
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Fig. 2 Factors of digitalization in the formation of marketing strategy of commercial entrepreneurship 

Source: compiled by the authors. 

Consider one of the areas of change in the business model of commercial entrepreneurship and 

automation of sales processes based on the introduction of vending. This type of business model in the 

field of retail has long been implemented in world practice, and with the introduction of quarantine 

restrictions and the concern of all participants in the trade process for epidemiological safety, is only gaining 

momentum. Unfortunately, the Ukrainian vending market is only developing and there are very few 

companies working in this field. This market allows small businesses to master it more freely without fear 

of obstacles that are mostly created by powerful companies. The main representatives of Ukrainian 

vending companies are listed in Table 1. 

 

Table 1: Characteristics of the leading Ukrainian brands in the industry 

Brand Logotype Brief description Production 

facilities 

 T
M

 U
n

iP
a
y

 

 

 

Intelligent Vending Systems LLC, UniPay TM is a 

company that has been successfully implementing vending 

technologies since 2008. 

The company specializes in the development of a 

universal electronic platform, which reduces the time of 

designing a new vending machine in the shortest possible 

time. 

The company operates in a closed technological cycle 

Installed 

terminals: more 

than 1000 

payment; 

more than 360 for 

water; more than 

125 parking 

systems and 

parking meters. 

 V
E

N
D

IB
O

A
R

D
 

 

 

 

VENDIBOARD - new generation vending machines that 

will sell your products. We create equipment and software 

for automated trading. 

 

 

 

No data available 

 

 "W
a
sh

-K
a
!"

 

 LLC "SPS Postiray-Ka!" - a new type of vending business 

- organization of self-service laundry points based on the 

company's equipment. 

 

230 washing 

machines in Kyiv; 

It is also located in 

other cities of 

Ukraine and 

  

messages for 

maximum impact 

 

development of 

multichannel 

partnerships with common 

 

consumers on the possibilities 

of 
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abroad. 

 G
W

a
te

r 

 

 

GWater is a manufacturer of vending machines for 

drinking water. 

413 submachine 

guns are located in 

49 cities of 

Ukraine; has 152 

partners 

 A
V

A
N

G
A

R
D

 

 

 

AVANGARD is a manufacturer of vending equipment in 

Ukraine. AVANGARD is a company with a full cycle of 

metal processing, powder coating and numerical control 

machines. Production quality processes at the plant are 

confirmed by international certificates ISO, CE. To solve 

the complex problems of retail automation, we have 

combined an individual design approach, a strong 

engineering base and high-tech full-cycle production. 18 

years of production experience has made us experts in the 

field of vending. AVANGARD is a member of the 

European Vending 

Association EVA. 

 

 

20457 devices 

were produced; 

648 customers in 9 

countries 

 

Source: developed by the authors based on the source [34-37]. 

According to the information received, it is very difficult to make a top among Ukrainian vending 

companies. The reason is that doing business in this business, namely trading through vending machines, 

refers to such an economic activity as 47.99 "other types of retail trade outside stores", which does not 

allow to single out trade through vending machines. Consumers are the main judges of the brand; it is their 

attitude to a particular brand reflects its value to society. Knowledge of the types of decisions and patterns 

of consumer behavior to a particular brand characterizes its position in the market. Types of decisions 

and models of consumer behavior of Ukrainian brands are shown in Table 2. 

 

Table 2: Types of decisions and patterns of consumer behavior of brand products 

Brand Types of purchasing decisions Models of consumer behavior 

according to the duration of 

decision-making 

TM UniPay From the business side: 

- thought out (cognitive). From the end user: 

- thought out (cognitive). 

- reflex; 

- impulsive; 

- partially thought out. 

 

 

 

 

 

 

 

From the business side: 

- a long process from the end 

user: 

- limited process; 

- instant purchase. 

 

VENDIBOARD 

AVANGARD 

 

 

"Wash-Ka!" 

From the business side: 

- thought out (cognitive). From the end user: 

- thought out (cognitive); 

- reflex; 

- impulsive; 

 

 

GWater 

From the business side: 

- thought out (cognitive). From the end user: 

- reflex; 

- impulsive; 

- partially thought out. 

 

Source: developed by the authors. 

Because vending machines are a specific product used by both businesses for their business and end 

users, their solutions and behaviors differ. It is very difficult to single out certain emotional and other 

factors that lead to a purchase, because a huge number of goods and services are sold through trade 
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devices. One thing can be said, every decision and pattern of behavior depends on the type of apparatus 

and goods or services that are implemented through it. This applies to the brands TM UniPay, 

VENDIBOARD and AVANGARD because they are engaged in the production of devices in various 

fields. 

The brands "Wash-Ka!" and GWater are one line of business and identify the types of consumer decisions 

easier. 

In the brand "Wash-Ka!" all consumers mostly make informed decisions, because to use washing 

machines you need to prepare in advance. Exceptions are possible in the direction of impulsive action due 

to certain circumstances(dry clothes after rain or wash dirty clothes without running home, etc.). 

In the GWater brand, all consumers make spontaneous decisions based on a situation or habit. This is due 

to the fact that the company sells water and buys it mostly if you want to drink. Because of this, consumers 

do not take into account most of the criteria by which other goods are purchased (price, size, volume, 

taste, etc.). 

On the basis of the analysis of the market of brands of vending machines the factors of influence on 

volumes of demand of production and their characteristics are defined. The obtained data are shown in 

table  3.  

Table 3: Factors influencing the demand for products 

Influencing factors 

Internal External 

- quality; 

- functionality; 

- related services; 

- maintenance, its quality and speed; 

- price; 

- positioning of the enterprise on the market; 

- average level of wages; 

- tax policy of the state; 

- number of competitors; 

- social and economic condition of the population; 

- innovation of the used technologies; 

- product innovation; 

- qualification of engineering and technical 

personnel; 

- effectiveness of marketing activities; 

- ease of use. 

- average market price per 1 m2 of leased space; 

- state of the electricity market; 

- state policy on small and medium business; 

- average market price per 1 Kv of electricity; 

- interest of citizens in the use of vending 

machines; 

- requirements of citizens to vending machines. 

 

Source: developed by the authors. 

Depending on the ratio of supply and demand for a particular product in the market there are two opposite 

situations: "seller's market" and "buyer's market". At the same time, the market is likely to have a relative 

balance of supply and demand. An indicator of the degree of perfection of the market is the equilibrium 

price for a particular product, for which there is no shortage or surplus. The sooner it is installed, the 

more perfect the market is. 

On the basis of the analysis of the market of brands of vending machines the factors of influence on 

volumes of demand of production are defined and their characteristics are given. The research results are 

shown in Figure 3. 

According to Figure 3, we can conclude that the market is in a state of advantage of the "Seller's Market". 

This situation allows companies to dictate their market conditions. 

Despite the fact that the indicators of the domestic market for trade through vending machines to the 

current state can not be determined, it is possible to obtain information on exports / imports of these 

devices to Ukraine. This is possible because in external activities the devices are under the code UKTZED 

8476 "Vending Machines". 

Analyzing the statistical data from 2011 to 2019, it was found that the balance in 2011 amounted to -2362 

thousand dollars. USA, in 2015 amounted to -1317 thousand dollars. USA. The reason for this was most 

likely that the country began to change its direction towards Europe and this, in turn, led to a change in 

economic and political situation. However, in 2017 the balance increased to a record -3886 thousand 

dollars. USA, which was the worst indicator for the analyzed period of years. In 2019, the balance 

decreased its negative value to -3479 thousand dollars. USA, which indicates a slight but still improving 

economic situation [38]. Negative indicators indicate the lack  of  necessary vending machines in the 

Ukrainian market, or the lack of their competitive advantages over similar devices from 

foreign manufacturers. 

Based on the data on the total volume of imports and exports in terms of commodity items, a study of 

statistical data was conducted to determine the main counterparty countries. 
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Analyzing the statistics of  Ukraine's Foreign  Trade for 2011-2019, it was found that for the period from 

2011 to 2014 one of the main contractors of imports of goods were the Russian Federation (share 21.79-

39.78%)  and Italy (share 41, 09-50.80%) and among exporters the Russian Federation (share 33.53-

56.02%) and Canada (share 19.67-47.12%). In 2014, the indicators of imports and exports with the 

Russian Federation decreased (to 6.67% and 14.82%, respectively) and imports from Italy and exports 

from Canada, on the contrary, increased (69.69% and 37.19%, respectively). The reason is the war in 

eastern Ukraine and the occupation of Crimea, which led to the termination of economic ties with the 

Russian Federation [38]. 

After 2014, the economic direction changed and the main importer remained Italy, and in addition China. 

Exports, in turn, went to the EU. 

In the future, we analyzed the regional market of Chernihiv. In our opinion, it demonstrates excellent 

prospects for the development and prosperity of the vending business. The reason for this is very little 

competition and economic growth in the region. This is evidenced by data from the State Statistics 

Service. The first indicator that was considered was "Retail turnover in the Chernihiv region" (Fig. 4). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 4 Retail turnover in the Chernihiv region (2017-2020) Source: compiled by the authors on based [38]. 

As we can see, in 2020 the growth is very high, which indicates an increase in cash flow compared to 

previous years. This is due to the fact that most people have begun to withdraw their funds from storage, 

which in turn will stimulate the economy. 

The next indicator that was considered was the "Regional structure of retail trade turnover of retail trade  

enterprises". This indicator makes it possible to determine how much turnover has increased and whether 

it is profitable to conduct retail trade in terms of purchasing power of the population. Data from the State 

Statistics Service are shown in Fig. 5 

 

Fig. 5 Regional structure of retail trade turnover of retail trade enterprises (2017-2020) Source: compiled 

by the authors on based [38]. 

The macroeconomic indicator of the "Regional structure of retail trade turnover" is perhaps the most 

important indicator that allows you to assess market prospects. This indicator shows the amount of 

working capital, which in turn allows us to determine the economic growth of the market and its 

attractiveness (Fig. 6). 

As we can see, retail trade and retail trade are growing at a significant pace despite the anti-epidemic 

measures and quarantines in 2019. This result indicates the adaptation of entrepreneurs to new conditions 

and development of the region. Growth of 12.8% is a very good indicator. 

The volume of retail trade in Ukraine in March 2021 increased to 13.1% (compared to March 2020). 

According to the results of the first quarter, retail trade increased by 7.5% compared to the same period 

last year [39]. 

The positive dynamics of the industry, first of all, was supported by the restoration of economic activity in 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

    

89



most areas of the economy under adaptive quarantine, as well as stimulating consumer demand in view of 

increasing social standards. 

Thus, from January 1 of this year, the minimum wage increased (from 5,000 hryvnias at the end of 2020 to 

6,000 hryvnias from January 2021), from March 1, recalculation and indexation of pensions for almost 10 

million citizens was carried out (including age, service) years, disability due to loss of a breadwinner 

[39]. 

In addition, the financial support of business and the population from the state had a positive impact on 

retail trade. In particular, during the winter lockdown more than 470 thousand private individuals and 

employees received assistance [39]. 

In the regional context, in January-March 2021, the dynamics of the retail segment of the domestic market 

in all regions was positive, including in 12 regions the indicator exceeded the value for Ukraine as a 

whole. Since the beginning of the year, the volume of retail trade has increased the most - by more than 

10% in Kyiv, Chernivtsi, Chernihiv, Vinnytsia, Ternopil regions [39]. 

The growth of retail trade in the Chernihiv region is an important indicator for the introduction of vending 

trade. It is the increase in purchasing power and low competition that should encourage investment and 

development of this type of activity. 

The proposed outline of the business model of the vending trade project is presented in Fig. 7. 

Key partners: 

- enterprises-

producers of goods 

(strategic partner); 

- vending companies 

(manufacturer-

supplier); 

- insurance companies 

(suppliers / joint 

Key actions: 

- supply of goods; 

- maintenance of

 vending machines; 

- renting vending 

machines; 

The main idea, 

value: 

For the population: 

round-the-clock

 and easy 

access to goods; 

For

 enterprise

s: 

provision of goods 

to 

Interaction with 

consumers: 

Relations with 

mass consumers 

are automated, 

with enterprises 

are 

personalized. 

Consumer 

segments: 

- different 

segments and 

groups of the 

population; 

- industrial 

activities); 

- financial institutions 

(joint activities); 

Key resources: 

- material (vending 

machines, transport, office 

equipment, etc.); 

- intellectual; 

- human (office and 

warehouse workers, staff 

servicing vending 

machines); 

- financial  (funds   for   

the 

purchase of goods, 

maintenance of vending 

machines) 

employees and 

control over their 

use. The main idea 

is to save time and 

money for 

consumers. 

Sales channels: 

Vending

 machin

es of different 

types. 

enterprises; 

- office 

centers; 

- trading 

platforms; 

- producers of 

goods 

Cost structure: 

1) basic material resources (vending machines and 

materials for their maintenance); 

2) lease of accommodation facilities; 

3) transportation and storage of goods; 

4) human resources; 

5) relationships with consumers and partners. 

Receiving funds. Fundraising: 

Consumers pay for the purchase of goods, 

which saves time; 

Clients (enterprises) pay for the purchase of 

goods (its supply), equipment rental services. 

 

Fig. 7 Outline of the business model of the company for the sale of goods through vending machines 

Source: compiled by the authors 

 

Marketing development in the field of commercial entrepreneurship is an integral part of increasing 

profits and competitive advantages. Before implementing the proposed project aimed at stabilizing 

quarantine restrictions, it is necessary to plan all actions in advance and create a map of strategic business 

development. It will change over time, but from the very beginning of the activity will outline the 

benchmarks by which the business will grow (Fig. 8). 
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The proposed scheme demonstrates the importance of marketing strategy and the use of digital 

infrastructure in overcoming crises due to quarantine restrictions. 

 

Fig. 8 Scheme of stabilization of the subject of trade business in the conditions of quarantine restrictions 

on the basis of realization of the project of vending trade  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. Conclusions 

Maintaining balance and ensuring survival in the short term today is the main goal of most representatives 

of commercial entrepreneurship. However, for long-term strategic development, it is important to analyze 

the possibility of digital transformation at the level of the brand or retail network as a whole, as well as 

to begin to form and expand access to digital infrastructure leading and sustainable position in the online 

sales market. 

Implementation of the provisions for the integration of digital infrastructure and trade entrepreneurship 

will allow: 

- to modernize the sphere of retail in accordance with world trends and increase the efficiency of its 

operation; 

- better meet the needs of the market in goods and improve the quality and availability of customer 

service; 

- ensure the speed and timeliness of delivery of goods to the final consumer; to improve the 

management system of trade enterprise development in general as a type of economic activity and 

individual business structures; 

- increase the level of epidemiological safety and compliance with quarantine restrictions in the 

sale; 

- reduce the operating costs of commercial enterprises and increase their economic efficiency in 

general. 
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The power of business models 

Anshuman Sahoo 

ABSTRACT     

Over  the  past  few  years,  bbusiness  modelsQ  have  surged  into  the management vocabulary. But, while it 

has become quite fashionable to discuss business models, there is still much confusion about what business 

models are and how they can be used. In fact, business models can serve a positive and powerful role in corporate 

management. While other authors have recently offered definitions of bbusiness model,Q none appear to be 

generally accepted. This lack of consensus may in part be attributed to interest in the concept from a wide range of 

disciplines, all of which have found a connection to the term. To help managers better understand business 

models, this paper reviews the extant literature and identifies and classifies the components of business models 

cited therein. Components were classified into four primary categories: strategic choices, the value network, 

creating value, and capturing value. To address the absence of a generally accepted definition of a business 

model, a new definition that integrates and synthesizes the earlier work is offered. Based on the proposed 

definition, business models are then contrasted with strategy. Four problems associated with business models are 

also discussed. 

1. Business Models 

For many years, Sun Microsystems enjoyed consid- erable success by bucking the industry trend toward 

standardized chips and software (Tam, 2003). Sun made the strategic choice to offer more powerful and more 

expensive computer solutions based on proprietary hardware and software, which worked well as long as Sun 

was able to maintain a performance advantage. However, standardized chips eventually matched the per- 

formance of Sun’s proprietary chips, and stand- ardized software offered functionality similar to Sun’s. As a 

result, Sun has seen its quarterly sales drop by more than 40% since their peak in 2001, and its stock price 

decline to under $4 per share from a high of over $60 per share. 

In late 2002, after a probing meeting with the head of Sun’s low-end server business, Sun’s CEO agreed that 

the firm would add a line of cheaper servers based on Intel chips. This strategic choice marked a clear 

departure from Sun’s existing business model, but there is no evidence that this change has helped the 

company’s business. In fact, revenues for the quarter ending June 30, 2003 were down 13% from a year earlier. 

Indeed, one might reasonably conclude that Sun’s bbusiness  modelQ  was  and  remains  broken.  Cer- tainly, 

the levels of misdirection and confusion in Sun’s engineering and sales organizations, reported recently in 

the Wall Street Journal, suggest that, at a minimum, Sun is experiencing some problems communicating its 

new model internally. 

Furthermore, there is little evidence that Sun executives considered issues of internal consistency as they 

reviewed alternative strategic choices. In particular, the choice to offer less expensive servers needs to be 

evaluated in terms of the added pressure this will place on Sun’s more expensive hardware. In addition, a 

fundamental element of Sun’s traditional strategy has been plowing a significant portion of revenue back into 

R&D in an effort to maintain its performance advantage. Making the strategic choice to offer less expensive 

solutions will likely have a significant impact on Sun’s ability to maintain its current R&D funding levels, which 

in turn will have implications regarding its ability to compete on the basis of higher performing solutions. 

It is hard to argue that there is a single brightQ strategic answer for Sun. However, it is similarly difficult to 

believe that all of the cause-and-effect relationships within the new business model have been carefully 

considered. Based on media reports and customer complaints, it is fairly obvious that Sun’s executives have 

not been successful in explaining their new model. While business models can be powerful tools for analyzing, 

implementing, and communicating strategic choices, there is no evidence that Sun has successfully harnessed 

that power. 

Over the past few years, bbusiness modelsQ have surged into the management vocabulary. In the mid-

1990s,bdot-comQ firms pitched business models to attract funding. Now, companies of all sorts in virtually every 

industry rely on the concept as well; in fact, approximately 27% of Fortune 500 firms used the term in their 

2001 annual reports. The media have certainly gotten on board also. Within major magazines and journals, 

only one article in 1990 used the term bbusiness modelQ three times or more; by 2000, well over 500 articles fell 

into that category. 
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While it has become quite fashionable to discuss business models, many executives remain confused about 

how to use the concept. For example, in a recent Accenture study, in which one of the authors took part, 70 

executives from 

40 companies were interviewed regarding their company’s core logic for creating and capturing value: the 

basis of a business model. Surprisingly, 62% had a difficult time describing succinctly how their own company 

made money (Linder & Can- trell, 2000), and it appears that Sun’s executives may be similarly confused. 

Strategist Michael Porter (2000) has referred to the phrase bbusiness modelQ  as  part  of  the  bInternet’s  

destructive lexiconQ;  we  disagree.  We  believe  that  business models can in fact play a positive and powerful 

role in corporate management. Before exploring that role in more detail, it is first necessary to understand 

exactly what constitutes a business model. 

 

2. Desperately seeking definition: Identity crisis of the business model 

To be sure, many authors have offered defini- tions  of  the  term  bbusiness  model.Q  Our  own review of 

relevant literature uncovered 12 definitions in established publications during the years 1998—2002. None of 

these definitions, however, appears to have been accepted fully by the business community, and this may be 

due to emanation from so many different perspec- tives (i.e., e-business, strategy, technology, and information 

systems), with the viewpoint of each author driving term definition; by peering through different lenses, 

authors are seeing different things. 

In fact, across these 12 definitions, one can find 

42 different business model components: unique building blocks or elements. As Table 1 illustrates, some of 

these components appear in only one definition, but others are seen time and time again. To gain additional 

insight, we developed an affinity diagram (Pyzdek, 2003) to categorize the business model components that 

were cited twice or more (affinity diagrams are a popular bSix SigmaQ tool for organizing ideas into categories 

based on their underlying similarity; affinity diagrams help to identify patterns and establish related groups 

that exist in qualitative datasets). The resulting affinity diagram (see Fig. 1) identified four major categories: 

strategic choices, creating value, cap- turing value, and the value network. To develop the affinity diagram shown 

in Fig. 1, two of the authors, along with a graduate student, worked independently to (a) cluster into categories 

the 20 business model components cited two or more times and (b) develop a descriptive name for each 
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Figure 1 Components of business model affinity diagram. 

category. At that point, the preliminary clusters were shared, and two of the authors discussed the individually 

developed clusters to reach a final consensus. 

Since no generally accepted definition of a business model has emerged to date, we offer a new definition 

guided by the following two princi- ples. First, the definition should integrate and synthesize the earlier work 

in this area. Second, the definition should be simple enough so that it can be easily understood, communicated, 

and remembered. 

As a starting point, we began by parsing the term bbusiness model.Q More specifically, business is 

fundamentally concerned with creating value and capturing returns from that value, and a model is simply a 

representation of reality. Combining these concepts with the results sum- marized in the affinity diagram 

shown in Fig. 1, we define a business model as a representation of a firm’s underlying core logic and strategic 

choices for creating and capturing value within a value network. 

This definition includes four key terms. The first key term, core logic, suggests that a properly crafted business 

model helps articulate and make explicit key assumptions about cause-and-effect relationships and the internal 

consistency of stra- tegic choices: the second key term. In effect, the business model reflects the strategic 

choices that have been made; a point to which we return in the next section. 

The term creating and capturing value reflects two fundamental functions that all organizations must perform 

to remain viable over an extended period of time. Successful firms create substan- tial value by  doing things 

in ways that  differ- entiate them from the competition. Firms might develop core competencies, capabilities, 

and positional advantages that are different from those of competitors. They might use those core competencies 

and capabilities, for example, to perform work activities in a unique way or might combine their work activities 

into business pro- cesses in a way that differentiates them from competitors. They might even have a unique 

approach in securing the capital that is needed to fund the creation of the core competencies, capabilities, 

and positional advantages. In the end though, for-profit companies must make money to survive; thus, their 

viability is tied both to the value they create and to the way they capture value and resultantly generate 

profit. 

Neither value creation nor value capture occurs in a vacuum, however. As Hamel (2000) argues, both occur 

within a value network, which can include suppliers, partners, distribution channels, and coalitions that extend 

the company’s own resources. The firm may be able to create unique relationships with any of these parties or 

even with its end customers. The role a firm chooses to play within its value network is an important element of 

its business model. 

Note that this definition is in no way restricted to the online world. Of course, it is true that the use of the term 

bbusiness modelQ gained momen- tum during the dot-com era: those bygone days in which sock puppets sold 

dog food on web sites. But, as we noted at the outset, the concept is relevant for firms of all sorts. While some 

refer to be-business  modelsQ  (e.g.,  Chen,  2003;  Weill  & Vitale, 2001), our definition in no way demands the 

be-Q prefix. 

 

3. A bbusiness modelQ is not a strategy 

With a definition now in hand, we can consider something that a business model is not: a strategy. While a 

business model does facilitate analysis, testing, and validation of a firm’s strategic choices, it is not in itself a 

strategy. 

What exactly is the relationship between a firm’s strategy and a business model? To answer this question 

requires that one first define bstrategy,Q  but  unfortunately  that  is  not  a  trivial task. As Henry Mintzberg (1994) 
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notes in his book The Rise and Fall of Strategic Planning, bstrategyQ can be viewed in at least four different 

ways: as a pattern, plan, position, or perspective. Specifi- cally, in a backward-looking context, strategy is 

sometimes viewed as a pattern of choices made over time. More frequently, however, strategy is considered 

in a forward-looking sense. Within that forward-looking domain, some see strategy as a plan; a view that relates 

to choices about paths or courses of action, much like a directional roadmap. Some, such as leading strategist 

Michael Porter, see strategy as a position; a view that relates to choices about which products or services are 

offered in which markets based on differentiating features. Still, others, such as management guru Peter 

Drucker, view, in a grand vision, strategy as perspective; choices about how the business is conceptualized. 

Although these views differ in many respects, they all have in common the element regarding making choices. 

Business models reflect these choices and their operating implications. They facilitate the analysis, testing, 

and validation of the cause-and-effect relationships that flow from the strategic choices that have been made. In 

some cases, executives can best effect this by directly translating one set of strategic choices into a single 

business model, which they then analyze, test, and validate. In other cases, executives may wish to consider a 

range of business models simultaneously, each representing a different set of strategic choices before drawing a 

conclusion about the best business model for their organization. 

As an illustration of the difference between a strategy and a business model, consider the con- struction of a 

custom home. Initially, the architect consults with the future homeowners to understand how they envision the 

finished home and their life within it. They then consider options in a number of areas (e.g., main level or second-

story master bedroom) and create a design to fulfill the vision; this corresponds to the strategy. Next, the archi- 

tect prepares a detailed floor plan and elevation based on the choices made during the design process; this 

corresponds to a business model. Just as a business model can be used to help analyze and communicate strategic 

choices, the floor plan can be used to help understand, analyze, and commu- nicate the design choices that were 

made. In fact, it could even prod the future homeowners to rethink some of their original strategic choices; 

for example, as the process moves forward, they might realize their choice of a main level master bedroom 

would conflict with the only possible placement of the kitchen, leading them to revisit their original choices 

and perhaps modification. 

Applied in a business context, consider GM’s OnStar division (Barabba et al., 2002). In the late 1990s, GM 

created a project team to develop a business model and strategically analyze opportu- nities related to the 

telematics industry (tele- matics involves the use of wireless communication technologies and global 

positioning systems to deliver a variety of safety, security, entertainment, and productivity services to individuals 

while they are traveling in their cars). The team was unsure how to position the telematics business opportu- 

nity. One alternative was to simply treat it as though it was another car feature. From GM’s perspective, this 

was a safer and more conservative approach since it had extensive previous experi- ence in pricing and marketing 

vehicle options. The other alternative was to position telematics as a new service business. From this 

perspective, the telematics opportunity entailed greater risk, given the large investment in infrastructure that 

would be required and GM’s lack of experience dealing directly with end consumers (a subset of other strategic 

decisions and options for each decision are listed in Table 2). 

After identifying the relevant strategic decision areas and the options in each, choices are made. A business 

model embodies a set of choices. Through it, the set can be tested and analyzed to ensure 

 

Table 2 Illustrative strategic decision areas and options at OnStar 

Strategic decision Options 

Position New service business New car feature 

Installation Factory Field 

Internal product scope Select GM vehicles 

All GM vehicles External product scope Only GM vehicles 

Sell to other auto manufactures 

Call center Insource Outsource 

Application development Insource 

Outsource 

 

 that implicit cause and effect relationships are logical and that the choices are mutually suppor- tive and 

internally consistent. 

But how would OnStar team test the business models that represented different sets of strategic choices? The 

team had to ensure that implicit and explicit cause-and-effect relationships were logical and reasonable and also 

had to ensure the choices were internally consistent and mutually supportive. This was not an easy task because no 

historical data existed for this brand new industry. Instead, the project team relied on a variety of sophisticated 

management science methodologies, including sys- tems dynamics, conjoint analysis, dynamic optimi- zation, 

models of diffusion, real options valuation, simulation, and game theory. Using simulation techniques, for 
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example, the team was able to analyze how factors, including customer acquis- ition, customer choice, alliances, 

customer service, finances, and dealer behavior would impact busi- ness performance on multiple dimensions, 

includ- ing market share and cash flow. 

As part of this analysis, the team demonstrated that attempting to run the call centers as cost centers would 

result in business failure. In addition, the team was able to analyze the options of installing OnStar in 

vehicles both at the factory and in the field and found that factory installation would provide a superior out- 

come in all parameters. 

As a result of these types of analyses, the team ultimately recommended that senior management embrace a 

more aggressive set of strategic choices and create a new service business. The suggested model included a 

number of rather aggressive positions, including that OnStar be installed in all new GM cars, that GM recruit 

and make available OnStar to other auto manufacturers, that one year of service be provided free, and that GM 

aggres- sively pursue partnerships with content providers. GM senior management accepted the project team’s 

recommendations and formally acknowl- edged that the iterative process employed by the team, one in which 

strategic choices were tested through business models, greatly influenced their decision. 

Although the jury is still out regarding OnStar’s ability to consistently make money, the results of GM’s OnStar 

initiative have so far been rather impressive. By the fall of 2001, GM had two million OnStar subscribers, 

representing 80% of the telematics market. Alliances with other major auto manufacturers, including Toyota, 

Honda, VW, Audi, Isuzu, and Subaru provide OnStar with access to approximately 50% of total new vehicle 

sales. GM has also developed partnerships with impor- tant content providers, including Dow Jones and 

Fidelity Investments. Internal forecasts indicate that the service will break even in 2003 and generate 

significant positive cash flow thereafter. Based on these results, Merrill Lynch (2002) has valued the OnStar 

business at between $4 to $12 billion. 

We earlier defined a business model as the representation of a firm’s underlying core logic and strategic choices 

for creating and capturing value within a value network. The core logic should be as comprehensive as possible, 

not simply one or two components, and the business model should reflect the firm’s strategic choices. While 

execu- tives can use business models to analyze and communicate strategic choices, it is equally impor- tant to 

recognize that misusing the business model concept can lead to problems; a topic to which we now turn. 

 

4. Four problems of business models 

A properly crafted business model has great power and can serve as an essential strategic tool for the firm, but 

concerns about business models can be traced to four common problems associated with their creation and 

use. These problems, which follow directly from the key terms in our definition, are the following: 

(1) Flawed assumptions underlying the core logic. 

(2) Limitations in the strategic choices consid- ered. 

(3) Misunderstandings about value creation and value capture. 

(4) Flawed assumptions about the value network. 

4.1. Flawed assumptions underlying the core logic 

A firm moves into a danger zone if its business model’s core logic is based on flawed or untested assumptions 

about the future. Recently, an entre- preneur told us of an exciting opportunity his firm was planning to pursue, 

providing integrated services over wireless networks in many regions of the US. His business model seemed 

to be well formed and internally consistent in that he had a good sense of his core logic for both creating and 

capturing value. However, when asked about incompatibilities in standards among wireless net- works, he told 

us that he was assuming seamless and interchangeable national service in the near future. While we certainly 

agree there ought to be such a seamless and standard network across wireless providers, the reality is that 

such a network does not now exist and likely will not for a number of years; hence, our prediction is that he 

will face significant challenges in implementing his model. 

It is vital that, once a set of strategic choices has been made, the resulting business model be checked to ensure 

that implicit and explicit cause-and-effect relationships are well-grounded as well as logical. Furthermore, the 

resulting business model should be scrutinized to ensure that the set of choices is internally consistent and 

mutually supportive of one another. To illustrate this, consider two of the strategic choices faced by OnStar: its 

position and its external product scope. One incompatible combination of choices would have been to position 

OnStar as simply a new car feature and to make OnStar available to other auto manufacturers. If such a 

combination of choices were embraced, any potential benefits to GM would be quickly negated since the 

competition would be able to offer the identical feature. Alternatively, choosing to position OnStar as a stand-

alone service business and making the serv- ice available to other auto manufacturers are choices that are quite 

compatible. In such a case, the decision to offer the service to other auto manufacturers facilitates penetration 

of a new market. 

4.2. Limitations in the strategic choices considered 

A business model should address all of the firm’s core logic for creating and capturing value, not just a portion 
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of that logic. Indeed, one of the major mistakes of the bdot-comQ era was the assumption that, having defined 

one portion, one had a busi- ness model. When one addresses only a small subset of the rows in Table 1 or only 

a subset of the categories in Fig. 1, one is mistaken in referring to this as a bbusiness model.Q Definition of a 

customer set (e.g., families with young children) or a value proposition (e.g., providing much more value at a 

greater cost), for example, does not constitute a business model. Of course, such an error in nomenclature is 

problematic in and of itself because it frustrates communication. However, the biggest flaw with such an 

approach is that it may well delude the executive into overestimating his or her model’s probability of success 

in the marketplace. 

eToys serves as a high-profile example of a firm that made this mistake in the dot-com world. In an effort to 

build its customer base and gain brand awareness in 1999, eToys (and its online compet- itors, such as 

KBToys) focused primarily on cus- tomer acquisition. Not surprisingly, this lead to cut- throat price wars, deep 

discounts, and offers of free shipping among the toy e-tailers, each of whom was hoping to establish a 

beachhead in the 

$23 billion per year toy retailing industry (Bannon, 2000). In fact, eToys’ goal of customer acquisition was 

largely achieved. Four years after opening its virtual doors for business and by spending at times as much as 

60% of its revenues on marketing, eToys established a base of almost two million customers. However, eToys had 

not developed (or, it appears, even seriously considered) another important com- ponent in its business model: 

the process of fulfilling customer orders. During the 1999 holiday season, eToys received a tremendous amount 

of bad publicity resulting from its very poor and unreliable delivery performance. In an effort to not repeat this 

fiasco the following year, the company invested heavily to in-source order fulfill- ment. But, in the end, eToys 

was not able to generate the volume of business needed to support its investment in infrastructure and went 

bankrupt in 2001 (Cox, 2001; eToys, 2001). Its realization that it had never really created a workable business 

model in that it had been relying on only the single component of customer acquisition came far too late for 

recovery. 

The problem of too limited a set of strategic choices can often be traced to a tendency on the part of senior 

management to consider strategic decisions in a piecemeal fashion, which is espe- cially likely in a volatile 

business environment. Sun would certainly fall into this trap if it considered offering low-end servers 

independent of other strategic decisions. The problem is also exemplified by eToys’ initial attention being 

focused almost exclusively on customer acquisition, with a subse- quent shift to order fulfillment. 

A business model provides a powerful tool for avoiding this pitfall for two reasons. First, because the business 

model is a reflection of the strategic choices made, it highlights the need to consider holistically a range of 

strategic decisions. Second, the business model requires senior management to consider the logic and internal 

consistency of the strategic decisions collectively. 

4.3. Misunderstandings about value creation and value capture 

Many executives have a tendency to focus so much on the value creation part of the model that the value capture 

portion is ignored or at least down- played. In these situations, organizations are unable to capture 

corresponding economic returns in relation to the value they create.  

 

As an example of creating value but not capturing it, consider the online portal Yahoo! For many individuals, 

Yahoo!’s continuously expanding range of offerings, including searches of the Web, e-mail accounts, stock 

quotes and other financial information, greeting cards, maps, driving directions, and so on create a tremendous 

amount of value. The fact that Yahoo! is consis- tently among the top sites in terms of unique visitors per 

month is a further indication of its appeal. But, for many years, Yahoo! struggled to turn this value into profit; 

in fact, its net loss more than doubled from its fiscal year ending in 1997 to the one ending in 2001. However, 

under the hand of CEO Terry S. Semel, who joined Yahoo! in May 2001, the company has apparently found 

a way to capture more of this value, with revenues now coming from bdigital music and online games to job 

listings and premium e-mail accounts with loads of extra storage... [Yahoo! now] pulls in one-third of revenue 

from such offerings and hopes to drive it up to 50 percent by  2004,Q  according  to  a  recent  Business  Week 

report (Elgin & Grover, 2003). 

Alternatively, executives can encounter this pit- fall when they confuse potential value with actual value. Just a 

few years ago, professional invest- ment analysts argued that a company’s perform- ance ought to be measured 

by its number of customers, not its free cash flow. It seems silly now, but many capable business leaders have 

similarly confused potential value with actual value when they design business models. For example, one large 

commercial bank spent millions acquiring an investment-banking boutique to get into the Wall Street deal flow 

only to discover that their model did not work. The newly acquired invest- ment bankers refused to share 

information and resisted the commercial bankers’ interference with their clients. They were particularly 

unenthusiastic about making joint sales calls to help sell commer- cial banking services with margins that did 

not support their bonus structure. 

4.1. Relying on flawed assumptions about the value network 
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Sometimes, a model mistakenly assumes that the existing value network will continue unchanged into the 

future. For example, oil companies have been accustomed to retailing gasoline through their own branded outlets 

in the UK. When supermarket chains, like Tescos and Safeway U.K., began draw- ing customers into stores with 

low-priced gasoline, some oil companies simply added food products to their gas station inventories. This 

choice main-tained the current value network. Cagier compet- itors, like BP, took a different tack. They locked 

up partnerships with the best grocery chains under the premise that the oil company would manage gas retailing 

and the grocery company would manage food retailing across all the outlets in their joint network. 

In another example, listeners of US commercial radio stations are accustomed to receiving free broadcasts in 

return for listening to advertise- ments; in fact, this has been true for several decades. However, building a 

business model on the long-term assumption that this arrangement will continue may be a mistake. Although 

only beginning to move from infancy into adolescence, satellite radio (now with two major US providers, XM 

and Sirius, each offering dozens of commercial- free stations for a fee) may turn the longstanding free-

programming-with-commercials structure on its head. Business models that assume a continu- ation of the 

current state of affairs, such as one for an intermediary that barters commercial time among local stations in 

return for services, could well be flawed. 

To be sure, some in the broadcast industry have considered the emergence of satellite radio but have 

downplayed the threat to local stations, arguing that listeners expect to receive local information (e.g., traffic 

reports, weather, local news), which satellite technology is not well suited to deliver. It should be noted though 

that the XM and Sirius signals are transmitted, not just over satellites, but also through local signal repeaters 

that the companies have installed in several US urban areas. Their stated intentions are to use the repeaters to 

improve reception within crowded city environs as satellite reception can be unreliable in the midst of tall 

buildings. At present, these repeaters typically deliver the national feeds without any local customization; 

however, it is certainly conceivable that these repeaters will allow the satellite companies to someday 

compete with local programming and carry local advertising (Flynn, 2003). 

 

1. Final thoughts 

The survival and prosperity of all for-profit organ- izations is directly linked to their ability to both create and 

capture value; therefore, business models are applicable to all these. Of course, the strategic decision areas 

confronting each organiza- tion will vary based on numerous factors such as the firm’s age, industry, industry 

concentration, cus- tomer type, government regulations, and so on. At the same time, an organization’s business 

model is never complete as the process of making strategic choices and testing business models should be 

ongoing and iterative. While there are certainly no guarantees, we contend that the probability of long-term 

success increases with the rigor and formality with which an organization tests its strategic options through 

business models. 

Business models provide a powerful way for executives to analyze and communicate their strategic choices. 

Although there is some chance that firms with sloppily formulated business models will succeed in the 

marketplace, the probability is low since the core logic for value creation and capture will not have been clearly 

thought through. As the old saying suggests, blind squirrels do occasionally find acorns, but, until they do, 

there is a lot of wasted effort. Just like firms that burn through their working capital, the squirrels may run out 

of energy before they achieve their prize. 
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Digital Marketing in Indian Context 
Narendra Kishore Mishra 

ABSTRACT 

Digital marketing is rising in India with fast pace. Many Indian companies are using digital marketing for 

competitive advantage. Success of marketing campaign cannot be solely achieved by digital marketing only. 

Rather for success of any marketing campaign it should fully harness the capabilities of various marketing 

techniques available within both the traditional and modern marketing. Startups who use digital marketing 

many times got failed. This study shows precautions to be taken for effective implementation of digital 

marketing to reap tremendous potential to increase in sales. 

 

Keywords: Digital marketing, social network, ecommerce, online retail, start up and commandments. 

 

Introduction 

 

Digital Marketing is any form of marketing products or services, which involves electronic devices. It can be 

both online and offline. According to institute of direct marketing "the use of internet and related digital 

information and communication technologies to achieve marketing objectives." 

 

According to CAM Foundation – “Digital Marketing is a broad discipline, bringing together all forms of 

marketing that operates through electronic devices – online, on mobile, on-screen. Over the years, digital 

marketing has developed enormously, and it continues to do so.” 

 

Search Engine Optimization, Search Engine Marketing or Pay per Click Advertising, Social Media Marketing, 

Content Marketing, Mobile Marketing, Web Analytics, Marketing Automation, Content Writing & Rate 

Optimization are the popular and most-demanded areas in digital marketing. 

It is the creative use of management information system (MIS) and technology which supports customers 

interaction with e-marketers. Marketers need to use technology and information and intuition to set brands and 

grab opportunities. E-Commerce has unleashed the revolution which is changing the way of doing business. 

In 1997 U.S. govt. allowed use of internet by commercial organization. This gave impetus to new way of 

conducting trade and commerce. 

 

In 2015 e-commerce activities get boost up with rapid expansion, multiplicity of campaign, deals based user 

acquisition and more. This shift in e-commerce become more noticeable with higher focus on consumer 

knowledge and retention, improvement in experience, and depth of assortment across an ever wider range of 

categories. E- commerce players are focusing on retention on existing customers and acquisition of new users. 

To enhance loyalty of customers towards e-commerce as a category they are differentiating in leveraging data 

and assortment trends to finally move towards one to one marketing principle. Customers are rewarded for 

their loyalty with better experience across delivery, pricing, exclusive offer and return policies 

Early e-commerce trialists and adopters have clearly understood and experienced the immense benefit of e- 

commerce. Therefore companies are scaling down mass media advertising description of e-commerce 

targeted early trialists and adopters. Main digital platform such as Google, Facebook, Twitter, You Tube etc. 

are rolling out more advertiser friendly products that are allowing smaller as well large players to market with 

high efficiency to early adopters. This is resulting in increase in digital marketing spending. Due to innovation 

of digital media coupled e-commerce players system is moving from application download and visit metrics 

to user metrics instead. 
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Investment made so far to generate early adopters of e- commerce are rotating into targeting late adopters 

through regional and vernacular offline media. Advertisers have finally accepted that there will be end of long 

form of advertisement and branded content will rise. Digital video- advertising even started issuing advisories 

asking consumers to keep edit length short. Brand are experimenting, to large extent, with expressing 

themselves through digital and youth content. This has driven wider choices of content, sharper entertainment 

propositions, and increase in the smart phone viewership dividend. Sustained advertiser investment depends 

on how fast the emerging digital content industry adopts scientific measurement tool. Innovations in the core 

products are generating big impact on user acquisition and retention due to digital store and service experience. 

The players who are delivering gaining more consumer friendly products and service improvement are gaining 

more. 

 

1. Some facts about Indian Digital Marketing Industry 

 

 As per a report by IAMAI and Boston consulting group, India has one of the largest and fastest growing 

populations of Internet users in the world—190 million as of June 2014 and growing rapidly. 

 According to a report, India will cross 500 million Internet Users Mark in 2020 

 According to Direct Marketing Association, Digital Marketing Industry is worth $62 billion 

 According to eMarketer, advertising via mobile phones and tablets rose 180 percent, to $4 billion in 2014 

 According to a report published in The Hindustan Times, New Delhi digital advertising space in India is 

worth Rs. 6000 crore and video is Rs. 1600 crore of that. In 2016 the digital ad space will grow to Rs. 8100 

crore and video will grow faster than search and classified. 

According to a research firm eMarketer ecommerce sales in India are expected to grow from $14 billion in 

2015 to $55 billion in 2018. India has seen the fastest growth in retail ecommerce among Asia-Pacific 

countries, surging 133.8% in 2014 and 129.5% in 2015. The combined gross merchandise value, or total 

value of sales of country's top three ecommerce places 

i.e. (Flipkart, Amazon and Snapdeal) in 2015 was 

$13.8 billion exceeded that of the top 10 offline retailers, which stood at $12.6 billion for the same period. 

2. Reasons for rise in digital Marketing in India 

 

Increase in internet penetration in the country has led to a substantial growth of other digital industries such 

as e- commerce, digital advertising and so on. Latest trends in digital marketing in India in web usage, mobile 

and search, social networking, shopping and online video are shaping the Indian digital marketplace and what 

it holds for the years to come. 

 

Fig 1: India is now world third largest internet population 

 

 

By adding 17.6 million users in 2013 and exhibiting a year-over-year increase of 31%, India becomes to be 

the world’s third largest internet population leaving behind Japan. While in 2012, Mobile Internet grew 111 

per cent, during 2013 the growth was 63 per cent. India registered a YoY of 28 per cent in 2012 and a YoY 

growth of 39 per cent in 2013 as far as the number of internet users is concerned. 
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Fig 2: Growth of Digital commerce over years 

 

While in December 2007, the digital commerce market stood at Rs. 8,146 crore, by December 2012 it was 

worth Rs. 47,349 crore. 

By December 2013, digital commerce in India grew to a whopping Rs. 62,967 crore. 

The segment witnessed 35 per cent growth between December 2011 and December 2012 while it grew by 33 

per cent between December 2012 and December 2013. 

 

Fig 3: Online retail is on the rise 

 

 
 

 

60% of web users in India visit online retail sites. Of the total online market products, consumer durables 

account for 34 per cent, apparel and accessories 30 per cent, books 15 per cent, beauty and personal care 10 

per cent, and home and furnishing 6 per cent. Over 50 per cent of sales in these product categories take place 

in non-metro cities. 

Fig 4: Majority of screen time still captured by Social media 

 

 86% Indian web users visit a social networking site 

 214 minutes are spent on Facebook by an avaerage user 

 There is 28% increase in facebook visitors in the last 12 months 
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 59,642,000 users visited facebook on thier Pc’s 

Facebook continues to be the number one social network and LinkedIn as number two while Pinterest 

and Tumblr are the fastest growing networks. 

Fig 5: Entertainment and online video continues to grow 

 

 

 74% of internet users in India visited an entertainment site 

 31.5 million viewers watched videos on YouTube making it the number one destination for videos 

 27% increase in the India online video Audience over a year 

 54,025,000 people watched an online video on their Pc’s 

3. Indian companies using digital marketing for competitive advantage 

Nestle's Every Day was facing threat from liquid milk in North-East. It has taken help of Facebook. Its teams 

created a three-second cinema graph- an image with some moving shots. It targeted women age 21 and above. 

The result was five percentage point increase in purchase intent and 14 point increase in ad recall. 

Coca-Cola did a live video for its orange flavoured Fanta. Maybelline did a three dimensional video. Royal 

Enfield shot a 360 degree video for its new bike Himalayan. Lakme used a slide show format (its five times 

lighter than a video), and Cornetto made a three second Cinemagraph. 

Pepsi Co. Beverages used Facebook during cricket World Cup in 2015 for brand building and generating the 

sale. Pepsi's Facebook campaign was the most recognised brands during the event. Pepsi Co. is using social 

media in a big way for building its brand equity. 

A research conducted by Adobe and CMO Council has revealed that growing number of marketers in India 

are leveraging digital marketing to increase their competitive advantage. 

According to the study, India leads in the confidence in digital marketing as a driver of competitive advantage. 

Ninety-six per cent of the Indian marketers have high confidence in the ability of digital marketing to drive 

competitive advantage. It is among the highest in Asia- Pacific APAC with only Australia leading with 97 per 

cent, the research said. 

However, while Indian marketers believe that the key driver to adopting digital is a growing internet 

population (70 per cent in India against 59 per cent in APAC), their belief that customer preference and digital 

dependence drive the adoption of digital, and that digital can engage the audience, is lower than the APAC 

averages, it added. 

According to 2014 Adobe APAC, India is an emerging leader in Digital Marketing, it has dipped in its own 

performance in 2015 as compared to the previous year. It is important to note that India scored much higher 

than the APAC average in 2014. 

Customer preference and digital dependence would increase along with the increase in penetration of internet 

in the Indian market. 

The study revealed that compared to their APAC counterparts, Indian marketers are receiving lesser support 

from channel and sales teams for increasing digital spends. However they are doing better as compared to 2014 

suggesting that departments that have a customer interface are realising the importance of digital marketing 

in augmenting their efforts. 

4. Impact of technology growth on traditional marketing 

Due to technologies advancement at an exponential rate, the marketing paradigm has shifted to newer more 

customer and content centric approaches being delivered on the digital platform. 

Traditional marketing like advertising, public relations, branding and corporate communications, lead 

generation etc. broadly relies on television, radio, telephone, and print media and telephone as a delivery 

medium. Contrary to that modern marketing techniques leverage the power of Internet and social media to 
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reach to a more targeted set of audience. 

Modern marketing techniques provide cost effective marketing platform with ability to reach millions of 

customers in a very short span of time. Businesses which invest heavily on only on digital marketing as 

their marketing delivery tool, can substantially hurt their overall marketing success. 

For success of any marketing campaign it should fully harness the capabilities of various marketing techniques 

available within both the traditional and modern marketing. 

Activities like push marketing, lead generation, launch events and trade shows, television and print media can 

be used to integrate with social computing, customized content and control budget etc. to effectively reach the 

identified market segments and convert them into paying consumers. 

With the rise of social media, changing business landscapes, and introduction of more educated customers, 

the businesses need to rethink about their marketing strategies and lay out a multi-channel marketing plan that 

carefully lays out an optimal mix of both the modern and traditional techniques best suited for the business. 

1. Reasons for failure of digital marketing in startups 

Probable reasons for failure of digital marketing in startups are as follows: 

Measuring the Cost per Acquisition: A large percent of business owners fail to define key metrics and don't 

put relevant structure including using relevant tools to measure the progress of their digital marketing 

campaigns. Entire focus of measurability is on increasing reach in terms of views and visitors. While reach is 

necessary but it's not sufficient. Imagine if your website receives more than double the traffic of your 

competitors but if your website conversions are less than half of your competitors - you would still be having 

lower returns than your competitors. In addition to pay attention to increasing your website reach, pay attention 

to the entire customer funnel so as to meet your ultimate objectives is the key to success in leveraging digital 

media. 

Believe that Digital Marketing belongs to Technology Department: A large number of startup founders don't 

believe that digital marketing is a marketing function. But they treat it as a technology piece. Although digital 

marketing leverages technology for reasons such as measurability or scaling up, it's still a marketing function. 

Expecting from technical team to create success of digital marketing is an obvious recipe for failure. This 

problem is not limited to startups even large corporations are also the victims of such treatment of digital 

marketing. 

Think that outsourcing is the solution: Assuming that outsourcing will take care of end-to-end execution is 

one of the reasons for high failure rate of agency-client relationships. This problem is bigger with the large 

corporation which are using outsourcing. By educating clients about the appropriate approach to leverage 

digital helps them restructure their thinking and processes related to digital marketing. 

Hired a Digital Marketing professional on your ignorance: Hiring one or more digital marketing 

professionals without having clarity on overall digital marketing strategy is almost similar to outsourcing 

digital marketing responsibility to an external agency. Whether startups or marketing professionals they have 

to realize that they have an important role to play in creating digital marketing strategy, whether they want to 

work with an external agency or build an in-house team. 

Doing Social Media because everyone else is doing: Like in other business functions, our decisions in digital 

marketing are largely influenced by what others are doing or what's popular at present. 

Just because Social Media is the talk of the town is not a sufficient reason for a startup to invest in it. The 

choice of a digital media platform should be based on business objective and target audience rather on the 

popularity of a medium. Social Media may be useful for brand promotion for a large organization while Search 

Engine Marketing may be more appropriate for a startup if lead generation is the primary objective. 

Expect overnight Success: Influenced by mind-blowing statistics associated with digital media platforms and 

by ever growing number of online businesses, every organization who embark upon the journey of digital 

marketing believes that it's a magical wand, which will solve their sales & marketing objectives overnight. 

Although digital media is a powerful weapon to accelerate business growth, a sustainable success in digital 

marketing normally takes few months if not more and this journey to success would have involved few failures. 

Digital Marketing avenues such as Search Engine Optimization (SEO) require couple of months before a 

business can see good results. Expecting quick results normally leads to giving up on the not-so-visible but 

real progress campaigns, which would have produced desired goals if given the time it requires. 

Underestimate the importance of Content: Digital marketing campaigns relies mainly on regular flow of high 

quality, relevant content, the requirement for which is highly underestimated by a large percentage of small 

businesses. 

When faced with scarcity of content, either these businesses end up compromising on the quality of the 

content or end up giving up their digital marketing campaigns. 
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5. Commandments of Digital Marketing 

Consider Digital strategy as a part of Brand Strategy: Generally for brands, digital strategies are created in a 

complete vacuum from the overall brand strategy, or worse, no digital strategy is crafted at all. Since digital 

is the glue that ties the entirety of a marketing plan and tactics together, anything that happens online needs 

to ladder up to the higher objectives of the brand. An effective digital strategy is typically composed of a 

group of sub strategies to effectively plan and account for owned, earned, shared, and paid assets. 

Innovating the Brands: Majority of brands have some form of goal around innovation. And that’s important 

because innovations drive the business forward But innovation mean better not new. Your strategy should 

help you select your tactics, not the other way around. If you are seeking to use a tool or platform because 

you think it is innovative, and can’t identify how or why it works for your audience, you’re worshipping the 

shiny object and are destined to fail. 

Put Interest of the Consumer First than their Own: Too often marketers approach digital from the mindset of 

their own (or their brand) objectives. Users crave value, utility, and having their needs met. This is especially 

true online where fractions of a second can make or break a potential engagement. Instead of focusing on your 

needs, try and determine what your users want and how you can insert your brand or your content into their 

lives in a way that makes sense. 

Don't Imitate your competitors: Just because your competitor is doing something doesn’t mean you should 

too. 

Acknowledge the Importance of Smart Phone and Tablet: Usage of mobile phone and tablet has increased 

extensively. About 85% of HCP’s are using a tablet in their practice and 1 in 3 people in the US now own a 

tablet as well. Increasing use of smart phones means your brand had better be ready to provide mobile 

optimized content, tools, and resources for your users. 

Understand the Difference between Metrics and Analysis: There is difference between metrics and analysis. 

Metrics are just data. Metrics are just numbers. Analysis tells you what to do next. A common 

misunderstanding is that they are one and the same. Google analytics may be free, but can’t give you any 

insight into what the numbers mean or where to go from here. Too often marketers collect (or simply 

ignore) data and give no thought (or budget) into understanding it. The digital medium allows you to be nimble 

and react to your users with far greater speed and efficiency. 

Maintain healthy relationship with stakeholders: Treat your employees, suppliers & distributors etc. 

accordingly so that they feel as a partner. Healthy company – client relationships are a true partnership where 

everyone feels comfortable bringing ideas and co-authoring success. Treat your organization people fairly and 

with respect and they’ll bring results for you. With their help if you succeed, tell them. When they screw up, 

do the same. 

Share your content with those who need it: Use wants to use contents as per their convenience when and where 

they want. You should take it positively if they decide to copy, share, link, or tweet it elsewhere. Your contents 

should be sharable and videos should be post able. Because your customers are true amplifier for your brand 

than anyone else. 

Conclusion: 

Digital marketing has increased in last a few years in India. People have different views about it. But the fact 

is this digital marketing has tremendous potential to increase in sales provided businesses should have 

knowledge to implement it in right way. Benefits like increased brand recognition and better brand loyalty 

can be gained by effective digital media plan. Digital marketing campaign help in reduction in costs, boost in 

inbound traffic and better ranking in search engines. 
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THEORETICAL ASPECTS OF MARKETING 
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Abstract 

In information society era market competition assumes much bigger role in anticipating long-term 

development of the organization, with a basis on stra- tegic management, business process efficiency and 

organizational capital. The company operating in a modern market economy, in order to improve results, must 

constantly analyze the internal and the external environment and competitors’ actions, investigate consumer 

needs and consumer trends and take into account the following factors for continuous improve- ment of 

marketing strategies. These factors are variab- le and dynamically changing, therefore the company must 

constantly scrutinize its work not only today, but for the future as well, to anticipate events and opportu- nities to 

benefit and protect itself from everything that prevents its success and what is necessary in order to not only 

survive, but also to achieve its set objectives and maintain competitive advantage. The article ana- lyzes the 

concept of marketing strategy, classification of marketing strategies, strategic marketing planning process, 

evaluation and control of marketing strategy. Marketing strategy is one of the functional strategies of the 

company, that collectively make up a common business strategy. However, the value of the common marketing 

strategy –business strategy – is very high, whereas the control key marketing relationships with companies 

outside of the support functions - delivery of the goods on the market and sales. Management there is a high 

education and approaches to a strategy of diversity. 

Keywords: marketing strategy, strategic mar- keting process, evaluation and control of marketing strategy. 

Introduction 

Strategic marketing is a philosophy that leads to the process by which organizations, groups and in- dividuals 

obtain what they need and want by identi- fying value, providing for it, communicating it and delivering it to 

others. The basic concepts of marke- ting are customers’ needs, wants and values; products, exchange, 

communications and relationships. Marke- ting is strategically concerned with the direction and scope of the 

long-term activities performed by the organization to obtain a competitive advantage. The organization applies 

its resources within a changing environment to satisfy customer needs while meeting stakeholder expectations. 

In the world market the rapid penetration of new markets, increasing level of competition are among the factors 

that encourage firms to find more effective ways to conquer the global market as well as develop the internal 

market. For businesses seeking a successful and long-term participation in market, it is expedient to organize 

their marketing activities; there- fore they need to choose a clear marketing strategy. Selection of marketing 

strategy does not end at the company, as it is essential to evaluate and monitor the selected marketing strategies 

constantly. In addition to the assessment and effective control, even a well- chosen marketing strategy may be 

ineffective without adjustments done taking into account market develop- ments and the assessment and 

monitoring. Marketing strategy planning, assessment and control are often among the most pressing problems 

at enterprise. In order to achieve marketing objectives the company has set itself, it is necessary to organize not 

only a sys- tematic and purposeful evaluation, but also an intelli- gent control. Marketing strategy evaluation 

and con- trol makes it possible to solve the problem of when and how to adjust, what indicators to select to 

assess the strategic marketing activities of the company in order to achieve the expected results. Although eva- 

luation of marketing strategy and control of business activities are necessary, but not all companies actually 

implement that in their own activities. In the literatu- re there is a lack of a common approach to this, what 

indicators should be carried out on the basis of this assessment. A common approach in this respect is re- garded 

as a theoretical problem of research. 

The aim of this research is to assess theoreti- cal aspects of marketing strategy. To achieve the aim, the 

following objectives were set: 

1. To analyze marketing strategy concept; 

2. To evaluate classification of marketing strate- gies; 

3. To assess process of planning the strategic marke- ting; 

4. To analyze process of evaluation and control of marketing strategy. 

The subject of the research is marketing stra- 

tegy. 
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The object of the research is theoretical as- pects of marketing strategy. 

Research methods are analysis of scientific lite- rature, analysis of the data. 

 

1. Analysis of marketing strategy concept 

Marketing is management function responsib- le for identifying, anticipating and satisfying custo- mer 

requirements profitably. Strategic marketing is a philosophy and a set of techniques that address such matters 

as research, product design and development, pricing, packaging, sales and sales promotion, adverti- sing, public 

relations, distribution and after-sales ser- vice. 

Strategic marketing helps to define the organiza- tion’s business. Strategic marketing is concerned with problem 

solving and customer benefits. The organiza- tion must be able to answer the following questions: 

• What is the problem customers are trying to sol- ve? 

• What benefits do customers seek? 

• How well does the organization’s product solve this problem and provide these benefits? 

A statement that the organization is in the mo- vie business is not very useful. An organization is not in the 

movie business, because that says nothing about customer needs. 

Marketing strategy is the best approach to be- gin to reveal the strategy and strategic marketing con- cepts, the 

various interpretations of the scientific lite- rature (see Table 1). 

Table 1 

Marketing strategies in the concepts of scientific literature 

Author Definition of strategic marketing 

General Electric 

Organization 

(1952) 

Marketing is a philosophy that encourages the organization to ensure that the needs and wants 

of customers in selected target markets are reflected in all its actions and activities while 

recognizing constraints imposed by society. This marketing concept first received formal 

recognition in 1952 by one of its leading exponents, the General Electric Organization. The 

marketing concept: 

. . . Introduces the marketing man at the beginning rather than at the end of the production 

cycle and integrates marketing into each phase of business. . . . marketing establishes . . . for 

the engineer, the design and manufacturing man, what the customer wants in a given product, 

what price he is willing to pay and where and when it will be wanted. Marketing will have 

authority in product planning, pro- 

duction scheduling and inventory control, as well as in sales distribution or servicing of the 

product 

Anderson (1982) The real lesson of a strategic marketing philosophy is that better performing organizations 

recognize the basic and enduring nature of the customer needs they are attempting to satisfy. 

It is the technolo- gy of want satisfaction which is transitory. The products and services used 

to satisfy customer needs 

and wants change constantly. 

Ingman (1992) According to Ingman (1992), strategic marketing is one of the functional strategies that 

together constitute an overall business strategy. However, the importance of marketing 

strategy is very high over all business strategy, because of control of key marketing 

relationships with organizations out- 

side of the support functions – delivery of the goods to the market and sales. 

Buttle (1993) Marketing strategy – the overall (corporate and marketing) action program, including all 

elements of marketing complex in order to clarify undertaking to set goals and objectives. 

This is a logical 

continuation of the business plan that combines a number of interrelated decisions. 

Doyle (2000) Strategic marketing is the management process that seeks to maximize returns to 

shareholders by creating a competitive advantage in providing, communicating and 

delivering value to customers thereby developing a long-term relationship with them. The 

specific contribution of marketing in the organization lies in the formulation of strategies to 

choose the right customer, build relationships of trust with them and create a competitive 

advantage. A marketing strategy consists of an internally integrated but externally focused 

set of choices about how the organization addresses its customers 

in the context of a competitive environment. 

Hambrick and 

Fredrickson 

(2001) 

Marketing strategy has five elements: it deals with where the organization plans to be active; 

how it will get there; how it will succeed in the marketplace; what the speed and sequence 

of moves will 

be; and how the organization will obtain profits. 
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Kotler (2003) Marketing strategy is marketing logic according to which the business unit is marketing. 

Marketing strategy focuses on target customers. The company chooses a market, divide it into 

segments, se- lect the most viable ones and consolidates its forces in the service segment. 

The company creates a marketing mix, using the tools at its disposal: product, price, 

distribution, sales support. In order to establish the best marketing mix and be able to take 

appropriate action, the company performs mar- keting analysis of marketing plans and carries 

them out. It carries out these activities by monitoring 

the environment and adapting to it. 

Pranulis (2008) Marketing strategy is consistently located and coordinated set of marketing actions, aimed at 

mee- 

ting the long-term marketing goals. 

Ramanauskienė 

(2008) 

Marketing strategy is a logical means by which the organization seeks to solve marketing 

problems, the scheme. It consists of individual target markets, product positioning, marketing 

complex betwe- 

en costs and marketing strategies. 

Baker (2008) The strategic marketing plan is a model of a unit’s position in its market relative to 

competitors and contains a definition of market needs, the objectives to be achieved, the 

strategies to achieve the ob- 

jectives and resources required to obtain the desired results. 

 

Some researchers of the marketing strategy, for example, Ingman (1992), highlight the significance of marketing 

strategy. Chlivickas (2008) notes that mar- keting strategy development often is one of the most important 

aspects of business, because it is necessary to achieve company goals, to organize activities in a focused and 

targeted manner. Marketing strategy ad- dresses specifically how to act to achieve the desired results. Market 

conditions are particularly important, because marketing strategy allows the assessment of market dynamics 

and responding to its changes. Ra- manauskienė (2008) argues that marketing strategy is aimed to adjust the 

market segments on which the organization plans to focus its efforts. These market segments differ in their 

needs and demands, the reac- tion to the marketing measures and profitability. The organization must possess 

certain skills to be able to target its resources and energy at preparing these seg- ments, where it could obtain 

the maximum benefits of competition. For each target segment should be crea- ted a separate marketing strategy. 

Ramanauskienė furt- her notes that marketing strategy focuses on targeted customers. The organization chooses 

the market, divi- des it into segments identifying the most viable ones and focuses attention to those segments 

of the service and satisfaction. It will draw up a marketing complex consisting of the controlled components: 

product, pri- ce, distribution and product support. In search of the optimum marketing mix and its realization, 

the orga- nization carries out an analysis of marketing informa- tion, marketing organization, marketing planning 

and control. In the following sequence of organization of marketing environment, there is adaptation to the 

changes. 

Virvilaitė (2009) notes that marketing strategy is one of the functional strategies of the company that collectively 

make up an overall business strategy. Ho- wever, the value of the common marketing strategy, the business 

strategy, is very high, whereas the con- trol key marketing relationships with companies are outside of the 

support functions – delivery of the go- ods to the market and sales. On the other hand, the company’s strategy 

must be appropriate, i.e., focus on certain specified objectives of the company. Por- ter (1998) highlights the 

competing objective. In his view, marketing strategy must be competitive. Its pri- mary purpose is to carry out 

offensive or defensive action creating a strong market position, as well as to secure the return on the 

reversibility. Porter (1998) believes that the strategy is an answer to two basic qu- estions: 1) what is the long-

term competitive advanta- ge, 2) how to build long-term competitive advantage. In response to these questions, 

it can be argued that long-term competitive advantage will be possible on- ly when it benefits the consumer as 

well as a unique and profitable enterprise and is hard to copy. Therefo- re, a company must continually create 

new competiti- ve advantages, thus abolishing the advantages of com- petitors. On the other hand, this is 
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marketing strategy. In addition, marketing can be perceived as a top strate- gic management function (Porter, 

1980). Thus, marke- ting strategy is a key strategic aspect of corporate go- vernance, without which the company 

management cannot be sufficiently effective (Virvilaitė, 2009). 

 

1. Classification of marketing strategies 

Sun Tzu is one of the most renowned strategists in history. Although his strategy was about warfare, the 

principles are still used today in Asia. Sun Tzu said these are the considerations to achieve victory: 

Know when to fight and when not to fight. The- re is time for everything. Act with forethought and dispassion 

instead of succumbing to emotion. Super- iority of numbers or position is not always necessary for victory. The 

one who understands the rhythm of the battle and is able to freely utilize other natural ad- vantages can achieve 

victory with a smaller force or inferior position. 

Get wholehearted support of your troops. The one who understands how to get the unconditional support of 

his troops by creating a common objective will have a great advantage over his opponent. 

Be well prepared to seize favourable opportu- nities. One must sharpen his intuition in order to re- cognize 

favourable opportunities and be prepared to seize them. 

Free yourself from interference. If a superior is constantly giving orders to his general (manager), the general 

cannot fight an effective battle. Freedom from such interference is essential. If a general has been chosen well, 

he will insist on being given the freedom to win the battle. 

When the time is right, act fast and decisively. Do not act precipitously, but do not hesitate when the conditions 

for victory are present. 

Various classifications of marketing strategies can be found in literature. Choice of type of marke- ting strategy 

may affect the evaluation process. Rese- archers classified marketing strategies as follows: 

1. The main marketing strategy. 

1. General competitive advantage in the acquisition strategy. 

2. Strategies to compete under certain market sha- re. 

3. Marketing strategy for its intended market. 

4. Positioning strategy. 

5. Strategy of the complex marketing elements. 

6. Table 2 

7. Classification of marketing strategies 

8.  

Marketing 

Strategy 

Types of Marketing 

Strategies 

Definition 

The main 

marketing 

strategy 

Deep penetration 

strate- gy (an old 

product – an old 

market) 

This strategy is effective if the market is still unsaturated with products. 

When selling old products in the old market, the advantages can be 

achieved only by reducing costs of production and by selling goods at 

lower prices than compe- 

titors. 

Market expansion stra- 

tegy (an old product – 

a new market) 

Applying this strategy, the company can increase sales of old products in 

new markets or available new market segments. 

Trade creation (mo- 

dification) strategy 

(new product – an old 

market) 

Essence of this strategy: new product development for the old market. 

Diversification 

strategy (new product – 

a new 

market) 

The strategy is used to avoid the manufacturer’s dependence on one 

product or market. 

General 

competitive 

advantage in 

the acquisi- 

tion strategy 

Expenditure 

leadership strategy 

Through expenditure strategy, the company bases its activities on 

resources, which guarantees the lowest cost in industry in which it 

operates. The ability to efficiently manage resources allows the company 

to achieve the lowest opera- ting costs in their field and at the same time to 

acquire the long-term competitive 

advantage. 
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Differentiation 

strategy 

Applying the differentiation strategy, the company aims at uniqueness. In 

most cases it is intended to differentiate the company’s offered product so 

that it would be perceived by consumers as unique. The essence of 

differentiation is profit entity is to receive, creation of customer value, 

which is different and hig- 

her than that proposed by competitors. 

The concentration of 

the costs and the diffe- 

rentiation 

In this case, the company focuses its efforts on any aspect of a restricted 

area of competition within the industry: consumer group, a specific product 

or speci- fic geographic market. The objective is a market segment as well 

as serving it better than the competitors. Competitive advantage can be 

gained by reducing costs or increasing product differentiation. The 

company has reached a competi- 

tive advantage when competitors cannot serve target market equally well. 

Competing 

strategies by 

market 

share 

Market leader strategy Usually one company is ahead of competitors and has taken the largest 

share of the market. This situation gives more freedom of choosing to 

compete against competitors in the targeted strategies. The market leader 

has more options than any other to increase market share, etc. That is, it 

attracts new customers or encourages existing customers to buy more, or 

more often. The market leader in advertising and other marketing activities 

to encourage consumers often cho- 

oses just the goods. 

Market strategy for the 

actor 

The main aim for the actor is to become a leader as soon as circumstances 

per- mit. Market actor is strong enough and has sufficient resources and 

expertise to become a leader. It may also increase market share by directly 

attacking the 

selected competitor (usually a leader). 

Market followers 

stra- tegy 

Often, the market leader’s product or marketing action is copied by the 

market follower. The strategy is two-fold: some basic concepts and 

sequence of steps taken by market leader are copied, and everything 

related to the market leader in product and marketing activities is directly 

followed, trying to sell goods on behalf of the leadership. All market 

followers have one thing in common: they do not intend to occupy the 

leading position, but try to use the leader’s proven action in the market. 

Therefore, over time they are always a little behind, and the 

same strategy is passive, dependent on actions of market leader. 

Market niche 

strategy 

Market niche strategy is suitable in almost all markets. The primary goal 

of competing is to adapt to specific market segments of small consumers. 

Sales vo- lume in the small target market usually is not large, but market 

niche filler often works very profitably. Market niche filler strategy is used 

by small businesses, as large companies are not very interested in small 

segments of the market and 

not trying to meet their distinctive needs. 

Non-

differentiatedmar- 

keting strategy 

Non-differentiated marketing means that the enterprise markets as a 

homogene- ous whole and expects the same reaction to marketing 

activities from all consu- mers. It may be that: a) a professional user will 

not notice the difference b) such differences are insignificant in offering 

specific products, c) the company does 

not have the means or desire to adapt to different needs. 

Differentiated 

marke- ting strategy 

In differentiated marketing, different market shares of the company are 

offered different things. Usually more or less all the elements of marketing 

complex are different: a different (often with a different name) product has 

a different price when sold in different places and in different ways; it is 

not so well advertised 

and offered. 

Concentrated marke- 

ting strategy 

Concentrated marketing has long been considered to be primarily the 

small busi- nesses strategy, because they can “live” with relatively small 

market segments. The company’s success depends on the ability to 

identify and properly meet the 
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specific needs of that segment. 

According to product 

use 

Positioning is a creative activity, therefore it is difficult to express it in a 

struc- tured way. Positioning can be by product use, consumer goods, on 

the basis of direct comparison, etc. Positioning decisions cannot be made 

before the perspec- tive, and in particular the strategy of competitors, is 

analyzed. Nor can those de- cisions be made before the selection of the 

target market, as provided for in the consumer segment of the properties 

owned and positioning opportunities. On the other hand, positioning 

strategy should be created before making decisions 

on specific elements of marketing complex. 

According to consu- 

mer goods 

 

On the basis of direct 

comparison, and 

others 

 

Product strategy In marketing with the complex element of “product”, strategic decisions 

are ma- 

de in product mix, quality, and product names in use. 

Price strategy In marketing with the complex element of “price”, strategic decisions are 

made on new trade price (“penetration” and “picking” strategy), reduction 

of payment 

of the issues. 

Distribution strategy In marketing with the complex element of “distribution”, strategic 

decisions 

intensify distribution (exclusive, selective, intensive distribution strategy), 

distri- bution control system (system of ownership and control methods) 

issues. 

Support strategy In marketing with the complex element of “sponsorship”, strategic 

decisions are made in the choice of a common strategy in support (“push”, 

“pull” or mixed), 

budget allocation, the individual actions to promote the comparative 

values. 

 

As it is clear from Table 2, one can distinguish different types of marketing strategies. Despite of what 

marketing strategy the company has prepared; it should be constantly measured and monitored. 

3. Strategic marketing planning process 

Strategic marketing planning presents the ma- nager with a major challenge, as it calls for a delicate balance 

between short-term efficiency and long-term effectiveness (Baker, 2008). 

Strategic marketing planning is based on funda- mental measures to achieve the objectives of the plan- ning firm, 

providing the access to markets and the use of marketing programs that meet its objectives. 

Tactical marketing planning consists of the to- ols for strategic marketing plan. Preparation of the marketing 

program provides effective strategies to im- plement the plan (Palubinskas, 1997). 

Žvirblis (1992) notes that marketing planning is an activity of different durations, it also varies by the 

significance of the various companies and marke- ting objectives of the program. Distinction is made between 

the strategic plans (the future outlook), the medium-term plans (e.g. 2-5 years) and short-term (annual, and 

monthly) plans. 

It is also noted that planning, like any activity, is based on the decision-making. Preference is given to strategic 

marketing decisions. Marketing planning cycle is as follows (Pranulis et al., 2000): 

• strategic marketing plans; 

• tactical plans of the implementation of strategies; 

• tactical plans; 

• control of the results; 
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• use of the results, preparation of a new strategic and tactical marketing plan. 

Pranulis and others (2000) note that by plan- ning of marketing activities, a widely recognized fra- mework is 

proposed, which relates to the most impor- tant aspects of marketing: 

1. selection of target market; 

2. choice of position; 

3. choice of individual marketing mix elements for functional strategies; 

4. choice of competing policy. 

There is also noted that to target market the fol- lowing marketing strategies are applicable: 

• non-differentiated marketing; 

• differentiated marketing; 

• concentrated marketing. 

The authors argue that in application of non-dif- ferentiated marketing strategy, the entire market is considered 

to be consistent and all users are expected to exhibit the same reaction to marketing activities. This occurs 

when: 

 

• specialists will not notice the difference; 

• such differences as insignificant when offering specific products; 

• company does not have the means or desire to bet- ter adapt to different needs. 

Non-differentiated marketing strategy is rarely effective. Experience shows that there are not many cases when 

one fits all. There are increasingly more and increasingly smaller market segments with speci- fic needs. Thus, 

at sufficiently strong competition, ver- satile offers look less attractive. 

Differentiated marketing, different market sha- res of the company offer different elements of marke- ting mix: 

buying a different (usually with a different product name) product that has a different price, the merchandise 

is in different places and in different wa- ys, unlike advertised and offered to consumers. 

When implementing a differentiated marketing strategy, the company needs a number of resources to 

adequately investigate and segment the market and adapt its activities to different market segments. The- refore, 

a differentiated marketing strategy suits most large businesses. 

Concentrated marketing strategy has long been considered to be primarily the small businesses strate- gy, 

because they can “live” with relatively small mar- ket segments. The company’s success depends on the ability 

to identify and properly meet the specific ne- eds of the small segment (Pranulis and etc., 1999). 

Fierce market competition encourages compa- nies to prepare marketing strategies and marketing plans. 

According to them, marketing management is systematically organized, which includes all corpora- te 

marketing activities of planning, implementation and control (see Figure 1). 

 

 
 

Figure 1. Typical scheme of marketing management process (drawn with reference to Pranulis and etc., 1999) 

 

The development of marketing strategies is ba- sed on a reliable analysis of the current and anticipa- ted 

marketing situation, as well as the operationalised definition of marketing goals in terms of time and content. 

Referring to this data, we will design the mar- keting strategies. Five strategy levels are taken into consideration: 

• Specification of the product-market combination (market field); 

• Definition of the kind of market influence (market stimulation); 

• Definition of the degree of differentiation of the market influence (market parceling); 

• Definition of sales areas (market area); 

• Definition of the competitive advantages which are to be achieved (competitor reference). 

To define the strategy we use – among others – portfolio models in order to ensure an ideal allocation of resources 

MEASUREMENT AND CONTROL 

(Screened to plan how to achieve the objectives, 

tasks performed) 

2. PROCESS 

(The work is done, solving problems) 

1. PLANNING PROCESS 

(Expected goals and ways to reach them) 
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in a market-related regard. Concrete sa- les-political measures are deduced from the selected marketing 

strategies in form of a marketing mix and are in line with the defined marketing area goals. 

Every company performs a series of actions that are wholly or at least partially attributable to mar- keting field. 

The company develops and improves pro- ducts, regulates their prices, sales. In addition, efforts are made to 

explore the needs of consumers through advertising or other means to establish and maintain. All of these 

activities can be carried out on the spot or be planned. In the first case, each work can be carried out 

professionally, but not necessarily in line with ot- her aspects of the business. In the second case, the marketing 

field functions are deliberate and coordi- nated among themselves and with all the company’s activities. 

According to Pranulis (2008), particularly the business planning enables one to connect and har- monize the 

various parts into a coherent whole, the- reby achieving a better overall result. The definition of marketing 

planning could be such: the marketing targets, product selection, market segmentation and marketing programs 

for each product’s development for the next period. This definition is sufficiently bro- ad and includes strategic 

and tactical marketing plan- ning. Different authors provide different structures of marketing plan. These 

structures are what is marketed is the area of application of the marketing plan, i.e. ser- vices or production. This 

paper will deal with the most popular marketing plan structure and carried out com- parative analysis. According 

to Pranulis (2008), the general strategic plan covers the entire organization’s performance and provides a 

primary goal. Since they are sought by various divisions within the company, it is necessary to move from 

general company objecti- ves and overall strategy to strategies for each functio- nal area (finance, marketing, 

production, etc.). These can be further detailed in accordance with each area of activities. This reveals the 

consistency of a typical marketing planning scheme that is given in Figure 2. 

According to Winer (2007), in creating stages of strategic marketing planning, one first has to formu- late 

marketing purposes, marketing objectives prima- rily in market segmentation and provide for a target market. 

One or more of the target markets provide a competitive advantage by means of acquisition. The most 

important component of marketing strategy is value to consumers. In order to implement marketing strategies, 

marketing mix is prepared. In addition, it should be noted that the successful implementation of the strategy 

will depend on the relationship with customers. 

Hooley, Saunders and Piercy (2004) proposed strategic marketing planning process. By preparation of 

marketing strategy, which is a priority for the in- dustry and a company, internal analysis of the possi- bilities, 

exploring the strengths and weaknesses of company in comparison to competitors, are taken into account. Based 

on the analysis of data, basic strategy in line with business and marketing objectives is selec- ted. The next step 

following the market segmentation is the target market. At the same time the company chooses a competitive 

advantage in the acquisition strategy, so that it could self-position the market better than its competitors. 

Marketing strategy depends on the organizational structure of the marketing depart- ment. Marketing 

department staff is responsible for strategy implementation and control. Strategies must be implemented and 

marketing mix has to be develo- ped. Therefore, Hooley, Saunders and Piercy (2004), in contrast to Winer 

(2003), emphasize the necessity of control phase of the strategic marketing planning. Dalrymple (2004) offers 

marketing planning process, stressing the importance of marketing information systems for strategic decisions. 

Marketing planning stages involve the following procedures: the framing of company goals and objectives, 

situation analysis carried out in order to highlight the strengths and we- aknesses of the business side, the 

distinction betwe- en marketing strategies for each activity. Dalrymple points out that the company must first 

decide what it wants to do, what strategies to choose, and only then look for ways to do this, and what tactics 

to cho- ose. The author emphasizes the marketing programs and the verification and monitoring phase. 

Rachman (1988) in the marketing planning process shows that the impact of macro environment is factor in 

the de- cision-making. Marketing planning stages are iden- tified as follows: having determined the objectives, 

analyzed macro environment and evaluated abilities, the company can create a marketing strategy that will give 

it an advantage in the market. Inspection and con- trol of this process is necessary. 

Kindurys (2002) notes that in order for custo- mer awareness to be present in the strategy of the company, it is 

essential that the strategic initiative inc- ludes: 1) the company’s business mission, 2) its goals and strategies to 

achieve them, 3) specific strategies for the implementation of agreed plans, 4) functional plan section role in its 

implementation. All this helps to better understand customer needs, gives an oppor- tunity to analyze the use of 

the proposals and their reasonableness. In this case the company will recei- ve income that will lead to better 

allocation of resour- ces and effective activity. The structural elements of marketing planning process as 

proposed by Kindurys (2002) are such: 

1) market and organizational leadership, 

2) preparedness planning, 

3) preparation of strategic options, 

4) approval of the plan, 

5) plan of implementation management (consisting of control and aspect). 
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As it is clear from the strategic marketing plan- ning process, examples of different authors present different 

marketing decision-making patterns to evol- ve different stages of the decision-making. However, the examples 

given in summary may be more com- mon larger strategic marketing planning stages (see Table 3): 

1. Formulation of company mission. 

2. Undertaking of long-term targets. 

3. Survey of company outlook. 

4. Company’s marketing targets. 

5. Designing of marketing strategy. 

6. Monitoring and evaluation. 

It should be noted that Assael (1995) compiled marketing strategy development models, with empha- sis on 

marketing strategy and control. According to Meffert (1994), analysis of the information is the first step in 

planning a strategy. The stage is assessed, reve- aling the future opportunities and identified potential risks. An 

analysis of the situation is done, the long- term company and marketing objectives and strategy are formulated 

(defined market segments are selected, the principal behaviour of competitors, customers, business is 

identified), which are then implemented. The difference between external and internal imple- mentation of 

measures is that the first one focuses on actions with customers, the second – on the follo- wing actions to 

organize, coordinate and control. In Meffert’s point of view, the control phase has exactly the same importance 

as information analysis, setting objectives and strategy formulation. Vitkiene (2004) in the marketing plan 

looks at the structure of posi- tions of the services marketing. According to the aut- hor, marketing planning is 

concerned with two major service companies’ material aspects of environmental conditions (internal and 

external) and the anticipation of these changes in the corresponding factors. Marke- ting forecasting is what is 

unpredictable. The main purpose of forecasting is to reduce the risk when ma- king the important marketing 

strategy steps. Before proceeding with it, service marketing plan should ans- wer five important questions that 

are recommended by Cooper and etc. (1993): 

1) What do we want? 

2) Where are we now? 

3) Where do we want to get? 

4) How do we go there? 

Where do we go?  

The researchers distinguish three stages of mar- keting development: planning, implementation and monitoring. 

Authors’ point of view is that the control stage consists of measuring and comparing the results with those 

expected, positive and negative deviations of assessment, a positive deviation of exploitation. 

 

Table 3 

Strategic marketing planning stages according to different authors 
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Formulation of company 

mission 

+  +  + + +  + 

Undertaking of long-term 

targets 

+ + + + + + + + + 

Survey of company’s outlook +  + + + + + + + 

Company’s marketing targets + + + + + + + + + 

Designing of marketing strategy + + + + + + + + + 

Monitoring and evaluation +  + + + + + + + 

According to data provided in Table 3, it can be stated that almost all authors (Pranulis and others, 2008; 

Dalrymple, 2004; Rachman, 1988; Assael, 

1995; Meffert, 1994; Vitkiene, 2004, Berkowitz, Ke- rin and Hartley, 1992; Kindurys, 2002; but not Winer, 

2007) an important strategic marketing planning sta- ge consider being marketing strategy monitoring and 

evaluation. In support of this provision of many rese- archers, it can be argued that without monitoring and 

evaluation of marketing strategy, planning process is not complete: it does not assess the impact of marke- ting 

strategy on the business and marketing results and relevance of marketing objectives, marketing stra- tegy and 
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the absence of control, it would be difficult to decide on the follow-up marketing strategy, compa- ny 

perspectives. 

 

4. Evaluation and control of marketing strategy 

For marketing strategy to be successful, it must be refined and evaluated. Xassi (2001) notes that the most 

important marketing strategy evaluation issues are time segments of the market, competitors and marketing 

complex elements. In the author’s point of view, in terms of marketing strategy in respect to the application of 

market segments, particularly impor- tant is to consider who buy and who use our products and it raises the 

following questions for assessment of the issues: why?, when?, where?, and how? Assessing marketing strategy 

in respect of competitors, it is ap- propriate to answer the following questions: 

What are the competitors? How many? 

What is their power? What are the objectives? What are the prospects? 

What are the relative market shares? 

Xassi (2001) focuses on marketing strategy elements of the complex assessment area. In our opi- nion, for 

application of that strategy it is necessary to evaluate these marketing complex elements by apply- ing 

descriptive criteria: 1) the discounted value of pro- fits, 2) risk, 3) compliance with the overall marketing strategy, 

4) market reaction. These criteria enable the company to seek further information and let decide on the strategic 

positions in the market occupancy. Men- tioned criteria for evaluation of influence encompass internal company 

factors: vision, values, competence, image resources, other products and risk propensity inherent in 

organizational culture, strengths and we- aknesses. Ramanauskienė (2008) points out the target users whom the 

marketing strategy is focused to, the importance of evaluation, by arguing that the organi- zation in order to 

successfully compete in the market, on higher-level of competition, must focus its activi- ties on customers by 

providing them with a much hig- her consumer value than provided by its competitors. First, the organization 

must understand the customer wants and needs. Good marketing requires a compre- hensive assessment of the 

target people. The authors consider it important to focus on market segments and competitive environment and 

strength of the compa- ny’s marketing strategy. Ginevičius (2007) provides marketing assessment of the status 

of qualitative indi- cators that can be adapted and modification of marke- ting strategy of the company’s 

assessment. The follo- wing indicators are identified: 

1. Marketing (strategy) at the company. 

2. Company management, departments, offices, etc. in respect of marketing department recommenda- tions 

on the marketing strategy. 

Marketing department staff to be responsible for marketing strategy implementation and control, level of 

professionalism. 

1. Marketing strategies in achieving the tasks of pre- cision. 

2. Costs of marketing strategy, implementation, eva- luation and control. 

3. Company’s ability to assess the strategic marke- ting implications of the decisions. 

We can classify the following key areas of mar- keting strategy and assessment criteria (see Table 4). 

 

Table 4 

Evaluation areas and criteria of marketing strategies 

 

Evaluation area Evaluation criteria 

Evaluation of the effec- 

tiveness of basic marke- 

ting strategy 

• Is the marketing strategy present and how to comply with its goals? 

• Marketing (strategy) at the company 

• Company management, departments, offices, etc. in respect of marketing 

department recommendations on marketing strategy 

• Marketing department staff to be responsible for marketing strategy 

implementation and control, level of professionalism 

• Marketing strategies in achieving the tasks of precision 

• Costs of marketing strategy, implementation, evaluation and control 

• Company’s ability to assess the strategic marketing implications of the decisions 

Orientation to the target 

market segment perfor- 

mance evaluation 

• Who buys and who uses our products? 

• Who? When? Where? and How? 

• Target market segments’ response 
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Orientation to 

evaluation of the 

effectiveness of 

competitors 

• What are the competitors? 

• How many? 

• What is their power? 

• What are the objectives? 

• What are the prospects? 

• What are the relative market shares? 

• What are competitors’ reactions? 

Positioning strategy 

eva- luation 

• Was the positioning made before the analyzed perspective and, in particular, the 

strategy of competitors? 

• Are strategic decisions not made before choosing a target market? 

• Does the strategy provide for positioning before decisions on specific elements of 

marke- ting complex are made? 

• What are competitors’ reactions? 

Marketing strategy of 

the marketing complex 

elements of the asses- 

sment 

• Discounted profit 

• Risks 

• Compliance with the overall marketing strategy 

• Competitors’ reactions 

 

Conclusions 

1. Marketing strategy is one of the functional stra- tegies of the company, which collectively make up an 

overall business strategy. Importance of marketing strategy in overall business strategy is very high, because 

of control of key marketing relationships with companies outside of the sup- port functions – delivery of the 

goods to the mar- ket and sales. Management there is a high school education and approaches to a strategy of 

diver- sity. Examination of the schools and theories of analysis helps to expand the overall strategy deve- 

lopment concept, a systematic approach is requi- red by the various law schools in the world. The strategy 

should be an integral part of the design, intuition, vision and learning, transformation pro- cesses, programs, 

environmental analysis, must meet interest of the leaders and the public. 

2. In today’s economy, marketing knowledge is re- quired at all levels of government business, re- gardless 

of whether the company is engaged in manufacturing, sales or provision of services. 

3. Appropriate choice of marketing strategy and im- plementation of its measures are one of the key steps in 

company’s achievement of its objecti- ves. 

4. Organization of marketing strategy is influenced by all four marketing mix elements: product, pri- ce, 

distribution, promotion. The organization has to constantly analyze its environment, evaluate the strategies 

employed by competitors and exa- mine marketing mix elements. One can develop a marketing strategy only 

knowing exactly what go- ods are wanted by people, what price they are wil- ling to pay him for the goods, what 

distribution channels are the most optimal, and what support measures can give the best results. 

5. To meet the needs of consumers and companies to achieve the objectives, marketing program the main 

goal of which is to be concentrated not only on the marketing elements, but also on controls and risk 

management, is to be launched. It should be noted that each of the mentioned items must have their own 

individual strategies that are suc- cessfully combined with each other and merged into a coherent strategy to 

ensure company’s ob- jectives and competitive advantage. 

6. In the literature, various classifications of marke- ting strategies can be found. Choice of type of marketing 

strategy may affect the evaluation pro- cess. The researchers classified marketing strate- gies into: 1) main 

marketing strategy, 2) general competitive advantage in the acquisition strategy 

3) strategies to compete under certain market sha- re, 4) marketing strategy for its intended market, 

5) positioning strategy; 6) strategy of the complex marketing elements. 

Different authors propose different marketing de- cision-making patterns to evolve different stages of decision-

making. However, the examples given in summary may be more common larger strategic marketing planning 

stages. They are: 1) formula- įvadas, 207–288. Vilnius: Technika. 

1. General Electric Organization (1952). New York. 

keting targets, 5) designing of marketing strategy, 

6) monitoring and evaluation. 

8. Without monitoring and evaluation of marketing strategy, planning process is not complete: it does not 

assess the impact of marketing strategy on the business and marketing results and relevance of marketing 

objectives, marketing strategy and the absence of control, it would be difficult to deci- de on the follow-up 

marketing strategy, company prospects. 

9. The main aspects in assessment of marketing stra- tegy are: 1) evaluation of effectiveness of basic 

marketing strategy, 2) orientation to the target market segment effectiveness evaluation, 3) orien- tation to 
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evaluation of the effectiveness of compe- titors, 4) positioning strategy evaluation, 5) marke- ting strategy of the 

marketing complex elements of the assessment. 

7.  

10. Marketing strategy control may be of three types: 

1) based on the control end of the process, 2) con- trol with emphasis on activities execution and 

adjustment; 3) under continuous planning (plans for adjustment) process, emphasis is placed on de- velopment 

of the situation-oriented planning and management importance. 
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MARKETING KNOWLEDGE AND STRATEGY FOR SMEs: 

CAN THEY LIVE WITHOUT IT? 

Sanjib Pattnaik 

ABSTRACT 

The literature   has   for   more   than   two   decades   warned   of   operational, 

organizational, dysfunctional, market and managerial barriers hindering the actioning of marketing activities 

and plans of small companies. Small firms typically possess certain characteristics, which serve to differentiate 

them from larger organisations. These characteristics include inherent weaknesses with respect to 

capitalisation and marketing awareness and practice. Many observed problems stemmed from businesses 

failing to practice marketing or produce marketing strategy and plans. High failure rates of small firms are 

largely attributed to weaknesses in financial management and marketing. Many classical management 

concepts are unsuitable for application in a small firm context, with research suggesting non-implementation 

of theoretically based marketing practice is the rule rather than the exception in the small firm. This paper 

reviews issues pertaining to marketing practice of strategy and planning in the small firm, acknowledges 

inherent weaknesses with regard to marketing in small firms, reviews marketing practice in the context of 

small firm characteristics, and considers the roles of owner/managers in improving small firm’s marketing 

practice. 

Key words: small companies, marketing activities, marketing plans, marketing practice. 

 

 

Introduction 

Today’s marketplace is highly competitive with speed and change as general characteristics. Today’s 

customers expect more features and new updates of existing products on a regular basis. Also, the rise of 

new technologies greatly affects the way of doing business and give rise to new market possibilities. 

Companies need to have the ability to constantly change and update the way they operate their business. This 

makes it crucial to be market driven when carrying out a product launch since market knowledge distinguishes 

the winners from the losers. A market driven approach is needed to gain the market knowledge required for 

getting the product to market. Market knowledge is extremely important, especially for micro and small 

enterprises as we see it, since this helps in identifying other actors already on the market that constitutes a 

threat for their existence. Market knowledge also helps the small enterprises to develop a competitive 

advantage through increased customer knowledge and demand, and thereby taking a strong position in the 

market. Research illustrates that SMEs in pursuit of organisational goals do not adopt the marketing concept 

to the same extent as larger firms, and that marketing practice in SMEs is situation specific, and variable, 

regarding the levels of sophistication and effectiveness. SME Marketing is based on inherent SME 

characteristics, such as, size, resource constraints, muted influence of the founding entrepreneur, strong sales 

focus, strong awareness of some aspects of formal marketing, and personal contact networks. 

SMEs challenges: High importance; High failure rates 

Since the 1960s to date, small and medium-sized enterprises (SMEs) have been given due recognitions 

especially in the developed nations for playing very important roles towards fostering accelerated economic 

growth, development and stability within several economies. They make-up the largest proportion of 

businesses all over the world and play tremendous roles in employment generation, provision of goods and 

services, creating a better standard of living, as well as immensely contributing to the gross domestic products 

(GDPs) of many countries. Definitions and classifications of SMEs can variate depending on the level of 

development of an economy. For example, the differences can be observed through a comparison in the 

definitions of SMEs in Macedonia and EU. Enterprises qualify as micro, small and medium-sized enterprises 

(SMEs) if they fulfil the criteria laid down in the Recommendation which are summarized in the table below 

(table 1 and 2). In addition to the staff headcount ceiling, an enterprise qualifies as an SME if it meets either 

the turnover ceiling or the balance sheet ceiling, but not necessarily both. 
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Table 1. Terms of company’s classification in Macedonia 

Classification 

of the trader/ 

company 

Headcount Turnover (in 

MKD 

equivalence) 

Balance sheet 

total 

Other criteria 

Micro < 10 < € 50.000 - - At most 80% of the gross 

income is derived from a 

customer by a person 

associated with this customer. 

- All rights of participation 

are owned by at most two 

individuals. 

Small < 50 < €2,000,000 < € 2,000,000 - 

Medium- 

sized 

< 250 < € 10,000,000 < € 11,000,000 - 

Source: Company Act, Article 470, Macedonia Table 2. Terms of company’s classification in EU 

 

 

 

 

 

 

 

Source: http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm 

(24.06.2011) 

SMEs roughly accounts for 99 per cent of all firms in Europe and approximately 50% of local and national 

GDP, 30 % of export and 10 % of foreign direct investment (FDI) worldwide. Some of the main findings 

about SMEs role in the national economy in the EU are the following (DG for Enterprise and Industry, 2009, 

p.7): 

 Between 2002 and 2008, SMEs in the EU-27 grew stronglyand turned out to be the job engine for much of 

the European Economy. The number of SMEs increased by 2.4 million (or 13 %), where as the number of 

large enterprise increased by only 2 000 (or 5 %); 

 Between 2002 and 2008, the number of jobs in SMEs increased by 1.9 % annually, while the number of 

jobs in large enterprises increased by only 0.8 % annually. In absolute numbers,9.4 million jobs were 

created in the SME-sector between 2002 and 2008; 

 There are areas where SMEs out perform LSEs: the propensity to invest which is– for the EU non-financial 

business economy as a whole – highest for micro firms. For micro enterprises, gross investment in tangible 

goods amounts to 24 % of value added, compared to 19 % for all firms. While for a large part, this is due 

to particular service industries (real estate, leasing, etc), the fact remains that the propensity to invest in 

micro enterprises overall is still higher than could be expected on the basis of their profitability underlining 

their importance for the EU-economy; 

 Over the long run, underlying structural determinants of the earlier growth trend in the number of 

enterprises in the EU, including the Internet revolution, the growth of the services sector and institutional 

developments favouring self-employment, are, expected to remain relevant in the coming years. When 

economic growth seriously picks up again, the number of SMEs is expected to resume its upward 

development. 

Despite the fact that SMEs are the most important factor for growth and sustainability of an economy, and 

bearing in mind that countries world – wide create a number of policy measures to assure the success of SMEs, 

the failure rate of SMEs is still extremely high. Research shows 50% of enterprises do not survive the first 

five years of their life, and the yearly average death rate of companies in the EU-25 is 7% (European 

Commission, 2007, p.3). Economic literature see business closure as an element compatible with economic 

development in a global economy, something also recognised in the Charter for small enterprises. A recent 

OECD study shows that survival rates of companies over a four-year period appear to be even lower in the 

US than in continental European countries, illustrating that the death of companies can be compatible with 

economic dynamism. There is reason to believe that increasing global competition is forcing entrepreneurs to 

react more rapidly and more flexibly, even by closing their business and opening another one. The data confirm 

a high correlation between entry and exit rates in both the EU and the US, suggesting a continuous process 

of creative destruction by which low productivity firms exit the market and are replaced by new ones. Overall, 

among the most important problems of SMEs include the following: taxes and contributions (29%), weak 

Enterprise category Headcount Turnover or Balance sheet total 

medium-sized < 250 ≤ € 50 million ≤ € 43 million 

small < 50 ≤ € 10 million ≤ € 10 million 

micro < 10 ≤ € 2 million ≤ € 2 million 
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sales (18%) interest rates (18%), regulations (9%), skilled personnel (9%), competition with large businesses 

(9%), inflation (7%) and others (10%) (Aldag & Stearns, 1987, p.803). According to Abdelsamad & Kindling 

(1978, p.24): "In a market economy system failures can not be avoided entirely, but the rate of failure can be 

reduced if some of the causes of failure are recognized and preventive action is taken." A similar reasoning 

give Larson & Clute (1979, p.36): "Realistic approach would be to identify the symptoms of failure. In fact, 

if the causes are diagnosed in time, a managerial assistance can be introduced the way of failure can be 

changed." Some of the main factors of failure of SMEs are shown in Table 3. 

Table.3 Factors of failure for SMEs 

Types of problems % 

Failure to comply 0,8 

Scams 0,5 

Inexperience, incompetence 92,1 

- Inadequate sales 49,9 

- High costs of operation 13,0 

- Difficulties in collection of payment 8,3 

- Difficulties with inventory 7,7 

- Excess of fixed assets 3,2 

- Poor location 2,7 

- Competitive weaknesses 25,3 

- Other 1,1 

Disasters 0,8 

Unknown causes 5,8 

Source: Dun & Bradstreet, Inc., (1977), pp.12-13 

From the above, it may be noted that in most cases, inexperience, incompetence leading to inadequate 

planning, sales and competitive weakness are identified as the most important factors for failure of SMEs. 

This leads to thinking that small companies in general face a shortage of managerial and marketing knowledge 

and skills. Such findings are also registered with research in two diametrically opposed economies such as 

Great Britain and Nigeria (Ugwushi, 2009, p.204). Namely, between ten factors of influence (disasters and 

accidents, competition, inadequate infrastructure and lack of social support, high taxes, lack of accounting 

knowledge, managerial incompetence, poor marketing and sales efforts, poor economic conditions, inadequate 

planning of operations, financial problems ) in the UK as the biggest impact factors are cited managerial 

incompetence (77%), poor marketing efforts (69%) and inadequate planning (88%) and in Nigeria these 

factors were also selected as highly important for the success/failure in business - managerial incompetence 

(44%), poor marketing efforts (70%) and inadequate planning (50%). Small business success is dependent 

not only on the presence of products and markets, but also on the efficacious marketing of those products 

within those markets (Smith, D., 1990, pp.37–60). Small and Mediumsized Enterprises marketing simply 

means marketing strategies that benefit small businesses. In this time of global recession, small companies 

should be exceptionally proactive in keeping sales up. While the underlying principles of marketing are 

equally applicable to large and small firms alike, a lack of sophisticated marketing is perceived to be 

problematic for smaller firms (Cromie, S., 1991, p.3). The internet is currently considered to be one of the 

marketing tools that can be used to enable small firms to effectively compete with larger organisations “on the 

same ground”. It as a mechanism through which small firms within specific niche markets will be able to 

access the “critical mass of customers necessary for success”. The online marketing arena has experienced 

significant growth over the past few years, while traditional marketing has deteriorated mainly due to its 

higher costs. With this kind of marketing, entrepreneurs are able to control and discover key revenue streams 

and make the right decisions with advanced reporting technology. Given the constrained resources of the small 

firm, marketing tools suitable for utilisation by smaller firms must be welcomed if they can be effectively used 

to enhance marketing practice of these smaller organisations. Small firms typically have different 

requirements with respect to marketing, with their inherent characteristics impacting upon the 

willingness/ability of the owner/manager to use conventional and/or contemporary marketing tools. The 

problems of a definition of firms’ failure and consequential inaccuracy in determining failure rates persists, 

but there is no doubt that small firms are considerably more vulnerable than larger businesses, largely through 

undercapitalisation and inadequacies in marketing (Job, D. D., 1983, pp. 69–83). This paper suggests that 

improving marketing practice in the small firm can be achieved through education of small firm 

owner/managers, given their omnipresence within the organisation. Marketing education in particular for 

small firm owner/managers is inherently problematic. These problems should be acknowledged and addressed 

by marketing educators endeavouring to use marketing education as a means of improving small firm 

marketing practice. 
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Marketing characteristics of small firms 

Today’s marketplace is characterized by strong competition, speed and change. New technologies affect the 

way of doing business and rise new market possibilities. These factors force today’s companies to quickly 

respond to new changes and demand situations within short product life cycles. Fast changing technology and 

new market situations have forced businesses to be more innovative and apply strategy of change with 

continuous innovations of their products. To be able to reach out with new products on the market successfully 

it is of great importance to have a product launch strategy and know the critical success factors of a product 

launch. An understanding of the critical success factors can work as a guideline for new product launches 

and how to manage them. For a small new venture to be viable, customers have to desire what it is being 

offered, in sufficient numbers, and prepared to pay an economical price. This is at the heart of the marketing 

concept. However, an entrepreneurial approach implies taking advantage of market opportunities in a 

dynamic, proactive way. Combining the AMA definition of marketing and the definitions of 

entrepreneurship, 

S. Kraus et al (2009) propose a new definition of entrepreneurial marketing: “Entrepreneurial marketing is an 

organizational function and a set of processes for creating, communicating and delivering value to customers 

and for managing customer relationships in ways that benefit the organization and its stakeholders, and that is 

characterized by innovativeness, risk-taking, proactiveness, and may be performed without resources currently 

controlled” (S. Kraus et al, 2009, p.9). Entrepreneurial marketing processes (EMP) by Miles and Darroch 

(2006, p.488) emphasize “opportunity creation and/or discovery, evaluation and exploitation”. Some 

marketing characteristics of small firms include: the fact that small firms are faced with different market and 

competitive circumstances; are believed not to (in general) engage in marketing or innovative practices, 

although their organic organisational structure should facilitate innovation more readily than the more 

bureaucratic structure of many larger firms (Cannon, T., 1991); have inherent production and pricing 

flexibility, but generally lack strong brand names and market power; have less goal conflict, various sorts of 

flexibility, an imbalance between production and marketing, and are ineffectual in the use of marketing 

techniques (Brannen, W. H., 1983). Small firms typically are flexible and can respond more quickly than 

large organisations to changing market requirements, this flexibility forming a vital competitive strength 

(Heathfield, P., 1997, pp.233–235). Additionally, small firms face marketing problems which are a function 

of the general characteristics of small firms including: a limited customer base; limited marketing activity, 

expertise and impact; an over dependence on the marketing ability of the owner/manager; reactive rather than 

planned marketing, (with marketing plans only produced to secure loans); and difficulties in exploiting 

marketing opportunities. A further difficulty for the smaller firm is that fixed costs usually absorb a higher 

level of sales revenue, leaving proportionally less for marketing expenditures (Stokes, D., 1994). Evidence 

suggests that small firm owner/managers rarely rely on formal training to negate a deficiency in marketing 

expertise (Hankinson, A., 1991). Small firms typically spend modestly on marketing expenditures, and utilise 

few of the available marketing techniques (Stokes, D., 1995). Many owners/managers rely on previous 

experience and common sense (Figure 1). Data for the implementation of market research as a key part of the 

model of market orientation for SMEs in Macedonia show the following (Jovanov 

M. T. & Conevska B., 2011, pp. 743-746): 27% of small enterprises in the RM do not carrie out market 

research before beginning the operation, 76% do not conduct market research during the operations, 

approximately 63% of them had knowledge of competitors, suppliers and distributors, while only 20% had 

knowledge of consumer needs. Most of them - 87% organized the research within their own organization, 

despite the fact of lack in qualified staff, and primarily use data from secondary sources - internet, publications, 

brochures etc. The main reasons for this unenviable situation are: lack of funds - 75%, lack of qualified staff 

- 75%, and distrust in the data obtained in the survey - 35%. 
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Figure 1 .Type of knowledge that owners/managers had before starting the business Source: Jovanov M. T. & 

Conevska B., (2011), p. 746 

 

Within the small firm, the boundary between marketing and selling becomes very blurred, as most small firms’ 

marketing takes place during the selling process and for many small firm owner/managers the perception is 

that selling is marketing (Oakey, R., 1991, pp.343–356). Some marketing activities pose particular problems 

for the small firm. Research indicates that small firms find conducting market research and measuring 

promotion efficiency difficult, while in pricing, they solely rely on what are perceived to be industry norms 

for guidance, irrespective of their own firms’ individual circumstances (Jovanov M. T., 2011). Small firms 

invest proportionately less on sales training than larger firms with exploratory research conducted by Shepherd 

and Ridnour (1996) indicating that the small firms studied invested approximately one third as much time in 

sales management training as larger organisations. A major deficiency within small firms’ marketing is the 

inability to forecast future demand for products, resulting in a passive and slow reaction to changes in the 

marketing environment (Jovanov M. T. & Conevska B., 2011, pp. 743-746). Ineffective or inadequate 

forecasting mitigates against effective marketing planning as forecasting is the basis of operative managerial 

planning. This, then, is the reality of small firm’s marketing practice – informal, intuitive, and selling focused. 

Implementation of marketing principles is problematic with evidence of specific weakness with respect to 

pricing, planning, training and forecasting. Many authors such as Stokes (1994); Gilmore, Carson and Grant 

(2001) state that evidence of marketing practice, as prescribed in text books, is rarely found in the small firm. 

Owner/managers need are more of generalists rather than specialists which means that: “Formal marketing 

may be interesting to the entrepreneur but it is unlikely to relate closely enough to his/her situation specific 

requirements or to solve company problems” (Carson, D., 1993, p.194). Marketing activity within the small 

firm is related to the owner/manager’s attitude to, experience of, and expertise in marketing. The small firm 

owner/manager has little time to think strategically about the business (Brown, J., 1995), with resource 

constraints necessitating intuitive decision-making (Tibbits, G. E., 1981, pp. 173–188). Generally he/she does 

not believe that formal strategic planning will benefit his/her business (Orpen, C., 1994, 45–55), even though 

balance of the formal and informal planning often produces good results. Evidence suggests that many 

successful small businesses do not practice what is conventionally described as strategic management 

(Pleitner, H. J., 1989,70–75). Formal marketing plans are beneficial, thus they help to identify competitive 

advantages and secure resources, gain commitment through communication with participants, and set 

objectives and strategies. This claim is supported by empirical evidence that suggests that there is a 

relationship between formal strategic 

planning and small and new enterprise survival and success (Kraus, S. et al, 2008). Formal marketing planning 

is often rejected by SMEs due to a number of reasons. First, the top-level corporate goals (survival vs. growth) 

might impact the organizational function of marketing. This argument is supported by the fact that if small 

and new ventures plan, they tend to focus on financial planning rather than marketing planning, as liquidity 

constraints might put a firm out of business. For example, Kraus et al. (2008) discovered that less than one 

third of all Austrian start-ups performed formal marketing planning. Second, some criteria for marketing 

planning such as customer loyalty or return per customer are difficult to measure and need experienced 

marketers to perform planning, which may not be available in small firms. Entrepreneurs may tend to 

underestimate the importance of marketing and the term “marketing” is understood by SME owner-managers 

mostly in terms of “sales”. This may, particularly in the case of younger small ventures, be the result of the 

general corporate goal of survival, as initial sales are needed to keep the company afloat. According to Gruber 

(2004), key challenges for marketing in new ventures result from the fact that these ventures and their products 

are unknown to their customers, which results in a lack of trust for these parties (Gruber, M., 2004, pp.164-

199). A primary task for new ventures should be to build up trust and to win their first customers. Pertaining 

to the necessity to build up trust, a study by Witt & Rode (2005) on 311 new ventures from Germany shows 

the importance of a timely corporate brand-building process that includes the corporate culture, behaviour, 

design and communication, and is addressed not only to external, but also to internal stakeholders. When it 

comes to marketing behaviour, in the start-up stage, small business activity will focus mostly on the product 

and its customer acceptance (Jovanov 

M. T. & Conevska B., 2011, p.746). Marketing in SMEs seems to be more ad hoc like in the initial phases of 

enterprise existence. Whilst it is recognised that marketing is not an elixir to cure all business problems and 

that it has limitations, it has its part to play in assisting the large and growing number of small firms by 

reducing their vulnerability through increasing their marketing capability, and improving their practice of 

marketing (Brown, J., 1995). For example, a research among SMEs in Macedonia as a transition country 

shows that the SMEs in Macedonia don’t have enough information about the market they compete on, don’t 

take the needs and wants of customers seriously enough, they look upon marketing activities as a cost instead 
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as an investment and rarely include them into the business plans. The owners of SMEs don’t have enough 

knowledge about running a business, and do not understand the marketing process and its meaning for the 

success of a company in a market economy. All of these facts lead to losing the battle with competition from 

abroad because of the unclear or incorrectly defined business strategies. 

What do small firm owners/managers need? 

There are many examples showing why companies shouldn't reduce their marketing and advertising budget 

but most of these are centered around some of the biggest or evolving brands. Recent surveys show only 32.8% 

of SMEs spend on marketing, with the remaining focusing on building an over-sized sales force instead (Kinra 

M., 2011). So why do most SMEs not spend on marketing? Is it the quick results which sales provide that they 

prefer, or is the investment in marketing seen as not being able to generate quality campaigns with lower 

budget? Most SMEs go for sales over marketing as that provides them with immediate results and enables 

them to survive the next day. For most SMEs surviving the next day is the most important thing and therefor 

sales is an obvious. However, a huge percentage of SMEs also realise that once they reach a stage of growth 

or expansion it's not the sales but marketing which makes the difference. Only 7% of SMEs across the globe 

go ahead and employ marketing managers while the remaining percentage manages the teach themselves and 

only 16% form SME emplyees attend conferences, workshops and events (Kinra M., 2011). Employing 

resources and further investing in external events to participate is considered the biggest expense for most 

SMEs and one of the reasons why they refrain from marketing. Some of the critical success factors for small 

firms are: 

• Superior product differentiation (product advantage) (Cooper & Kleinschmidt, 1987; Cooper, 1994; Hart 

& Tzokas, 2000; Rau, 2005) 

• Strong market orientation with a high level of market knowledge (Cooper & Kleinschmidt, 1987; Cooper, 

1994; Gruenwald, 1997; Johne, 1999) 

• Clear product definition and marketing objectives (Cooper & Kleinschmidt, 1986; Cooper, 1994; 

Cooper, 2001) 

• Synergy between technology, production and business proficiency (Cooper & Kleinschmidt, 1987) 

• Customer focused approach meeting customer needs and wants (Cooper, 1994; Hill et al., 2002; Soni 

& Cohen, 2004) 

• Timing considerations such as seasonal variations (Gruenwald, 1997; Soni and Cohen, 2004). 

Many circumstances mitigate against the application of these factors and the traditional educational techniques 

and methods for small business owner/manager marketing. Small business owner/managers do not manage 

their businesses adhering to accepted textbook management principles; have neither the time nor the 

inclination to contemplate complicated theories or processes (Hogarth-Scott S. et al, 1996, pp.6–18); are inable 

to reach a sufficiently systematic plateau documented (Brockhaus, R. H., 1983); are ofthen sceptical of the 

value of existing management training and development programmes. Additionally, owner/managers need to 

be generalists rather than specialists which means that – “Formal marketing may be interesting to the 

entrepreneur but it is unlikely to relate closely enough to his/her situation specific requirements or to solve 

company problems”(Carson, D., 1993, 194). In examining marketing education from the perspective of the 

small firm, a fundamental question must be what do these owner/managers need from marketing? 

Conservative and/or entrepreneurial marketing is possible for both small and large firms. Small firms with a 

conservative approach to marketing might advertise in a local newspaper with commonplace advertising, 

while a large firm that uses entrepreneurial marketing might launch a sophisticated viral advertising campaign. 

What small companies should learn is that there is an entrepreneurial approach to every element of the 

marketing mix (product, price, place, promotion). Within the area of the product a “conservative” approach to 

marketing might use a creation of basic, product that already exists on the market, but an entrepreneurial 

approach to marketing would offer new improved product or innovative use of the existing product. In the 

example of pricing, instead of the use of the method costs “plus” and cross margin, the price could be 

formulated according to the consumer value where customers decide how much to pay for the product (it is 

often used in restaurants) and contribution margin. Reagrding the place, entrepreneurial approach would offer 

a combination of few or new creative ways of distribution, instead of the existing ones. For example, such 

case was the introduction of the delivery service of restaurants, or on-line studying, couces ans 

seminars/webinars. In promotion, a “conservative” approach to marketing would be classical communication 

channels (print, TV, radio) with commonplace text and images in reaction to a competitor’s campaign, with 

the own campaign being paid fully by the firm. An entrepreneurial approach to marketing would use 

innovative communication channels (e.g. Internet, mobile marketing or people – word of mouth, i.e. WOM) 

or use classical channels in an innovative way, with new content, and would be ahead of the competition in 

doing this. In addition, the communication strategy makes use of resources that are external to the firm, such 

as word-of-mouth from customers, bearing in mind that development of customer base is not less important. 

This approach can be more cost-efficient than classical advertising for small companies, hence they often aim 
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at target groups that are often not accessible via TV or print. The communication is distributed not solely 

by the company, but by the customers themselves, using their private or professional networks. The three 

best-known forms of entrepreneurial marketing, guerrilla marketing, buzz marketing, and viral marketing are 

shown in addition (see Table 4). 

Table 4. Forms of Entrepreneurial Marketing 

Form Main characteristics Source 

Guerrilla 

Marketing 

Bootstrapping, creative/leveraging use of available 

resources and a highly targeted mix of innovative and 

effective communication techniques, networking, using 

energy and imagination; low cost. 

Levinson (1984) 

Buzz 

Marketing 

Customer-generated information distribution by verbal 

means, especially recommendations, through personal 

networks by creating excitement, infatuation and 

enthusiasm, often connected to events. 

Rosenbloom (2000) 

Viral 

Marketing 

Self-replicating promotion spreading and multiplying like 

a virus over community webs. Similar to buzz marketing, 

but more Internetoriented. 

Jurvetson & Draper 

(1998); 

Godin &Gladwell (2001) 

Source: Morris et al. (2002), p. 3, adapted. 

These techniques stand for a variety of low-cost, high-impact marketing activities that allow small companies 

and/or individuals to act like big companies. It is about the attempt to achieve wide- ranging results with an 

untypically low utilization of resources by acting like a guerrilla. Guerrilla marketing is meant to be surprising, 

efficient, rebellious, infectious, and in the best case even spectacular, thereby bursting through conventional 

perceptions and leading to a “wow factor”. The aim is for the recipient to be riveted to the message, which 

will stimulate him/her to distribute it, further. An example is the “Go Heinrich Go!” campaign in Germany 

that was initiated by the sporting goods producer Nike. The campaign sponsored the participation of the 80-

year-old runner Heinrich at the famous Berlin marathon. The aged runner completed the 42 km run, which 

resulted in an enormous media echo for Heinrich and for Nike, and in a serious defeat of the Berlin marathon’s 

official main sponsor, ADIDAS, that on the other side has relied on the traditional sports sponsoring (Kraus 

S., et al, 2009, p.12). Buzz marketing is a new form of word-of-mouth communication which uses the 

recipient’s Internet, e-mail or cell phone networks to generate a buzz through event or an activity around a 

product or a brand, thereby leaving the actual advertising to the customers. Buzz is not only initiated by media 

campaigns; media coverage itself is a part of buzz. In the ideal case, a cleverly designed buzz marketing action 

is covered by the media and further distributed at no costs for the marketer. Buzz marketing’s target persons 

are often opinion leaders with central hub positions in their social networks. In addition, buzz marketing is 

suited mostly for new products or services since it addresses the appeal of novelty the product has for the 

customer. Viral marketing describes a form of marketing that uses social networks (family, friends, 

neighbours, colleagues) to draw attention towards brands, products or campaigns by spreading messages. Viral 

marketers spread their campaign like a virus, seemingly uncontrolled, mostly over the Internet. It is important 

for the client to have a personal benefit to forward the marketing message, or othervise it may not be succesfull. 

Conclusion 

The marketing function in SMEs is hindered by constraints such as poor cash flow, lack of marketing expertise, 

business size, tactical customerrelated problems, and strategic customer-related problems. Small business 

needs marketing in a format that is compatible with small firm characteristics and is acceptable to the small 

firm owner/manager. For most small firms, existing marketing theories offer little of practical use in day-

to-day marketing activities. Many firms are unnecessarily vulnerable through inadequacies in their marketing 

practice. Educators and owner/managers view this situation from very different, and often incompatible 

perspectives. Educators need to establish what it is that small firm owner/managers need from marketing in 

general, and from marketing education in particular, and how this can best be delivered. Enterpreneurial 

marketing is innovative, risky, and proactive, focuses on opportunities and can be performed without resources 

currently controlled and it can be implemented irrespective of firm size, afther a standard set of measures is 

defined. These measures that would include best practices (bencmarking) as well as appropriate theory can be 

distributed to small companies’ managers/employees through cources, workshops (less time consuming) or 

managers can select these on their own, but with the risk of making a wrong choice and spend more time while 

doing it. Another way to practice small business marketing is through the use of SME marketing toolkit, which 

offers comprehensive yet easy-to-use guides to help SMEs develop implement and manage their marketing 
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efforts: Market Assessment, Marketing Plan, Branding, Public Relations, Advertising, Marketing Collaterals, 

Digital Marketing, Promotions, Leads and Sales. Marketing is essential part of the existence phase of a firms’ 

life cycle, which is especially important for small firms, thus they have a vast mortality rate which can be 

avoided merely with companies’ growth and further development. It is acknowledged that SMEs (small to 

medium-sized enterprises) cannot do conventional marketing because of the limitations of resources which 

are inherent to all SMEs and also because SME owner/managers behave and think differently from 

conventional marketing decision-making practices in large companies. Good marketing supports sales and 

expansion, and contributes significantly to the growth of market share in competitive markets. Knowledge of 

the customer and its behavior needs to be considered in relation with the product for determining the 

competitive advantage and what position to take in the market. Micro enterprises should focus on being close 

to the customer in every sense since this is where most of their strength and possibilities exists. An in-depth 

understanding of customer needs and wants, the nature of the market and the competitive environment are 

vital for success, still they are often missing (Cooper R.G.,1994, pp.60-76). A market driven approach is more 

important for micro enterprises than for larger companies since they are more dependent on the market situation 

due to often limitations in size and resources. A well-planned and well-implemented marketing strategy helps 

SMEs to present strong value propositions that build customer loyalty. Most SMEs understand the importance 

of marketing and how it can add more value, but some of the above issues have stopped SMEs looking into 

marketing over sales. The results of the study generate a general picture of a invidious position of the SMEs, 

especially in the area of insufficient information, poor marketing activities mostly consisting of sales, 

neglecting the other elements of the marketing mix. Many authors have asserted that a market - oriented 

approach to business will result in better corporate performance and many studies have found a positive 

association between market orientation and performance. The importance of market knowledge gathered 

through marketing activities camn be seen from the rising industry of market research, with exception in 2009 

in line with expectations given the economic downturn (ESOMAR, 2010), especially in the manufacturing 

sector where the Fast Moving Consumer Goods, pharmaceutical and health-care sectors account for the lion’s 

share of sales in research services (ESOMAR, 2008). Consumer researches generated 83% of the research 

industry turnover (ESOMAR, 2008). Most dynamical markets which invest in market research (in billions) on 

a year basis are Europe ($13,299) and North America ($9,188), with rise in the Middle East and the Pacific 

($0,442) (ESOMAR, 2010). It can be concluded that the owners of the businesses need to acquire more 

knowledge and skills about the business they are in and understand and accept the usefulness of the marketing 

activities (adapted for SMEs). 
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Business Model Innovation : Past, Present, and the Future 
Sasmita Nayak 

 
Abstract 

This article provided brief insights into the current literature on business models, its components, and the relationship with other subject 

matters. The review brings to light the fact that despite huge surge in academic literature on business models, the concept is still 

underdeveloped and at a budding stage. This review also pointed out the fact that scholars still don't have a common ground in explaining 

what a business model is and what are its components, but almost all scholars unanimously agreed to the fact that it is useful and practical 

in nature and worth of academic study. This review also highlighted that business model is altogether a different subject and is no way a 

sub component of strategy, innovation, or change management. 

 

Keywords : business model, value creation, competitive advantage, strategy, business model components JEL Classification : M1, M10, 

M19 

In this era of cut throat competition, companies often make substantial efforts to stand out from rivals, 

achieve higher sustainable growth, and improve profits. High performing companies even look beyond their 

boundaries with their network of suppliers, customers, and business partners in the quest for innovation 

(Misra & Parashar, 2008). Companies try to achieve this superiority by innovating their processes and products, 

but all of these efforts are costly, time-consuming, and require extensive investments upfront in research, new 

plants, and equipments. Despite all these efforts, the future returns on these investments are always uncertain. 

Diffident to take these heavy risks, companies are turning towards business model innovation 

as an alternative to product or process innovation (Amit & Zott, 2012). 

A published report from The Economist Intelligence Unit (2012) found that executives don't prefer new 

products and services as a source of future competitive advantage, but new business models. It is clear that 

companies know the perks of an innovative business model, and are thus giving it lots of importance. A similar 

study was conducted by IBM in which they took the responses of more than 750 corporate and public sector 

leaders throughout the world on the subject of innovation. One of the key findings from this study was that due 

to intensive global pressures, the focus of top executives on business model innovations has increased (IBM, 

2006). 

Business model innovation has been of great interest to academicians, managers, and entrepreneurs. The very 

first reason of such a high level interest is because it represents an often underutilized source of future value. 
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Second and one of the biggest reasons is that competitors find it almost impossible to imitate, for example, 

Dell and Apple. The third reason is that it can be a possible source of sustainable competitive advantage 

(Amit & Zott, 2012). 

The purpose of this paper is to provide comprehensive and up to date literature on the concept of business 

model innovation. The paper tries to bridge the wide gaps in literature on business model definitions, its 

components or elements, and its relationships with a firm's strategy. The paper starts with looking back 

over the emergence of the business model concept, and proceeds to analyze the varying opinion of 

scholars on the components of business models, their relationship with strategy and firm performance. 

 

Emergence of the Business Model Concept 

Ghaziani and Entresca (2005) conducted a search using the ABI/INFORM database and found 1,729 

publications that included the term “business model”. Among these, 166 were published during the period 

from 1975-1994, and the remaining (1,563) were published during the period from1995-2000, signifying a 

high level of increase. Zott, Amit, and Massa (2011) extended the same study using the EBSCO Host 

database to 2009. They found that until December 2009, the term business model was incorporated in 

1,202 articles in academic journals, while as from 1975 to December 2009, the term was mentioned in 

8,062 documents. A similar kind of trend was followed by the non-academic articles. 

A similar attempt was made in this paper by using the EBSCO host database, and it was found that from 

January 2010 to October 2015, an altogether of 932 papers were published containing the term 'business 

model' in the title. The break up is as follows : 124 articles published in year 2010, 144 articles published 

in the year 2011, 162 articles published in the year 2012, 214 articles published in the year 2013, 161 

articles published in the year 2014, and 127 articles published up to October 31st in the year 2015 had term 

the 'business model' in the title (Figure 1). 

Many scholars argue that the development of the business model concept, and the wide use of the 

concept may well have been driven by the initiation of the Internet (Amit & Zott, 2001), rapid growth in 

emerging markets and interest in “bottom-of-the pyramid” issues (Prahald & Hart, 2002; Seelos 

& Mair, 2007; Thompson & Macmillan, 2010), and the expanding industries and organizations 

dependent on post-industrial technologies (Perkmann & Spicer, 2010). 

 

Business Model Definitions 

Although the research on business models saw a dramatic increase during the last decade, but still, 

academic literature is linked with the newness of this study. Paul Timmers, who was then working for 

the European Commission, was the first of the researchers to clearly define and characterize a business 

model. As per his study, a business model serves as the structural design for product, service, and 

information flows, including a description of the various business actors and their roles and a description 

of the potential benefits for the various business actors and a description of the sources of revenues 

(Timmers, 1998). The study also added a marketing model, which was a combination of business model 

and marketing strategy in order to understand how a company realized its business mission. Furthermore, 

Weil and Vitale (2001) defined a business model as a description of the roles and relationships among a 

firm's consumers, allies and suppliers, and it identified the major flows of product, information, and 

money, as well as the major benefits to participants. 

Linder and Cantrell (2000) defined a business model as an organization's core logic for creating value. 

They differentiated between three different types of models : the components of business models, real 

operating business models, and change models. On the other hand, Peterovic and Kittl (2001) perceived 

business models as the core logic of a business system for creating value. Gordijin and Akkermans (2000) 

mentioned that in research as well as in industry practice, often, business models were wrongly 

understood as business process models, and so, could be specified using UML activity diagrams or Petri 

nets. As per them, this is a misunderstanding, and a business model is not about processes, but about 

value exchanged between actors. In their opinion, the failure to make this separation lead to poor business 

decision-making and inadequate business requirements. 

Some scholars recognized a business model as a description of a complex business that enables the study 

of its structure, of the relationships among structural elements, and of how it will respond to the real 

world (Peterovic & Kittl, 2001). Some researchers rang a bell that a business model is always a 

simplification of the complex reality (Stahler, 2002). Magretta (2002) added that a business model is like a 

story that explains how an enterprise works. Moreover, like Stähler (2002), the researcher segregated the 
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concept of a business model from the concept of strategy. Magretta (2002) explained that business 

models describe, as a system, how the pieces of a business fit together, but as opposed to strategy, do not 

include performance and competition. 

Tapscott and Lowi (2000) did not directly define business models, but they called them b-webs (business 

webs). A b-web is a business on the Internet and represents a distinct system of suppliers, distributors, 

commerce service providers, infrastructure providers, and customers who use the Internet for their 

primary business communication and transactions. Amit and Zott (2001) described a business model as 

an architectural configuration of the components of transactions designed to exploit business 

opportunities. Their framework depicted the ways in which transactions are enabled by network of firms, 

suppliers, and customers. 

At the same time, some authors included a financial element in their definitions of business models. 

Afuah and Tussi (2003) stated that each firm that exploited the Internet should have an Internet business 

model. As per their research, they understood it as a set of Internet and non-Internet related activities that 

allowed a firm to make money in a sustainable way. Hawkins (2001) described a business model as the 

commercial relationship between a business enterprise and the products and /or services it provided in the 

market. The study explained business models as a way of structuring various costs and revenue streams 

such that it became viable, usually in the sense of being able to sustain itself on the basis of income it 

generated. Rappa (2001) defined a business model as a method of doing business by which a company 

could sustain itself, that is, generate revenue. 

A business model represents an important locus of innovation and a crucial source of value creation for 

the firm and its suppliers, partners, and customers (Amit & Zott, 2001). Based on the fact that transactions 

connect activities, the authors further evolved this definition to conceptualize a firm's business model as 

a system of interdependent activities that transcend the focal firm and span its boundaries (Amit & Zott, 

2010). On the other hand, Chresbrough and Rosenbloom (2002) described a business model as a 

framework that considered the technological characteristics and potentials as inputs and converted them 

through customers and markets into economics outputs. 

Osterwalder, Pigneur, and Tucci (2005) defined a business model as a conceptual tool that contained a set 

of elements and their relationships, and allowed expression of a business logic of a specific firm. It is a 

description of the value a company offers to one or several segments of customers and of the architecture 

of the firm and its network of creative partners. A wide range of researchers defined a business model as 

a representation of a firm's underlying core logic and strategic choices for creating and capturing value 

within a value network (Shafer & Linder, 2005). 

Westurlund (2008) defined business models as the means by which a company generates returns by 

specifying the associations with other actors as well as a firm's position in the value creating network. Weil 

and Vitale (2001) explained that business models represent the roles and relations among a firm's 

customers, allies, and suppliers, identifying the major flows of product, information, and money, and the 

major benefits for the actors. 

A lot of other authors and researchers linked business models with strategy. A business model is a 

reflection of a firm's realized strategy (Casadesus-Masanell & Ricart, 2010). Scholars contended that a 

business model can also be a source of competitive advantage that is distant from a firm's product market 

position (Christensen, 2001). Firms that addressed the same customers' needs and pursued similar 

products and market strategies can do so with very different business models; business model design and 

product market strategy are complements, not substitutes (Zott & Amit, 2008). 

Though there are many different view points on the definition of a business model, Al-Debei, El-

Haddadeh, and Avison (2008) listed three requirements for a business model definition: 

(1) The definition should be comprehensive and general. 

(2) It is not sufficient to define a business model only in terms of its components. 

(3) The definition should synthesize the different points of views presented in earlier research. 

 

Components of a Business Model 

Most of the discussion related to a business model confine to its components or elements (in some 

papers, scholars have used this term). Scholars are of different opinions when defining the components 

of a business model. One of the main components discussed by a majority of the scholars is the value 

network (Chesbrough & Rosenbloom, 2002; Dubosson-Torbay, Osterwalder, and Pignuer, 2002; Hamel 

2000; Hedman & Kalling, 2003; Hoque, 2002 ; Kim & Mauborgne, 2000; Timmers, 1998; Van Der Vorst, 
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Dongen, Nouguier, & Hilhorst, 2002). It includes suppliers, partners, and coalitions in the value network 

(Hamel, 2000). 

One of the other most widely discussed elements or components in the business model is the value 

proposition. Researchers who have worked on business models stress out to the fact that it's a crucial 

element in any firm's business model (Chresbrough & Rosenbloom, 2002; Dubosson-Torbay, 

Osterwalder & Pignuer, 2002; Kim & Mauborgne, 2000; Magretta, 2002; Morris, Schindehutte, & Allen, 

2005; Van Der Vorst et al., 2002). Value proposition is used to describe the bundle of benefits which a 

company offers and are of some value to a customer (Osterwalder & Pigneur, 2010). Some researchers 

focused on the value created to users by the users based on technology (Chresbrough & Rosenbloom, 

2002). 

The next subsequent key component of a business model refers to a firm's assets and capabilities (Amit & 

Zott, 2001; Dubosson-Torbay, Osterwalder, & Pignuer, 2002; Hamel, 2000; Hedmang & Kalling, 2003; 

Kim & Mauborgne, 2000; Morris et al., 2005). Assets and capabilities include people, 

technology/products, equipment, information, channels, partnership/alliances, and brands (Johnson, 

Christensen, & Kagermann, 2008). Some other researchers suggested that capabilities are the resources 

needed to develop and implement a business model (Morris, Schindehutte, Richardson, & Allen, 2006). 

The other main component of a business model widely discussed by researchers includes revenue and 

pricing model or some researchers named it as economic logic or revenue logic (Chresbrough & 

Rosenbloom, 2002; Dubosson-Torbay et al., 2002; Hamel, 2000; Kim & Mauborgne, 2000; Timmers, 

1998 ; Westerlund, 2008). A revenue model is mainly apprehensive with the monetary features of 

providing services and products in the marketplace. It includes the procedures of payment used, what is 

being paid for, in what way revenue is spawned. It further embraces what birthplaces of revenue exist, 

pricing strategies, and pricing (Bouwman, Haaker, & De Vos, 2008). 

There are many other components of a business model discussed by researchers in explaining business 

models. They include partnerships, key relationships, key activities, and customer relationships 

(Osterwalder & Pigneur, 2010). Some other elements like customer interface, fulfilment, and support 

(Hamel, 2000) and information flows (Amit & Zott, 2001) also found a mention. These wide variety of 

components, as discussed by scholars, further created a sense of confusion in understanding business 

models. One of the reasons responsible for this was that bulk of research on business models is conceptual 

and descriptive in nature ; so, it represents only the perspective of researchers (Morris et al., 2006). 

Business Model Innovation 

Business model innovation has received a huge attention since the mid-1990s due to the invention of the 

Internet. Some scholars focused on business model innovation as a medium for transformation and 

rebirth (Velu & Prakash, 2010; Velu & Stiles, 2013). Business models are critical for commercializing 

scientific innovations, creating strategic flexibility, reducing costs, and being able to transcend the 

constraints faced by different societies such as affordability (Velu & Khanna, 2013). While doing so, 

business model innovations have been shown to create superior competitive advantage for firms as they 

are less susceptible to imitation by other firms compared to product or process innovation (Amit & Zott, 

2012). 

Researchers are yet to come on some common terms while explaining business model innovation. The 

term 'business model innovation,' just like the term 'business model,' is yet to achieve a common 

definition in academic literature. The term has been used by several authors in explaining how 

technology is commercialized (Chresbrough & Rosenbloom, 2002) and on the other hand, Christensen 

and Raynor (2003) highlighted the importance of business model innovation in order to maximize the 

reach of a novel technology. Research has shown that sometimes, a novel company can challenge the 

existing leader and threat their position by means of an innovative business model (Parekh, 2011). 

Research on business model innovation, beyond any doubt, is young, having a surge on a daily basis, but at 

the same time, is characterized by obscurities (DaSilva & Trkman, 2014). 

Researchers are of the unanimous opinion that business model innovation can occur even if only one of 

the elements in a business model is changed (Abdelkafi, Makhotin, & Posselt, 2013; Demil & Lecocq, 

2010; Lindgardt, Reeves, Stalk, & Deimler, 2009). Scholars also agreed that business model innovation is 

altogether a new form of innovation, which is distinct from product or process innovation (Baden-Fuller 

& Mangematin 2013; Björkdahl & Holmén, 2013; Massa & Tucci, 2014). The perks associated with 

business model innovation, beyond any doubt, exceed than any other form of innovation (Lindgardt et 

al., 2009; Schallmo & Brecht, 2010; Snihur & Zott, 2013). So, business model innovation can be best 
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described as the process of 

 
 

finding a novel way of doing business, which results in reconfiguring of value creation and value 

capturing mechanisms (Björkdahl & Holmén, 2013; Massa & Tucci, 2014). 

Business Model and Strategy 

The literature review indicates that scholars unanimously agree that business models might be a basis of 

competitive advantage that is distinctive from a firm's product market place (Amit & Zott, 2001; Shafer 

& Linder, 2005). Firms which attend to customer requirements and follow alike product market tactics 

can do so with very dissimilar business models. Business model design and product market strategy are 

compliments, not alternatives (Christensen, 2001 ; Zott & Amit, 2008). 

A wide variety of scholars agreed that there was a missing link between strategy and operations (Amit & 

Zott 2001; Shafer & Linder, 2005). Therefore, they suggested that the business model concept may well 

be the intermediate medium between resource configuration and strategy regarding - especially - value 

creation (Makinen & Seppanen, 2007). So, this leads to the conclusion that business models are neither a 

strategy nor a business process, but something between them (Osterwalder & Pigneur, 2010). The Figure 

2 depicts how a business model relates to strategy and business processes. 

The literature review highlights that business models and strategies are not one and the same thing, 

rather, they are different with respect to one another. Nonetheless, strategy and business models have 

some common issues, but strategy is seen as making choices that are related to future business and 

competitive positioning (Currie, 2004). Rather than just making preferences, business models reflect 

these preferences by facilitating, testing, and validating the cause and effect relationship that derive from 

strategic choices (Shafer & Linder, 2005). That is why some scholars defined a business model as the 

conceptual and architectural execution of a business strategy (Osterwalder & Pigneur, 2002). 

Zott et al. (2011) emphasized that strategy focuses on rivalry, value arrest, and competitive advantage ; 

whereas, the business model concept is oriented to collaboration, partnership, and joint value creation. 

Teece (2010) argued that business models can create a competitive advantage, and they revealed the value 

capturing mechanism behind strategy. Furthermore, scholars agreed that business models are transparent 

and are easily imitable by competitors. Therefore, a successful business model is inadequate in itself to 

ensure competitive advantage. Thus, business models need something to support their structure and 

some kind of isolation mechanism to hinder the copying (Teece, 2010). 

Teece (2010) argued that those processes, systems, and assets behind a business model can prevent 

copying. 

Therefore those processes, which constitute a business model, make the difference, not a business model 

itself. Secondly, a level of capacity limits replication possibilities. Furthermore, if competitors are 

uncertain about the details of a business model, it might gain competitive advantage Dell Computers’s 

business model of direct selling was so powerful that it over performed its rivals for more than a decade. 

The model was very difficult for the existing players to copy as it would upset their breathing delivery 

channels and make unfriendly the resellers on whom they relied. Fascinated by their own strategies, they 

were hopeless if they copied Dell and disaster- prone if they didn't (Magretts, 2002). So, it's clear that 

the most important element in creating competitive advantage around a business model is to innovate a 

Figure 2. Business Logic Triangle 
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value mechanism which is hard and difficult for the competitors to imitate. 

 

Business Model Innovation and Technological Management 

Business models and technological management have some common association. Business models have 

the capacity to create value, which is rooted in a new technology. Two corresponding facts seem to 

typify the research. The initial is that companies commercialize pioneering ideas and technologies 

through their business models. The subsequent is that a business model symbolizes a novel subject matter 

of innovation, which harmonizes the conventional subjects of process, product, and organizational 

innovation, plus engages new- fangled forms of cooperation and partnership (Zott et al., 2011). 

Chresbrough and Rosenbloom (2002), in their extensive case study of Xerox Corporation, demonstrated 

how the company grew up in part by making use of a valuable business model to commercialize 

technology discarded by other foremost corporations. Their research, moreover, measured up to 

triumphant and failed technology spin-offs with analogous markets impending, and highlighted that in 

victorious ventures, the hunt and learning for an effectual business model was appreciably superior than 

in field ventures. Technological innovations can prompt modifications in a company's working and 

commercial activities, and therefore, in the business models (Calia, Guerrini, & Moura, 2007). 

Technology has a great role to play in transition of business models, and that is the reason why researchers 

have, as of late, laid so much stress on technology and in fact, highlighted that technology is the major 

force which brings change in business models over time. Some researchers, on the other hand, have 

highlighted out the significance of business models for all industries (Johnson & Suskewicz, 2009). 

Researchers further stated that in huge infrastructural changes, the key is to budge the nucleus from 

developing individual technologies to crafting entire novel systems. 

So, as a whole, the research on business models and technology management has emphasized that 

technology has a foremost impact on the business models. At the same time, researchers have also 

highlighted that a mere technological innovation cannot pledge firm success (Doganova & Eyquem-

Renault, 2009). This is for the reason that technology has no intrinsic value (Chesbrough, 2007). Thus, 

technology has to be supported by an efficient and unique business model. 

 

Business Models and Firm Performance 

The likes of Dell, Amazon, and Apple have shown that business models can serve as competitive advantage 

and thus, can boost the financial performance of a company. Research scholars also agree that business 

models represent a possible resource of competitive advantage (Markides & Chritou, 2004). At the same 

time, originality offered by novel, effectual models can upshot in better value creation (Morris et al., 2005). 

Business executives and professionals, as of late, have realized that in order to stay ahead of the 

competition, product and process innovation is not enough. Thus, people from industry have rendered 

a listening ear and attention towards business model innovation (Massa & Tucci, 2014). 

Afuah and Tucci (2001) explained a business model as the means by which a firm puts together and utilizes 

its resources to present its customers superior value and to make money ; while Afuah (2004) introduced a 

strategic skeleton in which a business model was conceptualized by means of a set of components that 

keep up a correspondence to the determination of firm's prosperity. 

Zott and Amit (2007) analyzed the business model design in entrepreneurial firms and analyzed its impact 

on their performance. As per this observation, the essence of the union among business model design 

along with focal firm performance could be analyzed by gazing at two separate effects: the total value 

creation of business model design and focal firm's ability to appropriate that value. As per this empirical 

work, business model is the autonomous variable and is tied to firm performance, moderated by the 

surroundings. The researchers in this study recognized two design themes around which a business model 

could be arranged: efficiency and novelty. A wide majority of researchers introduced a business model 

as a variable moderating the outcome of top management, team composition, and organizational 

performance (Patzelt, Knyphausen-Aufseb, & Nikol, 2008). The study showed that founder-based, 

firm-specific knowledge of management group members could have an affirmative or a downbeat impact 

on firm performance, depending on the business model adopted. On the other hand, Zott and Amit (2008) 

admitted the likely contingent consequences of a business model in mediating between product market 

strategy and business performance. 

A similar type of a study on business models and firm performance identified that business model 

innovation 

135



could bring success and innovation in enterprise models that centred on exterior collaboration, and 

partnerships were predominantly useful in older companies as compared to younger ones (Gisen, 

Berman, Bell, & Blitz, 2007). A worldwide survey by the consultants at IBM, wherein they interviewed 

765 corporate and public- sector executives internationally, established that outperforming firms put 

twice as much stress on a business model as done by underperformers (IBM, 2006). 

 

Managerial Implications 

The paper challenges the traditional perspective of competitive advantage by contradicting that 

managers should not look for new products and services as a source of competitive advantage, but rather, 

should focus on business model innovation, which would serve as a source of sustainable competitive 

advantage because competitors would find it very tough to imitate. The study highlights that the perks 

of business model innovation are beyond calculation for organizations. It not only boosts the financial 

performance of a company, but also the strategic performance of a company. The study also clarifies that 

strategy and business model are separate subjects and managers should not confuse them as the same 

thing. Lastly, the study points out that business model innovation does not only occur with the help of 

technology ; rather, it can occur without technology by simply changing or altering the value mechanism. 

 

Conclusion 

This study presents ample evidence that the concept of a business model is still young and is just making 

inroads into some of the leading academic journals. There is still lack of clarity on what a business model is 

and what are its various components. Scholars have no common ground in defining what a business 

model constitutes. Researchers have given contradicting definition plus a much wide variety of 

components in their papers and all this have added more confusion on what a business model is actually 

and what are its components. Most researchers agree that the concept is novel, distinct, and worth of 

academic study and very much fits in the real business world. 

The second conclusion which this study draws is that this lack of clarity on the definition and 

components of business model is one of the main reason why bulk of studies are either conceptual, 

theoretical, or based on case studies. This study points out to the fact that researchers don't have the 

necessary tools to measure business model innovation. This is the reason why there is a total dearth of 

empirical research based on this concept. DaSilva and Trkman (2014) came to the same conclusion like 

the present study, pointing to the dearth of empirical study on the concept as the main reason of 

contradiction among researchers. There are some very rare cases where an empirical study has been 

conducted. The only rare papers where an empirical research has been conducted are the ones conducted 

by : Abd Aziz, Fitzsimmons, and Douglas (2008) ; Brettel, Strese, and Flatten (2012) ; Zott and Amit (2007) 

; and Zott and Amit (2008). 

 

Limitations of the Study and Scope for Further Research 

One of the biggest limitations of this paper is that the bulk of the literature based on business models is 

theoretical, conceptual, and based on case studies. There is very little empirical support to back all the 

assumptions about a business model and its components. This raises questions on its usefulness and scope 

for theory building. The other limitation is that much of literature on business models is contrary, and at 

times, it becomes difficult to interpret it and therefore, make any meaningful interpretation. Lastly, all of 

the reviews are quite novel, dating back to a decade or so. 

Several implications for future research flow from this study. First, scholars need to develop tools for 

measuring business model innovation. At present, one of the biggest reasons for the lack of empirical 

research in this field is that there are no tools for measuring business model innovation. Second, scholars 

need to develop theoretical foundations of the concept of business model and shed some more light on 

what makes it distinct with respect to other concepts like value networks, value chains, and value 

creation. Third, an empirical study can be conducted to establish the relationship between business model 

innovation and firm performance. 
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Small and Medium Business Management-

Financial Sources and Difficulties 

Munmun Mohanty 

ABSTRACT. SMEs has performed an unparalleled role in coming to the Nigeria economic growth and 

assist as a training ground for entrepreneurs and a provider of solutions to address the challenges of 

unemployment in all consuming labours and promoting marketing growth. An opportunity for the 

wholesome advancement of SMEs in Nigeria was in connection to the sea change and growth policy as 

a consequence of the rapid advancement of the global economic system. But with the world economic 

unification, SMEs business environment is facing tremendous changes and more intense competition. 

Hence, the reason for this study is to confront the sources of SME firm financing, conceptualise its 

financial challenges and source causes with objectives to exploit the increase and advancement of SMEs 

prospectively. 

 

Keywords: financing, SME, performance, Nigeria  

 

1. INTRODUCTION 

Small and medium enterprise sector growth performance is essential to the nation performance. The 

vast majority of businesses globally are SMEs and functions a tract for entrepreneurs and a source of 

resolution to cope with the unemployment issue in all consuming labours and promoting marketing 

growth. The importance of SMEs in the evolution of economic, reduction in poverty, increase in value 

added, innovation, job creation, and boost in social position and standard is globally proven and 

acknowledged in emerging as well as in developed economies [1]. Accordingly, SMEs have been 

recognised to have a prodigious capacity for tenable development [2]. The surfeit of the employee’s 

manpower from the larger corporation had the capacity be restored back to the employment, mainly 

through the growth of SMEs. To maximise performance, firms rely upon a range of sources of finance 

[3]. Resources and strategic choices as internal factors, and carrying capacity of the environment or 

compete as external factors, affects firm performance. The resource-based view of the firm proposed 

that competitive advantage arises from the ownership and deployment of resources that are in some way 

superior to those of its competitors. Accessing financing has been accentuated as the foremost 

constraints poignant the performance and development of small business in Africa. According to 

Fadahunsi [4] due to a shortage of financing provision and entrepreneurial skills, there is a high mortality 

rate of SMEs in Africa. 

Financing, according to Mukhtar [5] is a precondition to the performance of enterprises. Hence, far, 

Nigeria has a great number of SMEs, playing a substantial part of the economic system. There are many 

different ways firms financing their operations and growth. Their financing alternatives are determined 

by the predilections of each firms entrepreneurs and, more essential, by the options that are reachable to 

them. However, in achieving growth, they try to overcome various challenges. According to Beck and 

Demirguc-Kunt [6], SME firms’ still experiences various difficulties boosting developmental growth, 

particularly in financing. This study essentially considers its financing difficulties from the area of 

financing provision sources, which is of outstanding import for the SMEs firm performance and improve 

Nigeria economy. 

1. LITERATURE REVIEW 

1.1 SME Definition 

A critique of the literature on SMEs indicates that the definition of SMEs considerably differ from nation 

to country count on elements such as the country‘s; number of employees, the value of fixed assets, 

production capability, basic characteristics of the inputs, applied technology, and the essential 

challenges experienced by SMEs [7, 8]. On this certitude, it is very arduous of comparing SMEs among 

different nations. From the angle of the employee size, as their distinctive criteria for defining SMEs, 

scholars and other concerned parties have used distinct touchstone to operationalise the small business. 

SMEs in Nigeria is defined according to firm employment size and turnover base. 
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2. SME FIRM AND SOURCES OF FINANCING 

According to Shepherd [9], credit decides access to all or any of the resources that SMEs 

owners/manager rely upon. It is a supply of funds to SMEs that may be used in the production and 

sustaining a firm competitive advantage process [10]. The need for financing in SMEs might emerge 

from four causes. Firstly is the need for start –up capital to assist in the formation of a new venture. 

Adopted by the necessity to finance business expansion through the leverage of new buildings, plants 

or machinery, finance working capital and trade debtors. Capital likewise may be needed for carrying 

over the extant line of work as an expansion strategy. Moreover, is when a venture capital is required to 

finance innovation. This requirement might occur independently or to coincide with the above-

mentioned occasion. This type of financing is called risk capital, bears a significant degree of risk 

attached; so, it usually takes a great reward. Finally, is to adapt the existing financial structure of the 

business via changes in the remainder of equity to debt or the ratio of long to short-term debt. Capital is 

one among the means for enterprises to get financing provision. This paper categorise financing, 

according to its sources. 

 

2.1 Internal and External Sources 

Internal financing is classified as a means of enterprises used own fund together with plowback and 

depreciation, that is an important aspect of the continuation and growth of the business venture. 

Predominantly, an important first choice to source capital is via internal financing. Previous researchers, 

scholars and practitioners, Gélinas [11]; Ojo [12]; Pretorius and Shaw [13] identified two underlying 

financing conception of SMEs, the internal and external financing. Business financing can come either 

from internal or external sources [3, 11, 13]. Yet, a lot profitable SMEs makes used of financial 

institutions, individual investors, venture capital, and crowdfunding as external sources of financing and 

then make out fewer successful firms. According to Fischer and Reuber [14] external resource providers 

are a central component for rapid development. Carpenter and Petersen [15] find that SMEs use a more 

internal sources of financing and this constrained their performance. 

Steel, et al. [16] posits that informal finance as all financial transactions that take position outside the 

operational range of various country's banking and other financial laws that cover a good assortment of 

financial activities whose scope of operations could take issue from country to country. Access to 

financing is the major determinant of business start-up and performance of SMEs. 

 

2.2 Formal Source of financing 

Commercial banks, merchant banks, and development banks are the established sources and provider of 

formal funding for SMEs. This set as a financial organisation with the purpose of profit acquisition, run 

by the states or independent capitalist. In an attempt to get this core purpose of banks, a number of 

functions were performed. One of the actions is the upset of the adoption of deposit as a credit to 

entrepreneurs and businessmen for productive uses. The financial scheme in Nigeria is not in short 

supply of liquidity, but banks have been very loth to give loans to SMEs, which they see as a high risk 

sector. It is mentioned that the bank credit is important for the take- off and efficient operation of any 

commercial enterprise. Such an enterprise may be in any form or size. It is equally required to coordinate 

other factors of production besides the initial demand for capital for investment purposes. Bank credit 

influences SME firm performance positively which transmit to the tier of economic activity in the state. 

Likewise is capable of deciding what is to be produced, for whom and how to be produced and even at 

what price the good or services is failing to be available to consumers. For instance, a study found in 

Ghana and Kenya, banks curb themselves to overdrafts and to medium-term bank loans. Besides, both 

types of credits were not granted without collateral. Consequently, financing provision through banks is 

largely confined to medium and large firms with secure collateral [17]. Over the years, the ratios of 

commercial bank loans to SMEs total credit have continued to decline almost uncontrollably. Hence, 

the need for a financing option of SMEs in the country which is readily obtained in the non-financial 

institutions. 
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1.1 Informal sources of financing 

Informal source of financing refers to the financial transactions that occur outside official financial 

institutions. These transactions are not regulated by governmental authorities. It is important to note that 

the definition of informal financial transactions has nothing to do with legality issues. Unlike formal 

institutions, such transactions rarely use legal documentation or the legal system to enforce contracts. 

Steel et al. [16] attempts an all-embracing working definition of informal finance as ‘all financial 

transactions that take place outside the functional scope of various countries banking and other 

financial regulations that include a wide range of financial activities whose scope of operations may 

differ from country to country’. According to Pagura and Kirsten [18]   informal financial transactions 

can be legal such as borrowing from family members or can be forbidden by the law such as 

moneylender activities as in many countries. 

Informal credit sources are heterogeneous, such as loans from money lenders, traders, families and 

friends, so on, account for between one-third and three-quarters of total credit in Asia [19-21]. The 

informal financial institutions exhibit different characteristics. Some of their common characteristics 

can be summarised as: dependence mostly on relationships and social networks, different interest rates 

from formal interest rates, generally small and short-term loans, small or no collateral, no regulation, no 

registry, and no deposit insurance. 

The promotion and development of informal financial institutions were to checkmate the inefficiencies 

that were observed in the formal financial institutions. Borrowers in informal financial markets are 

generally the agents who have difficulty accessing finance or excluded from formal financial services, 

mostly SMEs and poor households, informal businesses, or borrowers in those rural areas are located 

far from formal creditors, people who are not able to meet collateral requirements. In this sense, the 

existence of informal financial markets is attributed to credit rationing or in a broader sense to credit 

constraint phenomena. 

Previous empirical studies show that, despite financial liberalisation efforts and regulations, informal 

credits still constitute a large proportion of credits, especially that are provided to SMEs. Tsai [22] 

indicated that there is still extensive of informal financial institutions in China and India in spite of 

authorities’ heavy control and regulations. He further indicated that the meagre provision of bank credit, 

limits in governmental capacity to enact its policies, the political and economic division of the local 

market, and the institutional failings of many microfinance programmes as the genes that contribute to 

the continuity of the informal financial sector. According to Ekpenyong and Nyong [23], there is a wide 

consensus in Nigeria that government policies are skewed in favour of the formal sector to the detriment 

of the informal sector. This asymmetry is to the good disadvantage of SMEs in Nigeria since they 

additionally dispose of the funds of the informal sector. Also, Steel, et al. [16] the liberalisation had little 

effect to undermine informal financial sector in Nigeria and other developing African countries. 

 

1.2 Debt Financing 

Debt financing can be obtained from two sources, formal and informal sources. Formal sources are 

usually viewed as institutional sources, whereas informal sources refer to family, friends, directors, 

trade credit, and so on. Debt financing occurs when investors provide capital in the shape of loans for 

the managers/owners of a company to use to run the line. The firm, in return, pay interest rate for the 

use of the credit of the capital borrowed from the investors. Smaller firms, which require external 

finance, prefer to use debt funding from lending institutions as provenance, especially banks, are the 

most popular source of debt finance [24, 25]. Information asymmetries and moral hazard have a 

pronounced impact on banks and other finance providers, particularly at the start-up level. This is 

because of the lack of collateral and market presence; characterise most high- tech start-ups. Bank wants 

the firm to have collateral, an asset that is utilised to guarantee the loan, but this requirement often is 

negotiable. If a firm is having difficulties meeting its obligations, it is normally more comfortable to 

negotiate new terms to bank financing than for issuing securities. This flexibility results from the 

ongoing relationship between the bank and the firm. 

 

1.1 Equity Financing 

Equity financing is one provenance of financing provision a firm may employ to finance its business 

operations [26]. Equity financing is received in return for a proportional portion of a firm's value. It’s 
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the net worth of a firm; the value of the assets less the value of the financial obligations. The value of 

the equity of a concern is whatever remains after the company fulfils all of the claims of its creditors 

(residual claim). Equity capital can be furnished by the proprietor or by the directors of the firm, known 

as internal equity. Internal equity can also be supplied via profits made and retained by the business. As 

a matter of choice, third parties equity can be supplied, external equity. 

External equity is the means of raising capital through the sale of shares in a company. Equity financing 

essentially refers to the sale of an ownership interest to advance finances for business functions. Equity 

financing spans a broad range of activities in scale and scope, from a few finances raised by an 

entrepreneur from friends and family, to giant initial public offerings (IPOs) running to raise huge capital. 

While the condition is mostly associated with financings by public companies listed on the stock 

exchange, it includes financings by private companies likewise. Equity funding is apparent from debt 

funding that refers to the funds borrowed by a business. 

The huge bulk of SMEs in developing countries see their financial need through owner- manager's 

personal savings [27]. Other works, nevertheless, testified that an internally generated profit has been 

the most often used sources of finance, especially for mature small firms [28-31]. Due to the high cost 

of obtaining external finance, it was found that the majority of small innovative firms relies heavily on 

internal profits as the main source of investment capital; they were reluctant to rely on external funding 

because of risks associated with the onerous terms demanded by external lenders of money. Firm owners 

were generally not averse to external assistance per Se since, it was clearly a means of expanding their 

businesses at a faster rate. However, in practice it was generally believed, both in developed nation like 

Britain and the United States, that the burden of risk was heavily biased in favour of the firm owner, 

while returns to the lender, partly due to this unbalanced risk, were excessive. Although the majority of 

small businesses relies primarily on personal savings for start-up, most of them still need access to 

external finance, either equity or debt so as sustaining or developing. As businesses expand and enlarge 

they considerably cut back their dependency on personal savings and diversify their sources of external 

finance [28]. 

 

1.2 Short-Term Financing 

Short-term financing is determined as a loan or credit facility with a maturity of a year or less. It as 

well defined as a credit arrangement extended to a mortgage banker to finance an inventory of loans that 

are resold to investors. Because of the difficulty in raising adequate finance for expansion, Bates and 

Hally [32] revealed that small firms are often driven to access short-term and medium-term sources of 

financing at high costs in condition of overdraft, trade credit, credit cards, leases and bank loans. While 

small firms are found to be moving from depending on short-term towards long-term finance; they are 

still greatly relied upon short-term bank loans and overdrafts to finance their business activities and 

operation [24, 33]. 

A survey of debt pattern in developed countries as reported by OECD [34] scorecard indicator, found 

that small and entrepreneurial firms in the UK depend too greatly on overdrafts as a choice source of 

financing. Three-quarters of the debt of small British firms were either overdrafts or other sorts of short-

term loans, and overdrafts alone accounted for 58 percent of total debt compared with 35 per cent in 

Italy and just 14 per cent in Germany. Dimson [35] in his research on the sources of finance required by 

the smaller companies pointed out that small firms have a significantly higher proportion of current 

assets within total assets compared to large firms. His observation showed that small firms rely heavily 

on current liabilities, mainly trade credit. Trade credit was found to be the next major source of debt 

finance after overdrafts [24]. In defiance, business financing in Chile, France, Korea, Russia, Serbia, 

Slovenia and Switzerland has been advancing. While Turkey within a context of 2010-2011, due to the 

overall expansion of business lending at different rates, experienced continued growth in SME [34]. 

 

1.3 Long-Term Financing 

Long-term financing is a form of financing that is provided for a period of more than a year [26]. It is a 

financial obligation lasting over one year. It would include any financing or leasing obligations that are 

due to come in a greater than a 12-month period. Long-term financing services are provided to those 

business entities that face a shortage of capital. Long-term financing is generally for assets and projects 

and short-term financing is typically for continuing operation. It is distinct from short-term finance that 

is generally accustomed to offer cash that has to be paid back in twelve months. Likewise, the length 
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of time may be shorter than twelve months. Long-term financing includes a 30-year mortgage or a 10-

year treasury note, like when an organisation issues stock put up capital for a new investment. Equity is 

a one mean of long-term financing. 

Broadbent and Cullen [36] observed that sources of long-term financing include shares, debentures, 

public deposits, and retained earnings, term loans from banks and loans from financial institutions. 

Shares are authorised to the general public. The shareholders are the business owners. These may be of 

two types Equity and Preference. Debentures are also issued to the general public. The holders of 

debentures are the creditors of the company. Public deposits come about since the general public also 

like to deposit their savings with a popular and well-established company which can pay interest 

periodically and pay back the deposit when due. Retained earnings since have arisen the company may 

not distribute its profits' whole among its shareholders. It may retain a part of the profits and utilise it as 

capital. Term loans from banks are a consequence of many industrial development banks, cooperative 

banks and commercial banks granting medium-term loans for a period of three to five years. Finally, 

loans from financial institutions result from the many specialised financial institutions established by 

the central and state Governments which give long- term loans at a reasonable rate of interest. 

 

2. SME FINANCING SITUATION IN NIGERIA 

Financing of SME’s in Nigeria has been a prickly topic. Capital is essential to the success of a business 

enterprise as it forms the foundation of the business. Nwachukwu [37] submits that SMEs performance 

in Nigeria have not yielded the expected results and desired impact on the development growth and this 

may not be unconnected to the financing challenges. Claessens [38] affirms that one of the issues linked 

to accessing financing acknowledge to the questioning, whether financial services are available and in 

what quantity. The phenomenon of SME financing difficulty exists in many countries in the world, even 

in the developed countries with the relatively sound financial system, but this phenomenon in Nigeria is 

particularly prominent. 

The Table 1 below shows that SMEs in Nigeria, firms always relies on retained earnings. While 

according to Idowu [39] SMEs rely on overdraft to finance long- term investments, and these have to 

be fully collateralised. Ogbuabor, et al. [40] examined the historical trend in the development of SMEs 

in Nigeria and observed that various opportunities that can contribute to competitive advantages are 

now only reserved for Nigerian companies. The survey underscored the demand for access to funding 

for development of the capital base of SMEs, and indicated that the Act would offer a turning point 

in the recognition of all the policy trusts formulated for growing SMEs in Nigeria in the hereafter. 

Despite their performance dominant numbers and importance in job creation, SME has always faced 

difficulty in obtaining formal credit or equity from financial markets. 

According to ECA [41] even access to this overdraft and short-term loans are extremely restricted. In 

the study carried out in Nigeria by the [42], roughly 70 per cent of respondents utilising commercial 

banks overdraft facilities with lower interest rates were needed to pledge collateral in the cost of land 

(48 per cent), Building (31 per cent), fixed asset, such as machinery (35 per cent) and other assets (8 per 

cent). It is to be taken down that table above does not include long- term financing. For long-term 

financing of an entrepreneur, supplier credit is not an option, so firms tend to rely on own funds over 90 

per cent of the time. 

Empirical studies such as Wiklund and Shepherd [43]; Zou and Chen [44] identify that SMEs need 

financial capital to obtain physical resources in order to take advantage of business opportunities. Sanusi 

[45] showed that SMEs accessibility to formal financing in Nigeria is very limited. To build and sustain 

an SME, the entrepreneur requires to accessing varying forms of resources, like human capital; physical 

capital; and financial capital, each playing same significant, but different purposes during the life cycle 

of a new SME [46]. 

 

Table 1: Sources of Financing: International Comparison 

Percentage of short-term 

financing from :(%) 

Nigeria 

2008 

% 

Brazil 

2003 

% 

China 

2003 

% 

India 

2005 

% 

Indonesia 

2003 

% 

Kenya 

2007 

% 

S. Africa 

2003 

% 

Internal funds/ retained 

earnings 

70 44 13 47 38 73 66 
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Borrowed from   banks   and   

other 

financial Institutions 

1 30 27 32 16 7 17 

Purchases on credit from 

suppliers and advances from 

customers 

25 15 2 9 4 17 12 

Borrowed from family, 

friends and 

other informal sources 

4 5 8 9 20 3 1 

Issued new equity/debt - 4 12 2 2 - 1 

 

Source: Isern, et al. [47]. 

In this regard, the findings showed that the SMEs sector in Nigeria is still weak, starved of funds 

(Chukwuemeka, 2006; Fadahunsi, 1997; Kadiri, 2012; Mahmoud, 2005; Sule, 1986) and its level of 

funding (LOF) is one of the lowest in the world (CBN, 2006; MAN, 2011). Some authors have studied 

SMEs difficulties in accessing finance (demand side characteristics) while others have presented the 

main issues in bank lending practices (supply side characteristics). Understanding why SMEs face a 

financing gap, commonly defined as the difference between the volume of funds at their disposal and 

the volume of funds they require, implies distinguishing the various limitations which describe both 

sides. The supply side impediment is noticeable when the terms and conditions are not suitable for 

SMEs; the apt sources of finance are not accessible. The demand side constraints exist if entrepreneurs 

do not make use of existing financing opportunities, because of a shortage of good projects, lack of 

financing literacy, lack of persuasive business plans or lack of collateral presentation [48]. 

 

3. SOURCES OF FINANCING CHALLENGES 

The occurrence of SME financing snag is brought along for numerous reasons, for instance, corporate 

itself issues, banks points of restriction, and credit establishments. This work centres its financing 

sources specifically financing strategy to break down financing challenges of SME. Because of the 

Nigeria financial institutions’ framework, to prepare for monetary hazards, commercial banks changed 

their lending improvement procedure to favour large businesses. These developments created SMEs 

found with a smaller size in number or organisation to experience issues in getting funding facilities. 

Furthermore, it’s nevertheless a huge challenge for SME getting bank advances regarding bank credits 

structural, viability and maintainable quality. On the supply side collateral guarantee is the main 

standards for loan approval, additionally, bank credit keeps on inclines towards substantial venture or 

SME firm that run well, also, long-time credits are amazingly low. This lopsided structure has 

obstructed the maintainability of SMEs with most likely, subsequently; prompt inept loaning, paucity of 

credit overseeing and assessment of SMEs framework. Small and medium-sized credit establishments 

are not many, as far as the current state of affairs of financial establishments in relation to SMEs, and 

face numerous issues and challenges in its further advancement, hence are unable to content the SMEs. 

The weak credit financing and non-subjective or mortgage asset resources, considered by banks makes 

it more significantly challenging in raising financing provision. Likewise, the no third-party 

undertakings with ample credit rating assessment to provide guarantees, making it reliable for funds 

obtainable from banks. The distance between the entrepreneur and the bank also determines the 

transaction costs. Geographic proximity between a bank and borrower facilitate frequent face-to-face 

communication and, subsequently, increases a strong bank relationship. SMEs located in rural areas of 

Nigeria, lag behind their urban areas, due to the high risk associated SMEs, there is a persistent lack of 

bank loans for rural entrepreneurs. Hence, financing institutions still have incredible breaking points for 

SMEs in fund raising. To circumvent these problems, the missing middle brings innovation in financing 

provision sources for SMEs in terms of crowdsourcing for funds. 
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4. CONCLUSION 

The important drive of sustained Nigeria's developing economy is SMEs. In financing sources, SMEs 

can adopt the various method. It is imperative for an SME firm to be innovative in choosing right and 

suitable financing sources to combat the organisational financial challenges. This work majorly analyses 

the financial innovation and the movements of fiscal challenges from its sources, determine that fewer 

bank loans issue, geographical issues, and that absence of uniformity in public funds has hampered the 

profitable funding of SMEs. Likewise, the study looked at various means of financing SMEs and 

observed that there is still low of external financing provision for an SME firm in Nigeria. 

The survey proposed that one of the innovative ways for SME firms becoming increasingly significant 

and invaluable in advancing economic growth in Nigeria is to improve financing provision via 

refinement of the financing sources. Nevertheless, in that respect is the need for government to provide 

a conducive environment that will enhance different financing sources. This review is one of a few 

studies that approached this matter. This study will add to the existing literature in the academic field of 

entrepreneurial finance and at the same time offers a springboard that will provide an impulsion for 

empirical inquiry in this area. It will help the policy maker in making SMEs becoming increasingly 

significant and unique in advancing economic development in Nigeria. 
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NEW BUSINESS MODELS. RESEARCH RESULTS AND 

EXEMPLARY CASE STUDY 

Nihar Ranjan Swain 

A term ‘business model’ appeared in the scientific article in 1957 for the first time but a broader 

discussion about business models started in the last decade of the previous century. A parallel debate 

about the meaning of sustainability for the transformation processes in society and their economies has 

started since the beginning of nineties. At present, different ideas and concepts about new business 

models emerge from this debate and practices observed on a market. So far, this movement is young 

and therefore there are not many scientific studies on the subject. This paper contributes to this gap in 

knowledge. The aim of this paper is to present the results of own studies carried out in international 

cooperation. Qualitative research on new business models was conducted in 12 selected European 

countries (Austria, Belgium, Croatia, France, Germany, Ireland, Lithuania, The Netherlands, Poland, 

Portugal, Switzerland and Turkey). In Poland, a dozen companies was classified as developing new 

business models based on the criteria identified in the preliminary study done in the Netherlands. The 

concept of creating shared value and contributing to sustainable development are the central categories 

for the idea of new business models. The paper presents a description of the research and methodology 

as well as an exemplary case study with critics and conclusions. 

Keywords: business model, sustainability, sustainable development, qualitative research, case study. 

 

1. INTRODUCTION. BUSINESS MODELS 

An exemplary dictionary definition of the word ‘model’ presents its meaning as: “a standard or example 

for imitation or comparison” and/or “a representation, generally in miniature, to show the construction 

or appearance of something”2. In other words this is something that can show, simulate or explain real 

things and/or processes in simplified way. It usually reduces the complexity of the real world to few 

variables only to better understand what is happening in reality3. 

Jabłoński, like many other authors, claims the term ‘business model’ first time appeared in the 

R.Bellman and C.Clark article from 19574. After almost sixty years it is still difficult to recognize 

generally accepted definition of the term ‘business model'5. 

When we use this term in the phrase ‘business model’ we usually understand that it reflects the DNA of 

particular company (or companies with the same repetitive characteristics). According to Osterwalder 

and Pigneur „Business model describes the rationale behind the way in which the organization creates 

value and ensures and gains profits from the generated value”6. The business model can be defined and 

described in advanced: before we start an economic activity (desired situation) or can be mapped from 

the existing business activity of particular company (in a situation when business was started more 

intuitively rather than with analytical effort before). There can be also differences between a planned 

shape of a business (model) and a real shape of company’s activity (reality). In other words the ‘real’ 

model can differ from the planned one. 

The business model can reflect the static description of business and/or its dynamics. In this first 

approach we can discuss for example the configuration of resources, sales, profits and capital7. There 

are different propositions for the elements that the business model should consist of: for example 

Johnson, Christensen and Kagermann presented only three part model with the following elements: 

customer value proposition, profit formula and key resources and processes8. Osterwalder and Pigneur’s 

pattern for business model preparation even consists of nine elements: key partners, key activities, key 

resources, value proposition, relations with customers, channels, market segmentation, cost structure 

and revenue streams9. Morris, Schindehutte and Allen presented useful collection of different 

perspectives on business model components10. 

Elements of such or any similar structure can sometimes describe processes and this way can be 

perceived as bridge between static and dynamic approach. The dynamic approach can, for example, 

help us to describe the way the value creation evolves following the changes in customers’ needs and 

preferences11. The cognitive value of business model is stressed in literature very often (business model 

can help to ”understand how to earn money”)12 because a business model reflects the organisational 

core logic of the value creation and delivery processes13. The reader will find another example in 

16 
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Osterwalder’s work where a business model is described “as the translation of a company's 

strategy into a blueprint of the company's logic of earning money”14. 

Jonker stresses that “A business model gives insight into the value that an organisation or cooperation 

can offer to different parties”15. Network partners are therefore the key elements to draw our attention 

to the fact that organisations practically always work in a chain. “Collaborating on value creation is, 

by definition, a collective task of value chains and/or networks”16. This means that developing a business 

model is not just about organisation itself but about the entire value network. 

 

2. NEW BUSINESS MODELS 

The term ‘new business model’ used in this paper refers mainly to business models that contribute to 

sustainable development of the society. Sustainable development started its political carrier from the 

Brundtland report17 and was acknowledge as appropriate leading concept to coordinate economies 

around the world thanks to the so-called Earth Summits organised by United Nation (first in 1992 in 

Rio de Janeiro). Current debate in this area suggests, as in ISO26000 guidelines18 that all action 

undertaken under the social responsibility agenda somehow contribute to sustainability of the whole 

society. To make it happen the organization should organize its social responsibility management 

system according to suggestions included in this standard. The question is whether it is enough to say 

that this creates a new model of business or rather that it just adds new element to the traditional business 

model? Looking much broader one can argue that nowadays we perceived businesses as entities that, in 

order to survive, need to establish and realise a set of goals (economic, social and environmental) rather 

than only one type of goals (economic one) typical for the past understanding of the business 

organisation19. 

In this light every business (in fact: every organisation) stands on three legs: economic, social and 

environmental. But this picture should reflect also that these three dimensions of sustainability can have 

their micro and macro meaning. Every organisation should contribute to creating values for the whole 

society with the focus on particular stakeholders but at the same time should stand for its own 

sustainability. That makes the whole picture even more complicated20. 

Current concepts that contribute to a current debate about new business models include: 

sustainability as a central category for operational activities and different new approaches to value 

creation process (multiple values creation, shared value creation, collective value creation)21. Multiple, 

shared and collective value creation are the three interlaced concepts and one can argue that they more 

acknowledge their creators rather than give quite different perspective of discussed issues. However the 

underlying logic behind these concepts differs even if they lead to the same or similar conclusions. 

Multiple value creation is based on a triple-bottom-line concept and interferes with sustainability 

claiming that the organisation creates more than one type of value: environmental, social and 

economic22. Creating shared value is based on a concept that initial creator of value is not the only one 

that benefits from this process of value creation23. On the other hand the concept of collective value 

creation emphasises the collaboration of different parties in value creation process. In this light 

“sustainability can be interpreted as a general (overarching) value, one in which these common values 

are embedded”24. 

The concept of sustainability offers a step towards the new paradigm of thinking about business models 

and the whole economy. There is a promise of something new behind terms that are repeated all around: 

green economy, blue economy, innovative value proposition, sharing economy, circular economy and 

more inclusive form of capitalism (just mentioning only those). Signs of these changes can be observed 

around and could be perceived as first steps in a transition to the new reality. Materials are closed in 

loops, garbage becomes a commodity and waste streams instead of being dumped generate profits. 

Social and/or ecological problems are addressed with the participation of business organizations. Many 

services, eg. health care or education, are carried out with the help of multilateral exchange/barter 

systems or platforms, or using alternative currencies. Better social capital reduces the need for other 

types of capital (eg. human and financial capitals). These are just examples of common actions and 

collective value creation, which can be found in reality. Examples of such innovative projects are 

becoming more numerous. However, these initiatives are still young and demanding research. We do 

not know their actual significance for the future of societies and their economic processes. Empirical 

research, however, can bring us to better understanding of their nature and the way they implement 

sustainability and achieve multiple value creation. 
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The research presented below intend to stimulate and contribute to the debate about new business 

models taking into account the European perspective and gain better initial understanding about their 

nature25. 

3. QUALITATIVE RESEARCH ON NEW BUSINESS MODELS 

3.1. Description of research and methodology 

A qualitative research project on new business models in Europe started in 2013 and was initiated in 

2011 by Jan Jonker, professor of corporate sustainability at the Nijmegen School of Management 

(NSM), Radboud University Nijmegen (Holland). The main aim of the whole project was to explore 

emerging new business models to discover their nature, structures and processes, typical elements and 

practices. 

The initial research in the Netherlands gave the insight in some basic patterns and characteristics of new 

business models (developed further below). The presented research intended to verify these outcomes 

and give the European dimension to the study that initially was limited only to one country. The research 

was based on conducting a series of interviews in each of the co-operating countries by scientists 

involved in the project. The partnership covered institutions from the following 12 countries: Austria, 

Belgium, Croatia, France, Germany, Ireland, Lithuania, The Netherlands, Poland, Portugal, Switzerland 

and Turkey26. Since 2013 results of the European research have been analysed and discussed during 

scientific conferences and seminars and are a subject of different – mainly country-based – papers. 

The research is of a qualitative type and is based upon Grounded Theory. The semi- structured 

interviews were used to gather qualitative data. As Konecki noted qualitative approach and therefore 

qualitative methods seem "very well suited to the study of processes": "With qualitative methods […] 

you can capture causal and intervening conditions of specified process of change, for example, in 

organizations and direction of a development of the process"27. The choice of method was determined 

by the objective of the study. The aim was to understand the processes of creation and development of 

new business models. The case study was chosen as a method and actually research strategy. This 

admittedly limit the scope for generalization of results - which does not mean that it is impossible to 

relate them to the theory and formulate on that basis theoretical conclusions28. It is particularly suitable 

for the formulation of so-called middle-range theory because the main aim of the Grounded Theory is 

to generate or discover such a theory. 

An analysis of qualitative data gathered in the research is based on coding used in Grounded Theory. 

Coding can help to structure and discover meanings behind the data (sentences and group of sentences 

expressed during semi-structured interviews and drawings of respondents’ business models). 

Unfortunately international comparability is limited in this case. 

The scenario of the interview consists of four elements: introduction, part 1 (nine open questions on 

characteristics of new business models together with respondent’s drawing of his/her business model), 

part II (five open questions on results of the new business model together with the checklist of the seven 

characteristics of new business models) and the closing of the interview. The open questions asked 

among other issues about: the nature of a business model developed by an interviewee’s organisations 

, what is new about it, where sustainability is positioned in the model and what are the drivers for 

developing the model. There were questions about categorisation of the model, its maturity, values 

generated and the role of collaboration29. 

3.2. Initial results 

The initial research performed by Jonker identified seven characteristics of new business model 

presented below30. Then the final research covered the intensity with which these characteristics occur 

in respondents’ models. The below checklist was used to obtain relevant findings and the respondents 

were asked to use seven point scale to indicate the strength of every characteristic: 

1. The model works on shared value creation, 

2. Cooperative collaboration is a central principle, 

3. Money is not the only transaction medium, 

4. The model is focused on fulfilling needs, 

5. The model is based on access and use (not property), 

6. The model is founded on a long-term commitment (trust), 

7. The model allows alternative currencies. 

During the initial research the following three main patterns of new business model were discovered31: 

1. swaping/sharing (sharing social capital, time, ideas, equipment, property, data and transport, 
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knowledge and networks, organising collective financing or collective purchases), 

2. trading/exchanging (transactions with alternative currencies or based on multilateral barter or 

even realising transactions without means of payment), 

3. creating (of multiple values for many stakeholders). 

There were also more categories mentioned by respondents in some cases such as “so- called ‘freemium’ 

models, collective purchase models, matching models, models based on copying nature (Biomimicry), 

circle and life cycle thinking, boosters, thinking in shifts, and collaborators”32. 

3.3. Final research 

In March and April 2013 the potential respondents were identified on the basis of a snowball effect 

by asking entrepreneurs about other examples. The first interviews started in May 2013. Then the 

gathered data (texts of interviews and drawings) were processed. In Poland 12 interviews (out of larger 

amount of identified cases) were analysed but the whole international consortium managed to study 

together 231 cases from Europe. The Polish cases are presented in the table 1. 

Table 1. Cases prepared in Poland 

 

B2B ISSA, Spóła Działa, Competita, Kreatywni, KŁOS 

B2NGO, 

B2PublicAdm 

Stowarzyszenie Obywatele Obywatelom/Kooperatywa, 

ISSA, KŁOS 

B2C ISSA, Slogan, Spóła Działa, Stowarzyszenie Obywatele 

Obywatelom/Kooperatywa, Notjustshop, Kreatywni, W 

te pędy, Gniazdko, Pracownia Panato, KŁOS 

C2C Kooperatywa spożywcza 

C2B Notjustshop 

Source: own elaboration. 

 

 

4. EXEMPLARY CASE STUDY: STOWARZYSZENIE OBYWATELE 

OBYWATELOM/KOOPERATYWA 

The Vice-CEO of the Stowarzyszenie Obywatele Obywatelom association was the interviewee in this 

case. He was the CEO of Kooperatywa at the same time (Kooperatywa is a brand that belongs to the 

association). The interview was held on 02 June 2013 and all information below comes from the 

interview and were up-to-date in a moment of the interview. 

Stowarzyszenie Obywatele Obywatelom (Citizens for Citizens Association) has three pillars of its 

activity: 

1. typical charity activities of an association (social activism), 

2. publishing of the magazine “Nowy obywatel”, and 

3. economic activity (performed by Kooperatywa). 

The associations in Poland can lead economic activity and can offer paid services for public benefit but 

100% of the profit should be used for statutory aims of an organisation. The main income of the 

organisation comes from this second activity. The economic activity consists of: printing services, 

typesetting, graphic design, Internet (websites, electronic publications, etc.) and the main market are 

NGOs and public administration. Initially it was assumed that they would be doing mostly graphic 

design, but customers wanted otherwise. They currently work on the preparation of publications 

(provide support throughout the whole process of publishing). Economic activity of association can be 

only its additional type of activity (according to legal regulations). It means that economic activity is 

carried out in the scope and scale necessary to achieve the social goals of the organization. 

In their business model, social and environmental issues are tightly integrated with each other - it's hard 

to separate them. This form of organization (three pillars) was a conscious choice - especially that the 

organization dedicates its activities to non- governmental organizations (this market is not appreciated 

by the traditional businesses eg. graphic studios). 

Their business has social dimension and it also applies to their economic activity. Organization does not 

only serve products to its customers but also help them by learning/consulting (what is the added value). 

In addition, they are a social organization and some customers can work as volunteers in their 
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association. They have a democratic management processes which means shared responsibility. All 

employees of the association are its members. The whole profit that is generated by economic activity 

is spent on the statutory purposes of the association (it assures the independence what is very important 

when one take into consideration that the magazine is about serious social and political issues). Three 

essential elements are: profit, democracy and market. 

The way the organization is managed is also important. “We work on tasks and we have this way flexible 

working hours – it makes possible to adjust to the problems of workers (when due to personal reasons 

staff can do the job at a different time than expected)”33. 

Environmental dimensions of the business is to follow segregation of wastes in the office. They have 

introduced even waste segregation in the nearest neighbourhood – the segregation was not carried so far 

in the courtyard house. The office uses Fairtrade tea and coffee. They recommend customers treeless 

technologies and recycled paper, environment-friendly printing technologies, etc. But according to the 

respondent they specialize in social issues. 

As mentioned before the association runs economic activity but the respondent prefers the term: ‘social 

enterprise’ rather than ‘firm’ or ‘company’. The strategic goal for the organization is to spread ideas. 

The type of their business model could be also called – using respondent’s words – social company or 

multisided platform34 – it means the multi- level model (the same resources are engaged to produce 

different values for different groups). 

This way the organization represents the create model which is in the eyes of respondent an equivalent 

of multisided platform – “we sell services and we use money that comes from selling to produce the 

ideological/social magazine which brings values for people who do not pay for it or bear only a low 

cost. The customers buy services from the organization (supporting it this way) to be sure that they will 

continue receiving the social/ideological values.” 

"We treat money as a tool to alter/construct the world rather than treating the world as an opportunity 

to make money." The organization as a whole creates the following values: social justice, egalitarianism, 

democracy (all people are equal in the organization), responsibility, commitment, culture of sharing 

(even when they offer their services they add consulting/advice, they are committed to the open source 

movement, …), environmental issues (protection of the wildlife, supporting other organizations 

working for the protection of nature, ... ). 

The intensity of seven characteristics mentioned above are presented on the graph 1. 

In this case only alternative currencies were not a part of described model. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Graph 1. The intensity of new business model characteristics - the case of Stowarzyszenie Obywatele 

Obywatelom/Kooperatywa. 

Source: own elaboration. Legend of the scale: 1 = strongly not the case / 7 = strongly the case) 

Comments to the terminology used by the respondent 

While describing its organization the interlocutor surprisingly referred to the definition of a multisided 

platform presented in the work of Osterwalder and Pigneur. They wrote: "Some organizations serve two 
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or even more separate segments of the market"35. "Multisided platforms link two separate but 

interrelated group of customers. […] Such platforms are of value for one group of customers only under 

the condition that it is possible to make contact with the second group" and creates "conditions for 

interaction of representatives of different groups" and are used to generate value building on economy 

of network eg. credit card holders and shops36. 

Though the respondent claimed that the organization works as an multisided platform („the same 

resources are used to create values to different groups of stakeholders”) it seems that these groups of 

stakeholders are not linked by this platform and the organization does not build on the network effect 

(on the economy of network). These are rather separate markets though the respondent said that the 

readers of the magazine are at the same time the main customers and the sellers of the Kooperatywa’s 

products and services. In the author opinion the business model of the organization is somewhere 

between simple diversification and multisided platform or even transgresses these models. Only a part 

of Kooperatywa’s graphic services can serve as a linkage between readers of the magazine “Nowy 

obywatel” and those organisations that want to deliver the advertising content to the readers (but only 

in the case when Kooperatywa would be asked to prepare readers’ adverts and their graphic designs). 

The success of this model does not seem to depend only on the linkage between those two groups even 

if this is perceived by the organization as the main idea behind this kind of activity – in other words one 

can imagine that both sides of this business (the magazine and Kooperatywa) are separate and successful 

businesses at the same time (what is difficult to imagine for example in case of multisided markets of 

credit cards platform). So it can be named multisided platform for their diversified activities rather than 

because of the multisided markets. 

 

5. CONCLUSIONS 

Nowadays we can observe a great movement inspired by the concept of sustainability. The public and 

individual sensitiveness leads, also in business activity, to new ideas and actions. New business models 

can be identified and described. Still we cannot say what is the importance of particular trends and 

phenomenons. Thanks to the presented research we can make an initial categorisation of new business 

models. These new categories (sharing, exchanging and creating) can be illustrated by numerous of 

cases around the globe. Still among the major outcomes and problems discovered during the research 

we can mention: 

• difficulties with finding examples among mainstream companies (many of cases are of ‘alternative’ 

type: rebel youth, NGOs activists, …); 

• there are many new social cooperatives and social enterprises – but the pattern is almost the same: 

economic activity is a mean to solve particular social problem (eg. to help disabled people on a 

labour market); 

• relatively low amount of cases of C2B and C2C type identified and described at this stage. 

There are also some critical conclusions related to methodology used. The tools were prepared in some 

points on a relatively high level of abstraction (eg. categories and characteristics derived from the initial 

research). That is why sometimes respondents have difficulties with terminology used in the research – 

many of them specially from social cooperatives are not highly educated persons in terms of economic 

and managerial education. Another critical remark is that at least in Polish case respondents when 

classifying the business model (seven characteristics) gave usually high marks: they assessed this way 

the possibility rather than current situation of their companies. 

Most respondents declare their businesses follow the create model. The terms like community, 

collaboration, trust, connection and mutual were on the mouths of almost all interviewees and ‘creation 

of value’ always meant for them something more than just economic value. Ownership could be 

replaced by access to goods or services. Sometimes even traditional money are no longer necessary 

thanks to multilateral barter platforms/systems or alternative currencies. Sustainability is becoming a 

central element of these new business models. This is certainly the beginning of a transition to a new 

future and there is a strong necessity to research this area and learn more about current trends in new 

forms of business activities. 
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Evolution of Business Models: Past and Present Trends 

Rajaram Rout 

ABSTRACT 

The article deals with the formation and development of the concept of business models. Is 

discussed the formation of the definitions, history of the tools business modeling development. 

Directions of using business models based on the needs of management at different stages of 

development of the company are shown. The evolution of business models is revealed. The results 

of research, conducted by the authors, are directed to identifying new trends in creation the business 

models of modern Russian and foreign companies, is presented. The attempt to predict future trends 

in this direction is made. 

© 2015 The Authors. Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND 

license (http://creativecommons.org/licenses/by-nc-nd/4.0/). 
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Keywords: Business model; modeling business; startups; modern trends in the development of 

business models. 

1. Introduction 

In modern conditions, when there are permanent appearance of new technologies, changing consumer 

preferences, the formation of new social trends, the main key factors of success in the competition 

becomes the correct definition of current business model for the company. 

Successful innovative products are no longer a guarantee of success in the market. Integrated innovation 

that moves to the level of permanent monitoring of the adequacy of the business model changing 

circumstances and design of its improved version is a determining factor in the success of regional and 

international competition. This authors position is supported by the views of the other researchers, since 

according to PhD Strekalova "The fate of the company's business depends on the proper selection and 

implementation of business models" (Strekalova, 2009). 

 

The history of the business modeling 

 

Designing a business model as a tool for strategic and innovative management appeared relatively 

recently. The first steps in the direction of business modeling have been made in the 70 years of the 

twentieth.   According to the needs of top-management large-scale projects methodology of structural 

analysis and design systems SADT had appeared (Structured Analysis and Design Technique). It was 

developed by the American Douglas Ross in 1973. One of the subsets of the SADT, methodology for 

functional simulation IDEF0, an extraordinarily wide application had obtained. (Integration Definition 

For Function Modeling). This direction has been developed on the basis of a separate direction 

programmotehniki CASE-technologies (Computer-Aided Software/System Engineering) in the 80 

years. After that programs designed to address organizational issues management or business modeling, 

was detached into separate class, which in the western market was named «BMS» (Business Modeling 

Software). Among these software products possible to allocate Edrawsoft, AccuProcess Modeler,Gliffy, 

ConceptDraw и дpyгиe. BP Win is one of the most popular products among business modeling and 

simulation of business processes. 
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In the 2000s, business modeling, supported by appropriate software, gradually has evolved to a separate 

management methodology - Business Engineering. The basic content of which is to analyze and 

improve the company's activities through the wide application of its business model, created using a 

process approach. At this stage, comes the understanding that business modeling is a tool that allows 

you to determine the correct direction of change, to form the concept of change and facilitate their 

implementation. 

 

1.1. Concept of business model 

 

Analysis of the literature shows that the authors often understand the business model in different ways, 

and their studies are carried out in several directions. Within the first direction researchers use a business 

model as an abstract concept to a very general way to describe a way to create, sale and delivery of value 

to customers (Chesbro, 2008; Markides, 2010; Ostervalder & Penye, 2013). 

The second trend is characterized by the primarily emphasis on the concept of business (Slivotsky, 

2006). This approach allows researchers to overcome the complexity of the object under study and 

reduce it to a level acceptable to the perception and understanding. All this helps to selection and study 

of the basic elements of the business model, as well as the relationships between them, which generally 

characterize the company's business. For example, in Kristensen (2009); A.Slivotsky (2006), along with 

the definitions of business model elements that must be present in it are specified. The quantity and 

composition of selectable items different authors vary and their number ranges from 4 to 9. In general, 

they may be presented as a list of basic elements of a business model. 

The third line of research examines specific situations and analyzes the business models of real 

companies. The authors use a business model to describe and analyze business successful companies 

such as Xerox, Zipcar, Lego, Dell, Innosentive, Toyota, Wal-Mart and others. It should be noted that 

the descriptions of business models in the literature by various authors often differ in the terminology 

used in conceptualizing and how they formalize these business models real companies. 
Analysis was performed based on the definitions of business models, presented in Table 1. 
1.2. Using the business model 

 

Business models have been widely used in the era of technological entrepreneurship and venture capital 

investment. 

Since this tool provides the opportunity for a short period of time to compare several projects and 

startups. 

Assessing the short and capacious view of the company as a business model, managers become widely 

use business modeling for strategic and operational management. This tool has become a tool for 

reflection and study business. At the moment, the business model is used in a broad range of tasks, 

among which are: 
 Understanding of the business logic; 
 The design of forms of adaptation to external changes; 

 The basis for strategic planning and business modeling, conducting strategic experiments; 

 The development of new conceptual solutions in the product line and the form of business 

organization; 

 The creation of a single communication space with respect to the logic of business organization and 

management; 

 The training of professional managers in the style of highly successful adaptive companies. 

 

1.3. Classification of business models 

 

Let us consider options for the classification of business models. G. Chesboro (2008) offers six types of 

business models from the basic models that provide small advantage to the very complex, allowing 

achieving a significant advantage over other market participants, Table. 2. 

This classification is based on the types of selected elements of business models, such as marketing 

aspects, production, organizational structure, and others. 
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The classification proposed by A. Osterwalder and I.Pene is the allocation modern business models 

that were created by companies that win in the competition. The authors identify five types of business 

models : 
 Separation of business models. 
 "Long tail." 

 Multilateral platforms. 

 Free as a business model. 

 Open business models. 

In further studies the transformation of modern business models will be carried out on the basis of this 

classification. 

1.4. The evolution of business models and modern trends 

 

The history of the development of business models has just over 100 years. According A.Ostervalderu 

first transformation of the classical business model shop began in 20-30s years. Classical model 

includes placing the store at the location of potential buyers and demonstration for them goods or 

services for sale. Business model, which is called "bait-hook" (also known as "razor-blade" or "related 

products") began to be used at the beginning of the 20th century. This business model is to sell the 

basic product at a very low price, sometimes below cost ("bait"), then the main profit is earned on the 

sale of spare parts, consumables or other associated with the use of "bait" of goods or services ("hook" 

). For example, razors and blades, mobile phones and communication services, printers and cartridges, 

cameras and photography. In the 1950s, new business models based on organizational, managerial and 

marketing innovations developed by McDonald's and Toyota. In the 1960s, the innovators were Wal-

Mart. 1970 brought new business models from FedEx and Toys R Us; 1980 Blockbuster, Home Depot, 

Intel and Dell; 1990s from Southwest Airlines, Netflix, eBay, Amazon.com and Starbucks. 

Modern companies use the transformation of business models to reduce costs and improve business 

efficiency, including through outsourcing, new forms and quality of service, new forms of organization 

of work. Among such companies can be identified manufacturers of clothing, food, cosmetics. However, 

the vast majority of critical innovations in business models seen in IT companies. And one of the leading 

trends can be called the change and transformation of business models based on the capabilities of IT 

convergence technologies (off line IT) and virtual space (on line). 

The authors conducted a study to identify new solutions to companies in five kinds of business models 

Osterwalder and identification of innovative business models, modern successful companies. 

Let us consider company and the decisions they have made based on transformation of their existing 

business models.. 

a. Separation 

This business model assumes division the business model in order to create a well-functioning individual 

units or individual companies. Here you can allocate the company Zara, which is divided into separate 

business areas clothes and household goods. The company Compass Health, which produces functional 

food only from natural ingredients, forms a plant for the production of natural cosmetics. Novosibirsk 

city site (NGS) began to deepen thematic division on the site in a separate section tourism, business, 

real estate, labor and others. RelateIQ startup company that has developed a tool for sales management 

aimed at "smart relations" with the client. 

b. «Long tail» 

According to the business model long-tail the company is focused on attracting a large number of buyers 

niche products. On the basis of this principle, were developed specialized platforms, such as a forum of 

young mothers Sibmama, which was transformed into a platform for buying - selling children's clothes, 

and then to implement a wide range of consumer goods. And similar business models use such platforms 

as Pulscen.ru, Price.ru and Avito.ru, which are engaged in the realization industrial and household 

goods. Similar companies in the auto market is Drom.ru. 

Lilu.com - Publishing, which is implementing printing of books to order. Zipcar company based on our 

platform provide a complete cycle of services for travel planning and for renting a car. 
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c. Multilateral platforms 

The essence of the multilateral platforms is that they are of interest to customers, the company's revenue 

only, when this resource uses a wide range of potential customers of these companiesй. Internet resource 

Surveymonkey.ru allows all, involved in sociological surveys and investigation public opinion, to 

create their profiles and conduct surveys among the general population of the Internet. Company 

2do2go and Afisha.ru for everyone provides a selection of interesting events and activities in the city on 

the basis of defined filters. Company Kursera - a project in the field of mass education online, allowing 

all Internet users to develop different courses and disciplines based on leading professors in the world. 

Eventbright - service ticket sales organization and marketing activities. All of these companies are united 

by the fact that they do not get the revenue from those customers who use their merchandise. 

d. FREE 

In these business models, at least one significant consumer segment    for a long time can obtain the 

benefit of the free sentences. 2GIS can be attributed to such companies, which has been actively 

developed as an advertising platform when the majority of the population actively use this service. It 

is worth noting that the company is actively working to expand the revenue stream. At the initial stage 

the company must pay for an additional advertising and the release of information about the company 

in the top 10, but now they offer a wide range of additional services, including an increase in traffic on 

the company's website and increase the conversions. The company Alawar, Blizzard Entertainment et 

al. are use the business models in specific game areas, based on the following decision: the game is free, 

but to get more resources and capabilities of the user pays own. 

These business models are used startups that "blew up" the market of individual passenger services 

"Uber" and "Taxi Driver". 

e. Open platforms 

In an open business models, creation and preservation of value to the customer is due to the cooperation 

with external partners. These business models are used only by large corporations to obtain spasmodic 

changes for the results of their own innovation performance. On the basis of this decision formed 

freelance platforms such as freelance.ru, allfreelancers.su, freelancerbay.com, golance.ru, nooffi.com. 

And the kind of services offered on these platforms extended. Web design and copywriting 

supplemented by florists, auto mechanics, stylists, marketers, seamstresses, beauticians, hairdressers 

and others. Work platforms Hackaton is based on the model of open innovation. Such platforms exist in 

the form of commercial projects, and in the form of social. Hackathon is a developer forum, during 

which experts from different areas of software development (programmers, designers, managers) are 

working together to solve a problem. Examples of such platforms are ru.droidcon.com, 

techcrunch.com, hackathon.spb.ru. 

In the course of the study it was revealed a new direction, which is the simultaneous development of 

open platforms and models of the long tail. Internet resource moguza.ru service is the buying and selling 

of digital services. A large number of workers placed an offer on this platform, and the platform 

organizes interaction of performers and customers with a guarantee of quality of the provided service. 

Business model of modern payment platform, such as PayPal, Qiwi purse, is built on a similar basis. 

Key findings are summarized in Table 4. 

Based on these results, we can conclude that the IT sector remains one of the most favorable for the 

emergence of a wide range of innovative solutions that companies are laying the foundation for new 

successful business models. What is the evidence of dominance technology fifth order. Russian Internet 

community is developing at the level of foreign colleagues and in the near future we can expect new 

and interesting IT solutions in corporate business, and at startup companies. 

Also it should be noted that the formation of a large potential in medium and large companies to optimize 

business processes based on new IT solutions which will allow to create new business models with 

fundamentally different service and monetization processes. 
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1.5. Forecast of development of business models for the future 

The formation of the companies of the future impact the set of factors: technological development, 

depletion of natural resources, social trends, environmental safety, and others. In the current situation 

formed technological trends, mainly in IT that will have a major impact on changes in the business 

models of the company in the short and medium term. 

On the basis of the emerging powerful potential in the field of IT technologies and new management 

tools became possible develop networks of business models, when the company will create service 

division for several companies 

- partners. For such companies, a number of business functions may be available for sharing. 

With the use of multilateral platforms and open innovation model can be created based on network 

interactions dynamic teams, which are combined to implement a single idea can be transformed into a 

startup company to develop on its basis a new business line. Moreover, in this direction is possible to 

change the roles of customers and performers, at certain stages when the customer takes over the 

individual works, and artist creates for him a job. 

Conclusions 

 

Having considered the new trends in the development of certain types of business models and emerging 

companies should be noted that new technological solutions have a significant impact on the 

transformation of the institutional architecture of the companies and their business model. In the future, 

is expected to increase diversity in the economic space based on the new business model of the company 

and the creation of new companies based on innovative business models. 
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Human Resource Management Strategy as a Small 

Business Competitive Advantage Tool 

Pritidhara Hota 

Abstract. The goal of a company's HR management (HRM) strategy is to define its medium-term 

objectives in HRM and development as well as to specify the main management tools needed for their 

achievement. The HRM goals set by this strategy should be linked to the company's strategic business 

goals and respond in advance to its medium term HRM requirements dictated by both internal and external 

factors. Corresponding HRM measures and/or policies should be effective in terms of achieving HRM 

objectives, as well as efficient in terms of their costs and benefits relations. The purpose of this paper 

based on a qualitative analysis of interviews with small business owners focused on the importance of 

their HRM strategy for the competitive advantage of their emerging companies, as well as on relevant 

secondary sources, is to outline a particular methodology and the main characteristics of successful 

HRM strategies. The main attention is drawn to the linkage of the HRM strategy to the overall companies´ 

business strategies as well as their appropriate contents and structure. 

Keywords: business strategy; HR management strategy; HR strategy goals and tools; HRM SWOT 

analysis 

 

1 Introduction 

A properly conceived HRM strategy allows a timely response to the future HRM needs of companies 

[1,2]. Such a response, leaning usually on a companies’ HRM SWOT analysis [3,4], can support the 

strengths of their human resources as well as the strengths of their HRM policy measures, eliminate their 

weaknesses, face in advance the potential external HRM threats and respond to new HRM external 

opportunities [5]. 

The task of the HRM strategy is therefore to clearly define a company's medium-term HRM goals 

focusing, among other things, on HR development, and to set appropriate tools and measures to achieve 

them, primarily those whose impact will take some time. The HRM strategy is especially important 

when HRM can become an important tool for creating the company´s competitive advantage [6]. This 

quite often concerns small businesses. 

An important part of the HRM strategy includes a plan of costs and benefits associated with alternative HRM 

measures [3,7]. A common practical weakness of HR strategies, on the other hand, is their detachment 

from the overall business strategy and their rather formal and/or vague nature as well their missing or 

insufficiently specific measures to achieve their HR goals [2]. In these cases, the HR strategy lacks its 

efficiency and effectiveness [1,8]. 

The aim of the paper is to point out the importance and requirements of an effective and efficient HRM 

strategy and to establish an overall as well as sufficiently detailed methodology on which creating the 

effective and efficient HRM strategy is based. The main focus is related to the HRM strategy of 

emerging and small businesses as a tool of their competitive advantage. 

2 Methodology 

Methodologically, the paper is based on a qualitatively oriented, multiple-case study. Its two mutually 

interrelated research questions were “What type of HRM strategies characterize successful emerging 

and/or small-businesses and which HR strategic management skills do small-business owners need to 

succeed/survive in their business?” 

Answering these questions was based on the experience and common views of entrepreneurs who 

successfully survived five years in business. The sample comprised 16 small business owners residing 

in Central Bohemia and operating small retail shops, personal services and professional service shops 

and outlets who sustained their business beyond 5 years, employed 10 to 50 employees and mana 

managed a growing and viable/profitable business entity.  
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Data gathering was based on face-to-face semi-structured interviews providing data for answering the 

above research questions. Data saturation occurred when no new or relevant themes or supporting 

information emerged during the data collection process (in relation to the methodology suggested by 

[9,10]). 

The main questions presented in these interviews were to find out whether or not the emerging 

businesses had an HRM strategy, what were the main goals and measures of their HRM strategy, what 

methods were used in conceiving their HRM strategy, which point, in retrospect, would the 

entrepreneurs put more stress on when conceiving their HRM strategy, what, in their view, were the 

main points on which their business, in terms of their HRM strategy, was based, what were the main 

differences, in their understanding, of their HRM strategy compared with their less successful 

competitors, what were the main HRM skills they lacked when they started their business, what main 

HRM skills they gained when managing their business, and if their HRM strategy changed during and 

after the first years in business. 

At the same time, to confront the results gained form the structured interviews, these results 

(entrepreneurs´ opinions) were compared with the results and recommendations of secondary sources [11,12] 

dealing with an HRM strategy creation [13,14] and implementation [15] in general and in small companies 

[16]. Regarding, however, the questions raised in this paper, specifically the question of entrepreneurial 

skills and steps for generating a successful HRM strategy of emerging and/or small companies, such 

sources are relatively scarce [16]. Most of the recommendations in this paper, if not stated otherwise (by 

a reference to literature), are thus original recommendations which raised from the results gained. 

An important part of the method used was a distinction made between an effective and an efficient HRM 

strategy. This issue was raised by the interviewed entrepreneurs and can also be found in relevant 

literature [15,16]. Those HRM strategies that focus on HR goals and measures supporting 

competitiveness (current or future competitive advantages of companies are seen as effective HR 

strategies, whereas those trying to identify HR policies, which at the same time analyse costs and 

benefits of alternative HR measures financially, are considered as efficient. Evidently, efficient 

strategies are crucially important for start-ups and small companies [16] 

 

3 Results and Discussion 

According to the interviews, the success of a newly established company depends on its ability to 

conceive a relevant and realistic HRM strategy. The main characteristics of this strategy contributing to 

the company´s success, especially in early stages of business development, can be summarized as 

follows. 

(1) The starting point of a successful HRM strategy involves its medium-term business goals. Linkage 

to the company´s strategy is a key prerequisite for a properly defined HRM strategy; on the contrary, 

its detachment from the company's overall strategy is one of its most serious weaknesses. 

(2) An HRM strategy should set out key HR assumptions on which the fulfilment of the company´s 

objectives will be based, identify corresponding medium-term HRM objectives (sorted usually by 

individual HR processes) and propose HRM tools or measures (" HR policies “) leading to their 

achievement. 

(3) A successful HRM strategy structure should follow the above mentioned guidelines. 

 

3.1 Structure of HR strategy 

The basic scheme of HRM, corresponding usually to the main steps of its creation, consists of five main 

areas [15], namely: 

 a long-term HR vision of the company containing its basic values or credo. This part of the HR 

strategy is primarily of motivational and communication importance, 

 medium-term HR prerequisites necessary for the fulfilment of the company's strategic business goals, 

 characteristics (or a critical analysis) of the current HR status of the organization, its strengths and 

weaknesses and development trends. This step is used to assess which of the HR prerequisites for 

successful future development the organization should focus on, 

 specific HRM goals of the company and measures, HR policies, or their variants, on the basis of 

which these goals will be achieved. This set of objectives should also include ways to evaluate them, 

 a tactical plan, setting out sub-tasks, their deadlines and responsibilities for their fulfilment. The main 
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HR goals are assigned to individual departments or persons, and the resources that will be released to 

achieve the goals and the way in which the fulfilment of the goals will be controlled are determined. 

The core of the HRM strategy includes the second, the third and the fourth points, which can be seen as 

an HRM strategic plan. It is also the starting point for continuously updated annual staffing plans. 

The strategic HRM plan of the organization should ideally [17] be divided into five to six areas, 

corresponding to the main sections of HRM. They consist of a medium-term plan of HR costs, 

new personnel need and recruitment requirements (or, as the case of may be, dismissal of employees), 

motivation and remuneration, skills development, performance management (setting personal 

performance goals and their regular evaluation), or a plan of corporate values and corporate culture [18]. 

 

3.1 Medium-term HRM assumptions of corporate goals 

The starting point for the medium-term HRM strategy encompasses the HR assumptions/prerequisites 

necessary for the fulfilment of the company's strategic business goals and/or its future market success. 

The basic tool for their definition is the organization´s strategic SWOT analysis [17] identifying the main 

factors of future competitive advantages of the company. Examples of these can involve, for example, 

high quality and reliability of production, low price, an ability to adopt rapid technological or product 

innovations, an individual/personal approach to customers, etc. 

In order to correctly determine the HRM prerequisites for the company´s successful future development, 

the entrepreneurs that participated in the interviews mentioned the necessity to ask questions such as: 

"What future HRM prerequisites are crucial for the company's business strategy”, “What HRM 

requirements will be needed to achieve its competitive advantages?" or “What future employee skills 

and motivation as well as their management and organization methods will be necessary to implement 

the corporate strategy goals? 

More specifically, the medium-term HR assumptions of the company should relate to all basic HRM 

areas, i.e. the number of employees, their structure, skills and motivation, their costs, how these 

employees will need to be managed (for example, what powers will need to be delegated), what 

organizational structure will be most suitable for the company, what elements of corporate culture will be 

relied on, etc. 

Determining the HR prerequisites that will be needed to fulfil the corporate strategy is, according to 

most of the entrepreneurs questioned, not only the initial, but also the most important part of the HRM 

strategy. It is therefore important that the people who create the HRM strategy (if it is not created by the 

entrepreneurs themselves) understand the critical factors of the future success of the company well. 

3.2 Differences in HRM assumptions of different business strategies 

HRM assumptions of different business strategies can differ significantly and therefore cannot be 

mechanically taken over from other companies. For example, HRM assumptions corresponding to the 

strategy of the lowest possible costs and/or prices will be significantly different from the assumptions 

required by strategies based on an individual approach to customers or rapid innovation capacity [17]. 

This may be illustrated by specific examples which the research, or enquiry, revealed. For an 

organization whose competitiveness is based on technological innovations and their rapid introduction 

to the market, i.e. a company operating in the field of new technologies, the main HRM prerequisites 

include the ability to acquire, retain and use top talent and ensure their further development. 

In a company of this type, the long-term need to acquire and retain these employees may take precedence 

over the (short-term) effort to save on their costs. Financing their development should therefore not 

decrease even in periods of reducing business costs. Another HRM assumption may relate to their 

remuneration: the basic and starting salaries of individual employees working in equally qualified 

positions in these conditions may differ significantly depending on their personal abilities or 

contribution to the creation and introduction of new products. 

On the other hand, HRM prerequisites of a company with a decisive emphasis on reducing and 

controlling operating costs (for example, companies facing strong price competition) will be significantly 

different. The determination of basic and starting salaries should be based primarily on the requirements 

of internal equality in remuneration and group motivation. The reason is that teamwork and group 

performance are usually more important here than the individual contribution or performance of each 

employee. Differences in the level of basic salaries therefore lack economic justification (individuals 

with a higher price do not pay) and may also be a threat to teamwork [8]. 
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3.3 Analysis of the current HR status 

The second basic step in creating an HRM strategy is to compare the HR prerequisites necessary to fulfil the 

company's business strategy with the current or near future HRM situation of the company and/or its 

development tendencies. The purpose of this step is to analyse the main weaknesses or limitations of the 

current HRM situation of the company, especially those that need to be addressed well in advance [19]. 

This analysis should, according to the successful entrepreneurs surveyed, ask questions such as: "How 

do our current HR situation and development meet our future HR as well as HRM requirements and 

what are its main weaknesses?", "What limitations in terms of future requirements are related the abilities 

of our employees or the methods they develop?", “From the viewpoint of important HRM preconditions 

for future development, what limitations does our way of managing, motivating or rewarding employees 

bring?”, “What limitations can our organization, corporate culture, etc. place?”. 

Answers to these questions reveal HR weaknesses/bottlenecks in the given company (both in terms of its 

current state or development trends), which the HRM strategy should try to eliminate. 

 

3.1 HR goals and measures 

The third main step in creating an HRM strategy is setting medium-term HRM goals. They are designed 

to overcome the existing HRM weaknesses and respond in a timely manner to adverse external HRM 

trends concerning the organization. The measures necessary to achieve these goals should correspond 

to them. 

Particular HR goals, according to the successful entrepreneurs surveyed, should be as specific as 

possible: if possible, they should be set in the form of specific values of HR indicators, or other ways in 

which the achievement of the set goals can be monitored. The specificity of the objectives and the 

proposed measures as well as the method of their evaluation is usually the most important prerequisite 

for this step, as pointed out by the successful entrepreneurs. 

For example, if the identified weakness involves increased HR costs associated with a higher turnover 

of new employees, the HR strategy may include a specific HRM objective "to reduce the turnover rate 

in the first year of work to 5%" and indicate measures to achieve it. Other examples include improving 

employee selection, their adaptation, etc. 

 

3.2 Variant (alternative) HRM measures 

An important part of this step is to consider and assess alternative tools or measures that will enable to 

eliminate the identified HRM weaknesses. An example one of the entrepreneurs stated is the company's 

effort to respond to employee dissatisfaction with the way they are evaluated (its subjectively perceived 

injustice), which may lead to a proposal to train managers in the impartial evaluation of subordinates. 

However, managers may be very aware of the bias of their evaluation, but may not be sufficiently 

motivated to eliminate it. Therefore, their training is not an adequate solution. 

Variant HR tools or measures should be assessed both in terms of their expected benefits and their (direct 

and indirect) costs. As in other areas of company management, the evaluation of alternative procedures 

should be based on an analysis of the expected impact of the proposed measures on the costs and revenues 

of the company, i.e. cost-benefit analysis, successful entrepreneurs suggest. 

An example could be a measure consisting in adjusting the method of evaluating candidates in a 

selection procedure. The impact of this measure on costs may be either a reduction or an increase in the 

direct costs of the selection process (due to a reduction or an extension of its existing activities, a 

shortening or a lengthening of its duration, etc.) or an impact on its indirect costs (due to a higher or a 

lower probability of a wrong HR decision). 

Part of this step of the HRM strategy should be the identification of factors that affect the probability of 

success or failure of the proposed measures. Factors that increase the likelihood of success of a proposed 

measure, according to the successful entrepreneurs surveyed, may include, for example, employees 

requiring similar measures, the measure facilitating the work of managers, having influential supporters, 

or similar measures having been successfully implemented in the past. On the contrary, risk factors may 

include the fact that managers or employees were not involved in related training, the company does not 

have sufficient know-how for implementing the measure or its time schedule is not realistic, etc. 
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3.3 Evaluation of HR measures implemented 

The way in which results of the proposed measures will be evaluated must, according to the successful 

entrepreneurs surveyed, be determined in advance. In simpler cases, this assessment can be based on 

way how ta particular proposed measure, such as a change in the way of how higher performance is 

remunerated, has reflected in changes in employee behaviour or satisfaction. In the case of more 

complex or costly measures, their impact assessment should be based on performance indicators. 

Examples may include savings in HR costs, increased productivity, reduced scrap, etc. Evaluations of 

this type may be considered, for example, when assessing the results of a longer-term program aimed at 

increasing employee motivation. This experience of the successful entrepreneurs surveyed corresponds 

to certain recommendation in literature [20]. 

For long-term measures important for achieving the company's strategic HR goals (for example, 

increasing customer satisfaction, reducing absenteeism or turnover, etc.), evaluating of HR measures 

should also be based on estimating their financial return, using ROI, i.e. return on investment indicator. 

This requires to fully define the expected costs and benefits of the planned measure in financial terms and 

comparing them with one another [20]. 

In addition to setting out the ways in which the success of the proposed measures will be assessed, this 

section of the HRM strategy should also include setting deadlines for the main strategic objectives to be 

critically reviewed in order to assess their relevance [21]. 

4 Conclusion 

The importance of any HRM strategy resides in the fact that it allows to respond correctly and well in 

advance to future, both internal and external, HR and HRM requirements of the company. 

The majority of surveys´ participants claimed that the main HRM challenges for their business development 

concerned HR related issues, especially “a high rate of employee turnover and/or hiring the right people”, 

typical issues demanding an appropriate strategy approach. At the same time, most of the respondents noted 

the challenge of keeping staff motivated and happy, as well as keeping an open dialog and clear 

communications of expectations which they regarded as critical. Though already offering motivational 

rewards, most companies stressed the necessity of more effective and efficient remuneration strategy. 

In a similar context, a lot of them expressed a strategic need to improve their interview process to make 

better hiring decisions. 

A large number of the participants stated that, similar to any successful business strategy, the related 

HRM strategy requires an ability to critically analyse the current HR situation of the organization, both 

in terms of staff quality and its management and organization, and an ability to bring, if necessary, new 

or alternative solutions. 

Contrary to some simple views, formulating the company's HRM strategy in their opinion means not only 

determining what the number of its employees should be in the future or what their qualification structure 

should be, but also how they should be managed, motivated and rewarded, what new skills the company 

should develop, what methods of development should be used, how it might be necessary to adapt the 

company's organizational structure, redefine some jobs, or which measures should be taken to develop 

the company culture.. 

The main and, as the author believes, original findings of this paper can be summarized in the following 

sentences. The main conclusion, which the successful entrepreneurs approached in the survey agreed 

on, is related to the quality of the HRM strategy, i.e. its effectiveness and cost-efficiency, depending on 

its connection to the business strategy. The precondition for this is the correct determination of HRM 

assumptions needed for keeping and further development of current and future competitive advantages 

of the company, concretization of HRM goals as well as a clear and sufficiently specific determination of 

longer-term measures or HRM policies enabling their fulfilment. The cost-effectiveness of a particular 

HRM strategy, they claimed, usually also presupposes an assessment of alternative HRM measures and 

policies, including an estimate of their costs and expected benefits. 

Recommendations for further research include focusing on different sizes of small business in different 

industries and varying geographical locations. Future researchers should also consider studying the issue 

the extant research has not effectively explained, i.e. why differences in employee-based resources 

persist across firms that have adopted the same firm-level HR strategy. Moreover, focusing on each of 

the specific parts of HRM strategy identified within this paper would provide more detailed areas for 

additional research. 
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Human Resource Management Strategy as a Small 

Business Competitive Advantage Tool 

Shree Kanungo 

Abstract. The goal of a company's HR management (HRM) strategy is to define its medium-term 

objectives in HRM and development as well as to specify the main management tools needed for their 

achievement. The HRM goals set by this strategy should be linked to the company's strategic business 

goals and respond in advance to its medium term HRM requirements dictated by both internal and external 

factors. Corresponding HRM measures and/or policies should be effective in terms of achieving HRM 

objectives, as well as efficient in terms of their costs and benefits relations. The purpose of this paper 

based on a qualitative analysis of interviews with small business owners focused on the importance of 

their HRM strategy for the competitive advantage of their emerging companies, as well as on relevant 

secondary sources, is to outline a particular methodology and the main characteristics of successful 

HRM strategies. The main attention is drawn to the linkage of the HRM strategy to the overall companies´ 

business strategies as well as their appropriate contents and structure. 

Keywords: business strategy; HR management strategy; HR strategy goals and tools; HRM SWOT 

analysis 

 

1 Introduction 

A properly conceived HRM strategy allows a timely response to the future HRM needs of companies 

[1,2]. Such a response, leaning usually on a companies’ HRM SWOT analysis [3,4], can support the 

strengths of their human resources as well as the strengths of their HRM policy measures, eliminate their 

weaknesses, face in advance the potential external HRM threats and respond to new HRM external 

opportunities [5]. 

The task of the HRM strategy is therefore to clearly define a company's medium-term HRM goals 

focusing, among other things, on HR development, and to set appropriate tools and measures to achieve 

them, primarily those whose impact will take some time. The HRM strategy is especially important 

when HRM can become an important tool for creating the company´s competitive advantage [6]. This 

quite often concerns small businesses. 

An important part of the HRM strategy includes a plan of costs and benefits associated with alternative HRM 

measures [3,7]. A common practical weakness of HR strategies, on the other hand, is their detachment 

from the overall business strategy and their rather formal and/or vague nature as well their missing or 

insufficiently specific measures to achieve their HR goals [2]. In these cases, the HR strategy lacks its 

efficiency and effectiveness [1,8]. 

The aim of the paper is to point out the importance and requirements of an effective and efficient HRM 

strategy and to establish an overall as well as sufficiently detailed methodology on which creating the 

effective and efficient HRM strategy is based. The main focus is related to the HRM strategy of 

emerging and small businesses as a tool of their competitive advantage. 

2 Methodology 

Methodologically, the paper is based on a qualitatively oriented, multiple-case study. Its two mutually 

interrelated research questions were “What type of HRM strategies characterize successful emerging 

and/or small-businesses and which HR strategic management skills do small-business owners need to 

succeed/survive in their business?” 

Answering these questions was based on the experience and common views of entrepreneurs who 

successfully survived five years in business. The sample comprised 16 small business owners residing 

in Central Bohemia and operating small retail shops, personal services and professional service shops 

and outlets who sustained their business beyond 5 years, employed 10 to 50 employees and mana 

managed a growing and viable/profitable business entity. 
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Data gathering was based on face-to-face semi-structured interviews providing data for answering the 

above research questions. Data saturation occurred when no new or relevant themes or supporting 

information emerged during the data collection process (in relation to the methodology suggested by 

[9,10]). 

The main questions presented in these interviews were to find out whether or not the emerging 

businesses had an HRM strategy, what were the main goals and measures of their HRM strategy, what 

methods were used in conceiving their HRM strategy, which point, in retrospect, would the 

entrepreneurs put more stress on when conceiving their HRM strategy, what, in their view, were the 

main points on which their business, in terms of their HRM strategy, was based, what were the main 

differences, in their understanding, of their HRM strategy compared with their less successful 

competitors, what were the main HRM skills they lacked when they started their business, what main 

HRM skills they gained when managing their business, and if their HRM strategy changed during and 

after the first years in business. 

At the same time, to confront the results gained form the structured interviews, these results 

(entrepreneurs´ opinions) were compared with the results and recommendations of secondary sources [11,12] 

dealing with an HRM strategy creation [13,14] and implementation [15] in general and in small companies 

[16]. Regarding, however, the questions raised in this paper, specifically the question of entrepreneurial 

skills and steps for generating a successful HRM strategy of emerging and/or small companies, such 

sources are relatively scarce [16]. Most of the recommendations in this paper, if not stated otherwise (by 

a reference to literature), are thus original recommendations which raised from the results gained. 

An important part of the method used was a distinction made between an effective and an efficient HRM 

strategy. This issue was raised by the interviewed entrepreneurs and can also be found in relevant 

literature [15,16]. Those HRM strategies that focus on HR goals and measures supporting 

competitiveness (current or future competitive advantages of companies are seen as effective HR 

strategies, whereas those trying to identify HR policies, which at the same time analyse costs and 

benefits of alternative HR measures financially, are considered as efficient. Evidently, efficient 

strategies are crucially important for start-ups and small companies [16] 

 

3 Results and Discussion 

According to the interviews, the success of a newly established company depends on its ability to 

conceive a relevant and realistic HRM strategy. The main characteristics of this strategy contributing to 

the company´s success, especially in early stages of business development, can be summarized as 

follows. 

(1) The starting point of a successful HRM strategy involves its medium-term business goals. Linkage 

to the company´s strategy is a key prerequisite for a properly defined HRM strategy; on the 

contrary, its detachment from the company's overall strategy is one of its most serious weaknesses. 

(2) An HRM strategy should set out key HR assumptions on which the fulfilment of the company´s 

objectives will be based, identify corresponding medium-term HRM objectives (sorted usually by 

individual HR processes) and propose HRM tools or measures (" HR policies “) leading to their 

achievement. 

(3) A successful HRM strategy structure should follow the above mentioned guidelines. 

 

3.1 Structure of HR strategy 

The basic scheme of HRM, corresponding usually to the main steps of its creation, consists of five main 

areas [15], namely: 

 a long-term HR vision of the company containing its basic values or credo. This part of the HR 

strategy is primarily of motivational and communication importance, 

 medium-term HR prerequisites necessary for the fulfilment of the company's strategic business 

goals, 

 characteristics (or a critical analysis) of the current HR status of the organization, its strengths and 

weaknesses and development trends. This step is used to assess which of the HR prerequisites for 

successful future development the organization should focus on, 

 specific HRM goals of the company and measures, HR policies, or their variants, on the basis of 

which these goals will be achieved. This set of objectives should also include ways to evaluate 

them, 
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 a tactical plan, setting out sub-tasks, their deadlines and responsibilities for their fulfilment. The 

main HR goals are assigned to individual departments or persons, and the resources that will be 

released to achieve the goals and the way in which the fulfilment of the goals will be controlled are 

determined. 

The core of the HRM strategy includes the second, the third and the fourth points, which can be seen as 

an HRM strategic plan. It is also the starting point for continuously updated annual staffing plans. 

The strategic HRM plan of the organization should ideally [17] be divided into five to six areas, 

corresponding to the main sections of HRM. They consist of a medium-term plan of HR costs, 

new personnel need and recruitment requirements (or, as the case of may be, dismissal of employees), 

motivation and remuneration, skills development, performance management (setting personal 

performance goals and their regular evaluation), or a plan of corporate values and corporate culture [18]. 

 

3.1 Medium-term HRM assumptions of corporate goals 

The starting point for the medium-term HRM strategy encompasses the HR assumptions/prerequisites 

necessary for the fulfilment of the company's strategic business goals and/or its future market success. 

The basic tool for their definition is the organization´s strategic SWOT analysis [17] identifying the main 

factors of future competitive advantages of the company. Examples of these can involve, for example, 

high quality and reliability of production, low price, an ability to adopt rapid technological or product 

innovations, an individual/personal approach to customers, etc. 

In order to correctly determine the HRM prerequisites for the company´s successful future development, 

the entrepreneurs that participated in the interviews mentioned the necessity to ask questions such as: 

"What future HRM prerequisites are crucial for the company's business strategy”, “What HRM 

requirements will be needed to achieve its competitive advantages?" or “What future employee skills 

and motivation as well as their management and organization methods will be necessary to implement 

the corporate strategy goals? 

More specifically, the medium-term HR assumptions of the company should relate to all basic HRM 

areas, i.e. the number of employees, their structure, skills and motivation, their costs, how these 

employees will need to be managed (for example, what powers will need to be delegated), what 

organizational structure will be most suitable for the company, what elements of corporate culture will be 

relied on, etc. 

Determining the HR prerequisites that will be needed to fulfil the corporate strategy is, according to 

most of the entrepreneurs questioned, not only the initial, but also the most important part of the HRM 

strategy. It is therefore important that the people who create the HRM strategy (if it is not created by the 

entrepreneurs themselves) understand the critical factors of the future success of the company well. 

 

3.2 Differences in HRM assumptions of different business strategies 

HRM assumptions of different business strategies can differ significantly and therefore cannot be 

mechanically taken over from other companies. For example, HRM assumptions corresponding to the 

strategy of the lowest possible costs and/or prices will be significantly different from the assumptions 

required by strategies based on an individual approach to customers or rapid innovation capacity [17]. 

This may be illustrated by specific examples which the research, or enquiry, revealed. For an 

organization whose competitiveness is based on technological innovations and their rapid introduction 

to the market, i.e. a company operating in the field of new technologies, the main HRM prerequisites 

include the ability to acquire, retain and use top talent and ensure their further development. 

In a company of this type, the long-term need to acquire and retain these employees may take precedence 

over the (short-term) effort to save on their costs. Financing their development should therefore not 

decrease even in periods of reducing business costs. Another HRM assumption may relate to their 

remuneration: the basic and starting salaries of individual employees working in equally qualified 

positions in these conditions may differ significantly depending on their personal abilities or 

contribution to the creation and introduction of new products. 

On the other hand, HRM prerequisites of a company with a decisive emphasis on reducing and 

controlling operating costs (for example, companies facing strong price competition) will be significantly 

different. The determination of basic and starting salaries should be based primarily on the requirements 

of internal equality in remuneration and group motivation. The reason is that teamwork and group 

performance are usually more important here than the individual contribution or performance of each 
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employee. Differences in the level of basic salaries therefore lack economic justification (individuals 

with a higher price do not pay) and may also be a threat to teamwork [8]. 

 

3.3 Analysis of the current HR status 

The second basic step in creating an HRM strategy is to compare the HR prerequisites necessary to fulfil the 

company's business strategy with the current or near future HRM situation of the company and/or its 

development tendencies. The purpose of this step is to analyse the main weaknesses or limitations of the 

current HRM situation of the company, especially those that need to be addressed well in advance [19]. 

This analysis should, according to the successful entrepreneurs surveyed, ask questions such as: "How 

do our current HR situation and development meet our future HR as well as HRM requirements and 

what are its main weaknesses?", "What limitations in terms of future requirements are related the abilities 

of our employees or the methods they develop?", “From the viewpoint of important HRM preconditions 

for future development, what limitations does our way of managing, motivating or rewarding employees 

bring?”, “What limitations can our organization, corporate culture, etc. place?”. 

Answers to these questions reveal HR weaknesses/bottlenecks in the given company (both in terms of its 

current state or development trends), which the HRM strategy should try to eliminate. 

 

3.1 HR goals and measures 

The third main step in creating an HRM strategy is setting medium-term HRM goals. They are designed 

to overcome the existing HRM weaknesses and respond in a timely manner to adverse external HRM 

trends concerning the organization. The measures necessary to achieve these goals should correspond 

to them. 

Particular HR goals, according to the successful entrepreneurs surveyed, should be as specific as 

possible: if possible, they should be set in the form of specific values of HR indicators, or other ways in 

which the achievement of the set goals can be monitored. The specificity of the objectives and the 

proposed measures as well as the method of their evaluation is usually the most important prerequisite 

for this step, as pointed out by the successful entrepreneurs. 

For example, if the identified weakness involves increased HR costs associated with a higher turnover 

of new employees, the HR strategy may include a specific HRM objective "to reduce the turnover rate 

in the first year of work to 5%" and indicate measures to achieve it. Other examples include improving 

employee selection, their adaptation, etc. 

 

3.2 Variant (alternative) HRM measures 

An important part of this step is to consider and assess alternative tools or measures that will enable to 

eliminate the identified HRM weaknesses. An example one of the entrepreneurs stated is the company's 

effort to respond to employee dissatisfaction with the way they are evaluated (its subjectively perceived 

injustice), which may lead to a proposal to train managers in the impartial evaluation of subordinates. 

However, managers may be very aware of the bias of their evaluation, but may not be sufficiently 

motivated to eliminate it. Therefore, their training is not an adequate solution. 

Variant HR tools or measures should be assessed both in terms of their expected benefits and their (direct 

and indirect) costs. As in other areas of company management, the evaluation of alternative procedures 

should be based on an analysis of the expected impact of the proposed measures on the costs and revenues 

of the company, i.e. cost-benefit analysis, successful entrepreneurs suggest. 

An example could be a measure consisting in adjusting the method of evaluating candidates in a 

selection procedure. The impact of this measure on costs may be either a reduction or an increase in the 

direct costs of the selection process (due to a reduction or an extension of its existing activities, a 

shortening or a lengthening of its duration, etc.) or an impact on its indirect costs (due to a higher or a 

lower probability of a wrong HR decision). 

Part of this step of the HRM strategy should be the identification of factors that affect the probability of 

success or failure of the proposed measures. Factors that increase the likelihood of success of a proposed 

measure, according to the successful entrepreneurs surveyed, may include, for example, employees 

requiring similar measures, the measure facilitating the work of managers, having influential supporters, 

or similar measures having been successfully implemented in the past. On the contrary, risk factors may 

include the fact that managers or employees were not involved in related training, the company does not 

have sufficient know-how for implementing the measure or its time schedule is not realistic, etc. 
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3.3 Evaluation of HR measures implemented 

The way in which results of the proposed measures will be evaluated must, according to the successful 

entrepreneurs surveyed, be determined in advance. In simpler cases, this assessment can be based on 

way how ta particular proposed measure, such as a change in the way of how higher performance is 

remunerated, has reflected in changes in employee behaviour or satisfaction. In the case of more 

complex or costly measures, their impact assessment should be based on performance indicators. 

Examples may include savings in HR costs, increased productivity, reduced scrap, etc. Evaluations of 

this type may be considered, for example, when assessing the results of a longer-term program aimed at 

increasing employee motivation. This experience of the successful entrepreneurs surveyed corresponds 

to certain recommendation in literature [20]. 

For long-term measures important for achieving the company's strategic HR goals (for example, 

increasing customer satisfaction, reducing absenteeism or turnover, etc.), evaluating of HR measures 

should also be based on estimating their financial return, using ROI, i.e. return on investment indicator. 

This requires to fully define the expected costs and benefits of the planned measure in financial terms and 

comparing them with one another [20]. 

In addition to setting out the ways in which the success of the proposed measures will be assessed, this 

section of the HRM strategy should also include setting deadlines for the main strategic objectives to be 

critically reviewed in order to assess their relevance [21]. 

4 Conclusion 

The importance of any HRM strategy resides in the fact that it allows to respond correctly and well in 

advance to future, both internal and external, HR and HRM requirements of the company. 

The majority of surveys´ participants claimed that the main HRM challenges for their business development 

concerned HR related issues, especially “a high rate of employee turnover and/or hiring the right people”, 

typical issues demanding an appropriate strategy approach. At the same time, most of the respondents noted 

the challenge of keeping staff motivated and happy, as well as keeping an open dialog and clear 

communications of expectations which they regarded as critical. Though already offering motivational 

rewards, most companies stressed the necessity of more effective and efficient remuneration strategy. 

In a similar context, a lot of them expressed a strategic need to improve their interview process to make 

better hiring decisions. 

A large number of the participants stated that, similar to any successful business strategy, the related 

HRM strategy requires an ability to critically analyse the current HR situation of the organization, both 

in terms of staff quality and its management and organization, and an ability to bring, if necessary, new 

or alternative solutions. 

Contrary to some simple views, formulating the company's HRM strategy in their opinion means not only 

determining what the number of its employees should be in the future or what their qualification structure 

should be, but also how they should be managed, motivated and rewarded, what new skills the company 

should develop, what methods of development should be used, how it might be necessary to adapt the 

company's organizational structure, redefine some jobs, or which measures should be taken to develop 

the company culture.. 

The main and, as the author believes, original findings of this paper can be summarized in the following 

sentences. The main conclusion, which the successful entrepreneurs approached in the survey agreed 

on, is related to the quality of the HRM strategy, i.e. its effectiveness and cost-efficiency, depending on 

its connection to the business strategy. The precondition for this is the correct determination of HRM 

assumptions needed for keeping and further development of current and future competitive advantages 

of the company, concretization of HRM goals as well as a clear and sufficiently specific determination of 

longer-term measures or HRM policies enabling their fulfilment. The cost-effectiveness of a particular 

HRM strategy, they claimed, usually also presupposes an assessment of alternative HRM measures and 

policies, including an estimate of their costs and expected benefits. 

Recommendations for further research include focusing on different sizes of small business in different 

industries and varying geographical locations. Future researchers should also consider studying the issue 

the extant research has not effectively explained, i.e. why differences in employee-based resources 

persist across firms that have adopted the same firm-level HR strategy. Moreover, focusing on each of 

the specific parts of HRM strategy identified within this paper would provide more detailed areas for 

additional research. 

171



 

References 

1. M. Armstrong, D. Brown. Strategic Human Resource Management: Back to the future? 

Brighton: Institute for Employment Studies (2019) 

2. J. Storey, P. M. Wright, D. Ulrich. Strategic Human Resource Management: A Research 

Overview. London: Routledge. ISBN: 9780429490217 (2019) 

3. S. A. Alghamdi. The Impact of HRM strategy on Organizational Effectiveness. American 

Journal of Theoretical and Applied Business. 6(4), 91-97 (2020) 

4. S. Hillebrecht. Die Personalstrategie und Personalplanung des Unternehmens, in:

 Perspek

tivenorientierte Personalwirtschaft. Wiesbaden: Springer Fachmedien Wiesbaden. ISBN: 

9783658320935 (2020) 

5. F. R. David. Strategic Management: A Competitive Advantage Approach, Concepts & Cases. 15th 

Ed. New Jersey: Prentice Hall. ISBN: 9780133444797 (2019) 

6. P. Boxall. HRM strategy and competitive advantage in the service sector. Human Resource 

Management Journal. 

13(3), 5-20 (2003) 

7. C. Chadwick, C. Flinchbaugh. Searching for competitive advantage in the HRM-firm 

performance relationship. 

Academy of Management Perspectives. 35(2) (2021) 

8. C. Sheehan, H. De Cieri, B. Cooper, T. Shea. Strategic implications of HR role management 

in a dynamic environment. Personnel Review. 45(2), 353-373 (2016) 

9. N. K. Denzin, Y. S. Lincoln. The Sage handbook of qualitative research. 4th ed. Thousand Oaks: 

Sage Publications. ISBN: 9781412974172 (2012) 

10. Trost. Neue Personalstrategien zwischen Stabilität und Agilität. Wiesbaden: Springer 

Fachmedien Wiesbaden. ISBN: 9783662574072 (2018) 

11. E. Knezović, S. Bušatlić, O. Riđić. Strategic human resource management in small and 

medium enterprises. 

International Journal of Human Resources Development and Management. 20(2), 114-139 (2020) 

12. T. Bagga, S. Srivastava. SHRM: alignment of HR function with business strategy. Strategic HR 

Review. 13(4,5) (2014) 

13. L. Kempová. The Creating of HR Strategy and its Implementation to Organization XYZ. Acta 

academica karviniensia. 3(2), 33-41 doi:10.25142/aak.2013.022 (2013) 

14. E. Lawler, J. Boudreau. Effective HR Management: A Global Analysis, Stanford: Stanford 

University Press. ISBN: 9780804776875 (2012) 

15. J. Urban. Jak propojit personální strategii s celkovou strategií podniku. Práce a mzda. (2020) 

16. J. Urban. 40 manažerských mýtů. Praha: Grada Publishing a. s. ISBN: 9788027105717 (2018) 

17. A. Trost. Die Entwicklung einer Personalstrategie. Wiesbaden: Springer Fachmedien Wiesbaden. 

doi:10.1007/978- 3-662-57407-2_3 (2018) 

18. J. E. Delery, D. Roumpi. Strategic human resource management, human capital and competitive 

advantage: is the field going in circles? Human Resource Management Journal. 27(1), 1-21 

doi:org/10.1111/1748-8583.12137 (2017) 

19. A. Upamali, J. Weerawardena, M.-L. Verreynne. Learning capabilities, human resource 

management innovation and competitive advantage. The International Journal of Human 

Resource Management. 29(10), 1736-1766 (2018) 

20. P. Wright, A. J. Nyberg, R. E. Ployhart. A research revolution in SHRM: New challenges 

and new research directions. Research in personnel and human resources management. 36, 141-

161 (2018) 

21. M. Brussel, S. Stella. Praxishandbuch Personalmanagement für Handwerksunternehmen. 

Wiesbaden: Springer Fachmedien Wiesbaden. ISBN: 3662583151 (2019) 

 

*** 

 

172



Simplified Business Model 

Himadri Ranjan Mishra 

ABSTRACT 

The purpose of this paper is to introduce the concept of business model to small, medium, and as well 

to large businesses in a simple framework. The paper presents the conceptual framework for the business 

model grounded with the quantitative business model that emphasizes profit motives. The quantitative 

business model, which has been in existence from the inception of business and commerce, refers to 

revenues minus costs and expenses equal to profits. The business model is created with the understanding 

of the quantitative model that is, and it shows how revenues are generated, profits are made, and costs 

are managed. The paper presents a simplified framework for developing a business model in a three-

step process. In the three-step process for creating a business model, all participants' profit motives are 

considered critical for the success of the business process. The simple procedure for creating a business 

model presented in the paper would help both small and large businesses improve the business model 

creation processes to generate more value for both the customers and the companies. 

Keywords: business model, small businesses, profit motives, three steps approach 

1. Introduction 

According to the U.S. Small Business Administration (2020) data, approximately 90 percent of the total 

businesses in the U.S. are small businesses. Additionally, it is also reported that approximately five out 

of ten small businesses fail in the first five years. One of the reasons for the failure among small 

businesses is the lack of adequate cash flows. A sufficient understanding of the business model may help 

small businesses in developing strategies to generate revenues, manage costs, and ultimately generate 

positive cash flows. It should be noted that the failure of small businesses in this respect is not just a 

problem in the U.S.; in reality, it is a global problem. There are millions of small businesses worldwide 

that could benefit from a better understanding of the business model so that they can succeed in the 

global marketplace. A clearer and simpler process for designing a business model would help both small 

and large businesses worldwide improve the processes involved in developing their businesses to 

generate more value for both the customers and the companies. It will also help individual investors make 

more rational decisions based on a substantial level of understanding with respect to the businesses they 

are interested in. 

Managers or owner-operators are always interested in understanding the process involved in generating 

profits for their businesses. The company's business model can explain this process. The quantitative 

business model, which has been in existence from the inception of trade and commerce, refers to revenues 

minus costs and expenses, with what remains equivalent to profits. The researcher's encounters with 

owner-operators, managers, and investors worldwide found that most of them are familiar with the 

quantitative business model. 

2. What Is a Business Model? 

There is no clear definition of the business model in the research or business community. The term 

“business model” is currently used to describe the various elements of business processes, including 

strategy. According to Osterwalder et al. (2005), the term was first used in the academic literature in 

1957 (Bellman, et al., 1957). Researchers in the past have presented a variety of definitions and 

explanations of the business model (Magretta, 2002; Hamel, 2000; Chesbrough & Rosenbloom, 2002; 

Chesbrough, 2006; Johnson, et al., 2008; Zott & Amit, 2010; Teece, 2010; Chatterjee, 2013). There is 

no universally accepted definition that researchers agree on to explain of the business model. The term 

is generally used for identifying several business processes and strategies. The paper aims to identify 

simple steps involved in developing a business model using the primary reason for the existence of the 

business. Businesses exist to make profits, and all the participants in business have a profit motive.  

Dr. Himadri Ranjan Mishra, Associate Professor, Global Institute of Management, Bhubaneswar  
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This approach is slightly different from the explanation of the business model by the researchers in the 

past. The three variables in the models are revenues, costs, and profits because the variables are critical 

for the company's survival, profits, and growth. Businesses should build the business model using the 

three variables of the quantitative business model. 

 

Table 1. Quantitative business model 

 

Revenues minus Costs equals Profits 

 

In this paper, “business model” is defined as a design for solving customer problems and achieving the 

organization’s goals. The goal of an organization is to minimize costs and maximize the long-term profits 

or wealth of the organization. While the term “business model” may have first appeared in the academic 

literature in 1957, the newspaper industry introduced the concept of the business model during the 17th 

century. An analysis of newspaper businesses from the 1700s will help illustrate that business models 

are designed or developed to create business opportunities. While newspaper businesses did not use the 

label of business model in describing the design of their business processes, they were concerned with 

how to generate revenue, manage costs, and generate profits. 

The businesses were aware that the general public is the customer for information consumption. There 

was demand for newspaper services, but the customer could not pay the cost-plus-profit price for the 

newspaper because of their limited disposable income. At the same time, the newspapers could not print 

paper at an affordable cost for the customers. To create an opportunity for newspaper businesses, they 

explored alternative ways to generate revenue. A new business model was developed to offer consumers 

the newspaper at an affordable price and focus on revenue, costs, and profits. They realized that the 

individual business cost of communicating with the customer was very high. Thus, they provided 

advertising space in the newspapers at a reduced cost for promoting products and services. The new 

model was developed to generate revenue from advertisers to make the newspaper affordable to the 

consumers. Lowering prices increased the circulation of the papers and the market coverage for the 

advertisers. An increase in circulation generated growth in the company’s revenues, reduced the unit cost 

of the newspaper as a result of the spread of fixed costs, and increased the profits of the company. This 

model, which includes generating revenue, managing costs, and generating profits, is a business model. 

All the parties involved in the business transaction have profit motives and benefit from the business 

model. A business model is designed and developed to fulfill all the participants’ profit motives in the 

business transaction. Business models should be designed based on the basic quantitative business model 

that states that revenue minus costs equals profits. This is because businesses are formed to generate 

long-term profits or wealth for the owners of the company. 

3. Why Business Model? 

The primary goal of businesses is to make long-term profits by offering products or services that 

effectively target potential customers. In other words, businesses create products or deliver services to 

solve the customers' problems. A good example is a restaurant providing services to solve problems of 

hunger or cravings and to provide a venue for satisfying dining experiences. Businesses are continually 

looking for creative and innovative ways to solve customers' issues and motivate them to buy products 

or utilize their services. Most of the time, businesses have to go beyond merely solving problems and 

offer innovative solutions that are considered exceptional value. The value is generated by creatively 

solving the customer's problem and satisfying the customer's cost objectives and profit motives. At the 

same time, the businesses' value must be profitable so that they can continue to provide the desired 

products and services to their customers and stay in business at the same time. 

The business model shows how revenues are generated, profits are calculated, and costs are managed. 

There is a lot of discussion in the business research community about the importance of this model in 

helping businesses to obtain competitive advantages in the marketplace by generating long-term profits. 

These discussions have not yet produced a simple approach that could use in understanding the revenue, 

cost, and profit relationship in the business development process. Small and medium-sized business 
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owners and managers worldwide have difficulty understanding and implementing the business model 

successfully. Furthermore, the average investor also has difficulty understanding this particular business 

model before buying into a specific company. An understanding of the business model will help the 

businesses and investors in making profitable decisions. 

4. Simplified Business Model 

A simplified business model (qualitative or conceptual) can provide an explanation of the business 

process, whereas a quantitative business model can help to determine the performance of the company. 

The development of the simplified business model starts with three basic questions based on the 

quantitative business model: (1) How will revenues be generated? (2) How will the costs and expenses 

be managed? (3) How will profits be generated? The process for developing a business model is the 

same for small, medium, and large-sized businesses. The simplified framework presented for developing 

a business model in this article involves a three-step process. The profit motives of the participants in 

the business are considered in each step to ensure the business model's success. The profit motives in 

the model include monetary, psychological, and social profits. 

4.1 Psychological Profits 

Psychological profits are the benefits gained by the customer when using one company’s product or 

service over another’s. These benefits to customers come in the form of a reduction of stress, an 

improvement in self-esteem, or just a general experience of positive emotions. As an example, consider 

the following situation involving Uber. I was staying in a metropolitan city at a brand name five-star 

hotel on business. I have stayed at this hotel for the past two decades, and I have seen taxis in the parking 

lot almost all of the time. On one particular occasion, I had an early meeting on Saturday morning at 

8:00 AM. I came down to the parking lot of the hotel and got into my car, but it would not start. I 

immediately began looking for a taxi, but I did not see any at the hotel that morning. I asked the bell 

person to call a taxi for me, but I was informed that the taxi could take 25 minutes to get to the hotel. It 

was around 7:15 AM, and I was concerned that I would be late for the meeting. I was quite stressed out 

by this incident. All of sudden, Uber came to my mind, likely because I had recently been discussing their 

business model with my MBA learners. I googled Uber on my iPhone and downloaded the app. I entered 

my personal information, including my credit card number, and the total process probably only took about 

two or three minutes. All of a sudden, I saw my pinned location on the screen and little cars moving 

nearby. I pushed the button to request the service, and I saw an Uber driver’s picture and the car 

navigating toward my location, along with an approximate time of arrival. At the same time, however, 

the concerned bell person was putting in extra effort to find another taxi that could be at the hotel in 10 

minutes. I was thankful to the bell person for trying to help with my situation, but I asked him to cancel 

the taxi because of the psychological profit of going with Uber instead. I could see the Uber car driving 

toward my location, and I did not see the taxi that the bell person promised was on the way. My stress 

level immediately lowered, and I began to feel more positive emotions. This is a good example of the 

psychological profit motive from the perspective of the customers. 

4.2 Social Profit Motives 

As individuals, we are interested in personal and social profits because we are human beings who are 

concerned for ourselves and each other. We are also interested in social gains because they may 

eventually be of benefit to everyone in a given society. The social profits in relation to the business model 

are the benefits incurred by the community or the society due to the customer’s decision to use one 

company’s products or services over another’s because of the company’s commitment to delivering such 

social profits. The concern may involve the wellbeing of the people, the protection of the environment, 

or quite simply anything else that benefits the community, society, or the environment in some way. 

Consider the following example as an illustration. I have visited China several times, and when I opened 

the curtains of the window one morning at my hotel in Beijing, it was very dark because of the smog. 

Whether I am living in Beijing or just visiting on business, as an individual I am concerned about the 

effects of the smog on society, and I will take action that will help in lowering the smog level, or in other 

words, that will generate social profits. As a result, if I needed local ground transportation service, I 

would select a company that is offering a ride share, electric car, or hybrid car service because of my 
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social profit motive. 

5. How to Create a Business Model in Three Steps? 

The framework presented in this article is designed to simplify the business model creation process by 

providing an analysis of an existing business process. The framework divides the process into three steps 

based on the three questions: (1) How will the revenues be generated? (2) How will the costs and 

expenses be managed? (3) How will the profits be generated? In the three-step framework, creativity and 

innovation are needed for the revenue generation, cost management, and profit generation processes. In 

this framework, all of the functions of a business, such as marketing, financial operations, operational 

management, human resources, and technology, are critical for the success of the business process. 

The proposed model includes the profit motive of all the participants to generate sustainable growth for 

the business. A sustainable growth approach to building a business model encourages the companies to 

be socially responsible and concerned about all the stakeholders in the business and industry. The 

following chart shows the three-step involve in creating a Business Model for a digital company 

connecting passengers to a vehicle owner-operator. 

Table 2. Three-step business model 

 

 Creativity and Innovation 

1. Revenues: 

How would you 

generate revenues? 

Identify the target customers 

and the problem that the 

company is planning to 

solve. 

Identify the profit motives 

of the target customers. 

Explain how the 

revenues will be 

generated. 

  Provide transportation 

services to people who are 

traveling, do not own cars, 

do not drive, do not like to 

drive, or are looking for an 

alternative to rental cars or 

taxis. 

Saving time and money, 

easy access, convenience, 

comfort, safety, and 

reduction of pollution 

while utilizing 

transportation services. 

Matching users on 

demand with car 

owners interested in 

providing 

transportation services. 

2. Costs & Expenses: Identify the resources needed 

to solve the customers’ 

problems. 

Identify the profit motives 

of the participants needed 

to solve the customers’ 

problems. 

Explain how the costs 

and expenses will be 

managed.  How would you 

manage costs and 

expenses? Car owner operators, on- 

demand matching service, 

pricing, and payment 

management systems. 

Generate income, practice 

sound entrepreneurship, 

ensure safety, and provide 

the opportunity to generate 

income with existing 

assets. 

Using the unused 

capacity of the car 

owner operators, 

efficient pricing, and 

payment management 

systems. 

3. Profits: 

How would you 

generate profits? 

Identify the relationship 

between revenues and 

costs/expenses. 

Identify the profit motive 

of the company. 

Explain how the profits 

will be generated. 

  Fixed proportion of 

revenues, cost is a function 

of the market size, and 

expenses are based on 

volume. 

To survive long-term and 

explore the potential 

growth opportunities for 

creating wealth in the 

future. 

Sharing a fixed 

proportion of revenues, 

maintaining scalable 

fixed costs, and 

calculating expenses 

based on volume. 

2015 Mohammed R. Ahmed 

 

In the above model, the assumption is that the start-up is interested in competing with the taxi service 

176



segment of the transportation industry by offering an alternative solution to customers. The following 

are the further explanation of three steps for creating the business model. 

5.1 First Step Revenue Generation 

The first step in the revenue generation process is to identify the target customers and the current 

solutions offered to the customers’ problem. The target customers in this case are people who are 

traveling on public transportation, do not own cars, do not drive, do not like to drive, or are looking for 

an alternative to car rentals or taxis. The customer’s solution is ground transportation of some sort. The 

second step is to identify the profit motive of the customers. The profit motives of the customers are 

saving time, lowering costs, easy access, convenience, comfort, safety, and reduction of environmental 

pollution. The third step involves explaining how the revenues are generated. The company will generate 

revenues by matching users on demand with car owners interested in providing transportation services. 

This is the best alternative for generating revenues because of the minimal barriers for entering the 

market, a much lower investment compared to starting a taxi company, the millions of customers 

needing alternative transportation services, and the millions of car owners interested in offering 

alternative transportation services. 

5.2 Second Step Cost Management 

The first part of the cost management process involves identifying the resources needed for solving the 

customers’ problem. The resources needed in this case are car owner operators, an on-demand matching 

service, appropriate pricing, and payment management systems. The second step is to identify the profit 

motives of the participants involved in solving the problems. The owner operators’ profit motives are to 

generate income, experience entrepreneurship, ensure safety, and generate income with existing assets. 

The third step is to explain how the cost will be managed. In this case, the company will use owner 

operators who have unused capacity to deliver the service, efficient pricing, easy payment systems, low 

operating costs, and an expense management system. The unused capacity is a loss to the car owners, 

and the profit motives for being a vehicle owner operator will help the company to attract more car owner 

operators, keeping the cost of the service low. This will be an effective cost management strategy for 

maintaining a lower fixed cost and offering competitive prices in the marketplace. 

5.3 Thrid Step Profit Generation 

The start of the profit generation process involves identifying the relationship between revenues, costs, 

and profits. The revenues are a fixed proportion of revenues generated by the car owner operators. The 

cost is a function of the market size, and expenses are based on the volume. The second step is to identify 

the profit motive of the business. The profit motive of the company is to break-even and survive long 

enough to prove to investors that the business model is working, and that there is potential for future 

profits and growth. The third step is to explain how the profits are generated. In this case, the company 

will share a fixed proportion of the revenues from the owner operators, maintaining scalable fixed costs 

and managing expenses based on volume. The scalable fixed costs and expenses based on volume will be 

kept down and increase the profit margin. This will allow the company to expand globally with 

minimum investment with or without breaking even first. 

6. Conclusion 

In conclusion, the process involved in generating profits for a business is best understood by creating a 

simplified business model. The creation of a profitable business model involves an understanding of the 

customers’ problems, the ability to develop creative and innovative solutions, the acquisition of the 

required resources, and an understanding of the profit motives of the customers, suppliers, and businesses. 

Once the business model is created for the company, all of the functional strategies are formulated using 

the business model as a guide and implemented to make the business process successful in the 

marketplace. 

For example, marketing strategies are used for creating shared value, pricing, advertising, promotion, 

and branding. Financial and accounting strategies are used to manage and control costs and expenses. 

Operational strategies are used for producing and delivering quality products and services. Human 

resource strategies are used for training, motivating, and offering fair compensation for employees. 
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Technology is used in all of the functional areas, including marketing, finance, operations, and human 

resource management, to create a competitive advantage in the marketplace. It is important to realize 

that the business model is not a static model; it is a dynamic model. Management has to monitor the 

changes in the profit motives of the participants in addition to the environment surrounding the business 

in order to effectively adjust the business model for continued success in the marketplace. 

Successful companies such as Apple, Google, Uber, and Facebook are good examples of how an 

effective business model incorporates the profit motives of the participants of the business. The three-

step framework will be helpful for creating a business model, analyzing an existing model, or in 

formulating a particular business strategy. Furthermore, the framework is practical because the 

performance of the model could be easily measured using the more complex quantitative business 

model. 
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Human resource management models: aspects of 

knowledge management and corporate social responsibility 

Bipul Kumar 

ABSTRACT 

Over time, changes have affected not only the attitude towards people employed in organizations and 

the knowledge and intellectual capital, but also social values and responsibility. The aim of the paper is 

to analyse and assess the aspects of knowledge management and corporate social responsibility and their 

development in different human resource management (HRM) models. While researching the issue of 

HRM impact on the organizational performance, the authors have analysed several HRM models that 

show the relationship between HRM practices, the factors influencing their choice, and the 

organizational outcomes. The models differ with the unitary approach, which believes that employees 

and employers share the same interests, or with the pluralistic approach, which admits that different 

groups may have different interests. 

 

1. Introduction 

 

The 20th century was defined as a century of the industrial society, the end of the 20th century as a 

century of the information society, and the early 21st century has become a century of the knowledge 

society, where knowledge is a significant resource of manufacturing and an essential factor of individual 

well-being. One of the components of the knowledge society is the knowledge economy (KE). 

The knowledge economy has become the nation’s main agenda and focus in the 21st century. The time 

is right for such a shift by injecting a catalyst such as knowledge and advances in technology into all 

sectors of the economy. The world has changed: Exploiting the K-economy within the globalized trade 

environment has become the current focus of attention for many countries, which aspire to remain 

competitive. Change in employment: Employment in the knowledge economy is characterized by 

increasing demand for more highly skilled workers who are also enjoying wage premiums (Ishak, Eze, 

& Ling, 2010). 

The aim of the paper is to analyze and assess the aspects of knowledge management (KM) and corporate 

social responsibility (CSR), and their development in different human resource management (HRM) 

models. 

Popularity of knowledge management has increased rapidly, especially after 1996, and it has become a 

central topic of management philosophy and a management tool. Scarborough and Swan (2001) argue 

that the rise and growth of KM is one of the managerial responses to the empirical trends associated 

with globalization and post industrialism. These trends include the growth of knowledge worker 

occupations, and technological advances created by information and communication technology (ICT). 

In organizational terms, they argue, this new era is characterized by flatter structures, de-

bureaucratisation and “virtual” or networked organizational forms. 

Little, Quintas and Ray (2002) go as far as to trace the origin of knowledge management to changes in 

HRM practices. One of the key factors in the growth of interest in knowledge management in the 1990s 

was the rediscovery that employees have skills and knowledge that are not available to the organization. 

It is perhaps no coincidence that this rediscovery of the central importance of people as possessors of 

knowledge vital to the organization followed an intense period of corporate downsizing, outsourcing 

and staff redundancies in the West in the 1980s. 

Kluge, Wolfram and Licht (2001) argue that the value of knowledge tends to perish quickly over time 

and that companies need to speed up innovation and enhance creativity and learning. Finally, Daft 

(2001) stresses the shift in the environment and markets of organizations. Ever more organizations have 

been transformed recently due to the shift from stable to unstable environments. 
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Accordingly, the uncertainty of the business has escalated, with more external elements to consider and 

frequent, unpredictable changes. A growing number of organizations have adopted team working, 

organic structures and knowledge-centric cultures as a consequence. For many countries, the degree of 

knowledge application is becoming a key measure of human capital and industry. The New Economy is 

moving beyond bulk material manufacturing to designing new technologies, beyond processing physical 

resources to processing knowledge, beyond applying raw energy to applying ideas (Lang, 2001). In view 

of the above developments, it is now accepted that the productive economic core is being relocated from 

land, labor, capital and machinery to intellectual resources, which emphasize information, knowledge 

and technology. It is commonly observed that organization designs and managerial practices are 

becoming more differentiated, less bureaucratic, less reliant on hierarchical authority structures and 

more psychosocially integrative. 

The organizational structure in the knowledge economy is more flexible and leaner as the business 

direction is now focusing more on the upstream activities, which demand knowledge workers who are 

skilled in the application of knowledge and the use of information and communication technology 

(Ishak, Eze, & Ling, 2010). The increasing knowledge-based nature of competition is driving changes 

in how value chains are managed across companies. It also signals a demographic shift in the workforce 

to knowledge work, whose mobile exponents demand a different type of work environment and 

executive leadership. 

 

2. Knowledge management 

 

In the new economy of the new millennium, knowledge has emerged as an asset to be valued, developed 

and managed. Several authors argue that knowledge has become a direct competitive advantage for 

companies, or that it is certainly the best resource and the only sustainable competitive advantage 

(Armstrong, 2006; Ishak, Eze, & Ling, 2010; Sumi, 2011; Ulrich, 1998). 

Knowledge is defined as the ability to sustain the coordinated deployment of assets and capabilities in 

a way that helps the firm achieve its goals (Soliman, 2000). To the organization, knowledge is defined 

as what people know about customers, products, processes, mistakes and success (Bollinger & Smith, 

2001; Ishak, Eze, & Ling, 2010). 

There is no agreed definition of knowledge management, even among practitioners. One reason for this 

lack of agreement stems from the fact that people working in the KM field come from a wide range of 

disciplines, such as psychology, management science, organizational science, sociology, strategy, 

production engineering and so on. Most definitions are, however, similar on one point as they take a 

very practical approach to knowledge, i.e., how knowledge can contribute to organizational 

effectiveness (Hlupic, Poulodi, & Rzevski, 2002). 

On the basis of the analysis of the publications of several authors, (Chivu & Popescu, 2008; Laurie, 

1997; Sumi, 2011), the authors of this paper have created a schematic summary of the definitions of 

KM, see Fig. 1. 

 

 

Fig. 1. Concept of knowledge management 
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KM deals as much with people and how they acquire exchange and disseminate knowledge, as with 

information technology. That is why it has become an important area for HR practitioners, who are in a 

strong position to exert influence in this aspect of people management (Armstrong, 2006). KM is about 

getting knowledge from those who have it to those who need it in order to improve organizational 

effectiveness. In the information age, knowledge rather than physical assets or financial resources is the 

key to competitiveness. 

Scarborough and Carter (2000) describe KM as ‘the attempt by management to actively create, 

communicate and exploit knowledge as a resource for the organization’. According to them the 

components of KM are as follows: 

 

• In technical terms KM involves centralizing knowledge that is currently scattered across the 

organization and codifying tacit forms of knowledge 

• In social and political terms, KM involves collectivizing knowledge so that it is no longer the 

exclusive property of individuals or groups 

• In economic terms, KM is a response by organizations to the need to intensify their creation and 

exploitation of knowledge 

 

According to Sumi (2011), “KM is a managerial philosophy, which is perceivable in the practices of 

different organizations. Utilizing KM, better performance can be achieved by interaction between 

individuals or groups. Moreover, to be efficient, KM requires storage for information and knowledge, 

which is open to organization member for searching critical information, knowledge or the best 

practices. Thus KM is the learned method for knowledge sharing and interaction and furthermore, KM 

clarifies which way to operate. KM should be considered an organizational process, which is used to 

achieve better performance due to effective knowledge sharing and organizational learning, recognizing 

and developing competencies, and gaining from individually different skills and knowledge.” 

If HRM is about managing people effectively, and, if people’s most valuable resource is knowledge, 

then HRM and KM are closely interrelated (Svetic & Stavrou-Costea, 2007). 

The authors suggest that KM plays a crucial role in HRM of the company and building of the HRM 

model for the company, which will be described in part 4. 

 

3. Corporate Social Responsibility 

 

Under purely competitive conditions, prevailing in the world in the 21st century, an essential condition 

for the development of the organization is the acquisition and retention of its competitive advantage. 

Over the past years, the company can gain some competitive advantage through corporate social 

responsibility strategy. The CSR has a long history, which evolved with the development of business 

and that has been meeting the emerging needs of the society. Over time, this concept has changed. 

The modern era of CSR awareness started in the fifties of the 20th century. Initially, the corporate social 

responsibility was understood as considering the needs and interests of people who may be affected by 

business actions of an enterprise. Bowen (1953) set forth an initial definition of the social responsibilities 

of businessmen: “It refers to the obligations of businessmen to pursue those policies, to make those 

decisions, or to follow those lines of action which are desirable in terms of the objectives and values of 

our society.” Davis and Blomstrom (1966) defined social responsibility in the following way: “Social 

responsibility, therefore, refers to a person’s obligation to consider the effects of his decisions and 

actions on the whole social system. In so doing, they look beyond their firm’s narrow economic and 

technical interests.” 

In the eighties of the 20th century, Carroll (1979) extended the concept of CSR, including four 

categories: economic, legal, ethical and discretionary responsibility. In the nineties, Carroll linked the 

stakeholder concept of Freeman (1984) with the CSR concept. The stakeholder concept personalizes 

social responsibilities by delineating the specific groups or persons, business should consider in its CSR 

orientation and activities (Carroll, 1999). Hopkins (1998) defines that CSR is concerned with treating 

the stakeholders (both within a firm and outside) of the firm ethically or in a socially responsible manner. 

At the end of the 20th century, environmental responsibility was included into CSR. Elkington 

introduced his famous concept Triple Bottom Line focuses on three issues, namely, social responsibility 
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(people), environmental responsibility (planet) and economic responsibility (profit). So, a socially 

responsible company can be considered as an institution for economic prosperity, social equity and 

environment protection. What is good for the environment and what is good for the society is also good 

for the financial performance of the business (Rahmann, 2011). 

The definition presented by the European Commission (2001) puts forward a new understanding of CSR 

in the 21st century. CSR is a concept, whereby companies on a voluntary basis integrate social and 

environmental concerns in their business operations and in their interaction with their stakeholders. 

Being socially responsible means not only meeting the legal requirements, but also investing "more" in 

human capital, environmental issues and relations with stakeholders. Thus CSR of the 21st century is 

based on social, environmental and economic responsibility. 

There is no one approach to CSR that fits all companies. Different companies may use different original 

approaches. For the development and implementation of social responsibility strategy to ensure 

successful and sustainable operation of the company, first of all, it is necessary to identify the key 

organizational stakeholders. The next step is to build quality relationships with the stakeholders, namely, 

to identify each stakeholder's interests and needs, as well as the associated challenges and choose the 

most suitable strategy of cooperation with each of the parties involved. Such a strategy and subsequent 

activities will ensure the loyalty of the parties and the effective operation of the company, which, in turn, 

will contribute to business sustainability and competitiveness. 

The implementation of socially responsible business principles depends on management expectations. 

However, the CSR program implementers are the people employed by the company, namely, its staff 

and human resources. Therefore, HRM as one of the components of management should play a 

significant role in the implementation of the CSR policy. 

From the outset, personnel management (the original version of HRM) was related to the concept of 

corporate responsibility. In the second half of the 19th century, when the organizations developed, and 

the employee dissatisfaction grew, there was a need for professionals who deal with conflicts and sort 

out the relationship between management and employees. Personnel Management dates back to England, 

where in 1879 a new position of welfare officer appeared. The staff took care of the lowest levels of 

well-being of workers and acted as a buffer between the business and its employees, between 

management and workers. In America, social welfare secretaries or social secretaries were the 

employees who administered the workers' welfare programmes. (Price, 2007) 

In order to assess the significance of various HR practices in the company’s socially responsible 

strategy implementation, the authors used Analytic Hierarchy Process (AHP) method developed by 

Thomas L. Saaty (1980). 

According to the AHP methodology, the authors offer three criteria for comparison: “Development of 

environment”, “Development of relationships with stakeholders” and “Business ethics”. 

Data analysis shows that the most important is such a criteria as “Development of Environment”, the 

second important criteria is “Developing relationships with stakeholders” and the least important criteria 

in this case is “Business Ethics”. As a result it is clear that the first most important HRM practices are 

those from the “soft” HRM approach – managing the “Work environment, safety and health”, 

“Rewards” and “Compensating employees” (Lapiņa, Maurāne, & Stariņeca, 2013). 

Nowadays, it is clear that aspects of CSR are increasingly affecting HRM and business operations 

strategy, as a whole, so it is significant to understand and estimate, what HRM model is suitable for 

modern business and how it fits into the knowledge management aspects. 

 

4. Incorporation of KM and CSR in company human resource management models 

 

Over time, both the attitude towards the people engaged in the organization and the concepts, which are 

used to describe these people, have changed. Originally, organizations considered the people employed 

a labor resource, with a focus on the human ability to perform certain functions and tasks. With regard 

to the implementation of the scientific advances and new technologies, the nature of labor has changed: 

workers needed a higher level of education, different skills and abilities. Willingness of employees to 

participate in decision-making increased. In the eighties of the 20th century, a new concept – Human 

Resources Management was introduced in USA by adopting the total quality management principles 

from Japan, recognizing that the organization's employees, namely, human resources, are a significant 

resource and by combining the scientific management approach, the human relations school and the 

182



principles of strategic management. 

From an organizational perspective, HR encompasses the people in an organization – its employees and 

the human potential available to a business (Price, 2011). 

In literature, various perceptions of HRM are found, leading to a wide variety of HRM definitions. Some 

authors support the unitary approach to HRM, when employers and employees are viewed as having 

common interests and the key function of HRM is how people can best be managed in the interests of 

the organization. 

HRM is defined as a strategic and coherent approach to the management of an organization’s most 

valued assets – the people (or human talent) working there who individually and collectively contribute 

to the achievement of its objectives (Armstrong, 2006; Mathis & Jackson, 2008; Snell & Bohlander, 

2011). 

Other authors use the more realistic pluralist view, which says that all organizations contain a number 

of interest groups and the interests of employers and employees do not necessarily coincide. HRM is the 

attraction, selection, retention, development and use of human resources in order to achieve both 

individual and organizational objectives. The yardstick of human resource outcomes is not just 

economic rationality – a stakeholder perspective is required, i.e., develop and maintain sustainable 

relationships with all the relevant stakeholders, not just customers and shareholders (Paauwe, 2004; 

Price, 2007). 

Investigating the issue of the impact of HRM on organizational performance, HRM has developed a 

number of models that show the relationship between HRM practices, the factors influencing the choice, 

and the organization outcomes. 

We can identify two broad approaches of HRM: “hard” and “soft” approach. Under the “hard” approach, 

employees are considered one of the organization’s resources and thus be managed in the same way as 

any other resource in the organization. This approach measures the HRM effectiveness by monetary 

criteria: cost accounting, utility analysis, economic value added, and return on investment of HR 

activities (Kane, Crawford, & Grant, 1999). 

Some companies develop sophisticated models, of how HR practices affect satisfaction of customers, 

or identify investors as the most important stakeholders, without whose capital it would be impossible 

to continue business and reach satisfaction (Schuler & Jackson, 2005). 

 

The “soft” approach acknowledges the importance of taking into consideration multiple stakeholder 

interests. According to this approach, employees are an important group of stakeholders and a distinct 

resource that cannot be managed as any other resource and whose interests and needs have to be taken 

into account (Price, 2007). A more complete evaluation of the effectiveness of HRM involves the 

satisfaction of the concerns of multiple stakeholder groups. Therefore, soft indicators are also used, such 

as commitment, satisfaction, engagement, knowledge development, etc. (Schuler & Jackson 2005). 

“Soft” approach is in tune with the concept of CSR, which provides satisfaction of all stakeholders of 

the organization, not just the owner/investor interests. 

Traditionally, HRM models are based on Dyer and Reeves (1995) categorization of outcomes, which 

provides: 

 

• Proximal outcomes – HR outcomes 

• More distal outcomes – organizational, financial and market based 

CSR approach extends the range of HRM outcomes including the social outcomes – individual and 

social wellbeing. 

 

Comparison of the HRM models made by authors (see Table 1), shows that some models represent the 

traditional approach, but Harvard, Jackson and Schuler models represent the CSR approach, i.e., the 

satisfaction of the interests of different stakeholders. 

Recent studies highlight and show the linkage between HRM and KM. Traditional HRM functioned 

under narrow operational boundaries; in the knowledge economy the role of HRM needs to expand, 

looking both within and outside the organization. The traditional focus on managing people has been 

broadened to managing organizational capabilities, managing relationships and managing learning and 

knowledge (Lengnick-Hall & Lengnick-Hall, 2003). There are several roles that can be played by HR 

in developing knowledge management system. Lengnick-Hall and Lengnick-Hall (2003) take the view 
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that in the knowledge economy organizations will need HRM that is characterized by a new set of roles 

that can assist in generating and sustaining organizational capabilities. These new HRM roles are those 

of human capital steward, knowledge facilitator, relationship builder and rapid deployment specialist. 

The investigations conducted by the Center of Management Studies of Leon Kozminski Academy of 

Entrepreneurship and Management in Warsaw in 2003–2005 were directed at the identification of 

relations between knowledge management and human resources management at the enterprise 

(Staniewski, 2008). The most commonly emerging factors of human resources management supporting 

the development of knowledge management are as follows: 

 

• Organizational culture 

• Qualifications of the staff 

• Qualification of the employees 

• Motivation of the staff and employees 

The results of the investigation demonstrate that the strongest factor supporting the activities related to 

the applications of the knowledge management initiatives are qualifications (both of management staff 

and employees) and the organizational culture. The motivation of management staff and employees were 

less effectively supporting. (Staniewski, 2008) 

Sumi KM model shows (see Fig. 2) support for the implementation of HRM activities, such as, training 

and development, performance management system, compensation, selection and pay-roll 

administration, providing feedback, communication and flow of information. This support will 

contribute to the organization's objectives (Sumi, 2011). 

 

 

Fig. 2. Facilitation of HR practices by KM (Sumi, 2011) 

 

Davoudi and Kaur (2012) show the research model which involved the mutual linkage between KM and 

HRM and also their relationship with organizational performance. The role of HRM in KM is as follows: 

 

• Without effective HR effective knowledge system cannot be implemented; 

• HRM contributes to better implementation of KM in the organizations. 

HR plays a critical role in knowledge creation, retention, sharing and innovation inside the 

organizations. The influence of KM on HRM: owners of the organizations attempt to facilitate the 

implementation of HR practices by applying information technology and KM in their organizations. KM 

provides a medium in which human resource managers will perform HR programmes and HR practices 

in a better way and with higher quality (Davoudi & Kaur 2012). Previous studies have shown that 

appropriate HR practices influence organizational performance positively. Similarly, some studies 

argued about the positive influence of knowledge management on organizational outcomes. Davoudi 

and Kaur (2012) describe the integration of KM and HRM, which gives a synergistic effect. Integrating 

HRM with KM in the organization leads to organizational superior performance, efficiency, 

effectiveness, productivity and survival in today’s competitive advantages which can be named as the 

ultimate goals of all organizations. 

Having analyzed the HRM models described above, the authors created a model (see Fig. 3) and came 
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to the conclusion that the corporate social responsibility, HRM model should ensure achieving the 

organizational and employee’s individual goals, taking into account the organization’s impact on the 

external and internal environments. 

 

 

Fig. 3. Knowledge and human resource management model towards corporate social responsibility 

 

Social responsibility and knowledge management should be the foundation for the sustainable company 

culture. Companies operating in a socially responsible manner may have a different understanding of 

human resources and apply different HRM models. To be most effective, the companies should be able 

to adapt to different circumstances and changes in the external and internal environments and should 

consider the change and the knowledge management, thereby creating the HRM model best suited to 

any situation and environment. 

 

5. Conclusion 

Changes in the present industrial scenario have contributed to changes in the structure and functioning 

of the organizations. Organizations have been focusing on changes in the structure resulting in flatter 

organizations. The results of various studies show that large organizations have changed their shapes 

dramatically, reducing layers of hierarchy, dispersing authority and decision making, and adopting a 

variety of practices associated with knowledge sharing, quality improvement and information 

technology. Further, it is inferred that organizational change is the basis of competitive advantage for 

organizations. 

In the modern global economy, the increasingly rapid flow of information, and the growing recognition 

of the significance of intellectual capital, knowledge is increasingly claimed to be a critical resource of 

competitive advantage for organizations. Thus, the idea of knowledge management (KM) has enjoyed 

widespread popularity in today’s studies. Moreover, the rise of the knowledge economy has seen the 

proliferation of information and communication technologies, coupled with greater organizational 

complexity, the growth of virtual and global organizations and rapid change. This, in turn, requires 

drastic change within human resource management (HRM) to respond to the changing demands of the 

knowledge economy (Chivu & Popescu, 2008). 

When implementing a new culture, managers may face many challenges in the management processes. 

It requires changes and, first of all, changes in the old management systems. Companies should think 

about, how to manage the company based on the HRM. In socially responsible companies the role of 

human resources becomes significant, thus the companies should also extend the human resource 

management approach. 

Modeling can be applied to help companies cover several specific aspects. Modeling is essentially a 
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system image, which shows how, by whom and in what direction to take steps in order to achieve the 

desired result. In human resources management, modeling is particularly important. Companies can 

apply modeling to develop new more efficient and more effective ways of working. The company, which 

builds for itself a proper human resource management system, gains competitive advantage. Such 

company can be socially responsible and develop its activities to the value that would be helpful and 

mutually beneficial to both the company and its stakeholders. 

In order to gain a competitive edge and maintain competitive advantage, organizations use new business 

management strategies and HRM models that create a new culture in the organization and include both 

knowledge management and social responsibility aspects. Knowledge management and culture of social 

responsibility changes the organization’s thinking, perception and allows the organization to operate on 

a new level. 

 

References 

Armstrong, M. (2006). A Handbook of Human Resource Management Practice (10th ed.). 

London/Philadelphia: Kogan Page. 982 p. Armstrong, M. (2009). Armstrong’s Handbook of Human 

Resource Management Practice (11th ed.). London/Philadelphia: Kogan Page. 1088 p. 

Becker, B. E., Huselid, M. A., Pickus, P. S., & Spratt, M. F. (1997). HR as a source of shareholder 

value: research and recommendations. Human Resource Management, 36, 39–47. 

http://dx.doi.org/10.1002/(SICI)1099-050X(199721)36:1<39::AID-HRM8>3.0.CO;2-X 

Beer, M., Spector B., Lawrence, P. R., Mills, D. Q., & Walton, R. E. (1984). Managing Human Assets. 

New York: The Free Press. 209 p. Bollinger, A. S., & Smith, R. D. (2001). Managing organizational 

knowledge as a strategic asset. Journal of Knowledge Management, 5, 8–18. 

http://dx.doi.org/10.1108/13673270110384365 

Bowen, H. R. (1953). Social responsibilities of the businessman. New York: Harper & Row. 276 p. 

Carroll, A. B. (1979). A Three-Dimensional Conceptual Model of Corporate Performance. Academy 

of Management Review, 4, 497–505. 

Carroll, A. B. (1999). Corporate Social Responsibility, Evaluation of the Definitional Construct. 

Business & Society, 38, 268–295. http://dx.doi.org/10.1177/000765039903800303 

Chivu, I., & Pospescu, D. (2008). Human Resource Management in the Knowledge Management. 

Revista Informatica Economica, 48, 54–60. Daft, R. F. (2001). Organization Theory and Design (7th 

ed.). Cincinnati: South-Western College Publishing. 700 p. 

Davis, K., & Blomstrom, R. L. (1966). Business and its environment. New York: McGraw-Hill. 

403 p. 

Davoudi, S. M. M., & Kaur, R. (2012). The Mutual Linkage between Human Resource 

Management and Knowledge Management. Arth Prabhand: A Journal of Economics and 

Management, 1, 13–29. 

Dyer, L., & Reeves, T. (1995). Human resource strategies and firm performance: what do we know, 

where do we need to go? International Journal of Human Resource Management, 6, 656–670. 

http://dx.doi.org/10.1080/09585199500000041 

European Commission Directorate-General for Employment and Social Affairs (2001). Promoting a 

European framework for corporate social responsibility. Green Paper. [Online], EC, http://eur-

lex.europa.eu/LexUriServ/site/en/com/2001/com2001_0366en01.pdf. 

Freeman, R. E. (1984). Strategic management: A stakeholder approach. Boston: Pitman. 276 p. 

Guest, D. E. (1997). Human resource management and performance: a review and research agenda. 

The International Journal of Human Resource Management, 8, 263–276. 

http://dx.doi.org/10.1080/095851997341630 

Hlupic, V., Poulodi, A., & Rzevski, G. (2002). Towards an Integrated Approach to Knowledge 

Management: “Hard”, “Soft” and “Abstract” Issues. Knowledge and Process Management, 9, 90–102. 

http://dx.doi.org/10.1002/kpm.134 

Hopkins, M. (1998). The Planetary Bargain: Corporate Social Responsibility Comes of Age. 

London: Macmillan. 247 p. 

Ishak, N. B., Eze, U. C., & Ling, L. S. (2010). Integrating Knowledge Management and Human 

Resource Management for Sustainable Performance. Journal of Organizational Knowledge 

Management, 2010, 1–13. http://dx.doi.org/10.5171/2010.322246 

186

http://dx.doi.org/10.1108/13673270110384365
http://dx.doi.org/10.1177/000765039903800303
http://dx.doi.org/10.1080/09585199500000041
http://eur-lex.europa.eu/LexUriServ/site/en/com/2001/com2001_0366en01.pdf
http://eur-lex.europa.eu/LexUriServ/site/en/com/2001/com2001_0366en01.pdf
http://dx.doi.org/10.1080/095851997341630
http://dx.doi.org/10.1002/kpm.134
http://dx.doi.org/10.5171/2010.322246


Jackson, S. E., Schuler, R. S.&Werner,S. (2009). Managing Human Resources (11th ed.). New York: 

South-Western, Cengage Learning. 668 p. 

Kane, B., Crawford, D., & Grant, D. (1999). Barriers to effective HRM. International Journal of 

Manpower, 20, 494–515. http://dx.doi.org/10.1108/01437729910302705 

Kluge, J., Wolfram, S., & Licht, T. (2001). Knowledge Unplugged. The McKinsey&Company 

global survey on knowledge management. 

Palgrave: Houndsmills. 25 p. http://dx.doi.org/10.1057/9780333977057 

Lang, J. C. (2001). Managing in knowledgebase competition. Journal of Organizational Change 

Management, 14, 539–553. http://dx.doi.org/10.1108/EUM0000000006145 

Lapiņa I., Maurāne G., & Stariņeca O. (2013), Holistic Human Resource Management Model towards 

Sustainable and Sophisticated Business. 

Proceedings the 17th World Multi-Conference on Systemics, Cybernetics and Informatics. Orlando, 

Florida, July 9–12 2013, 31–36. 

Laurie, J. (1997). Harnessing the power of intellectual capital. Training and Development, 27, 66–77. 

Lengnick - Hall, M., & Lengnick-Hall, C. (2003). Human Resource Management in the Knowledge 

Economy: New Challenges, New Roles, New capabilities. San Francisco: Berrett-Koehler 

Publishers. 204 p. 

Little, S., Quintas, P., & Ray, T. (2002). Managing Knowledge: An Essential Reader. London: The Open 

University in association with Sage Publications. 357 p. 

Mathis, R. L., & Jackson, J. H. (2008). Human Resource management (12th ed.). South-Western: 

Thomson. 592 p. 

Paauwe,  J.     (2004).     HRM    and    performance:    Achieving    long    term    viability.    Oxford:     

Oxford     University     Press.  270    p. http://dx.doi.org/10.1093/acprof:oso/9780199273904.001.0001 

Paul, A. K., & Anantharam R. N. (2003). Impact of people management practices on organisational 

performance: analysis of a casual mode. 

International Journal of Human Resource Management, 14, 1246–1266. 

http://dx.doi.org/10.1080/0958519032000145648 Price, A. (2007). Human Resource Management in a 

Business Context.(3rd ed.) London: Thomson Learning. 648 p. 

Price, A. (2011). Human Resource Management (4th ed.). South-Western: Cengage Learning EMEA. 

587 p. 

Rahmann, S. (2011). Evaluation of Definitions: Ten Dimensions of Corporate Social Responsibility. 

World Review of Business Research, 1, 166– 176. 

Saaty T.L. (1980). The Analytic Hierarchy Process: Planning priority setting, New York: McGraw-

Hill. 287 p. 

Scarborough, H., & Swan, J. (2001). Explaining the diffusion of knowledge management: The role of 

fashion. British Journal of Management, 12, 3–12. http://dx.doi.org/10.1111/1467-8551.00182 

Scarborough, H.,& Carter,C. (2000) Investigating Knowledge Management, CIPD, London. 81 p. 

Schuler, R. S., & Jackson, S. E. (2005). A Quarter – Century Review of Human Resource 

Management in the U.S.: The Growth in Importance of the International Perspective. Management 

Review, 16, 1-25. 

Snell, S., & Bohlander, G. (2011). Managing Human resources (16th ed.). New York: South-Western, 

Cengage Learning. 832 p. 

Soliman, F. (2000). Application of knowledge management for hazard analysis in the Australian dairy 

industry. Journal of Knowledge Management, 4, 287–294. 

http://dx.doi.org/10.1108/13673270010379830 

Staniewski, M.W. (2008). The elements of Human Resources Management supporting knowledge 

management, Amfiteatru Economic, Special, Noiembrie, 283–291. 

Sumi, J. (2011). Human Resource Management and Knowledge Management: Revisiting 

Challenges of Integration. International Journal of Management & Business studies. 1, 56–60. 

Svetlik, I., & Stavrou-Costea, E. (2007). Connecting human resources management and knowledge 

management. International Journal of Manpower, 28, 197–206. 

http://dx.doi.org/10.1108/01437720710755209 

Ulrich, D. (1998). A new mandate for human resources. Harvard Business Review, January-February, 

124–134. 

*** 

187

http://dx.doi.org/10.1108/01437729910302705
http://dx.doi.org/10.1057/9780333977057
http://dx.doi.org/10.1108/EUM0000000006145
http://dx.doi.org/10.1080/0958519032000145648
http://dx.doi.org/10.1111/1467-8551.00182
http://dx.doi.org/10.1108/13673270010379830
http://dx.doi.org/10.1108/01437720710755209


Prof. (Dr.) S.K. Moharana

Dr. Munmun Mohanty, MBA, Ph.D.

Dr. Munmun Mohanty holds MBA degree with dual specialisation in Finance and Marketing. She has 

received her Ph. D. (Business Administration) on “Impact of Liberalisation on Stock Market Efficiency in 

India” from Utkal University. She is an exceptionally proficient and experienced Finance teacher with 

over 22 years of teaching and academic record. She is highly skilled at explaining a variety of complex 

financial theories and practices at a level that can be understood by professional and non-profesional 

audiences. She conducts training programmes for corporates to train non-finance executives. She is well 

acclaimed for her stints in teaching and training at various institutions of State importance such as 

Ravenshaw University, SOA University and Xavier Institute of Management, Bhubaneswar. 

Dr. Mohanty has published more than 30 research papers in national and international journals of repute, 

and is the editor of two books. Her research interest is in Capital Market Effiiciency, Asset Pricing and 

Investor Behaviour. 

Dr. Moharana is an acclaimed expert in the field of Management. He is successfully organised and offered 

Consultancy, Training and MDPs to various State Government departments including SBI Staff Training 

Institute and LIC of India. To his veritable credit, he has published over 40 article in leading journals and 

instrumental in presenting papers at various National Conferences at Malaysia and Bangkok. As a 

Professional Member of All India Management Association  (AIMA) and Indian Society for Training and 

Development (ISTD), New Delh, he leads the life of significance in serving in serving others.
He has received the rate and distinct accomplishment of Leadership Development Award from the Lions 

Club International President Mr. William S. Hounder (USA) for his yeoman services as the Chairman, 

Educational Services of Lions District 322C2 for three convective years .
His specialization and subject interest areas are HRM, Strategics Management, Entrepreneurship 

Development and TQM. 

ABOUT THE EDITORS


	Cover Page
	Page 1
	Page 2

	24c944d255d00e7ca488ec6c78513289f477827d1a1d2e34e4b15be59b916d59.pdf
	Materials and Methods
	Results
	Discussion
	Conclusions
	References
	Abstract
	1. Introduction
	2. Role of stakeholders & ecosystem and emergence of start-ups
	3. Business models: Need and proposed model to support small ventures
	3.1 Suggested Business Model for Startups
	3.2 What, Why, How, Who, Business Model
	3.3 Proposed Start- up Business Model

	Conclusion
	References (1)
	Human Resource Information Systems (HRIS) - Its role and importance in Business Competitiveness
	ABSTRACT

	Introduction
	HRIS DEFINED
	HRIS – Why it is needed?

	Components of HRIS
	Benefits of HRIS
	Importance of HRIS in Business Competitiveness
	HRIS MODEL
	Importance of HRIS
	Functions of HRIS

	Conclusion (1)
	References

	Introduction (1)
	Cooperation and exchange of resources
	Methodology
	1. Development of scenarios and re- spective business models
	Scenario 2: Digital Loner
	Scenario 3: Conventional Smart

	This framework allows the bank to charge a fee on each product contracted by the clients, and, thus, to generate revenue streams from network fees. The main channel is the ecosystem platform and the expenditures to implement it come from IT and R&D. B...
	Evaluation and Discussion
	Conclusion (2)
	References (2)
	Introduction (2)
	Theory
	Methods
	Results (1)
	Discussion and conclusions
	Funding
	CRediT authorship contribution statement
	Declaration of  Competing Interest
	References (3)
	1. Introduction (1)
	2. Method
	3. Results and Discussion
	4. Conclusion
	5. Acknowledgement
	References (4)
	Trap 1: Pushing Out a Digital Business Model Without Understanding Customer Value
	Trap 2: Promising Additional Gains Without Understanding the Value Delivery Process
	Trap 3: Getting Sold on the Digital Opportunity Without Understanding the Profit Formula
	A Framework for Evaluating Digital Business Model Opportunities
	Phase A: Assessing Digital Opportunity Value
	Phase C: Modelling Digital Opportunity Financials

	Conclusion
	References
	Abstract
	Key words:


	1. Introduction (2)
	2. Literature review
	3. Results
	1. Conclusions
	References (5)
	1. Business Models
	2. Desperately seeking definition: Identity crisis of the business model
	3. A bbusiness modelQ is not a strategy
	4. Four problems of business models
	4.1. Flawed assumptions underlying the core logic
	4.2. Limitations in the strategic choices considered
	4.3. Misunderstandings about value creation and value capture
	4.1. Relying on flawed assumptions about the value network

	1. Final thoughts
	References (6)
	ABSTRACT
	Introduction (3)
	1. Some facts about Indian Digital Marketing Industry
	2. Reasons for rise in digital Marketing in India
	3. Indian companies using digital marketing for competitive advantage
	4.  Impact of technology growth on traditional marketing
	1. Reasons for failure of digital marketing in startups
	5. Commandments of Digital Marketing
	Conclusion:
	References:
	Abstract (1)
	Introduction (4)
	1. Analysis of marketing strategy concept
	1. Classiﬁcation of marketing strategies
	3. Strategic marketing planning process
	4. Evaluation and control of marketing strategy
	Conclusions (1)
	References (7)
	Introduction (5)
	SMEs challenges: High importance; High failure rates
	Marketing characteristics of small firms
	What do small firm owners/managers need?
	Conclusion (3)
	References (8)
	Emergence of the Business Model Concept
	Business Model Definitions
	Components of a Business Model
	Business Model Innovation
	Business Model and Strategy
	Business Model Innovation and Technological Management
	Business Models and Firm Performance
	Managerial Implications
	Conclusion (4)
	Limitations of the Study and Scope for Further Research
	References (9)
	1. INTRODUCTION
	1. LITERATURE REVIEW
	2. SME FIRM AND SOURCES OF FINANCING
	2.1 Internal and External Sources
	2.2 Formal Source of financing
	1.1 Informal sources of financing
	1.2 Debt Financing
	1.1 Equity Financing
	1.2 Short-Term Financing
	1.3 Long-Term Financing
	2. SME FINANCING SITUATION IN NIGERIA
	3. SOURCES OF FINANCING CHALLENGES
	4. CONCLUSION
	References (10)
	1. INTRODUCTION. BUSINESS MODELS
	2. NEW BUSINESS MODELS
	3. QUALITATIVE RESEARCH ON NEW BUSINESS MODELS
	3.1. Description of research and methodology
	3.2. Initial results
	3.3. Final research

	4. EXEMPLARY CASE STUDY: STOWARZYSZENIE OBYWATELE OBYWATELOM/KOOPERATYWA
	5. CONCLUSIONS
	REFERENCES

	1. Introduction (3)
	Conclusions (2)
	References (11)
	1 Introduction
	2 Methodology
	3 Results and Discussion
	3.1 Structure of HR strategy
	3.1 Medium-term HRM assumptions of corporate goals
	3.2 Differences in HRM assumptions of different business strategies
	3.3 Analysis of the current HR status
	3.1 HR goals and measures
	3.2 Variant (alternative) HRM measures
	3.3 Evaluation of HR measures implemented

	4 Conclusion
	References (12)
	1 Introduction (1)
	2 Methodology (1)
	3 Results and Discussion (1)
	3.1 Structure of HR strategy
	3.1 Medium-term HRM assumptions of corporate goals
	3.2 Differences in HRM assumptions of different business strategies
	3.3 Analysis of the current HR status
	3.1 HR goals and measures
	3.2 Variant (alternative) HRM measures
	3.3 Evaluation of HR measures implemented

	4 Conclusion (1)
	References (13)
	ABSTRACT (1)
	1. Introduction (4)
	2. What Is a Business Model?
	3. Why Business Model?
	4. Simplified Business Model
	5. How to Create a Business Model in Three Steps?
	6. Conclusion
	References (14)
	Page 3


