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I. Para entender qué es la economía verde 

La economía verde se define como un sistema económico que está fundado en inversiones en materia de 

producción, comercio, distribución y consumo de bienes y servicios destinados a reducir los riesgos del daño y 

deterioro ambiental, así como los derivados de la escasez de capital natural ocasionada por las actividades 

humanas. 

La definición de economía verde tuvo su origen en el informe “Planos de economía verde” elaborado por Pearce, 

Markandya y Barbier (1989), aunque tomó relevancia y aceptación internacional hasta que el Programa de 

Naciones Unidas para el Medio Ambiente lo adoptó en la investigación titulada Nuevo Acuerdo Verde Global (v. 

PNUMA.FES-ILDIS, 2011) donde recomienda un paquete de inversiones públicas y una serie de reformas políticas y 

monetarias complementarias destinadas a recuperar la senda del crecimiento y la adopción de medidas urgentes 

sobre cambio climático. 

El Protocolo de Montreal tuvo como objetivo dar impulso a la economía verde en la escala internacional vía el 

Fondo Multilateral del Protocolo de Montreal, así como fondos independientes y esfuerzos paralelos de los 

gobiernos y el sector privado. Desde su entrada en vigor, en 1987, ha contribuido a la reducción de la producción 

y consumo de cerca de 100 compuestos químicos industriales conocidos por su acción nociva hacia la capa de 

ozono en 97%, y reducir los gases efecto invernadero en alrededor de 11 mil millones de toneladas de bióxido de 

carbono. 

Más reciente es el pronunciamiento de la Agenda 2030 y los Objetivos del Desarrollo Sostenible emitidas al seno 

de la Organización de las Naciones Unidas que recomienda proteger el planeta mediante el consumo y producción 

sostenible, así como la gestión ambiental sostenible de los recursos naturales. 

Aclarar desde un inicio la definición del capital natural resulta muy pertinente para los fines de este trabajo. El 

concepto se refiere a los recursos naturales como plantas, minerales, aire o petróleo que se encuentran en su 

forma física originaria en la naturaleza y que son susceptibles de ser vistos (en términos económicos) como medios 

de producción de bienes y servicios ecosistémicos. Entendido así, el capital natural constituye una forma de 

estimación del valor de un ecosistema. En su forma más simple, el concepto alude a una reserva que produce un 

flujo de bienes y servicios ambientales.1 

Hablar de economía verde obliga a remitirse a abordar el tema de cómo erradicar la pobreza. Esto es así porque 

la economía verde sólo puede existir si los patrones de producción y de consumo generan beneficios sociales 

derivados de la mejora del medio ambiente y de la preservación del capital natural. 

Una de las metas más trascendentes trazadas en el contexto internacional en materia de desarrollo sustentable 

es lograr el bienestar de la sociedad a través del establecimiento de relaciones armónicas entre el hombre y el 

medio ambiente. La encomienda para alcanzar esta meta consiste en lograr la sobrevivencia de la especie humana 

en el planeta —así como la de todas las demás especies— mediante acciones deliberadas dirigidas a la 

conservación del medio ambiente. 

La economía verde es la ruta más directa para alcanzar el desarrollo económico sustentable. El progreso 

económico depende hoy, más que nunca, de la preservación a largo plazo del capital natural. Por otra parte, el 

                                                           
1 Véase en [https://es.wikipedia.org/wiki/Capital_natural]. 
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objetivo por detonar a plenitud las potencialidades de la economía ambiental estriba en lograr que los patrones 

de producción y de consumo sean sostenibles en el largo plazo a la vez que se proceda a lograr un esquema 

riguroso de eficiencia en el aprovechamiento y asignación de los recursos naturales.  

La economía verde constituye uno de los mecanismos idóneos para introducir transformaciones estructurales en 

los sistemas de producción y potenciar el logro de metas más ambiciosas en las tasas de crecimiento del producto 

nacional. Al mismo tiempo, puede colocar a los países en una posición más competitiva internacionalmente al 

generar nuevas oportunidades de inversión a lo largo de toda la estructura sectorial de la producción (ampliación 

y reforzamiento de las cadenas de valor). 

Las inversiones que se pueden generar en el ámbito de la economía verde, además de propulsar un dinamismo 

renovado en las esferas de la producción sectorial, pueden contribuir de manera significativa a la expansión de las 

actividades empresariales, porque al final de cuentas, como ya se mencionó, la economía verde es el camino para 

alcanzar el desarrollo sustentable. De manera especial, la formación de un circuito de innovación e inversiones en 

el campo de la economía verde puede ser la oportunidad deseada para aumentar el grado de bienestar social 

general e influir de modo positivo en la inclusión social y la disminución de la pobreza al posibilitarse la 

convergencia de las vertientes económica, social y ambiental que son propias a la definición del desarrollo 

sustentable. 

A través del impulso de la economía verde se busca fomentar la inversión en sectores de actividad económica que 

dispongan de capacidades para la elaboración de bienes tangibles y no tangibles amigables con el medio 

ambiente. Debido a esta razón, el impulso principal de la economía verde debe provenir de los agentes 

productivos que son los responsables de generar el crecimiento del producto nacional, así como también del 

esfuerzo integrador liderado por el gobierno mediante un andamiaje de políticas públicas explícitas que 

comprendan las cuatro vertientes reconocidas del desarrollo sustentable: economía, medio ambiente, sociedad y 

acción política.  

La innovación es otro de los factores vitales en la formación de la economía verde.  Es un atributo con gran 

capacidad para generar mejores propuestas de valor, derivar cambios de fondo en la realidad social y arrojar luz 

en los caminos a seguir para dar respuesta a las exigencias propias de una economía de mercado. La innovación 

parte de un diagnóstico de la situación presente y de prospección del cambio en las estructuras de la producción, 

permite encontrar perspectivas multidisciplinarias que trascienden métodos o modelos tradicionales, replantea 

soluciones para comenzar a hacer las cosas de maneras aun no probadas. Igualmente, la innovación descansa en 

la capacidad para generar conocimiento estratégico basado en la educación de calidad, en la salud, en el desarrollo 

de la ciencia y la tecnología, así como en la alta calificación del capital humano. 

La productividad desempeña un rol decisivo en el desarrollo de las empresas. Optimizar el uso de recursos a través 

de la reconversión de procesos que prevengan y corrijan el daño ambiental durante todo el ciclo de vida del 

producto se traduce en una ventaja comparativa frente a la competencia. Por esto, la consecución de incrementos 

sostenidos en la productividad económica se convierte en otro elemento indispensable para lograr un impulso 

exitoso de la economía verde. Por definición, el nivel de productividad alcanzado depende de la confluencia de 

varios aspectos, como son: 1) los factores de la producción disponibles; 2) la capacidad creativa del capital humano 

ocupado y su vocación innovadora; 3) la existencia de mecanismos de organización y administración avanzados al 

interior de las unidades económicas y; 4) la competencia empresarial intensa que existe en los mercados.  

La promoción y el impulso exitoso de la economía verde descansa primordialmente en el sector de la inversión. 

Entre más acelerado sea el flujo de nuevas inversiones, más rápido se conseguirá alcanzar niveles de 
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competitividad aceptables en términos de costos y precios relativos, así como también, acrecentar las ventajas 

comparativas de los productos y servicios derivados de los sectores verdes. 

La economía verde es la respuesta al desafío crítico que el mundo de hoy debe de enfrentar acerca de cómo hay 

que orientar las economías de mercado para ir haciendo reales y efectivos los preceptos y estrategias del 

desarrollo sustentable sin que este cambio fracture las estructuras de la producción, el dinamismo de los 

mercados y las relaciones sociales propias de la economía convencional. Pero eludir por más tiempo la adopción 

de medidas de mitigación de los daños ambientales es un riesgo que ya no se puede correr más; proceder así 

podría traer devastaciones planetarias cada vez más abrumadoras para la humanidad. Por tal razón, actuar en 

todos los frentes en favor del medio ambiente es un tópico de atención prioritaria e interés estratégico. Pero más 

relevante es que se adopten las medidas acertadas para que esta complementación mutua entre economía, 

sociedad y medio ambiente no se colapse. 

Para poder alcanzar el progreso sustentable y ordenado a través de la economía verde es preciso crear un 

ambiente propicio para los negocios. Dado lo complejo que es alcanzar una condición como ésta, los empresarios 

se ven sometidos a una constante presión ante la que es necesario reflexionar, tanto en lo que toca a la situación 

presente, como en lo que respecta a la creación de expectativas de futuro. 

La internacionalización de las economías nacionales somete a las empresas a generar mejores condiciones de 

competencia tanto en el mercado interno como en otros del exterior. Es en estos últimos en donde la oferta de 

sus productos se ve enfrentada con frecuencia a bienes sustitutivos o complementarios a los propios. Ante esta 

ineludible realidad, las empresas han de desplegar estrategias que apunten a replantear los patrones productivos 

con la finalidad de incrementar los niveles de eficiencia, identificar áreas de oportunidad distintas e ir al encuentro 

de nuevas vocaciones de producción y ventajas comparativas.     

La economía verde puede convertirse en un gran receptáculo de nuevas inversiones productivas fijas, ya sea en 

nuevas construcciones de infraestructura, en maquinaria y equipo, en variaciones de inventarios o bien, en bienes 

de consumo e inversiones de cartera. 

Investigación y 

desarrollo 

empresarial 

Extracción y 

procesamiento 

de materias 

primas e 

insumos 

Manufactura, 

transformación y 

automatización 

Transporte, 

almacenamiento 

y distribución 

Mantenimiento 

infraestructuras, 

maquinaria y 

equipos 

Utilización, 

reutilización, 

reciclado y 

reingeniería de 

materiales 

 

II. Producción e industria verde 

Para explicar de manera sencilla en que consiste la producción e industria verde hay que tomar en cuenta lo 

siguiente:  

1. La producción e industria verde involucra estrategias dirigidas a impulsar la reconversión de los modelos de 

producción y transformación y; por tanto, de las relaciones insumo-producto en los distintos sectores de la 

industria, de modo que las capacidades productivas creadas no conlleven el incremento en las cargas 

contaminantes y el uso excesivo de recursos energéticos y naturales. 

2. La noción convencional usada en la medición del producto nacional se asume como unidimensional. El producto 

se mide en términos de bienes e ingresos, es decir, no considera la reducción del stock de recursos naturales ni 

los efectos nocivos derivados de los residuos y la polución. 
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3. El producto nacional y su crecimiento se asume en la economía convencional, como una estadística de flujo que 

pregona que cuanto mayor sea el valor monetario alcanzado en este flujo, tanto mayor será el “éxito” o el 
bienestar económico alcanzados por una nación. 

4. Los efectos causados por el crecimiento exponencial de los flujos de la producción y el consumo sobre los stocks 

de la naturaleza, llevan a reconocer que existe la necesidad de incidir positiva y continuadamente en el 

mantenimiento de estas existencias. 

5. Se crean entonces compromisos puntuales para impulsar el reconocimiento de los derechos de la naturaleza; 

es decir, el derecho a que se respete integralmente su existencia, mantenimiento y regeneración de sus ciclos 

vitales; así como su estructura, funcionamiento y procesos evolutivos. 

6. Las reservas finitas de recursos, así como la capacidad del medio ambiente para asimilar la huella del hombre 

sobre el planeta nos orilla a crear nuevos entendimientos acerca de cómo hacer sostenible el éxito económico 

introduciendo criterios de racionalidad y sostenibilidad en los sistemas de producción y consumo. 

7. El centro de atención del pensamiento económico se redirecciona asumiendo los riesgos que derivan de las 

afectaciones sobre los stocks naturales, siendo fundamental en este razonamiento que las complejas 

interacciones entre la producción, los individuos, la población y la naturaleza se especifiquen como componentes 

de un paradigma distinto, diverso, sistémico e integrado que tome en cuenta el impacto de las actividades 

económicas y los logros intergeneracionales futuros en términos de bienestar y prosperidad. 

Esquema 1. Producto Interno Neto Ecológico de México, 2015

 

 

Las consideraciones recién apuntadas han dado lugar al nacimiento de criterios novedosos en las mediciones del 

producto nacional, así como de los costos y beneficios sociales y ambientales. El PINE apunta en esta dirección. 
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Este indicador incorpora al cálculo del Producto Interno Bruto de México, los costos por agotamiento y 

degradación como porcentaje del PIB a precios corrientes, así como el gasto de protección ambiental, según 

actividad ambiental en millones de pesos corrientes. 

 

Gráficas 1 y 2 

Costos totales por agotamiento y degradación 

ambiental 2003-2015. Porcentajes del PIB a precios 

corrientes. 

Gastos de protección ambiental, según actividad 

ambiental, 2015. 

Millones de pesos corrientes y participación 

porcentual. 

 

 

 

 

 
 

Fuente: INEGI, Sistema de Cuentas Económicas y Ecológicas de México, 2015. 

De acuerdo con las cifras del INEGI correspondientes al año 2015, la industria es el sector que posee la mayor 

participación porcentual en el producto interno neto ecológico de México (PINE) con 16%, después de la aportación 

que hace el sector “resto de los sectores y los hogares” cuya contribución ascendió a 33%. A nivel agregado, los 

datos dan cuenta de que el PINE representó 82.6% del Producto Interno Bruto de México. 

Para conocer más acerca del PINE es útil señalar que es el resultado de deducir del producto interno bruto, el 

consumo de capital fijo, así como el costo total por agotamiento y degradación ambiental, que en el último caso 

asciende a 4.3% del PIB. 

Acudir a las cifras de cálculo del PINE que realiza el INEGI es importante para resaltar el rol que están desempeñando 

la industria y el resto de los sectores y los hogares; esto denota de modo indirecto el avance en la reconversión 

productiva que está teniendo lugar y que apunta a la consolidación de un sistema de producción y consumo 

sustentables al seno de la economía mexicana. Los alcances de la industria verde dependen de intervenciones que 

deriven de una política industrial explícita que contemple regulaciones, incentivos, estrategias y operaciones 

empresariales e inversiones de capital, así como cambios en los hábitos y preferencias de consumo de la sociedad 

que permita incrementar la provisión de bienes y servicios de gestión y protección ambiental. 

III. La ecoinnovación 

Los desafíos que representa el tema ambiental guardan una estrecha relación con las rutas trazadas en la esfera 

del desarrollo económico, siendo la adopción de patrones de producción y consumo sostenibles uno de los 

renglones vitales en los que se debe perseverar para frenar los daños al ambiente y el agotamiento de recursos. 
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La ecoinnovación es la estrategia central que plantean los organismos internacionales para introducir cambios en 

los patrones de producción y de consumo de los países, esto con el propósito de: 1) mejorar la eficiencia en el uso 

de los recursos; 2) hacer que los procesos productivos empleen menores dotaciones de insumos y energía; 3) 

generar nuevos niveles de demanda de bienes y servicios; 4) abrir nuevas oportunidades de empleo; 5) aumentar 

la productividad y competitividad de los sectores industriales, y; fortalecer la organización, administración y 

procesos empresariales. 

La ecoinnovación se está convirtiendo en un nuevo paradigma para abordar el tema económico de los sistemas y 

métodos de producción capitalista al definirse como un conjunto de procesos, técnicas, sistemas y productos 

nuevos y modificados, y su mercadotecnia, destinados a prevenir el daño ambiental y los impactos sobre los 

ecosistemas provenientes de las actividades económicas. 

En Europa y en los países miembros de la Organización para la Cooperación y el Desarrollo Económico (OCDE), la 

ecoinnovación está en auge. En los países de la Unión Europea, los gobiernos y los agentes económicos trabajan 

coordinadamente en lograr un crecimiento económico inteligente, sostenible e integrador abriendo nuevos 

caminos para abordar los problemas ambientales provenientes de la esfera económica desde la óptica de un mejor 

uso y asignación de los recursos naturales y la energía. Se entiende que en este proceso se cuenta con el 

acompañamiento imprescindible de las ciencias, las tecnologías de la información y la economía del conocimiento.  

La ecoinnovación y en general, la economía verde requiere de un respaldo firme por parte del gobierno. En 

México, el Presupuesto de Egresos de la Federación de 2018 prevé destinar recursos por 28 mil 625 millones de 

pesos para la instrumentación de una estrategia dedicada a promover el uso de tecnologías y combustibles más 

limpios provenientes de diferentes fuentes institucionales federales. He aquí el desglose de dichos fondos públicos 

por dependencia:  

Tabla 1. Proyecto de Presupuesto de Egresos de la Federación de 2018 

Anexo 15. Estrategia de Transición para Promover el Uso de Tecnologías y Combustibles más Limpios (pesos) 

Total 28,625,456,058 
Gobernación 882,725 

Agricultura, Ganadería, Desarrollo Rural, Pesca y Alimentación 322,464,669 

Salud 33,000,000 

Medio Ambiente y Recursos Naturales 3,277,946 

Procuraduría Federal de Protección al Ambiente 3,277,946 

Energía 562,813,410 

Comisión Nacional para el Uso Eficiente de la Energía 93,797,220 

Instituto Nacional de Electricidad y Energías Limpias 600,000 

Petróleos Mexicanos 885,160,986 

Pemex Exploración y Producción 25,762,682 

Pemex Transformación Industrial 859,398,304 

Comisión Federal de Electricidad 26,817,856,322 

CFE Consolidado 26,817,856,322 

Fuente: Secretaría de Hacienda y Crédito Público, Proyecto de Presupuesto de Egresos de la Federación 2018, 

Versión turnada a la Cámara de Diputados para su aprobación. 
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IV. La importancia de las regulaciones ambientales en el impulso de la economía verde 

Las regulaciones ambientales, derivadas de la política ambiental son, en esencia, un factor correctivo que actúa 

en presencia de fallas del mercado que ocurren en los sectores de la economía tradicional. La acertada aplicación 

de la política ambiental tiene un efecto positivo sobre el bienestar general de la población que se asocia al uso 

más eficiente de los recursos productivos y a los controles directos impuestos en contra de la polución. Es cierto 

que, a primera vista, la introducción de este tipo de regulaciones tiene un impacto negativo sobre la 

competitividad de la economía ya que los costos ambientales que se generan y que ahora sí deben pagar los 

agentes económicos emisores de contaminación o generadores de daños ambientales pueden ser compensados 

de manera racional mediante medidas que favorezcan la eficiencia productiva, la innovación tecnológica y la 

sustitución de insumos. 

La seria preocupación que se ha generado a raíz del cambio climático y el deterioro ambiental global ha hecho 

que los organismos internacionales y los Estados-Nación emprendan acciones para minimizar o revertir los daños 

ocasionados por las actividades económicas. Sin embargo, hasta ahora es posible afirmar que las relaciones entre 

economía y medio ambiente mantienen ciertas contraposiciones mutuas que no han podido zanjarse 

acertadamente ocasionándose efectos adversos sobre las funciones de producción y la propensión a consumir. 

Las actividades propias de la industria manufacturera constituyen el motor principal para acelerar el tránsito y dar 

un mayor auge a la economía verde. Así lo reconoce la iniciativa Industria Verde de las Organización de las 

Naciones Unidas para el Desarrollo Industrial (ONUDI) dada a conocer en 2009. Y ciertamente es aquí, en el sector 

industrial, en donde radica gran parte del origen de la problemática ambiental, pero también de muchas de las 

soluciones que se pueden continuar emprendiendo para avanzar en la transición hacia un modelo de desarrollo 

económico sustentable. 

El cambio en las estructuras del sistema de producción, resultado del impulso a la economía verde, debe de ganar 

pronto en profundidad y constituirse en un paradigma económico para impulsar el desarrollo humano integral de 

la mano de la conservación de la naturaleza. 

Para ganar en profundidad, conviene impulsar a la economía verde introduciendo cambios estructurales en el 

funcionamiento de todo el sistema económico. Para hacerlo de modo planificado desde el plano 

macroeconómico, lo óptimo sería el diseño de estrategias de política económica que jerarquicen adecuadamente 

las prioridades. Quedarse anclados en el ámbito de la abstracción teórica o de la discusión paradigmática no abona 

en favor de generar avances reales y resoluciones respecto a la problemática ambiental. La crisis climática 

continúa trascendiendo todos los esfuerzos que se están realizando en la escala global para “cuando menos y por 

lo pronto” ir mitigando sus efectos catastróficos e irreversibles. 

V. Los instrumentos económicos de la política ambiental. Su aplicación en México 

La Ley General de Equilibrio Ecológico y Protección Ambiental, en sus artículos 21, 22 y 22 bis establece que la 

federación, los estados y la Ciudad de México diseñarán, desarrollarán y aplicarán instrumentos económicos que 

incentiven el cumplimiento de los objetivos de la política ambiental. 

Los instrumentos económicos irán dirigidos a promover un cambio en la conducta de los agentes económicos 

dedicados a las actividades industriales, comerciales y de servicios a fin de hacer compatibles sus intereses con 

los concernientes a la protección ambiental y el desarrollo sustentable y a otorgar incentivos a quien realice 

acciones de protección, preservación o restauración del equilibrio ecológico, como a obligar a los que dañen el 
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ambiente, hagan uso indebido de recursos naturales o alteren los ecosistemas a asumir los costos ambientales 

respectivos. 

La legislación considera instrumentos económicos a los mecanismos normativos y administrativos de carácter 

fiscal, financiero o de mercado, mediante los cuales las personas asumen los beneficios y costos ambientales que 

generen sus actividades económicas. 

Entre los instrumentos fiscales que el ordenamiento cita están los estímulos para incentivar el cumplimiento de 

los objetivos de la política ambiental. Corresponden a los de orden financiero los créditos, fianzas, seguros de 

responsabilidad civil, los fondos y los fideicomisos que estén dirigidos a la preservación, protección, restauración 

o aprovechamiento sustentable de los recursos naturales y el ambiente, así como el financiamiento de programas, 

proyectos, estudios, investigación científica, desarrollo tecnológico e innovación para la preservación del 

equilibrio ecológico y protección al ambiente. 

Por su parte, los instrumentos de mercado contemplan las concesiones, autorizaciones, licencias y permisos que 

corresponden a volúmenes preestablecidos de emisiones de contaminantes en el aire, agua o suelo, o bien, que 

establecen los límites de aprovechamiento de recursos naturales, o de construcción en áreas naturales protegidas 

o en zonas cuya preservación y protección se considere relevante desde el punto de vista ambiental. 

V.1. Impuestos, cargos y tarifas 

Los impuestos relacionados con el medio ambiente tienen una base imponible aplicada en una unidad física de 

algún material que tiene un impacto negativo comprobado y específico sobre el medio ambiente. Se incluyen 

todos los impuestos sobre la energía, el transporte, y se excluyen los impuestos del tipo valor agregado. Resultan 

fácilmente identificables aquellos relacionados directamente con las emisiones y se corresponden con pagos 

obligatorios que son recaudados por el gobierno y en los cuales el beneficio entregado por su aplicación no es 

proporcional al pago realizado. 

Otros impuestos ambientales consisten en cobros específicos por el uso de un recurso natural como es el caso de 

las regalías por extracción minera o uso de agua para fines específicos. 

Los cargos y tarifas son pagos obligatorios al gobierno cuya recaudación es más o menos proporcional a los 

servicios entregados, como es el caso de las tarifas de recolección de basura, tratamiento de aguas, cargos por 

entrada a áreas silvestres o utilización de autopistas. 

Como ejemplo representativo del pago de este tipo de impuestos, cargos y tarifas, se tiene el caso de las 

actividades mineras. Desafortunadamente, en el caso de México no existe en el régimen tributario federal un solo 

gravamen tributario destinado a resarcir los daños ambientales que las empresas mineras ocasionan a los 

ecosistemas y los vertimientos de contaminantes a las fuentes de agua. 
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Cuadro 1 

Regalías 
Compensación abonada por quienes estén realizando la exploración de los minerales o sustancias a que se 

refiere la fracción IX del artículo 4 de la Ley Minera (minerales que determine el Ejecutivo federal no previstos 

aún por la Ley Minera (artículo 25-II del Reglamento de la Ley Minera). 

Tratándose de la prima por descubrimiento, la Secretaría de Economía establecerá en las bases del concurso, 

por dicho concepto, una regalía mínima (artículo 32 de la Ley Minera). 

Derechos sobre minería 
Están obligadas a pagarlos todas las personas físicas o morales titulares de una concesión o que desarrollen 

trabajos relacionados con la exploración o explotación de sustancias o minerales sujetos a la aplicación de la 

Ley Minera. Para el pago sólo se tienen el área que abarca la concesión y su duración. La cuota por hectárea 

se ubica en el rango de 17.62 a 124.74 pesos según el año de vigencia de las concesiones y asignaciones 

mineras. 

Impuestos 
No existen impuestos específicos que graven las actividades mineras. Pagan los mismos impuestos federales 

(ISR, IETU, IVA) que cualquier otra actividad económica. También pagan los mismos impuestos estatales y salvo 

el caso excepcional de Baja California, ninguna entidad federativa paga un impuesto ambiental sobre la 

extracción y aprovechamiento de materiales y minerales mineros. 

Estímulo fiscal 
La industria minera tiene un estímulo fiscal en la Ley del Impuesto sobre la Renta consistente en la deducción 

inmediata de las inversiones que realice el empresario minero, hasta por 77% del valor del capital invertido. 

Los contribuyentes podrán optar por efectuar la deducción inmediata de la inversión de bienes nuevos de activo 

fijo. 

Contribución fiscal 
Los ingresos fiscales percibidos por concepto de impuestos que pagan las empresas mineras en México 

ascienden al 1% del total de ingresos, convirtiéndose en el segundo país que menos impuestos recibe en 

América Latina. Esto a pesar de que aquí operan dos de los cinco grupos mineros más importantes por su valor 

en ventas (Grupo México e Industrias Peñoles). 
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Gráfica 3. Evolución de los impuestos ambientales recaudados en México 

(Porcentaje del PIB) 

 

Fuente: Cámara de Diputados, Centro de Estudios de las Finanzas Públicas. 

 

V.2. Sistemas de depósito-reembolso 

En los sistemas de depósito-reembolso, el consumidor, proveedor o importador, paga un depósito al momento 

de la adquisición de un producto potencialmente contaminante. Cuando la contaminación es evitada, por la 

devolución del producto o sus residuos, se efectúa el reembolso del depósito realizado. El ejemplo más común de 

este tipo de operaciones es el depósito-reembolso por envases de vidrio. 

 

V.3. Subsidios con fines de protección ambiental 

Los subsidios son transferencias corrientes que el gobierno paga a las empresas o a los hogares sobre la base de 

los niveles de sus actividades de produccion o sobre la base de las cantidades o valores de los bienes y servicios 

que producen, venden o importan. Se incluyen las transferencias a las corporaciones públicas y otras empresas 

que tienen por objeto compensar pérdidas de operación. Estas operaciones incluyen fondos o donaciones, 

créditos blando, deducciones impositivas y garantías de préstamos. 

V.4. Licencia ambiental única 

Es un trámite por el que los establecimientos industriales presentan su manifestación de impacto ambiental, 

estudios de riesgo y permisos para descarga de aguas residuales, antes de la fase constructiva, y los permisos de 

residuos peligrosos, atmósfera y agua, en fases de operación de la planta. 
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La licencia ambiental única es emitida por la Semarnat por única vez y en forma definitiva conforme a la actividad 

principal y la localización del establecimiento de que se trate. Tiene que renovarse por cambio de giro industrial 

o de localización y debe actualizarse por aumento de la producción, cambios de proceso, ampliación de 

instalaciones, manifestación de nuevos residuos peligrosos o cambios de razón social. 

Aplica a los sectores industriales establecidos en la Ley General de Equilibrio Ecológico y la Protección al Ambiente, 

los cuales se refieren a fuentes fijas de jurisdicción federal; éstas son: las industrias químicas, petróleo y 

petroquímica, de pinturas y tintas, automotriz, de celulosa y papel, del vidrio. De generación de energía eléctrica, 

de asbesto, cementera y calera, y de tratamiento de residuos peligrosos. 

 

Tabla 2. Presupuesto de Egresos de la Federación, 2017 

Ramo 16. Subsidios para la Protección Ambiental 

Programa de conservación para el desarrollo sustentable 5,606,868 

Apoyos para el desarrollo forestal sustentable 266,197,061 

Conservación y aprovechamiento sustentable de la vida silvestre 2,855,104 

Programa de recuperación y repoblación de especies en riesgo 80,000,000 

Programa de manejo de las Áreas Naturales Protegidas 44,397,912 

Fideicomisos ambientales 133,215,716 

Total 532,272,661 
 

V.5. Sistemas de permisos transables 

Consisten en cuotas, asignaciones o límites a los niveles de emisión para sectores específicos los que, una vez 

asignados por la autoridad competente, pueden ser comercializados. Bajo diferentes esquemas, la 

comercialización puede ocurrir dentro de una instalación o de una empresa, entre diferentes instalaciones, 

empresas o incluso entre distintos países. Los sistemas de permisos transables también son utilizados para 

incentivar el uso eficiente de los recursos naturales. Los permisos transables pueden ser de diferentes tipos: 

A) Sistemas de cuotas, que establecen cantidades máximas o mínimas de emisiones a cada participante por 

un periodo de tiempo determinado. 

B) Sistemas de promedios, por los cuales la autoridad establece valores máximos promedio para una serie 

de productos similares fabricados por empresas de la misma industria. 

C) Los derechos de usos transferibles, que implican la autorización de uso de los recursos naturales que antes 

eran de libre disposición o cuya propiedad era compartida y que pueden ser transferidos entre los 

distintos propietarios. 

V.6. Enfoques voluntarios 

Los enfoques voluntarios son mecanismos de corrección de externalidades ambientales por los cuales los agentes 

económicos se comprometen a reducir los impactos ambientales que provocan, más allá de lo estrictamente 

estipulado por la ley. Un ejemplo de este tipo de operaciones son los acuerdos sobre aparatos eléctricos y 

electrónicos desechados o los acuerdos de producción limpia de frecuente aplicación en la industria. 
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V.7. Bonos de carbono 

Los bonos de carbono consisten en una serie de instrumentos económicos y de mercado creados para reducir las 

emisiones de gases efecto invernadero. En la primera de sus modalidades se encuentran los certificados de 

reducciones de emisiones (CER) mismos que son otorgados mediante el mecanismo de desarrollo limpio (MDL) por 

los países generadores de gases efecto invernadero, incluidos en el Anexo I del Protocolo de Kioto, a países 

indexados en el Anexo II, para el desarrollo de proyectos de reducción de emisiones. 

Los bonos de carbono son intercambiados en la escala internacional cuando países del Anexo I o sus empresas 

financian proyectos de reducción de emisiones en los países del Anexo II, para reducir el volumen de emisión de 

bióxido de carbono. Alternativamente, otros países acuden a Bolsas de Clima en los que ya están los proyectos 

desarrollados y donde se venden a quienes necesiten reducir sus impactos ambientales. Actualmente, el Chicago 

Climate Exchange permite negociar emisiones. 

En México, la Bolsa Mexicana de Valores y la Semarnat han lanzado la plataforma denominada MEXICO2 

(Plataforma Mexicana de Carbono), un foro electrónico para los bonos de carbono que confiere el derecho a emitir 

una tonelada de dióxido de carbono, asignando de este modo un costo a la contaminación. 

Asimismo, dentro del Mecanismo de Desarrollo Limpio existe un esquema de proyectos programáticos 

implementados dentro del país. Al cierre de 2016, los proyectos en esta materia, registrados en México, aparecen 

en el siguiente cuadro, siendo el logro más destacado, la reducción de 29 millones 181 mil 172 toneladas de 

bióxido de carbono emitidas. 

Tabla 3 

 



14 

Documento de trabajo 
La economía verde: beneficios e 

impactos 

 

 

 

VI. Condicionantes de la inversión verde 

El compromiso de las empresas industriales para dar impulso a la economía verde resulta imprescindible, pero 

para que esto suceda se requiere contar con una estrategia de negocios que direccione bien las inversiones 

productivas a efecto de que su colocación recaiga en sectores amigables con el medio ambiente, que incidan 

favorablemente en la conservación de los recursos, en la formación de procesos de producción y consumo 

sustentables y en la mejora sustantiva de la eficiencia energética y el cambio hacia el uso de fuentes energéticas 

renovables. 

Las empresas deciden la ubicación de su inversiones tomando en consideración un conjunto de factores en donde 

destacan las condiciones de repatriación de ganancias, los costos laborales y la calidad de la fuerza de trabajo, 

transparencia e incertidumbre sobre las regulaciones, el acceso y ritmo de expansión de su mercados, la presencia 

de infraestructura adecuada, el nivel de actividad, la disponibilidad y el precio del crédito, economías de 

aglomeración, la distancia con sus mercados, fuentes de abastecimientos y disponibilidad de recursos naturales, 

la presencia de sindicatos, calidad de vida y riesgos políticos. Asimismo, los efectos de las regulaciones ambientales 

cada vez más estrictas ejercen una creciente influencia sobre la ubicación de empresas pudiendo limitar el arribo 

de nuevas inversiones al representar costos que no pueden ser compensados mediante las ventajas comparativas 

derivadas de la reconversión de procesos o de la introducción de medidas de eficiencia energética. 

Los factores a considerar para integrar un portafolio de inversión confiable en sectores de economía verde son 

muy variados y dependientes de las expectativas y el clima de negocios prevalecientes en una coyuntura dada. 

Sin embargo, es posible enlistar un compendio de los que más relevancia particular adquieren tratándose de 

inversiones en la economía verde:  
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Cuadro 2 

 Condicionantes de la inversión verde 
1. Entre más elevados sean los niveles de contaminación y degradación ambiental más serias serán las 

afectaciones en la tasa de ganancia de las unidades económicas. 

2. Las funciones de producción deben estar dotadas con una mayor proporción de insumos que 

permitan reducir los efectos de la polución y redundar en una menor generación de emisiones y 

residuos a lo largo de todas las cadenas de valor. 

3. La explotación irracional de los recursos naturales y los costos ambientales crecientes es por 

definición un asunto relacionado con la existencia de mercados imperfectos y esto incluye la 

ausencia de mercados ambientales y la falta de valorizaciones adecuadas del capital natural 

disponible. 

4. La consecuencia de mantener las imperfecciones y de no reflejar los costos ambientales redunda en 

serio detrimento de los beneficios sociales. 

5.  Postergar la asignación intergeneracional de los recursos agotables aumenta los riesgos de su 

agotamiento, por esto es pertinente conocer sus demandas futuras.  

6. La instrumentación de políticas ambientales en todo caso representa una opción favorable si se 

quiere dar mayor viabilidad estructural al crecimiento económico. 

7. La instrumentación de la política ambiental puede generar nuevas oportunidades de inversión, ya 

que el aumento de los costos ambientales va a estimular la demanda de bienes y servicios 

ambientales y, visto en un sentido más amplio, va a propulsar la formación de una economía verde 

diversificada sectorialmente. 

8. El potencial de demanda que se puede generar a través del impulso a la economía verde puede ser 

enorme. Se calcula que en Estados Unidos la industria de protección al medio ambiente generó 

recursos que está creciendo a una tasa de 5% anual. 

9. A su vez, un aumento sostenido en el contexto del mercado ambiental puede generar mayores 

niveles de bienestar social, así como nuevas fuentes de empleo e ingresos. 

10. La expansión sostenida del comercio global tiene efectos positivos sobresalientes sobre la 

competitividad internacional de los países, como también sobre la calidad del medio ambiente. Y 

aunque el tema de los efectos de la liberalización del comercio sobre el medio ambiente se 

encuentra muy polarizado, la realidad apunta a que aquel ha generado una mayor competencia 

hacia dentro del sector empresarial, una mayor eficiencia productiva que se traduce en una 

disminución en el uso de insumos y de consumo de energía por unidad de producto, con la 

consiguiente reducción de la polución. 

11. El incremento del comercio mundial es un factor innovador que crea mejores estándares de calidad 

en la producción y en el consumo mundiales. Esta fuerza impulsora del desarrollo influye 

favorablemente en el medio ambiente al permitir un mejor aprovechamiento de las economías de 

escala y al incorporar nuevas tecnologías ahorradoras de insumos y energía que son capaces de 

garantizar el cumplimiento de las normas y regulaciones ambientales muy estrictas.  

12. El dinamismo creciente del comercio mundial es un indicador que debe considerarse en las 

mediciones sobre el ritmo de agotamiento de los recursos no renovables y acerca de la magnitud 

que guarda el capital natural disponible. 

13. El desarrollo económico futuro debe conducir a los países a elaborar un mayor cúmulo de bienes y 

servicios asociados a la conservación y protección ambiental y que tengan menor contenido de 

insumos contaminantes. 
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VII. Plataforma de inversiones en economía verde 

Cuadro 3. Sectores de inversión 

1. 

Cambio 

climático. 

2. 

Manejo de 

los 

ecosistemas 

locales. 

3. 

Gestión y 

seguridad 

ambiental. 

4. 

Manejo de 

sustancias 

dañinas y 

residuos 

peligrosos. 

5. 

Eficiencia 

energética y 

en la 

asignación y 

uso de 

recursos 

naturales. 

6. 

Innovación, 

ciencia y 

tecnologías 

para fines 

sustentables. 

 

7. 

Transformación 

de los patrones 

de producción 

industrial y de 

consumo 

sostenible. 

8. 

Arquitectura 

y vivienda 

sustentable. 

9. 

Agricultura 

verde. 

 

10. 

Ecoturismo y 

paisajismo. 

11. 

Conservación 

de las fuentes 

de dotación 

de agua 

dulce. 

12. 

Preservación 

de zonas 

costeras, 

mares y 

océanos. 

 

1. Cambio climático 

Tecnologías 

y equipos 

que aporten 

a la 

reducción 

de fuentes 

emisoras de 

carbono. 

Equipamientos 

para la 

prevención de 

riesgos por 

sequía e 

inundaciones. 

Financiación y 

aseguramiento 

para enfrentar y 

dispersar los 

riesgos 

climáticos, 

incluye la 

constitución de 

fondos verdes. 

Producción 

de bienes y 

servicios 

relacionados 

con la energía 

solar y eólica. 

Bienes y 

servicios 

ambientales 

para reducir 

la emisión de 

gases efecto 

invernadero y 

el 

agotamiento 

de la capa de 

ozono. 

Bienes para el 

aprovechamiento 

del gas natural, 

energía solar 

térmica y energía 

eléctrica que 

ayuden a bajar la 

intensidad 

calorífica. 

 

2. Manejo de los ecosistemas locales 

Cocinas 

ecológicas en 

zonas rurales 

para sustituir 

el uso de leña, 

preparar 

alimentos y 

calentar agua 

sin emitir gas 

contaminante. 

Invernaderos 

para la 

producción de 

plantas y 

árboles 

destinados a la 

reforestación y 

la conservación 

de áreas verdes 

en ciudades. 

Criaderos de 

especies en 

peligro de 

extinción, 

exóticas y 

endémicas para 

incidir en su 

repoblamiento 

y en la 

restauración de 

su hábitat 

natural. 

Repoblamiento 

forestal, 

sistemas 

agroforestales 

y gestión 

sustentable de 

bosques y 

selvas nativos. 

Control de 

flora y fauna 

nocivas 

mediante el 

empleo de 

sustancias no 

tóxicas. 

Monitoreo 

ambiental y 

elaboración de 

inventarios del 

capital natural 

en los 

ecosistemas 

locales. 
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3. Gestión y seguridad ambiental 

Servicios de 

asesoría 

empresarial 

para la 

adopción de 

mecanismos 

de 

certificación 

ambiental. 

Servicios de 

seguridad 

ambiental en las 

instalaciones 

industriales y 

comerciales. 

Capital humano 

capacitado en el 

manejo de la 

gestión 

ambiental. 

Servicios de 

auditoría 

ambiental. 

Producción de 

sustancias no 

tóxicas 

sustitutivas de 

materiales 

emisores de 

residuos 

tóxicos 

peligrosos. 

Servicios de 

salud y 

seguridad 

social para la 

protección 

ante riesgos 

ambientales. 

 

4. Manejo de sustancias residuales, dañinas y residuos peligrosos 

Industrias de 

reciclado y 

rescate de 

materiales 

valorizables. 

Infraestructuras 

para el reciclaje, 

recolección, 

separación e 

incineración de 

materiales. 

Tecnologías 

limpias para el 

procesamiento 

de residuos.  

Instalaciones 

para el reúso de 

las aguas 

residuales, 

evitando su 

incorporación a 

procesos de 

desecho de 

sustancias 

químicas.  

Infraestructuras, 

dispositivos e 

instalaciones 

especializadas 

para el 

confinamiento 

final de residuos 

sólidos urbanos. 

Equipos 

tratadores de 

residuos 

biológico 

infecciosos; 

incluye los 

desechos 

quirúrgicos. 

 

5. Eficiencia energética y en la asignación y uso de recursos naturales 

Formación de 

cadenas de 

suministro de 

insumos 

provenientes 

de fuentes de 

recursos 

renovables. 

Tecnologías 

para la 

fabricación de 

equipos de baja 

intensidad 

energética, 

incluido el 

transporte 

sustentable. 

Producción de 

biocombustibles. 

Centrales 

eléctricas y 

desarrollo de 

fuentes de 

generación 

eléctrica 

innovadora.  

Manufactura 

de paneles 

solares para 

distintas 

aplicaciones. 

Infraestructura, 

equipamiento, 

tecnología para 

la extracción, 

distribución, 

almacenamiento 

y abasto de gas 

natural. 

 

6. Innovación, ciencia y tecnología para fines sustentables 

Parques 

científicos y 

tecnológicos 

ecológicos.  

Financiación de 

programas y 

proyectos 

científicos y 

tecnológicos en 

sectores de 

economía 

verde. 

Servicios 

profesionales 

para la 

investigación 

científica en 

temas de 

impacto 

ambiental. 

Redes de 

educación 

avanzada en 

temas 

ambientales y 

basada en la 

economía del 

conocimiento.  

Nanotecnología 

ambiental, geo-

ingeniería, 

biología 

sintética y 

biomasa. 

Adopción de 

tecnologías de 

baja intensidad 

de carbono y 

regulación de 

rendimiento 

de 

combustibles 
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7. Transformación de los patrones de producción industrial y de consumo sostenible 

Recuperación 

de materiales 

en los 

procesos de 

producción y 

manufactura, 

incluida la 

ingeniería de 

materiales. 

Comercio y 

cadenas de 

suministro de 

insumos y 

materias primas 

con contenido 

ambiental.  

Ecodiseño para 

el desarrollo de 

nuevos 

productos 

industriales 

amigables con 

el medio 

ambiente. 

Tecnologías 

de la 

información 

para incidir 

en el logro de 

la mayor 

eficiencia de 

los procesos 

de 

manufactura 

intermedia y 

final.  

Técnicas de 

marketing 

sujetas a 

criterios de 

eficiencia 

ambiental 

(ecoetiquetado 

y envases 

reutilizables o 

con materiales 

de bajo 

impacto 

ambiental). 

Desarrollo y 

registro de 

patentes de 

marcas 

ecológicas. 

 

8. Arquitectura sustentable 

Edificaciones 

provistas de 

techos, 

azoteas y 

terrazas 

verdes. 

Instalaciones y 

sistemas 

economizadores 

en edificaciones 

y casas 

habitación. 

Sanitarios 

ecológicos y baños 

secos, provistos 

de sistemas de 

separación de 

desechos 

sanitarios 

aprovechables en 

la producción de 

composta. 

Uso de focos 

con 

tecnología 

LED para el 

ahorro de 

energía 

eléctrica en 

edificaciones 

y casas 

habitación. 

Estructuras y 

edificaciones 

con materiales 

de innovación 

y estructuras 

para un fácil 

mantenimiento 

y coexistencia 

con la 

naturaleza. 

Edificaciones 

diseñadas para 

aportar a la 

reestructuración 

ecológica de las 

ciudades 

basadas en una 

propuesta 

urbanística 

sustentable. 

 

9. Agricultura sustentable 

Sistemas de 

riego por 

goteo en 

unidades 

económicas 

agrícolas. 

Cultivos frutales 

y hortalizas 

mediante 

técnicas 

intensivas y su 

transformación 

para fines 

agroalimentarios. 

Producción de 

bienes y 

servicios 

ambientales 

designados a la 

protección de la 

fertilidad de 

suelos 

cultivables. 

Agricultura 

de traspatio y 

proyectos 

productivos 

sustentables. 

Cultivo 

controlado de 

plantas 

aromáticas y 

medicinales. 

Producción de 

compostas, 

bienes 

ambientales 

para el control 

de plagas. 
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10. Ecoturismo y paisajismo 

Manejo de 

residuos 

mediante 

tecnologías 

limpias en 

hotelería y 

gastronomía. 

Edificaciones 

inteligentes 

sustentados en 

una relación 

armónica con la 

naturaleza. 

Sanitarios secos, 

de bajo 

consumo de 

agua o con 

dispositivos de 

reciclado, 

purificación y 

tratamiento. 

Ecoturismo 

de negocios 

ambientales 

(foros, 

congresos, 

seminarios, 

ferias y 

eventos para 

promover los 

negocios 

ambientales) 

Red de 

campamentos 

e instalaciones 

de hospedaje 

para la 

práctica del 

ecoturismo, el 

turismo rural y 

el paisajismo.  

Promoción de 

la producción 

artesanal. 

 

11. Conservación de las fuentes de dotación de agua dulce 

Construcción 

de embalses y 

canales para 

incrementar la 

oferta de agua 

potable. 

Equipos y 

dispositivos 

descontaminantes 

de agua. 

Protección de 

las fuentes de 

abastecimiento. 

Gestión 

eficiente del 

agua en 

centros de 

población. 

Infraestructura 

de agua 

potable y 

mantenimiento 

a redes 

pluviales. 

Instalaciones 

para el reúso 

de aguas 

residuales, 

evitando su 

contaminación 

con desechos 

químicos. 

 

12. Preservación de zonas fluviales, costeros, mares y océanos 

Protección de 

ecosistemas 

acuáticos. 

Pesca y 

acuacultura 

sustentable 

para el 

repoblamiento 

de especies.  

Protección de 

especies 

marinas en ríos, 

lagos y mares 

territoriales. 

Protección y 

manejo 

sustentable 

de 

manglares, 

humedales 

costeros y 

arrecifes. 

Tecnologías y 

dispositivos para 

el 

aprovechamiento 

de la energía 

marítima. 

Cuidado y 

restauración 

de playas y 

franjas 

costeras. 

 

VIII. Economía verde y desarrollo empresarial 

La formación de una economía verde debe disponer de una visión empresarial que asuma las siguientes iniciativas 

y emprendimientos:  

1. Un compromiso permanente por alcanzar escalas crecientes de productividad y competitividad a través de adoptar 

procesos de producción y perfiles de consumo amigables con el medio ambiente. 

2. Un interés supremo en el buen desarrollo de su cadena productiva y aspira a convertirse en empresa líder de su ramo, 

sea en el plano nacional o local. 

3. Desempeño productivo orientado a la formación de una red de proveeduría eficiente e igualmente productiva con 

relación a la empresa, que garantiza el abasto de insumos y permite operar con costos competitivos. A esto acompaña 

una estrategia de compras sustentables de bienes y servicios ambientales. 
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4. Una relación con la red de proveeduría de beneficios compartidos en el que se intercambia información estratégica 

sobre las características del mercado, los productos importados que son susceptibles de sustitución que entran en su 

cadena de valor, el intercambio de experiencias en materia de asistencia técnica y los respaldos financieros que se 

requieren para mantener la solvencia mutua y así establecer mecanismos confiables y oportunos de pago.  

5. Dedicación a emprender un diagnóstico empresarial dirigido a la adopción de las mejores prácticas, la capacitación 

laboral, los sistemas de calidad certificados, así como la realización de tareas puntuales de evaluación, verificación y 

vigilancia de los impactos ambientales derivados de su operación. En paralelo, emprende acciones para certificar sus 

estructuras administrativas para alcanzar un mejor desempeño ambiental.  

6. Un manejo de esquemas de financiamiento sanos, provistos de escalas de liquidez que facilitan la solvencia en la 

operación en todos los procesos de producción.  

7. Un emprendimiento de proyectos que merecen atención inmediata, pero que también fija atención prioritaria en 

otros más que representan una ventaja comparativa respecto a los competidores y que atienden los tópicos de la gestión 

ambiental. 

8. Apego a prácticas empresariales al Estado de derecho en materia ambiental realizando una gestión escrupulosa de los 

recursos naturales que emplea en sus procesos de producción y se allega de servicios especializados en materia de 

servicios y seguridad ambiental, creando una red de proveeduría que propicia la eficiencia ecológica con empresas de 

alto desempeño ambiental. 

9. Respeto a los estándares ocupacionales (escalas salariales) y de salud (acceso a la seguridad social) establecidos en la 

ley. 

10. Resarcimiento a la sociedad de los costos ambientales derivados de sus prácticas empresariales para lo cual hace uso 

de los instrumentos derivados de la política ambiental. Mantiene un compromiso corporativo con el cuidado ambiental 

dedicando parte de los ingresos a este propósito.  

11. Manejo adecuado de los residuos industriales derivados de los procesos de producción y prácticas basadas en la 

racionalidad técnica y la ingeniería de materiales para llevar a cabo el acopio, confinamiento, reciclaje y reutilización.   

12. Uso eficiente del recurso agua tanto en la esfera de la producción como en las instalaciones; en su caso, emprende 

acciones de prevención o correctivas para que la eliminación de aguas residuales sea adecuada y genere compromisos 

para que los usuarios del servicio de agua actúen racionalmente. 

13. Asumirse como empresa socialmente responsable fomentando el cuidado ambiental mediante la inversión directa 

en proyectos verdes. 

14. Dispone de una estrategia propia para brindar apoyos sociales a los centros de población circunvecinos a sus 

instalaciones. 

15. Participa en foros y eventos dedicados a la promoción de inversiones que favorezcan y fortalezcan la formación y 

consolidación de la economía verde. 

 

IX. Mercado ambiental 

La economía verde propicia un círculo virtuoso que va dirigido a crear y expandir toda una esfera de mercado a la 

que se denomina mercado ambiental. El objetivo primario al promover la formación y consolidación de un 

mercado ambiental es que éste se inserte de manera correcta en los circuitos de cooperación y comercio tanto 

hacia adentro de las economías nacionales como en lo correspondiente a la esfera del comercio internacional.  

La expansión del mercado ambiental es la vía óptima para proceder a la formación de patrones de consumo 

sostenibles. El consumo sostenible se define como: 

El uso de servicios y productos conexos que den respuesta a las necesidades básicas y aporten una mayor 

calidad de vida, reduciendo al mismo tiempo al mínimo el uso de recursos naturales y materiales tóxicos, así 



21 

Documento de trabajo 
La economía verde: beneficios e 

impactos 

 

como las emisiones de desechos y de sustancias contaminantes durante el ciclo de vida del servicio o producto 

con el fin de no poner en riesgo la satisfacción de las necesidades de las generaciones futuras.2 

El mercado ambiental posee la particularidad de que el intercambio de bienes y servicios se centra en la idea de 

que las preferencias del consumidor se inclinan a adquirir satisfactores de necesidades básicas, pero cuya cadena 

de producción conlleva un menor contenido en el uso de recursos naturales, esto es por: 

[…] productos y servicios destinados a medir, prevenir, limitar, minimizar o disminuir daños ambientales al 

agua, aire y suelo, así como problemas relacionados con residuos, ruido y ecosistemas. Ello incluye 

tecnologías más limpias, productos y servicios que reducen el riesgo ambiental y minimizan la contaminación 

y el uso de recursos.3 

El gran desafío que acompaña el desarrollo de bienes y servicios ambientales estriba en la capacidad desplegada 

por los inversores para garantizar la atractividad y calidad en su oferta. Una segmentación completa del mercado 

ambiental comprende: 

Segmento 1. Instalaciones, equipo, insumos, servicios y consumibles para el abasto y purificación de agua potable, 

alcantarillado y desalojo de aguas residuales; incluye los productos relacionados con el tratamiento del agua. 

Segmento 2. Bienes y servicios para el control de emisiones, monitoreo de la contaminación y restauración de 

ecosistemas, reparación y reversión de daños ambientales, así como sistemas de protección de la naturaleza. 

Segmento 3. Prevención de daños ambientales y control de riesgos ambientales, así como uso sustentable de los 

recursos naturales y procesos relacionados con el aumento de la eficiencia energética. 

Segmento 4. Ecoproductos industriales, que son bienes manufactureros que generan impactos ambientales 

menores durante todas las etapas de su ciclo de vida. 

Segmento 5. Tecnologías limpias y equipos de mitigación de impacto en el agua, el aire y el suelo, así como los 

sistemas para la restauración de su calidad. 

Segmento 6. Energías alternativas, incluidos productos que contribuyen a la generación de energías limpias, a 

partir de fuentes sustentables. 

Segmento 7. Aprovechamiento de residuos y reciclaje derivados de la utilización de residuos orgánicos e 

inorgánicos; incluye la recolección, disposición y confinamiento de residuos sólidos. 

Segmento 8. Bienes y servicios de consumo final amigables con el medio ambiente.  

Existen grandes áreas de oportunidad en México que se pueden aprovechar, si en la escala empresarial se cuenta 

con métodos de producción y estrategias de mercado que apunten a la consecución de objetivos como los 

siguientes: 

1. Resaltar las características de los productos y sus posibles ventajas comparativas y competitivas a nivel 

de precios. 

2. Visualizar medidas para superar las limitaciones imperantes en el consumo de bienes y servicios 

ambientales. 

3. Estudiar las preferencias del consumidor ante demandas por bienes, servicios y tecnologías ambientales 

específicos identificando las razones que mueven a la compra de productos del mercado ambiental. 

4. Desplegar mayores capacidades de comercialización en el mercado interno y de exportación. 

                                                           
2 Ministerio de Medio Ambiente de Noruega, Simposio de Oslo, 1994. 
3 OCDE en su definición del mercado ambiental. 
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5. Incentivar las cadenas minoristas y mayoristas para el intercambio de bienes y servicios amigables con 

el medio ambiente. 

6. Considerar las barreras de entrada al mercado de bienes y servicios como son precios relativos no 

competitivos, oferta limitada y desconfianza sobre la calidad y durabilidad de los productos (relación del 

precio versus atributos del producto). 

7. Las capacidades que tiene la economía nacional para lograr una dinámica de crecimiento sostenido en 

el consumo per cápita. 

 

X. Economía verde e inclusión social 

La economía verde debe propiciar el bien común. Debe generar mejoría notable en el ingreso nacional y su 

distribución, para así incidir en la igualdad y la inclusión social. Al mismo tiempo, tiene como propósito lograr que 

las generaciones futuras reciban un legado valioso consistente en vivir en un mundo sostenible en el largo plazo.  

La economía verde es una iniciativa que apunta a prever las consecuencias de las decisiones que desde los centros 

del poder se asumen en el presente. La igualdad y la inclusión social es uno de los principios implícitos de la 

iniciativa que impulsa la economía verde. La igualdad debe mirar a la gente que aún no tiene acceso a los recursos 

pero que, en cambio, y en su detrimento, contribuye a pagar los costos económicos y sociales derivados del 

deterioro ambiental. 

La economía verde deriva beneficios sociales adicionales a los hasta ahora alcanzados. Al acceso a la educación, 

la salud y la vivienda se suma la voluntad para recuperar prácticas colectivas destinadas a la conservación del 

medio ambiente y los recursos naturales. 

 

X.1. Oportunidades de empleo productivo 

El potencial que posee la economía verde radica en que muchos de los sectores de inversión pueden ser intensivos 

en empleo de mano de obra, como también al poseer la cualidad de generar cambios sustantivos en los patrones 

tradicionales del empleo. La estructura ocupacional en sectores de economía verde puede diversificarse a futuro 

en todas las esferas de las actividades económicas sean primarias, secundarias o terciarias. 

El caso de la agricultura verde es más que representativo, pues dicho sector es muy sensible a cualquier medida 

que se adopte para abatir los niveles de pobreza. La agricultura verde alude a la adopción de un conjunto de 

prácticas de cultivo que involucran un uso eficiente del agua para riego, la utilización de nutrientes orgánicos y 

naturales para la fertilidad del suelo, la preparación óptima de técnicas de diversificación de cultivos, la gestión 

biológica de la salud de plantas y animales, el control integrado de plagas. 

La transición a la agricultura verde es particularmente relevante en aquellas unidades productivas de menor 

tamaño y menos tecnificadas, o bien, cuyo régimen de tenencia es de carácter ejidal y comunal. Esto involucra un 

redireccionamiento en ciertas inversiones que se destinan a fines productivos para mejorar la calidad de suelos y 

con ello aumentar los rendimientos de los cultivos y acercarse a las metas de garantizar la seguridad alimentaria 

e influir positivamente en la reducción de la pobreza. Esta aseveración puede ser comprobada a través de una 

evidencia como la que se cita a continuación: 

Con base en información recolectada en África y Asia, se ha demostrado que el más mínimo aumento de la 

producción agrícola contribuye directamente a reducir la pobreza. Es más, algunos estudios han 

documentado que la adopción de prácticas sostenibles en las explotaciones agrícolas resulta en un 

importante aumento de la productividad. Tras revisar 286 proyectos sobre “mejores prácticas” realizados en 

12.6 millones de explotaciones agrícolas y 57 países en desarrollo, se llegó a la conclusión de que adoptar 
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prácticas para conservar los recursos (tales como la gestión integrada de las plagas y los nutrientes, el cultivo 

con escaso laboreo, la agrosilvicultura, la acuacultura, la captación de agua de lluvia y la integración del 

ganado) ha incrementado el rendimiento medio de la producción del 79%, mejorando al mismo tiempo la 

provisión de servicios ambientales fundamentales […] la adopción de métodos agrícolas sostenibles tiene el 

potencial necesario para que la agricultura pase de ser una de las principales actividades emisoras de gases 

efecto invernadero, a una actividad neutra y, posiblemente, un sumidero de dichos gases, reduciendo además 

la deforestación y el consumo de agua dulce en un 55% y un 35%, respectivamente.4 

El sector energético puede también convertirse en un importante detonador de un modelo de desarrollo social 

sustentable inclusivo, y que favorezca la equidad social. Los empleos que se pueden generar como resultado del 

camino hacia una mayor eficiencia energética y el desarrollo en el uso intensivo de fuentes de energía renovable 

pueden ser considerables si las políticas públicas son bien dirigidas evitando la concentración de la producción en 

pocas manos y, en cambio generando oportunidades en sectores de la economía social. 

Las actividades relacionadas con el sector de inversión de los residuos sólidos y el reciclaje, brinda excelentes 

oportunidades de empleo, siempre y cuando el énfasis se ponga en generar fuentes de trabajo digno y 

remunerador. 

 

X.2. Hacia una sociedad sustentable 

Desarrollo social sustentable 

Los principios de convivencia en una sociedad sustentable 

 

I. 

La gente se preocupa por los 

demás y valora la justicia 

social y la paz. 

II. 

Se protegen los sistemas 

naturales y se aprovechan 

racionalmente los recursos 

naturales. 

III. 

Se valora el desarrollo 

adecuado y las 

necesidades básicas para 

todos. 

IV. 

Se valoran y respetan 

los valores de la 

democracia. 

Nota: Para los fines de este documento de trabajo se citan los principios de convivencia en una sociedad 

sustentable, postulados por la UNESCO, Educando para un Futuro Sustentable. 

Los grupos más vulnerables de los países emergentes dependen para su sobrevivencia de la agricultura, bosques, 

pesquerías y otros recursos naturales y servicios que son proporcionados directamente por la naturaleza. Las 

inversiones tendientes al cuidado ambiental y la conservación de los recursos naturales a través de la economía 

verde, son medios que permiten a los pueblos y comunidades desfavorecidos disponer de una oportunidad de 

ocupación y de mejores ingresos que no deben ser desaprovechados. La voluntad política del gobierno resulta 

fundamental para abonar en favor de impulsar la economía verde en sentido social inclusivo. 

 

 

 

 

                                                           
4 Irz, X; Lin C, Thirtle y S. Wiggins, “Agricultural Growth and Poverty Alleviation”, Development Policy Review, vol. 4, núm. 

19, 2001. Citado en PNUMA, “Hacia una economía verde. Guía para el desarrollo sostenible y la erradicación de la pobreza”. 
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XI. Conclusiones 

1. La economía verde deja de ser algo trascendente si se abandona la noción de que debe constituir un nuevo 

paradigma económico y, en cambio se le ve tan sólo como un medio para renovar, fortalecer y dar nuevos bríos a 

las economías de mercado convencionales, promoventes del comercio libre irrestricto, la generación de plusvalor 

(acumulación y reproducción del capital). 

2. El mundo empresarial no ha asumido a plenitud el discurso ambiental proveniente de las esferas públicas. Las 

nuevas formas de hacer negocios que van implícitas en el compromiso con el medio ambiente conllevan fuertes 

inversiones y riesgos que no siempre se está dispuesto a asumir, ya que, si bien la reconversión productiva es algo 

indispensable para el logro de una mayor productividad basada en la eficiencia en el uso de recursos, ésta no en 

todos los casos puede compensar los crecientes costos ambientales derivados de regulaciones ambientales cada 

vez más estrictas. 

3. La valorización del capital natural es un mecanismo diseñado desde las más altas esferas del capital mundial 

para transformar a la naturaleza toda, en una mercancía intercambiable y con ello, privatizar el patrimonio natural 

a través del mercado ambiental. Se trata de una nueva forma de apropiación del agua, el aire, los bosques y selvas, 

la biodiversidad, el territorio, el gas carbono y hasta el paisaje. 

4. El pensamiento sobre economía verde debe tomarse en cuenta bajo el enfoque que marca la búsqueda para 

caminar en una ruta post-capitalista que son impulsados por el desarrollo informático y la hegemonía creciente 

que este proceso ejerce sobre la formación de precios. Dicho de otra manera, la innovación basada en el desarrollo 

de las tecnologías de la información y la comunicación evoluciona las fuerzas productivas, en particular al factor 

trabajo, hasta lograr su sujeción a la economía del conocimiento. 

5. El planteamiento de economía verde trasciende las limitaciones teóricas presentes en una incipiente crítica 

ecológica de la economía convencional, sobre todo la controversia que suscita el problema de valoración de los 

costos ambientales y su inclusión en los circuitos de medición del valor del producto nacional. Al respecto, puede 

decirse que el impulso de la economía verde corre al margen de estas controversias pues es el caso de que la 

praxis se impone a las guías teóricas que se afanan en emitir postulados ajenos a la prioridad real que es trazar un 

camino cierto hacia el desarrollo económico sustentable. 

6. El impulso a la economía verde debe darse en el contexto de una apertura económica a las inversiones y al 

mercado global. Es plausible que la inversión foránea se posicione en sectores de la economía verde, como 

también es recomendable que se evite, mediante políticas públicas acertadas, una concentración de la producción 

o de agentes dominantes en el mercado ambiental. Es preciso que el gobierno mexicano intervenga para encauzar 

correctamente el desarrollo de la economía verde, para que ésta realmente cumpla con sus objetivos básicos. Es 

la hora de brindar oportunidades sin precedente a los sectores de la economía social para que participen de los 

beneficios derivados de esta iniciativa. 

7. Resulta indispensable emitir un marco de políticas públicas sistémico para promover la transición ordenada a 

la economía verde, consistente en: 

➢ Establecimiento de marcos regulatorios sólidos. 

➢ Priorización de la inversión y gasto públicos para impulsar los sectores económicos verdes. 

➢ Limitación del gasto en áreas que agotan el capital natural. 

➢ Aplicación de impuestos e instrumentos basados en el mercado para modificar las preferencias de los 

consumidores y estimular la inversión verde y la innovación. 
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➢ La inversión en desarrollo de capacidades y formación. 

➢ El fortalecimiento de la gobernabilidad en materia de cuidado ambiental. 

➢ La formación de un marco institucional que favorezca las compras gubernamentales en sectores de 

economía verde. 

➢ Recortes a subsidios al consumo de energía basada en combustibles fósiles. 

➢ Creación y fortalecimiento de un marco de financiación a proyectos verdes. 

8. Planteando un escenario de inversiones verdes equivalentes al 2% del PIB mundial por año, se posibilitaría un 

crecimiento a largo plazo mayor al esperado si se adopta el modelo de crecimiento económico convencional. El 

mayor beneficio que arroja el postulado de la economía verde no solamente estriba en un aceleramiento en el 

ritmo de crecimiento del PIB mundial, sino en el desacoplamiento de las economías de los impactos ambientales. 

La siguiente gráfica ilustra lo aquí señalado. 

Gráfica 4 

 

Fuente: PNUMA basado en el modelo Threshold 21 diseñado para analizar las estrategias de 

desarrollo a mediano y largo plazo. Hacia una economía verde. Guía para el desarrollo 
sostenible y la erradicación de la pobreza.” 

 

9. Resulta factible hacer una revisión integral de los instrumentos de política pública que aplica el gobierno 

mexicano para la protección del medio ambiente y la conservación de los recursos naturales, esto como 

mecanismo que dé mayor soporte al impulso a la economía verde. 

10. La deuda ecológica es un concepto que trasciende el sentido de la sustentabilidad y que se sitúa en el campo 

del derecho internacional. La deuda ecológica analiza el intercambio entre el norte y el sur no sólo en términos 

económicos, sino también físicos y ambientales. La deuda ecológica adquiere dos dimensiones principales: 1) la 

destrucción ecológica y; 2) las injusticias socioambientales ocurridas en un país como resultado de la intervención 
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de los países del norte, de las corporaciones y explotación desigual, por los mismos países, y los mismos actores 

de los bienes que son comunes y que la naturaleza ofrece a todas las formas de vida.5 

11. El número de conflictos sociales provocados por eventos ambientales catastróficos ha aumentado 

exponencialmente en las últimas décadas por todo el mundo formando un numeroso contingente de refugiados 

ambientales. Las denuncias ambientales provocadas por proyectos y nuevas infraestructuras que afectan las 

comunidades de los pueblos originarios y los ecosistemas locales se reproducen y repiten en muchos territorios 

del país. Las irregularidades presentes en construcciones que no cumplen con la normatividad ambiental o que 

provocan vertimientos dañinos en los cuerpos de agua afectan la salud de la población son también recurrentes. 

Lo anterior, visto en conjunto, está desencadenando una crisis ambiental de grandes dimensiones. 

12. La transición hacia el desarrollo sustentable es inaplazable e inevitable. Está en todos los agentes económicos 

asumir compromisos ciertos para avanzar en la formación de una economía verde. 

                                                           
5 Jubileu Sul Brasil, La economía verde: La nueva cara del capitalismo, Río de Janeiro, Brasil, 2012, en 

[file:///G:/Economia%20verde/Economia%20verde%20libros/Libro%205.%20La%20Economía%20Verde.%20La%20NUeva%

20Cara%20del%20Capitalismo.pdf]. 
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Transformational leadership
and employee creativity

Mediating role of creative self-efficacy and
moderating role of knowledge sharing

Swati Mittal and Rajib Lochan Dhar
Department of Management Studies, Indian Institute of Technology,

Roorkee, India

Abstract
Purpose – Among the different styles of leadership, transformational leadership has gained most
attention from organisational researchers and academics. Although transformational leadership and its
work-associated outcomes have been examined in previous literature, only a small number of studies
highlighted the role of transformational leadership style in fostering employee creativity, mediated
through their creative self-efficacy (CSE) in the context of Indian organisations. The purpose of this paper
is to observe the effect of transformational leadership on employee creativity in small and medium sized IT
companies, where CSE is proposed as a mediator and knowledge sharing as a moderator through which a
transformational leader tends to influence the creativity of the employees.
Design/methodology/approach – Data were gathered from 348 manager-employee dyads of small
and medium size IT companies operating in India. They replied to questions about their leader’s
transformational leadership style, employee CSE, knowledge sharing and creativity.
Findings – Findings of the present study, derived from a hierarchical regression analysis, using the
data of 348 manager-employee dyads from Indian IT SMEs professionals, revealed that CSE mediates
the relation between transformational leadership and employee creativity. In addition, knowledge
sharing acts as a moderator for CSE and employee creativity.
Research limitations/implications –A sample size is one probable limitation of the study. Another
limitation of the study is that factors used for the survey were self-reported by the respondents. Self-
reporting may not always produce reliable and accurate response.
Practical implications – Based on the results, this study presents strong theoretical and managerial
implications that can be used by IT organisations to evaluate the consequence of transformational
leadership on employee creativity. Through transformational leadership style, leader can develop CSE
and employee creativity to do things in a better way and develop knowledge sharing in employees for
high performance. Therefore, the IT industry need to understand that creativity is one of the
approaches to attaining and sustaining competitive advantage. In addition, it is important for them to
find out more about the relation between transformational leadership, CSE and employee creativity.
Originality/value – The study adds to the existing literature by illuminating the process through
which transformational leadership has a significant effect on fostering CSE and employee creativity.
Keywords Creativity, Knowledge sharing, Transformational leadership
Paper type Research paper

Introduction
Factors affecting employees’ work-related outcomes have always been a vital area of
concern in the field of organisational studies (Chi and Pan, 2012). However, in the last two
decades, work-related outcomes have gained immense attention due to their positive and
negative consequences which directly affect the productivity of the organisation. For
example, the Indian IT industry emerged as a key sector. It has brought the entire Indian
economy into the limelight and has played a major role raising and sustaining the national
GDP. Today this industry is faced with the challenge of augmenting employee creativity
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(Awasthy and Gupta, 2011; Amabile et al., 2005). Since employees are considered a key
factor in the IT industry (Griffeth et al., 2000), today’s organisational leaders are facing the
challenge of balancing important aspects such as the need to motivate employees and
develop their creative skills so they are able to consistently deliver high quality and timely
performance. On the other hand, organisations need to build a creative environment
so creative work outcomes can help to attain a competitive advantage over other
organisations (George and Zhou, 2002; Oldham and Cummings, 1996). Researchers like
Tierney and Farmer (2004) also reported that to maintain continuous growth and success,
organisations need to support employee creativity by developing employee creative
self-efficacy (CSE).

Some researchers believe that the creativity of employees can be successfully
nurtured by a transformational leadership style (Shin and Zhou, 2003; Jaussi and
Dionne, 2003). Leaders primarily work to initiate employees’ creative abilities so that
they can find creative solutions for problems (Boerner et al., 2007). As propagated by
Bass (1985), transformational leaders have an apparent vision for their organisation
and also have the skills to encourage employees to start thinking in a new way in order
to devise a creative solution for a given problem. In the recent past, transformational
leadership has gained immense attention from both a practical as well as a theoretical
perspective (Schaubroeck et al., 2012), which is based on an instrumental exchange
process. Transformational leaders tend to encourage their followers to deliver
outcomes beyond their expected level, which is possible through invoking employees’
higher level beliefs and values (Bushra et al., 2011; Chi and Pan, 2012). Though this
research, the author tries to observe the relationship that transformational leadership
shares with employee creativity.

Some studies have also found that knowledge-sharing behaviour can have a major
effect on individual creativity (Tierney and Farmer, 2002; Gong et al., 2009). In their study,
Gong et al. (2009) found the important mediating role of CSE for predicting employee
creativity. However, a small number of studies have addressed the issue of creativity
through CSE and knowledge sharing through the perspective of Indian organisations.

This study examines the belief that transformational leadership can play a
significant role in building employees’ CSE in Indian IT SMEs and its subsequent
impact on fostering their creativity. It has been seen that SMEs play an important role
in increasing the GDP of developing countries like India (Kartiwi and MacGregor,
2007). Also, some studies have shown that the role of SMEs in promoting the economic
growth of India is so significant that they can be considered the backbone of the Indian
economy (Venkataramanaiah and Parashar, 2007).

Overall, this research work contributes to the literature on transformational
leadership by linking it with CSE and its subsequent effect on nurturing employee
creativity through knowledge sharing in the context of Indian IT SMEs.

Theoretical foundation and hypotheses formulation
Transformational leadership
Transformational leadership style has been recognised as being related to a range of
consequences across hundreds of research projects, and its effect as a theory is well
summarised in various meta-analysis (Grant, 2012; Vera and Crossan, 2004). Various
researchers have recommended that the theory is responsible for taking the field of
leadership from the point of extinction and transforming it into the flourishing area of
today’s research ( Jung et al., 2003; Lowe et al., 1996). Study on transformational leadership
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has provided great insight into the effect of leaders on organisations, by appealing
through visionary behaviour, for example, motivating learning, encouraging growth
and visualising the future (Grant, 2012; Vera and Crossan, 2004). Transformational
leaders are those who can successfully transform the focus of their followers from instant
self-interests to an isolated collective vision and inspire them to perform beyond their
duties (Rubin et al., 2005). Various empirical studies have established the remarkable
effects of transformational leadership behaviour on followers’ innovation, performance
and attitude at individual as well as organisational level (Bass and Avolio, 1990; Pearce
and Sims, 2002).

An abundance of studies has been carried out in the area of transformational
leadership over the last two decades. Transformational leadership has commanded a
measure of attention from researchers who have examined its consequence on multiple
work-associated outcomes such as commitment, performance, and creativity (Lowe
et al., 1996; Judge and Piccolo, 2004). The findings of these studies have served to
highlight how effective leaders manage their followers, resulting in high-levels of CSE
and consequently, employee creativity for their organisation.

According to Burns (1978), transformational leaders are those who can affect
their followers by increasing conventional goals and helping them to boost their
self-confidence at work. Transformational leadership has four important dimensions:
idealised influence, inspirational motivation, intellectual stimulation and individualised
consideration (Bass and Avolio, 1994). Idealised influence, also referred to as charisma,
refers to those leaders who have the power and influence to make their followers accept
them as their role model. Transformational leaders have high moral standards and
values, and adhere to an ethical code of conduct, providing a vision and mission to their
followers, thus followers have respect and admiration for their leader (Northouse, 2004).
Inspirational motivation refers to a leader that arouses the motivation level of the
employees beyond their expectation. By intellectual stimulation, a leader stimulates
the ability of their employees to think about previous problems in novel ways and rethink
their thoughts from a fresh position. By individualised consideration, a leader personally
listens to individual problems and provides support for the individual requirements of
their followers. As a result, this theory has rapidly become the approach of choice for
many researchers.

Effects of transformational leadership
Transformational leadership and employee creativity. Creativity refers to the ability to
create new thoughts and constructive results to problems (Amabile, 1983, 1988). The
ability to produce a creative outcome requires the determination to face organisational and
environmental challenges (Bandura, 1986). A large number of studies have been conducted
attempting to understand the relation between different leadership styles and their impact
on promoting creativity among employees (Mumford et al., 2002). While the majority of
these studies have provided valuable insights, the most promising direction has been
provided by studying the role of transformational leadership for promoting employee
creativity; this leadership style has gained immense popularity among organisational
researchers due to its exclusive way of inspiring followers (Gardner and Avolio, 1998;
Wang and Cheng, 2010).

According to Elkins and Keller (2003), a transformational leader has a close relation
to other determinants that help build a creative workplace, these include having a
clear vision, encouragement, autonomy and promotion of innovation and challenges.
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The nature of intellectual stimulation from a transformational leader motivates
employees to start thinking in a new way to achieve solutions (Bass and Avolio, 1995;
Sosik et al., 1997). These behavioural characteristics of a leader can generate employee
creativity. Ultimately this results in intrinsically motivated followers and hence acts
as a prime source for promoting their creativity (Tierney et al., 1999). Therefore, the
following hypothesis is proposed:

H1. Transformational leadership is related to employee creativity.

Transformational leadership and CSE. CSE is based on Bandura’s (1986) social cognitive
theory; later Tierney and Farmer (2002) elaborated on the theory of CSE, which raised the
scope to include individuals who believe in their capability to produce innovative and
creative ideas for organisational outcomes. As a result, CSE is considered an important
feature of creativity in the workplace. In order to get oneself engaged in creative behaviour
it is important to have a high level of self-confidence (Tierney and Farmer, 2002, 2011;
Gong et al., 2009). Some studies have proposed that the style adopted by a leader plays
significant role in enhancing the contextual factors that promote creativity-related work
outcomes (Shalley and Gilson, 2004; Amabile et al., 2005). Hence it is quite possible for a
transformational leader to trigger the employees’ creative and independent thinking skills
by promoting their CSE (Gumusluoglu and Ilsev, 2009). Walumbwa and Hartnell (2011)
concluded that there is a positive relation between transformational leaders and their
employees’ CSE that leads to a higher degree of employee performance. Another study
conducted by Gong et al. (2009) found a direct relation between transformational
leadership and CSE. Based on the above findings, the next hypothesis is proposed:

H2. Transformational leadership is related to CSE.

The mediating role of CSE
The extent of an individuals’ ability to provide creative results for an organisation is
known as CSE (Tierney and Farmer, 2002). When a person has an internal belief that
he/she can confidently perform with superior creativity, it reflects a high rank of CSE
(Tierney and Farmer, 2011). Some researchers have also stated that when employees
are occupied by creative activities, a high rank of self-efficacy can help them find
solutions to a problem (Gist and Mitchell, 1992). In a study of undergraduate students,
Choi (2004) revealed that transformational leadership establishes a direct connection
between CSE, creative performance and employee creativity.

Transformational leaders take proactive steps towards coming up with creative
thoughts and they expect the same from their employees. As a result, leaders who
implement a transformational leadership style could encourage their employees’
creativity through CSE (Dvir et al., 2002; Bass and Avolio, 1990). Hence, we can propose
that CSE has a mediating role between transformational leadership and employees’
creativity and we suggest the next hypothesis:

H3. CSE mediates the impact of transformational leadership on employee creativity.

The moderating role of knowledge sharing
Knowledge sharing is the activity of sharing ideas/information via communication and
interaction between individuals and desired persons. The outcomes of knowledge
sharing depend upon the quality and quantity of communication between the human
resources, the readiness to use knowledge and the competence of the individual
(Liao, 2006). Knowledge sharing can be defined as “a social interaction culture, involving
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the exchange of employee knowledge, experiences, and skills through the whole
department or organisation” (Lin, 2007, p. 315). Knowledge sharing happens when a
person is keen to engage in knowledge collecting and knowledge donating for rising novel
ideas (Bock and Kim, 2002). Knowledge sharing is therefore “the process where
individuals mutually exchange their knowledge and jointly create new knowledge”
(Van den Hooff and De Ridder, 2004, p. 118). Beckman (1999) suggested that knowledge is
a sort of sound reasoning for data and information, which can enhance individual
performance at work, plus learning, problem solving and decision making; and therefore
creativity needs new knowledge. Creativity itself is the result of knowledge formation
(Wang, 2010). Sternberg and Lubart (1999) were the first to study the role of knowledge
sharing in shaping employee creativity in an organisational setting. It is the intensifying
role of knowledge sharing that shapes employee creativity. This has stimulated recent
creativity studies to highlight the role of knowledge sharing in mobilising creative efforts
among employees.

More specifically, a recent interaction study identified that employees with a high
level of knowledge sharing are more likely to mobilise their creative potentials into
creative outcomes (Wang, 2010). Further, knowledge sharing plays an intensified role
in increasing employee creativity (Wang and Noe, 2010) and has been investigated as a
mediating variable between self-efficacy and employee creativity (Wu et al., 2011).
However, past researchers have shown partial interest in investigating the moderating
role of knowledge sharing. There is very little research work that has examined the
moderating role of knowledge sharing between CSE and employee creativity,
specifically in the IT industry. The competitive advantage of an organisation and
industry depends on the knowledge held by its human resources and the knowledge
captured and built into its systems. To fill this literature gap, our final hypothesis
explores the moderating role of knowledge sharing between CSE and employee
creativity (Figure 1):

H4. Knowledge sharing moderates the effect of CSE on employee creativity such that
relationships are strengthened when knowledge sharing is high rather than low.

Research method
This study examines the relationship between transformational leadership, CSE,
knowledge sharing and employee creativity from the viewpoint of Indian IT SME

Knowledge
Sharing

Employee Creativity
Employee
Creative
Self-efficacy

Transformational Leadership

H2

H3

H4

H1

•  Individualised consideration
•  Intellectual stimulation
•  Inspirational motivation
•  Idealised influence

Figure 1.
Research model
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employees. The data were gathered from the employees and managers/supervisors of
small and medium scale IT companies of the Delhi NCR region, India. The conversion of
the questionnaire’s language (i.e. English to Hindi and then again back to English) was
done by two different bilingual experts to secure the conversion quality (Brislin, 1970).
We contacted 25 SME IT companies out of which 20 decided to participate in the study.

Initially, we interacted personally with the HR managers of each IT SME company,
and delivered a presentation to them, which included an explanation of the need and
significance of the study with the emphasis on its managerial implications. The HR
managers agreed to provide a list of supervisors and their full-time employees to
interact in the process.

Data were collected through mail survey via the questionnaires (employee survey
questionnaire and supervisor survey questionnaire). Employees and their supervisors
came together in the company meeting room for the survey administration. Researchers
explained the need and importance of the study plus the survey procedures and verbally
addressed the guaranteed confidentiality of participants as conveyed in the informed
consent before the participants signed the knowledgeable consent. The completed
questionnaires were given directly to the researchers through the mail without the
management’s participation in order to decrease the authority influence over participants.
The questionnaires were distributed between 415 employees and their immediate
64 supervisors out of which 348 (83.85 per cent) pairs of completed responses were
received for further analysis. The data were screened for outliers and missing data.
Overall, each supervisor rated six employees resulting in 58 complete and valid supervisor
questionnaires. The respondents’ profile is mentioned in Table I.

Measures
In this study, we took established scales for all the constructs. Four reliable scales were
used in this research work that have been examined and validated in previous studies.

Employees’ detail (n¼ 348) Frequency % Supervisors’ detail (n¼ 58) Frequency %

Gender Gender
Male 212 60.91 Male 38 65.52
Female 136 39.08 Female 20 34.48

Age (in yrs) Age (in yrs)
25-35 158 45.40 25-35 05 8.62
36-45 104 29.88 36-45 13 22.41
46-55 66 18.96 46-55 22 37.93
55 and above 20 5.74 55 and above 18 31.03

Education Education
Graduate 237 68.10 Graduate 11 18.96
Post graduate 111 31.89 Post graduate 47 81.03

Experience (yrs) Experience (yrs)
o1 year 159 45.68 o1 year – –
1-10 115 33.04 1-10 09 15.51
11-20 48 13.79 11-20 22 37.93
21-30 22 6.32 21-30 14 24.13
31 and above 04 1.14 31 and above 13 22.41

Table I.
Respondents’ profile
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Transformational leadership. To calculate transformational leadership, a 16-item
multifactor leadership questionnaire (MLQ, 5X-Short) form was used (Avolio et al., 1999),
which included four items for each behavioural component such as individualised
consideration, intellectual stimulation, inspirational motivation and idealised influence
Cronbach’s α reliability of this scale was 0.947. A sample item is “My leader emphasises
the importance of vision” (inspirational motivation).

Employee CSE. A four-item scale measuring CSE that was developed by Tierney and
Farmer (2002) was used. Cronbach’s α reliability value of this scale was 0.859. A sample
item is “I have confidence in my ability to solve problems creatively”. Transformational
leadership and CSE were assessed on a seven-point Likert scale (1-7 i.e. strongly
disagree to strongly agree).

Knowledge sharing. Knowledge sharing was measured using the eight-item scale
developed by Lu et al. (2006) and Cronbach’s α reliability value of the scale was 0.918.
A sample item is “In daily work, I take the initiative to share my work-related knowledge
to my colleagues”.

Employee creativity. Employee creativity was calculated using the six-item Likert
scale developed and tested by Madjar et al. (2002). Cronbach’s α reliability value of the
scale was 0.941. A sample item is “Employee Searches out new technologies, processes,
techniques, and/or product ideas”. Knowledge sharing and employee creativity were
measured on a five-point scale (1-5 i.e. strongly disagree to strongly agree).

To prevent discrepancies regarding the ratings made by the supervisors, certain
non-independent observations were evaluated using a one-way analysis of variance test.
This test ensured that the response of each employee was independent of other employees’
ratings for employee creativity. After making an analysis, the results showed no systematic
difference in the supervisors’ ranking of dependent variables (F¼ 0.926, p¼ 0.627).

Control variables
Following recent creativity studies, we controlled for age, gender, education and
experience due to their conflicting inter-relationship that could lead to task domain
expertise or knowledge, which in turn could a play role in determining creative
performance (Gong et al., 2009; Richter et al., 2012).

Analytic approach
The data were analysed at the individual level by SPSS and AMOS 20th version.
A confirmatory factor analysis (CFA) was applied to verify the fit of all the scales. The
CFA identified a relation between observed variables and their respective latent factors.
A range of fit-indexes were used to evaluate the fitness of the model – comparative fit
index (CFI), normed fit index (NFI), root mean square error of approximation (RMSEA),
goodness-of-fit index and adjusted goodness-of-fit index (AGFI). RMSEA value below 0.05
indicates a good degree of fit whereas a value range between 0.06 and 0.08 indicates a
rational error of approximation.

Results
CFA
The correlation matrix, means and standard deviation are found in Table II.
The foremost measure in analysing the data were an analysis of the measurement
model through a CFA, which indicated a good model fit (χ²¼ 708.9, degrees of freedom
(df)¼ 521, GFI¼ 0.905, AGFI¼ 0.890, NFI¼ 0.924, CFI¼ 0.985 and RMSEA¼ 0.026).
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The loading estimates ranged from 0.66 to 0.79 for transformational leadership; for CSE,
0.78 to 0.84; for employee creativity, 0.85 to 0.88. When observed variables of the construct
correlate with each other, as per the theoretical foundation, it represents a convergent
validity. High composite reliability and significant loadings signify convergent validity
(Cable and DeRue, 2002) as shown in Table III. The results indicated that the model
adaptability was satisfactory.

Discriminant validity was also tested to determine the extent of distinctness for each
construct (Fornell and Larcker, 1981). Table II shows the correlations among the
constructs, which were smaller than the square roots of the AVE in each dependent and
independent construct. This effectively supports the discriminant validity of the model.
Further, the values of the maximum shared variance (MSV) and average shared variance
(ASV) were put together with the AVE values. According to Hair et al. (2010) if all ASV
and MSV values are less than their respective AVE values, discriminant validity prevails.
Table III confirmed the stated condition for defining discriminant validity.

To check the problem of common method bias, Harman’s one-factor test (Podsakoff
et al., 2003) was conducted. Podsakoff and Organ (1986) used the concept of Harman’s
one-factor analysis to check the possibility of common method bias. Common method
bias is a common issue in behavioural research when the same respondents evaluate
the predictor as well as criterion variables. To address this problem, Harman’s one-
factor test was used. In this statistical procedure, every variable is entered as a
principal component factor. The result of an un-rotated factor analysis should be less
than 50 per cent. The results showed four factors in the model with the greatest
covariance explained by one factor of 41.06 per cent, which is less than 50 per cent. We
also used a common latent factor in AMOS suggested by Podsakoff et al. (2003). In this
method all the items were allowed to load on their theoretical constructs, and on a
latent common method factor, this common factor determines a common variance

Correlation

n¼ 348
Mean
(SD) 1 2 3 4 5 6 7 8

1. Age 1.85
(0.92)

2. Gender 1.39
(0.48)

0.80**

3. Education 1.31
(0.46)

−0.63** −0.54**

4. Experience 2.09
(0.82)

0.83 0.64** −0.32**

5. Transformational
leadership

3.32
(0.85)

0.01 0.01 0.11* 0.06** (0.72)

6. Creative self-
efficacy

3.29
(0.94)

−0.05 −0.02 0.10 −0.01 0.53** (0.77)

7. Knowledge-sharing 3.17
(0.89)

0.04 0.05 0.07 0.06 0.40** 0.40** (0.76)

8. Employee
creativity

2.45
(0.83)

−0.07 −0.09 0.17** 0.02* 0.56** 0.68** 0.43** (0.85)

Notes: For discriminant validity, the italic numbers in the cells of diagonal line are the AVE. *po0.05;
**po0.01

Table II.
Descriptive analysis
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among all the observed variables of the model. The result showed that the common
variance among all the variables was zero. Hence, common method bias was not
an issue.

Hypothesis testing
For testing the hypotheses, a hierarchical regression analysis was conducted by
putting the control variables and the study variables in different steps. Table IV shows
the results of the hierarchal regression analysis performed to test H1-H4. H1 proposed
that transformational leadership is related to employee creativity. As shown in
Table IV, transformational leadership is positively associated with employee creativity
(β¼ 0.09, po0.001, Model 5), supporting H1. Further, H2 stated that transformational
leadership is associated with CSE. As shown in Model 2, transformational leadership is
related with CSE (β¼ 0.14, po0.001), supporting H2.

Construct Indicators AVE MSV ASV
Cronbach’s

α/CR
Factor
loading t-value

Transformational
leadership

TL1
TL2
TL3
TL4
TL5
TL6
TL7
TL8
TL9
TL10
TL11
TL12
TL13
TL14
TL15
TL16

0.528 0.365 0.304 0.947/0.947 0.772
0.750
0.757
0.673
0.778
0.689
0.735
0.660
0.704
0.690
0.728
0.709
0.711
0.726
0.759
0.774

14.411***
12.760***
12.851***
11.594***
13.158***
11.841***
12.528***
11.397***
12.057***
11.847***
12.420***
12.146***
12.166***
12.390***
12.880***
13.141***

Creative self-efficacy CSE1
CSE2
CSE3
CSE4

0.606 0.604 0.391 0.859/0.860 0.790
0.778
0.784
0.771

14.462***
12.632***
12.868***
12.686***

Knowledge sharing KS1
KS2
KS3
KS4
KS5
KS6
KS7
KS8

0.591 0.227 0.210 0.918/0.920 0.810
0.754
0.795
0.744
0.769
0.695
0.779
0.797

14.435***
12.870***
13.467***
12.704***
13.084***
11.952***
13.229***
13.493***

Employee creativity EC1
EC2
EC3
EC4
EC5
EC6

0.729 0.604 0.398 0.941/0.942 0.857
0.841
0.847
0.881
0.849
0.848

14.484***
13.658***
13.732***
14.202***
13.761***
13.732***

Notes: n¼ 348. ***po0.001

Table III.
Overall reliability of
the constructs and
factor loadings of
indicators
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H3was tested by following Baron and Kenny’s (1986) method of mediation analysis that is
frequently used in behavioural research. As presented in Table IV, transformational
leadership showed a significant positive association with employee creativity (β¼ 0.20,
po0.001, Model 4). Thus, Baron and Kenny’s Condition 1 was supported. The results of
Model 2 and Model 5 provide support for Condition 2 since transformational leadership
showed a significant positive relation with CSE (β¼ 0.14, po0.001) and CSE is related to
the employee creativity (β¼ 0.70, po0.001). Meanwhile, Condition 3 was supported by the
result shown in Table IV, since in Model 5 the relationship between transformational
leadership and employee creativity becomes significant when CSE is entered into the
model (β¼ 0.09, po0.001). Thus, H3 was partially supported.

H4 anticipated that knowledge sharing moderates the relationship between CSE and
employee creativity. For this purpose, an interaction term was introduced in the regression
model (Aiken and West’s, 1991). The results of Model 7 predicted that knowledge sharing
had a significant moderating effect on the relationship between CSE and employee
creativity (β¼ 0.08, po0.001), providing support forH4. Figure 2 showed the nature of the
interaction that was obtained through plotting values plus and minus one standard
deviation from the means of CSE and knowledge sharing. As anticipated, when knowledge
sharing is low, CSE has less impact on employee creativity and when knowledge sharing is
high the relationship between CSE and employee creativity is strengthened.

Discussion and implications
In a fast growing economy like India, organisations are looking for leaders to not
only lead from the front but also to create a second line of leaders with visionary

Creative self-efficacy Employee creativity
Dependent variable→ Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

Control variables
Age −0.36 −0.50 −0.21 −0.41 −0.05 −0.01 0.01
Gender 0.57 0.51 −0.72 −0.80 −1.16 −0.26* −0.25
Education 0.86 0.10 1.71 0.66 0.59 0.13 0.12
Experience 0.24 0.09 0.91 0.71 0.64 0.15 0.14

Independent variable
Transformational
leadership

0.14*** 0.20*** 0.09***

Mediator
Creative self-efficacy 0.70*** 0.59*** 0.61***

Moderator
Knowledge sharing 0.18*** 0.20***

Interaction
Creative self-efficacy
× knowledge sharing

0.08***

F-value 1.18* 28.22*** 3.60** 34.91*** 66.35*** 60.93*** 53.38***
R2 0.01 0.29 0.04 0.33 0.53 0.51 0.52
Adjusted R2 0.00 0.28 0.02 0.32 0.52 0.50 0.51
Change R2 0.01 0.27 0.04 0.29 0.20 0.02 0.00
Notes: *p-valueo0.05; **p-valueo0.01; ***p-value o0.001

Table IV.
Result of hierarchical
regression analysis
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capabilities andwho can develop CSE among their followers. This study examinedwhether
or not transformational leadership is able to foster CSE and in turn promote employee
creativity in view of desired work outcomes, which in today’s business environment is a
necessity to achieve sustainable competitive benefits. The study attempted to expand the
IT SMEs’ literature and it is the first to build and test the relationship between
transformational leadership and employee creativity in Indian IT SMEs.

First, the findings of this study revealed that transformational leadership has a positive
and significant relation to employee creativity. The findings also suggest that
transformational leadership fosters employee creativity and develops a creative work
environment. In order to excel amid the growing competition in IT SMEs, creative
employees are needed in order to have a sustained competitive edge (Wong and Pang, 2003;
Robinson and Beesley, 2010). It is necessary for the organisational heads to have an in-depth
awareness and knowledge of the relationship between transformational leadership and
employee creativity. Hence, IT SMEs’ heads need to adopt a transformational leadership
style because this is the one-way that they can develop and enhance the creative skills of
their employees. Transformational leaders can also act as a creative role model by setting an
example for their followers and encouraging them to be creative. Further, they can train
their employees in skills that are relevant for creativity. These skills should develop the
followers’ observational and technical skills in order to achieve mastery in the IT field.

Second, this study highlighted that transformational leadership has a significant and
positive relation to CSE. In transformational leadership, employees are encouraged to
believe they can be creatively engaged and produce creative work outcomes. This in turn
helps develop their CSE (Bandura and Locke, 2003). It is also important for employees to
have a high level of CSE, which is considered of primary importance in order develop
creative work outcomes. The findings also revealed that strengthening CSE can enhance
employee creativity towards completing a given task successfully. Additionally, this study
has contributes to the existing literature by integrating the theory of transformational
leadership and CSE. More specifically, the study highlighted that transformational leaders,
on the foundation of optimism and enthusiasm, provide intellectual ingredients and
support their followers in working differently through the organisation’s reward and
recognition system. This develops the scope for individuals who believe in their capability
to produce innovative and creative ideas for organisational outcomes.
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Moderating effect of
knowledge sharing
on the relationship
between CSE and
employee creativity
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Third, CSE mediates the relationship between transformational leadership and
employee creativity. This result also extends the findings of Shin and Zhou (2003) and
Jaussi and Dionne (2003) by establishing the mediating role of employee CSE between
transformational leadership and employee creativity. In addition, the findings suggest
that employees should believe in their abilities and strengthen their self-determination
to produce creative outcomes. A probable explanation for the mediating role of employee
CSE is the intrinsic aspiration of a person to be creative supported by their knowledge and
skills. In this regard managers within the IT industry need to understand that creativity is
the one approach for their organisation to attain and sustain a competitive advantage and
it is important for them to learn more about the relationship that may be present between
transformational leadership, CSE and employee creativity. We thus recommend that
IT SMEs should make additional effort to train their followers and give them the
confidence to improve their creative skills. Additionally, by training followers to develop
transformational leadership, companies in the IT industry could help their employees to
achieve the creative skills required by increasing their self-confidence and their
engagement in creative actions, to effectively complete creative tasks.

As employee creativity is strengthened through extensive knowledge sharing, our
results also explored the notion that individual perceptions of transformational leadership
and high employee CSE anticipate a substantial improvement in employee creativity only
when an individual’s belief that knowledge sharing can produce creative outcomes is high
rather than low. Consistent with prior studies, this study revealed that an individual
requires a strong sense of knowledge sharing to persist in creative endeavours
(Wang, 2010).

Finally, our empirical model examined IT employee knowledge-sharing behaviours
in the relationship between transformational leadership, CSE and employee creativity.
This approach fills a research gap by investigating the whole procedure and the
dynamics among determinants of knowledge-sharing behaviours and the outcomes of
knowledge-sharing behaviour (i.e. employee creativity in IT SMEs). This model may
provide a stepping-stone for added empirical research on knowledge sharing and makes a
significant input to the literature on knowledge sharing and employee creativity in the IT
SMEs industry.

Therefore, we recommend that companies should attempt to educate their supervisors
and encourage them to have good relations with their subordinates. Good relations may
help support effective management leading to transformational leadership, and hence the
development of creative skills and knowledge sharing among employees. It would not
only encourage creativity among them but also raise the morale of human resources and
thus give their best to the organisation.

This study is the first of its kind to examine transformational leadership and its impact
on employee creativity on IT SMEs industries in India. The IT industry plays an
important role in the growth of the Indian economy. Since a transformational leadership
style has been found to be very important for developing the CSE of employees, a
transformational leadership style, which is considered a tool for training and development
in developed countries, needs to be utilised in developing countries in order to promote
employee creativity in SMEs. According to the American National Science Organisation,
around 98 per cent of SMEs have been successful in creative ventures and produced
innovative outcomes (Wheelen and Hunger, 2000). Thus, the potential of IT SMEs to come
up with creative outcomes needs to be realized by organisational forerunners and
researchers, only then will it be possible to build a creative environment in organisations
in developing countries.
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Managerial implications
For today’s organisations, employee creativity is the one-way they can achieve a sustainable
competitive advantage (Shalley and Gilson, 2004; Amabile et al., 2004). It is very important
for the organisational head to have a deeper understanding of the relation that exists
between leadership style and employee creativity. Hence, it can be suggested that IT heads
need to adopt a culture of knowledge sharing and transformational leadership style and
establish an improved relationship with employees. It is more likely that those leadership
styles which promote knowledge sharing between the organisational members are likely to
foster employee creativity amongst their employees. Generally, employees are reluctant to
share their knowledge with their colleagues as they are concerned about revealing propriety
information. A framework is required while interacting with other members of the
organisation and discussions should take place on the details of the knowledge that should
be shared. Additionally, sessions should be conducted on the importance of knowledge
sharing where such behaviour is encouraged and leaders themselves need to come forward
so as to make possible the process of knowledge sharing.

Therefore, transformational leadership is the best way for leaders to develop the
creative skills of their employees and consequently to develop effective solutions to their
problems. Since the IT industry is an employee-intensive industry, gaining the confidence
of employees becomes critical for producing creative outcomes. The findings of the study
also revealed that CSE and knowledge sharing are both important for developing
employee creativity because they develop confidence in the employees’ ability and in their
knowledge to implement specific tasks.

Limitations and directions for future research
Like other studies, this study has several limitations that need to be highlighted.
The foremost limitation of this study is the sample group that was limited to the northern
region like Delhi-NCR in India, due to time and money constraints. The results cannot be
applied to every geographical region of SME IT industries in India. Second, the factors
used for the survey were self-reported by the respondents. Although attempts were made
to eliminate and control common bias, there were chances of an inflated relationship by
common method variance that cannot be sidelined completely. Last, the causal
relationships between the variables need to be interpreted carefully. Futures studies need
to be carried out using an experimental and longitudinal research design to evaluate the
influence of transformational leadership on developing CSE and employee creativity.
Since the findings of the study were derived from SME IT companies in Delhi-NCR, India,
they cannot be applied to other industrial contexts. In order to apply the findings to larger
IT companies or another industry, future studies need to collect data not only from IT
SMEs but also from other industries of India.

Conclusion
In conclusion, this study focused on observing the influence of transformational leadership
on employee creativity in Indian IT SMEs. By doing so, it contributes to advancing the
literature on the mediating role of CSE and moderating role of knowledge sharing between
transformational leadership and employee creativity in IT SMEs.While organisations have
spent an ample amount of money on developing their employees’ skills, this study has tried
to provide an answer to questions regarding employee creativity. It is hoped that the
findings of this study will motivate organisational researchers to further this research and
develop new insights that could benefit SMEs.
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Abstract
Purpose – The purpose of this paper is to discuss the potential impact that collaboration between
East and West could have on sustainable development. Greater emphasis in this paper will be placed
on the benefit that developing countries gain from building collaborative relations with the West.
Obtaining access to knowledge and technology will enable developing countries to speed up the
process of socio-economic transformation and sustain development. Developing countries can leapfrog
by making use of the existing knowledge in the West.
Design/methodology/approach – This paper provides descriptive assessment of the relationship
between East and West to foster growth and sustain development. The paper uses newly developed
ideas to build capacity for knowledge transfer to create linkages and accelerate the process of economic
growth. The approach to knowledge-based development requires the creation of an enabling environment
driven by skills, innovation, institutions and ICT.
Findings – The paper suggests that knowledge transfer enables developing countries to sustain
development. Access to global/western knowledge allows developing countries to diversify their economic
structure and increase productivity. Technological learning and knowledge absorption permit these
countries to leapfrog by surpassing several stages in their development.
Practical implications – Information in this paper provides insight into the merits of the new
economy and the potential benefits that developing countries can obtain from participating in the
global economy. Indigenous knowledge and local innovation are important for local development,
which can be enhanced through technology transfer and knowledge dissemination.
Originality/value – Unlike traditional economic theories in which capital and labor provide the main
inputs in production, this paper discusses a new approach to development where knowledge, skills and
innovation represent the main forces behind growth. The paper explores new ideas to generate linkage
and sustain development.
Keywords Education, Innovation, Sustainable development, Technology, Development, Knowledge,
Globalization, East, West
Paper type Research paper

Introduction
Today, we live in a world divided between a few rich and influential and a massive
majority who are poor and lacking even basic needs for survival. Most of the poor live
in developing countries representing large number of countries in Asia, Africa and
Latin America. It is estimated that one quarter of humanity live on less than one dollar
a day reflecting the extent of poverty and deprivation that millions of people experience
daily worldwide. According to the Human Development Report 2013, the low human
development group representing about 20 percent of world population generates about
3 percent of the global GDP, whereas the very high human development group
accounting for 17 percent of the total world population accounts for 54 percent of the
global GDP. Such a wide gap in the distribution of income and wealth represents failure
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of the international economic system to provide appropriate mechanisms for equitably
sharing resources among various worlds’ regions. In addition, high dependency of the
poor countries on rich nations for their financial, scientific, technological, educational,
environmental, and food requirements has weakened the ability of the poor to diversify
their economies away from a debilitating dependence on low-value-added exports. Global
vulnerability and economic insecurity have worsened in recent decades because of rapid
increase in population, urbanization, climate change and environmental degradation.

This aim of this paper is to discuss the economic potential that the new
global economy provides to sustain development and accelerate the process of the
socio-economic transformation in developing countries. The global economy facilitates
greater access to international trade, financial markets, technology transfer and
knowledge acquisition. Enhanced access along these lines offers potential to stimulate
creativity and innovation in developing countries contributing to the building of
productive capacity with a greater level of diversification in economic structure. In this
context, codified knowledge could be used to create wealth and accelerate the process
of balanced and sustained economic growth. However, responding to the challenges
of globalization will require developing countries to strengthen the fundamentals for
knowledge absorption, scientific application and technological learning. This paper
sheds some light on initiatives of developing countries to increase global linkages and
benefit from the new economy. Knowledge of the environment and technological
learning are vital for fostering economic growth and sustainable development. The new
economy offers wide range of choices for developing countries to diversify the economic
structure and enhance productivity.

Sustainable development
In recent decades, the concept of sustainable development has been widely debated
as a long-term remedy to some of the serious challenges facing developing countries.
Recent literature on development underscores the importance of the environment and
the climate change to enhance productivity and sustain economic growth. Sustainable
development aims to create a balance between the current use of society resources and
future consumption to strengthen environmental management and support ecosystem.
The most widely circulated definition of sustainable development is the one formulated
by the Brundtland Commission as “development that meets the needs of the present
without compromising the ability of future generations to meet their own needs”
(World Commission on Environment and Development, 1987, p. 43) Thus, sustained
growth entails countries to “attain basic thresholds on a number of fronts; sound
economic governance, basic health care and education, core infrastructure, access to
foreign markets” (United Nations, 2003, p. 67). The majority of developing countries
rely on agricultural land to meet their food requirements and support sustainability.
In this regard, policy intervention becomes essential for addressing the environment.
As stated by the United Nations “Improving environmental management in ways that
benefit poor people requires policy and institutional changes that cut across sectors
and lie mostly outside the control of environmental institutions – including changes in
governance, domestic economic and social policies and international and rich country
policies” (United Nations, 2003, p. 126).

The environment and environmental variables must be integrated into developing
country’s national strategy to ensure that environmental changes do not derail
sustainable development. Through knowledge transfer, the developing countries can
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build capacity for environmentally friendly innovation systems stimulating a burgeoning
of indigenous technologies contributing to productivity and linkage creation. In doing so,
knowledge transfer empowers people to attain sustainable development by providing
the know-how and skills needed for improving environmental management while
fostering economic growth. Developing countries need to develop their own technology
to support building capacity for sustainable development. Rich countries can make
valuable contributions to sustainable development by sharing knowledge and opening
access to technologies. These countries can help developing countries overcoming some
of the obstacles to access to technology including lack of financing for investments in
research and development; ambiguous intellectual property laws; limits of differential
pricing; and national technology capacity, including local production capacity (see
United Nations, 2003, p. 160). Sustainable development should enhance production and
consumption in, and trade among, developing economies.

Sustainable development requires action be taken by national governments,
international institutions, NGOs and civil societies to minimize environmental damage
as well as to help poor nations acquire knowledge and information requisite for
development. Six important policy principles which need to be taken into consideration
for environmental sustainability feature prominently as follows:

(1) strengthening institutions and governance;
(2) making environmental sustainability part of all sector policies;

(3) improving markets and removing environmentally damaging subsidies;

(4) bolstering international mechanisms for environmental management;

(5) investing in science and technology for the environment; and

(6) increasing efforts to conserve critical ecosystems (United Nations, 2003, p. 127).

Knowledge of the environment is essential for sustaining development. Efficient
environmental management requires greater knowledge about the environmental
impact of production and consumption of natural resources including, but not limited
to, the extraction technologies used. The developing countries must construct
strategies for building adequate institutions, good knowledge of the environment,
effective public awareness programs and database systems to monitor and update
knowledge about the environment. Local knowledge alone is no longer sufficient for
environmental management given the effects of cross-border negative externalities
stemming from pollution and climate change. Developing countries must increase
collaboration with multinational corporations, western countries and international
institutions to enhance managerial capabilities with a view to mitigating the economic
and social cost of environmental degradation. In addition, government should make
efforts to increase the stock of environmental knowledge at home by increasing funding
for education, research and development, innovation, information dissemination and
ICT infrastructure.

Sustainable development requires appropriate technologies and new knowledge to
bridge the present with the future through better management of resources, good
governance and effective educational system to increase awareness and promote
innovation. Knowledge for development involves building strategies that increase the
capabilities of developing countries to acquire, absorb and communicate knowledge.
Sustainable development requires the involvement of both public and private enterprises
in decision making andmarket activities. Because of its social, economic and environmental
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dimensions, sustainable development cannot be separated from human activities and,
therefore, investment in education, health, innovation and environmental management
becomes essential for fostering economic growth. In other words, increasing knowledge
about the environment reduces the risk of environmental degradation and support
rapid growth.

In recent decades, environmental and natural resource management have been
acknowledged as important ingredients in the promotion of sustainable development.
In developing countries, the immediate challenge is to meet basic needs, mainly food and
other immediate services. In many of these countries, rural inhabitants still account for
a large percentage of the total population reflecting the importance of agricultural resources
and the natural environment in providing the necessary requirement to improve
productivity and sustain people’s lives. Sustainable development is about utilization of
natural resources to create a balance between present and future consumption. Recent
development trends have shown that climate change, mismanagement of natural resources
and rapid population growth have impacted the prospects for rapid economic growth and
sustaining development. The developing countries can make use of the knowledge and
technology created in the West to build capacity for sustainable development. Modern ICT
technologies and scientific knowledge in theWest can be used in development to reduce the
risk of natural disasters as well as to improve human resource management and increase
productivity. ICT is a powerful enabler providing not only the public information on and
awareness of the environment, but also access to global knowledge and information. In this
age of global interdependence, access to knowledge, information, technology and skills can
be easily obtained and utilized for local development. The advantage of building digital
capacity is to provide access to global markets at low costs as well as increase the
developing countries choices of scientific and technological selections.

Sustainable development mainly involves three important ingredients: the
society, the economy and the natural environment. Similar to the construction of
a knowledge-based economy, knowledge-based development entails the utilization
of modern technologies to support building capacity for knowledge creation,
innovation and human resource development. Stimulating linkages in the developing
economy generates new productive activities. This can be done through technology
transfer and joint venture with multinational corporations. In the case of Finland, for
example, the restructuring the economy led to the diversification of the productive
structure to embrace new technologies. In addition, increasing the share of total national
expenditure on research and development stimulates innovation contributing to national
output through the expansion and proliferation of linkages and new product development.
To this end, the developing countries need a new model for development that take
advantage of the new opportunities offered by globalization. No longer are traditional
industries typically involving production of primary products sufficient for endorsing
rapid transformation and sustaining development. Rather, knowledge, science and
technology, research and development, innovation, market freedom, and human capital
resources power development. Building productive strategies for development should
involve all sectors of society to support entrepreneurs, small business, enterprises and
other productive agents to participate in the process of development.

Knowledge for development
During the last two centuries, economic growth among nations has been induced
by scientific advancement, innovation, industrialization and technological learning.
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Uneven distribution of capacity to engage in development of science and technology
has not only widened income inequalities among nations, but also increased western
economic dominance over the international trading system. Rapid scientific and
technological advancement served to increase labor productivity in western countries
causing real income per capita to multiply several times over the past several decades.
Industrial development and manufacturing production added substantial value to total
output produced in these countries reflecting the economic success achieved by
western economies. As for the developing countries, instead of tapping into western
scientific and technological progress to develop indigenous industry, they remained
dependent on western manufactured and industrial products as consumers (see World
Bank, 1998, 1999). Currently, the share of high income exports accounts for more than
two-thirds of the total world exports comprising mainly knowledge-intensive and
high-tech and manufactured products. Primary products and export of raw materials
can no longer provide consistent economic growth and sustain development. Global
integration and access to global markets mandate that countries acquire knowledge
and enhance innovation. In this age of globalization, trade and FDI facilitates
knowledge acquisition and technology transfer via activities of multinational corporations
(see Harhara and Al-Roubaie, 2014).

In the new economy, knowledge, skills and innovation are key inputs in the production
function. Unlike traditional economies in which capital and natural resources represent
key drivers of economic growth, the new economy entails building knowledge and
innovation capabilities with a view to enhancing productivity and generating linkages.
Unfortunately, most developing countries still lack essential components for knowledge
creation, technology diffusion and information dissemination. Though globalization has
provided new opportunities for developing countries, the current challenges facing these
countries including, political, financial, social, environmental and economic factors, have
impeded development by reducing the ability of developing countries to speed up the
process of change and take advantage of globalization. Knowledge creation requires
building capacity in the context of human resource management, institutional
functionality, innovation system, ICT infrastructure and political leadership to make
sound decisions and construct appropriate macroeconomic policies (see Al-Roubaie, 2013).

Economic development is a process of structural change which requires both
external and internal initiative to diversify the economic structure and create linkages.
In this age of global interdependence, access to knowledge, information, skills and
technology has become much easier through international trade, multinational
corporations, bilateral and multilateral agreements and joint programs. For their part,
the developing countries need to meet the challenges of globalization by building
capacity to facilitate knowledge acquisition, information dissemination, scientific
application and technological learning. This enhances the ability of these countries to
innovate and create appropriate technology suitable for local development. As a global
good, knowledge can be acquired through trade linkages and also through cooperation
with western firms. At this stage, most developing countries are not yet ready to create
their own knowledge and, therefore, it is incumbent upon them to make use of the
knowledge available in the rest of the world. They should explore new channels to
absorb global knowledge and acquire foreign technologies to strengthen their
development capabilities and stimulate economic growth.

Increasing cooperation with the West provides developing countries new
opportunities to expand market activities and gain access to western knowledge and
technology utile for developing countries still lack adequate capacity to generate,
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completely independently, indigenous knowledge and technology (see Al-Roubaie,
2006). A large share of contemporary global trade flows involves knowledge-intensive
goods and services. However, the developing countries are largely unqualified (with the
notable exception of the PRC and South Korea) to produce and gain market share in
high-value-added global trade. In the main, however, transformation of developing
countries to participate in the new economy on a level playing field requires “changing
the rules that underpin global relationships.”

An important feature of development in this age of global interdependence is to
strengthen the capabilities of local enterprises and entrepreneurs to gain access
to global markets. In the early stages of their development, developing countries should
encourage joint venture with global firms to enhance linkages and diversify the
economic structure. Future trends show the need for creative industries driven by
knowledge creation and innovation (see Al-Roubaie, 2010).

Developing countries need to formulate and execute well defined strategies in order
to face the challenges of the new economy involving the building of knowledge
capacity for development. These countries need to create enabling environments that
encourage lifelong learning, enhance human capital resources, promote innovation,
ensure political stability, construct effective macroeconomic policies, support research
and development and increase global access to knowledge, information and technology.
In addition, these countries need to have strong leadership with clear vision of the
future involving increasing public participation and encouraging private enterprise to
innovate using, above all, tacit knowledge.

Innovation ranks among the important drivers of development. Digital technologies
driven by the use of ICT empower both individuals and small and medium enterprises
(SMEs) with the know-how to acquire scientific knowledge and to cultivate other skills
requisite for development. Innovation creates linkages and strengthens the fundamentals
for capacity building which, in turn, stimulate value-added manufacturing and industrial
efficiency and competitiveness. Substantial tacit knowledge, which can be tapped to
increase productivity and create new market opportunities for development, proliferates
in developing countries. Nevertheless, developing countries need to acquire knowledge
and skills beyond the existing well-spring of tacit knowledge in synergy with the
exploitation of this local knowledge. As a global good, knowledge has become accessible
to all those willing to leapfrog and accelerate the process of development through building
ICT infrastructure capable of transferring technology and sharing information. However,
on the one hand, global knowledge is a proverbial “double-edged sword” – mishandling
can result in injury especially in the hands of neophytes. On the other hand, premature
knowledge creation, eschewing input of global knowledge, entails costs and risks for
developing countries, and, therefore, the developing countries need not to invest in
creating knowledge of their own. In the short- and medium-run, they are better advised
to adopt and adapt existing global knowledge, produced mainly in western countries, to
support building capacity for development. The existing conditions for promoting
development through knowledge creation are not favorable given the combined effects
of: low level of education and training, inadequate institutions, lack of research and
development and poor financing.

Digital technology
Access to digital technologies represents one of the biggest challenges facing the developing
countries to enhance e-readiness and increase global participation. E-readiness involves
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building digital infrastructure to empower the economy with new technologies
conducive to sharing knowledge, conducting commercial activities (B2B, and to a lesser
extent, B2C), providing public services and improving communication. The rise of
the internet has brought substantial increases and shifts in economic activities as
phenomena identified with globalization. Currently, the digital gap between the
developed and developing countries is widening weakening the ability of the these
countries to gain access to global knowledge for development. Education, health, skills,
information, ideas, science and technology are among the important features of modern
development which can be improved with the use of digital technologies. In addition,
digital technologies increase access to world markets. Such access broadens the choices
that inhabitants of developing countries have to acquire knowledge, obtain skills and,
in turn, gain competiveness. In other words, digital technologies improve human
development by facilitating sharing of knowledge. Economic development can proceed
only where developing countries, after having acquired requisite knowledge, gain
access to the market, on a level playing field, with developed countries. Increasing
digital connectivity accelerates development.

In the new economy, building digital “superhighways” provides infrastructure
necessary for innovation (just as in the old economy roads and bridges were necessary
for the distribution of goods). Among developing countries, innovation is still
inadequate to create sustainable solutions to empower development. Where low levels
of innovation are attributable to tepid entrepreneurial activity, however, the expedient
of micro-finance has proven salutary. For example, Grameen’s experiment in Bangladesh
helped millions of poor people start businesses and participates in market activities.
Providing small loans, mainly for women, have broadening market activities through
communication and access to other villages and cities. In Bangladesh, on the one hand,
the level of entrepreneurial activity ratchet up though micro-finance generating income
for the poor by spreading economic benefits to a large number of people. On the other
hand, innovations have not been generated commensurate with the leap in entrepreneurial
activity in large measure because the Grameen experiment did not plug into digital
technologies. Entrepreneurial use of digital technologies could have generated
substantial innovation.

Availability of finance, unto itself in isolation, cannot generate innovation.
For example, the Gulf governments possess the financial resources to invest in science
and technology, and, as in the case of Saudi Arabia with the building of so-called
industrial cities have attempted to do so, but due to the inadequacy of human capital
resources and the inability to attract foreign human capital to plug the domestic gap,
have failed to achieve little more than invest inefficiently in real estate. Financial capital
surplus cannot compensate for human capital deficit and thus the prospect to build
productive capacity for development will be subject to constraints. In this context,
South-South cooperation has merit were, for instance, Gulf financial resources to be
channeled into economies that have substantial human capital but lack commensurate
financial capital (Malaysia, India). With scientific and technical know-how, at a later
date, repatriated to Gulf country of financial origin – both sides in the South-South
exchange would benefit. The adaption of this scientific and technical know-how from,
say, India (as a source of human capital) to Kuwait (as a source of financial capital)
would be easier than the same from the UK to Kuwait inasmuch as the developing
countries share several factors in common, including environmental, educational,
cultural, social and developmental features which can be cultivated to increase
cross-border linkages and share knowledge within the South.
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In the new society, digital literacy is critical for rapid economic transformation.
It increases the ability of the economy to harness tacit knowledge as well as it enhances
the capabilities to improve productivity in production, distribution and consumption of
goods and services. Digital literacy is the familiarity of people with the use and operation
of computers to gain access to the internet, e-mail and web browsers. Networking is an
integral part of modern business providing access to knowledge, skills, information,
technology and market data. ICT strengthens e-readiness and increases public
participation in development through digital literacy and access to global business.
In this regard, ICT is a powerful enabler that can cut costs, facilitate commercial
exchange and provision of governmental services. E-readiness requires countries to
invest in human resources in order to build up the store of human capital in an
economy with a view to increasing productivity. By equipping labor with knowledge
and skills, the potential for linkage creation and innovation is buoyed.

Developing countries can reduce the digital gap and speed up the process of economic
growth by acquiring global knowledge, absorbing knowledge and communicating
knowledge through ICT. Knowledge acquisition underlies an economy’s capability to
strengthen the local knowledge system, conduct research and development, improve
education and skills and promote innovation. Change must come from within by
encouraging local enterprises to make use of the indigenous resources and exploit tacit
knowledge for development. In other words, building capacity for indigenous knowledge
is essential for inducing innovation and accelerating economic growth. It empowers the
economy by generating linkages and diversifying the productive structure. In other
words, choices of indigenous knowledge need to be widened by building capacity for
knowledge absorption and technology transfer.

Building knowledge capacity through technology transfer and knowledge
absorption will strengthen the local knowledge system for supporting development.
Given the state of underdevelopment, it will be easier for developing countries to
narrow the digital divide and accelerate the process of economic transformation
through the adaptation, absorption and diffusion of knowledge and technologies that
already exist elsewhere. In addition, collaboration with international firms increases the
potential for linkage creation and promotes global competition. Linkages stimulate
development through the establishment of new industries which depend largely on
resources drawn from the local market. For example, Malaysia in the 1990s benefited
from the chain of industries which were required to support the computer industry.

The developing countries should seize upon the opportunities afforded by
globalization to strengthen digital services and build effective communication systems
capable of generating efficiencies in commercial exchanges. Provision of e-services by
the government are crucial for development. Knowledge-based development entails
knowledge sharing among various economic agents which empower an economy’s
capability to increase linkages and diversify its economic structure. Building digital
capacity strengthens communication and enhances access to knowledge and
information throughout the economy. Developing countries must overcome the
barriers to participation in the new economy as full partners of developed economies
by constructing policies that synergistically exploit both indigenous and global
knowledge. In this respect, the government must intervene by promoting the
building of digital infrastructure capable of providing the necessary antecedents for
transforming the economy into a knowledge-based economy including: education,
health, skills, information and communication – collectively stimulating investment
and encouraging knowledge sharing.
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Development is about bringing together all productive agents including leaders,
educators, businesses, government and other groups in society to work together in line
with a strategic vision for development. Digital technologies facilitate the implementation
of such vision by providing the means for communication and improving the ability
of the economy to absorb and communicate knowledge. Digital technologies are
increasing the speed of doing business and decreasing the cost of services needed for
development. In addition, these technologies facilitate research and increase the
economy’s potential to become creative and innovative. “ICT and related tools also
enhance the quality of products, production and delivery processes, inventory
management, and labor productivity – all these are translating into improved global
competitiveness both of firms and of their host countries. With increasing connections,
trust between global allies and partners are sustained, making cross boarder
partnership among players in supply- and –production chains possible” (Asian
Development Bank, 2007, pp. 18-19).

As a powerful enablers, digital technologies could help in reducing poverty,
enhancing productivity, narrowing income inequalities and inducing rapid economic
growth. In the knowledge-based economy, businesses benefit from linkage creation by
various firms and therefore, they need to access to outside partners to acquire assets
and information in production, marketing and distribution. Collaboration with foreign
firms is important for acquiring knowledge and competencies to stimulate linkage
creation and accelerate development. To this end, multinational corporations increase
the ability of local firms to benefit from market expansion and spillover effects brought
by foreign firms activities in the local economy. Foreign direct investment supports
both demand- and supply-side activities generated in the process a wide range of
forward and backward linkages which enhance productivity and stimulate economic
growth. Building digital capacity provides local industry and domestic enterprises with
the necessary tools for sharing knowledge and exchange information.

Dissemination of modern knowledge requires building digital capacity to facilitate
access to knowledge and information for building capacity for development.
The utilization and use of ICT is essential for sharing, capturing and communicating
data and information. In addition, It stimulates innovation capabilities which creates
linkages and diversify the productive structure. Human activities involve information
processing and sharing which can be enhanced with the use of ICT.

Enhancing digital technology diffusion increases an economy’s capability to
innovate as well as to upgrade human capital. In other words, knowledge transfer plays
an important role in supporting the local knowledge system to increase the use of
knowledge. Currently, developing countries suffer from the digital divide symptomatic
of inadequate access to the internet, computers, digital cables and, to a much lesser
extent, mobile networks. Accordingly, large numbers of people in developing countries
cannot afforded costs entailed with the acquisition of digital services notwithstanding
the proliferation of cheap mobile phones in many developing countries i.e. access to the
internet from these devices is often infeasible or expensive. In consequence, reducing
the digital divide requires government intervention including promotion of foreign
direct investment in digital infrastructure to build ICT infrastructure and provide easy
and cheap access to information and knowledge. Once the digital divide is narrowed,
expanding trade, transfer of technology, skill acquisition, knowledge absorption and
information dissemination – all necessary for transformation to a new economy – will
accelerate. Unfortunately, e-readiness in most developing countries is inadequate to
support rapid transformation into a knowledge-based economy.
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Knowledge-based development
Knowledge-based development can be defined as a process of structural changes that
involve the application of knowledge in various economic activities. Building a model
for development entails both local and external elements aimed at accelerating the
process of change and leapfrogging. Adaptation to the new economy requires
restructuring the socio-economic order and reengineering the productive structure to
absorb knowledge and information in order to strengthen the innovation capacity of
the economy and enhance knowledge creation. Engaging in international trade allows
countries to acquire technology and gain access to scientific knowledge. However,
countries must meet certain standards in production for the global markets only
attainable through improving technological learning and introducing new technologies.
Innovation occurs when new methods or new technologies are introduced into the
economy. There is substantial tacit knowledge stored in the mind of people in
developing countries which needs to be exploited to support not only innovation but
also creativity and knowledge creation (see Ahmad and Al-Roubaie, 2012).

Building capacity for knowledge-based development rests on important pillars
including a well- trained and competent workforce; a national innovation system
backed by research and development, science and technology and a dynamic culture;
building ICT infrastructure to facilitate social networking and strengthen
communication; and an efficient institutional regime capable of providing the incentive
and support for economic agents. The involvement of the government is essential for
supporting the creation of enabling environment that encourages innovation and
technology diffusion requisite for leapfrogging and strengthening the economic basis
for rapid balanced and sustained growth.

The human factor is instrumental in building capacity for development. Developing
countries can benefit from the experience of Singapore and South Korea, on the one
hand, and New Zealand and Finland and other developed countries, on the other, to
enhance quality of education and improved the skills of the workforce. Through
collaboration with institutions in the West, the potential exists for developing countries
to gain experience in conducting productive research for building an indigenous
knowledge-base. Technological learning is essential for technology transfer and
upgrading to suit local conditions. Close collaboration with universities, institutions,
industries and research centers located in western countries provides new opportunities
for developing countries to increase access to knowledge, information and skills for
development. Knowledge can be acquired and adapted to the local environment
through the active involvement of foreign firms operating in developing countries.
Similarly, engaging in the international trading system and participation in
international symposiums allow developing countries to obtain know-how and
competencies for development.

Science and technology
The other important dimension of western contribution to promote innovation and
sustainable development is through science and technology. Western scientific
application and technological advancement allow developing countries to overcome
serious impediments impeding the achievement of rapid growth through increased
productivity. As pointed out by the World Bank “if developing countries hope to
prosper in the global economy, and if world leaders expect globalization to foster
sustainable development and sustainable poverty reduction, STI capacity building is
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an absolute necessity. In today’s rapidly changing global economy, the critical
economic development issue is no longer whether countries should build STI capacity
but what type of capacity to build and how to build it, given each country’s economic
constraints and starting point” (Watkins and Michael, 2008, pp. 1-2). In this respect,
developing countries must construct strategies for technological development suitable
for their own economies. This policy must involve broad-based participants including
entrepreneurs, policy makers, business people and young people to ensure that STI will
contribute to productivity growth. Science and technology could help in producing
knowledge and enhance technological learning to strengthen innovation and build
linkages within various sectors of the economy. Although developing countries are
described as “latecomers,” however, these countries can close the gap “if they learn how
to convert their latecomer status into an advantage.” These countries could speed up
the process to leapfrog by “building the domestic capacity to find existing technologies,
adapt them for local use, and incorporate them into the production process” (Watkins
and Michael, 2008, p. 4).

Developing countries should take the initiative to increase access to science and
technology through FDI, joint venture, collaboration and international trade. In this
respect, research and development is essential for identifying technological
requirements suitable for the local environment. Universities and educational institutions
could play an important role in the determination of scientific and technological
desiderata to meet development requirements for balanced and sustained development.
In the long-run, expanding the capacity to absorb knowledge and diffuse technology
will help the country to produce new knowledge and create a new climate for innovation.
“Innovation more frequently entails building the capacity to use technologies that are
in widespread use elsewhere but that are new to the country, new to the firm, or used
in new ways” (Watkins and Michael, 2008, p. 7). If the right technology is found, the
ability of the country to innovate will be enhanced through the development of new
products, new technologies and new methods. The state could play constructive role by
investing in people to increase the skills and basic literacy needed to support scientific
application and technological learning. In addition, In developing countries, women are
directly and indirectly involved in development and, therefore, government policy
should give women equal opportunity to participate in the economy by encouraging
women to go into science and technology.

Inadequacies with respect to the “creation and application of science, technology
and innovation in development” (United Nations, 2005, p. 2) is one of the important
impediments in development. Developing countries suffer from shortages of human
resources capable of conducting scientific research and adapting modern technology to
support innovation and exploit creativity. Modern science and technology is at the
heart of development and, therefore, developing countries need to construct strategies
to improve the absorption of foreign technology and science in development.
Technology positively impacts the economy by increasing the utilization of factor
inputs in production and reducing the costs of doing business. In this regard, the
developing countries must invest in education and training to build scientific and
technological human capital and infrastructure.

Universities in particular and higher education institutions in particular empower
the economy with knowledge and skills needed to diversify the economic structure and
increase access to global knowledge and information. Countries with highly trained
workforces will have advantage in acquiring global knowledge and get the maximum
value from recent advancement in scientific and technological development employed
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by multinational corporations. Technological diversification allows countries to create
linkages and develop new products and services which accelerate the process of
transformation and enhance economic growth. However, a strategy for catch-up needs
to “focus on the building of an endogenous knowledge base, but also facilitate the
transfer and effective absorption of foreign technology […]. The design of policies
aimed at upgrading technological capabilities in LDCs should not ignore but develop
the potential offered by existing local innovation and integrate it with transferred
technologies” (United Nations, 2007, p. IV).

The institutional weakness in the developing countries discourages the building of
productive capabilities to support knowledge diffusion and technological
dissemination. Effective institutions are the sine qua non to meet the challenges
facing developing countries. For example, in most developing countries market
institutions are sidelined in development by an overweening public sector exacerbated
by a lack of public participation by local entrepreneurs. Japan, Singapore, Finland and
South Korea have been able to strengthen knowledge creation, technology diffusion
and innovation through the creation of productive institutions that participated in
speeding up the process of transformation. Local enterprises need support to increase
access to global opportunities and obtain knowledge, skills, technology, finance and
information. In addition, the financial system is important for promoting business
and supporting young entrepreneurs; however, most developing countries lack not
only access to microcredit facilities, but also suffer from inefficient or mal-functioning
financial institutions and markets. SMEs cannot compete for funding because most
commercial banks prefer to lend credit to large corporations. In Japan, approximately
99.5 percent of the gross domestic output is produced by SMEs reflecting the creative
and productive capabilities of these enterprises as well as their involvement in one of
the most powerful economies in the world. In the case of South Korea, considerable
support was given to education and innovation which provided SMEs the wherewithal
to become innovative and creative. To this end, developing countries must embark on
radical reforms with a view to building productive capacity driven by linkage creation,
knowledge acquisition and technological learning.

Developing countries need to build capacity to gain access to the existing knowledge
in the global economy and also to enable them adapting western technology in
development. In this regard, building capacity increases incentives for foreign firms to
invest in the local economy. Technological adaptation through international trade helps
access to international skills and knowledge as well as enhances the ability to learn and
master foreign technology. In addition, creating linkages through exports with foreign
firms and customers strengthen technological learning to diffuse foreign technology
through these linkages. For example, FDI helps domestic firms upgrading their
technological skills to diffuse new technologies leading to productivity improvement
among all sectors of the economy. Technological development and scientific advancement
in developing countries can be improved through upgrading technology that already
exists in advanced countries. Such learning allows developing countries to acquire skills
and competencies to promote innovation, create linkages, diversify the productive
structure and create new knowledge.

Conclusion
During the past two decades, developing countries have been given greater
opportunities to gain access to global markets acquiring skills, knowledge, information
and technology. The new economy, driven by globalization, is described as an economy
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in which knowledge is a key driver. For countries with limited natural resources
and inadequate skills, the new global economy provides easy access to science and
technology which, in turn, enhance a country’s capabilities to diversify the economic
structure, encourage innovation and promote balanced and sustained economic growth.
However, very few developing countries have succeeded in joining the ranks of equal
participants in the new economy. In large measure, this delinquency is attributable to
developing countries’ not having created an enabling environment to facilitate knowledge
absorption, technology transfer, human skills, research and development and innovation.

To do so, not only is cooperation with the West important, especially in the context
of technology transfer, but, equally, South-South cooperation is vital given that
although developing countries have limited capacity to acquire and diffuse science and
technology, some have a greater capacity than others to do so. In the South, arrangements
in which financial resources are allocated into countries with comparably greater
capacity hold prospect for future intra-South technology transfer that, in the long-run,
hold out prospect for both donor and receiver of financial capital to enter the ranks of
countries boasting new economies. The challenges facing many developing countries
today involve the construction of strategies based on policies, on a domestic and
South-South level, to strengthen capabilities to absorb, use and create knowledge.
In the digital age, knowledge and information represent key drivers of economic
growth and sustaining development. The new economy offers new opportunities to
developing countries by providing easy access to global knowledge and information.
Countries with less limited financial resources but inadequate human capital could benefit
from countries with limited human capital but inadequate financial resources – and
vice versa – not only from increasing trade, but also from access to knowledge,
information and skills to compensate for shortages at home. Imbuing developing
countries with knowledge-based economies, in the short-run, requires cooperation with
western countries but, in the long-run, would be spurred by South-South cooperation as
a means to encourage creativity and induce innovation through, eventually, the
production of intra-South indigenous technologies.
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Are you an entrepreneurial spirit?
yes _______ no _______

Are you constantly thinking about how
 to 

create value and build new
 businesses, or how

 
to im

prove or transform
 your organization?

yes _______ no _______

Are you trying to find innovative 
w

ays of doing business to replace  
old, outdated ones?
yes _______ no _______
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If you’ve answ
ered 

“yes” to any of these 
questions, w

elcom
e  

to our group!
 You’re holding a handbook for visionaries, gam

e 
changers, and challengers striving to defy outm

oded 
business m

odels and design tom
orrow

’s enterprises. 
It’s a book for the business m

odel generation.
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Today countless innovative business m
odels 

are em
erging. Entirely new

 industries are  
form

ing as old ones crum
ble. Upstarts are 

challenging the old guard, som
e of w

hom
 are 

struggling feverishly to reinvent them
selves.

How
 do you im

agine your organization’s  
business m

odel m
ight look tw

o, five, or ten 
years from

 now? W
ill you be am

ong the  
dom

inant players? W
ill you face com

petitors 
brandishing form

idable new
 business m

odels?
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This book w
ill give you deep insight into the nature of business m

odels. 

It describes traditional and bleeding-edge m
odels and their dynam

ics, 

innovation techniques, how
 to position your m

odel w
ithin an intensely 

com
petitive landscape, and how

 to lead the redesign of your ow
n organi-

zation’s business m
odel. 

 
C

ertainly y ou’ve noticed that this is not the typical strategy or m
an-

agem
ent book. W

e designed it to convey the essentials of w
hat you need 

to know
, quickly, sim

ply, and in a visual form
at. Exam

ples are presented 

pictorially and the content is com
plem

ented w
ith exercises and w

orkshop 

scenarios you can use im
m

ediately. Rather than w
riting a conventional 

book about business m
odel innovation, w

e’ve tried to design a practical 

guide for visionaries, gam
e changers, and challengers eager to design or 

reinvent business m
odels. W

e’ve also w
orked hard to create a beautiful 

book to enhance the pleasure of your “consum
ption.” W

e hope you enjoy 

using it as m
uch as w

e’ve enjoyed creating it. 

 
A

n online com
m

unity com
plem

ents this book (and w
as integral to 

its creation, as you w
ill discover later). Since business m

odel innovation 

is a rapidly evolving field, you m
ay w

ant to go beyond the essentials in 

Business M
odel G

eneration and discover new
 tools online. Please consider 

joining our w
orldw

ide com
m

unity of business practitioners and research-

ers w
ho have co-created this book.  O

n the H
ub you can participate in 

discussions about business m
odels, learn from

 others’ insights, and try  

out new
 tools provided by the authors. V

isit the Business M
odel H

ub at

w
w

w
.BusinessM

odelG
eneration.com

/hub.

 
Business m

odel innovation is hardly new
. W

hen the founders of D
iners 

C
lub introduced the credit card in 1950, they w

ere practicing business 

m
odel innovation. The sam

e goes for X
erox, w

hen it introduced photo-

copier leasing and the per-copy paym
ent system

 in 1959. In fact, w
e m

ight 

trace business m
odel innovation all the w

ay back to the fifteenth century, 

w
hen Johannes G

utenberg sought applications for the m
echanical printing 

device he had invented. 

 
But the scale and speed at w

hich innovativ e business m
odels are 

transform
ing industry landscapes today is unprecedented. For entre- 

preneurs, executives, consultants, and academ
ics, it is high tim

e to  

understand the im
pact of this extraordinary evolution. N

ow
 is the tim

e  

to understand and to m
ethodically address the challenge of business  

m
odel innovation.

 
U

ltim
ately, busines s m

odel innovation is about creating value, for 

com
panies, custom

ers, and society. It is about replacing outdated m
odels. 

W
ith its iPod digital m

edia player and iTunes.com
 online store, A

pple 

created an innovative new
 business m

odel that transform
ed the com

pany 

into the dom
inant force in online m

usic. Skype brought us dirt-cheap 

global calling rates and free Skype-to-Skype calls w
ith an innovative 

business m
odel built on so-called peer-to-peer technology. It is now

 the 

w
orld’s largest carrier of international voice traffic. Z

ipcar frees city dw
ell-

ers from
 autom

obile ow
nership by offering hourly or daily on-dem

and 

car rentals under a fee-based m
em

bership system
. It’s a business m

odel 

response to em
erging user needs and pressing environm

ental concerns. 

G
ram

een Bank is helping alleviate poverty through an innovative business 

m
odel that popularized m

icrolending to the poor. 

 
But how

 can w
e system

atically invent, design, and im
plem

ent  

these pow
erful new

 business m
odels? H

ow
 can w

e question, challenge,  

and transform
 old, outm

oded ones? H
ow

 can w
e turn visionary ideas  

into gam
e-changing business m

odels that challenge the establishm
ent—

or 

rejuvenate it if w
e ourselves are the incum

bents? Business M
odel G

eneration 

aim
s to give you the answ

ers. 

 
Since practicing is better than preaching, w

e adopted a new
 m

odel 

for w
riting this book. Four hundred and seventy m

em
bers of the Business 

M
odel Innovation H

ub contributed cases, exam
ples, and critical com

-

m
ents to the m

anuscript—
and w

e took their feedback to heart. Read m
ore 

about our experience in the final chapter of Business M
odel G

eneration.
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Seven Faces of 
Business M

odel 
Innovation

The Senior Executive

Jean-Pierre C
uoni, 

C
hairm

an / E
FG

 International

Focus: Establish a new
 business m

odel 

in an old industry

Jean-Pierre C
uoni is chairm

an of 

EFG
 International, a private bank 

w
ith w

hat m
ay be the industry’s m

ost 

innovative business m
odel. W

ith 

EFG
 he is profoundly transform

ing 

the traditional relationships betw
een 

bank, clients, and client relationship 

m
anagers. Envisioning, crafting, and 

executing an innovative business 

m
odel in a conservative industry w

ith 

established players is an art, and 

one that has placed EFG
 International 

am
ong the fastest grow

ing banks 

in its sector.

The Intrapreneur

D
agfi nn M

yhre,  

H
ead of R

&
I Business M

odels / Telenor

Focus: H
elp exploit the latest techno-

logical developm
ents w

ith the right 

business m
odels

D
agfi nn leads a business m

odel unit 

at Telenor, one of the w
orld’s ten larg-

est m
obile telephone operators. The 

telecom
 sector dem

ands continuous 

innovation, and D
agfi nn’s initiatives 

help Telenor identify and understand 

sustainable m
odels that exploit the 

potential of the latest technological 

developm
ents. Through deep analysis 

of key industry trends, and by develop-

ing and using leading-edge analytical 

tools, D
agfi nn’s team

 explores new
 

business concepts and opportunities. 

The Entrepreneur

M
ariëlle Sijgers, 

E
ntrepreneur / C

D
E

F H
olding BV

Focus: A
ddress unsatisfi ed custom

er 

needs and build new
 business m

odels 

around them

M
arielle Sijgers is a full-fl edged 

entrepreneur. Together w
ith her 

business partner, Ronald van den 

H
off, she’s shaking up the m

eeting, 

congress, and hospitality industry 

w
ith innovative business m

odels. 

Led by unsatisfi ed custom
er needs, 

the pair has invented new
 concepts 

such as Seats2m
eet.com

, w
hich allow

s 

on-the-fl y booking of m
eetings in 

untraditional locations. Together, 

Sijgers and van den H
off constantly 

play w
ith new

 business m
odel ideas 

and launch the m
ost prom

ising 

concepts as new
 ventures.
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The Investor

G
ert Steens, President &

 Investm
ent 

A
nalyst  / O

blonski BV

Focus: Invest in com
panies w

ith the 

m
ost com

petitive business m
odels

G
ert m

akes a living by identifying the 

best business m
odels. Investing in the 

w
rong com

pany w
ith the w

rong m
odel 

could cost his clients m
illions of euros 

and him
 his reputation. U

nderstanding 

new
 and innovative business m

odels 

has becom
e a crucial part of his w

ork. 

H
e goes far beyond the usual fi nancial 

analytics and com
pares business 

m
odels to spot strategic differences 

that m
ay im

part a com
petitive edge. 

G
ert is constantly seeking business 

m
odel innovations.

The C
onsultant

Bas van O
osterhout, Senior 

C
onsultant / C

apgem
ini C

onsulting

Focus: H
elp clients question their 

business m
odels, and envision and 

build new
 ones

Bas is part of C
apgem

ini’s Business 

Innovation Team
. Together w

ith 

his clients, he is passionate about 

boosting perform
ance and renew

ing 

com
petitiveness through innovation. 

Business M
odel Innovation is now

 a 

core com
ponent of his w

ork because 

of its high relevance to client projects. 

H
is aim

 is to inspire and assist clients 

w
ith new

 business m
odels, from

 

ideation to im
plem

entation. To achieve 

this, Bas draw
s on his understanding 

of the m
ost pow

erful business m
odels, 

regardless of industry.

The D
esigner

T
rish Papadakos, 

Sole Proprietor / T
he Institute of You

Focus: Find the right business m
odel 

to launch an innovative product

Trish is a talented young designer 

w
ho is particularly skilled at grasp-

ing an idea’s essence and w
eaving it 

into client com
m

unications. C
urrently 

she’s w
orking on one of her ow

n ideas, 

a service that helps people w
ho are 

transitioning betw
een careers. A

fter 

w
eeks of in-depth research, she’s now

 

tackling the design. Trish know
s she’ll 

have to fi gure out the right business 

m
odel to bring her service to m

arket. 

She understands the client-facing 

part—
that’s w

hat she w
orks on daily 

as a designer. But, since she lacks for-

m
al business education, she needs the 

vocabulary and tools to take on the 

big picture. 

The C
onscientious Entrepreneur

Iqbal Q
uadir, Social E

ntrepreneur / 

Founder of G
ram

een Phone

Focus: Bring about positive social and 

econom
ic change through innovative 

business m
odels

Iqbal is constantly on the lookout 

for innovative business m
odels w

ith 

the potential for profound social 

im
pact. H

is transform
ative m

odel 

brought telephone service to over 

10
0

 m
illion Bangladeshis, utilizing 

G
ram

een Bank’s m
icrocredit netw

ork. 

H
e is now

 searching for a new
 m

odel 

for bringing affordable electricity to the 

poor. A
s the head of M

IT’s Legatum
 

C
enter, he prom

otes technological 

em
pow

erm
ent through innovative 

businesses as a path to econom
ic and 

social developm
ent.
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Table of Contents

C
anvas

O
utlook

Afterw
ord

Process

D
esign

Patterns

Strategy

The book is divided into five sections: 1
 The Busi-

ness M
odel C

anvas, a tool for describing, analyzing, 

and designing business m
odels, 2

 Business M
odel 

Patterns, based on concepts from
 leading business 

thinkers, 3
 Techniques to help you design business 

m
odels, 4

 Re-interpreting strategy through the 

business m
odel lens, and 5

 A
 generic process to 

help you design innovative business m
odels, tying 

together all the concepts, techniques, and tools in 

Business M
odel G

eneration. }
The last section offers 

an outlook on five business m
odel topics for future 

exploration. 
Finally, the afterw

ord provides a peek 

into “the m
aking of” Business M

odel G
eneration.
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A
 shared language for describing, visualizing,  

assessing, and changing business m
odels

T
he Business  

M
odel C

anvas
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14 
Definition of a 
Business M

odel

16 
The 9 Building Blocks

44 
The Business M

odel 
Canvas Tem

plate
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14

A
 business m

odel describes  
the rationale of how

 an  
organization creates, delivers, 
and captures value

D
ef_B

usiness M
odel
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15

The starting point for any good discussion, m
eeting, 

or w
orkshop on business m

odel innovation should 

be a shared understanding of w
hat a business m

odel 

actually is. W
e need a business m

odel concept that 

everybody understands: one that facilitates descrip-

tion and discussion. W
e need to start from

 the sam
e 

point and talk about the sam
e thing. The challenge is 

that the concept m
ust be sim

ple, relevant, and intui-

tively understandable, w
hile not oversim

plifying the 

com
plexities of how

 enterprises function. 

In the follow
ing pages w

e oΩer a concept that allow
s 

you to describe and think through the business m
odel 

of your organization, your com
petitors, or any other 

enterprise. This concept has been applied and tested 

around the w
orld and is already used in organizations 

such as IBM
, Ericsson, D

eloitte, the Public W
orks and 

G
overnm

ent Services of C
anada, and m

any m
ore.

This concept can becom
e a shared language that 

allow
s you to easily describe and m

anipulate business 

m
odels to create new

 strategic alternatives. W
ithout 

such a shared language it is diΩicult to system
atically 

challenge assum
ptions about one’s business m

odel 

and innovate successfully.

W
e believe a business m

odel can best be described 

through nine basic building blocks that show
 the 

logic of how
 a com

pany intends to m
ake m

oney. The 

nine blocks cover the four m
ain areas of a business: 

custom
ers, oΩer, infrastructure, and financial viability. 

The business m
odel is like a blueprint for a strategy 

to be im
plem

ented through organizational structures, 

processes, and system
s.
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[

C
ustom

er 
Segm

ents
A

n organization serves 
one or several C

ustom
er 

Segm
ents.

V
alue 

P
ropositions

It seeks to solve custom
er 

problem
s and satisfy 

custom
er needs w

ith 
value propositions.

C
hannels

Value propositions
are delivered to custom

ers 
through com

m
unication, 

distribution, and sales 
C

hannels.

C
ustom

er 
R

elationships
C

ustom
er relationships 

are established and 
m

aintained w
ith each 

C
ustom

er Segm
ent.

[
T

he 9 B
uilding B

locks

CS 
VP

CH 
CR

1
 

2
 

3
4

bm
gen_final.indd   16

6/15/10   5:31 PM



17

R
evenue 

Stream
s

R
evenue stream

s result 
from

 value propositions 
successfully oΩered to 
custom

ers. 

K
ey 

R
esources

K
ey resources are the 

assets required to oΩer 
and deliver the previously 
described elem

ents . . .  

K
ey 

A
ctivities

. . . by perform
ing a num

-
ber of K

ey A
ctivities. 

K
ey 

Partnerships
Som

e activities are 
outsourced and som

e 
resources are acquired 
outside the enterprise. 

C
ost 

Structure
T

he business m
odel 

elem
ents result in the 

cost structure.

R$
KR

KA
KP

C$
5

6
7

8
9
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KR
K

ey R
esources

KP
K

ey Partners

KA
K

ey A
ctivities

C$ 
C

ost Structure
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CSC
ustom

er Segm
ents

CRC
ustom

er R
elationships

VPV
alue P

ropositions

CHC
hannelsR$R

evenue Stream
s
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T
he C

ustom
er Segm

ents B
uilding B

lock defi nes 
the diΩ

erent groups of people or organizations an 
enterprise aim

s to reach and serve
C

ustom
ers com

prise the heart of any business m
odel. W

ithout 
(profi table) custom

ers, no com
pany can survive for long. In order 

to better satisfy custom
ers, a com

pany m
ay group them

 into 
distinct segm

ents w
ith com

m
on needs, com

m
on behaviors, 

or other attributes. A
 business m

odel m
ay defi ne one or several 

large or sm
all C

ustom
er Segm

ents. A
n organization m

ust m
ake 

a conscious decision about w
hich segm

ents to serve and w
hich 

segm
ents to ignore. O

nce this decision is m
ade, a business m

odel 
can be carefully designed around a strong understanding of 
specifi c custom

er needs.

C
ustom

er groups represent separate segm
ents if: 

}�Their needs require and justify a distinct oΩer
}�They are reached through diΩerent D

istribution C
hannels

}�They require diΩerent types of relationships
}�They have substantially diΩerent profi tabilities
}�They are w

illing to pay for diΩerent aspects of the oΩer

C
ustom

er Segm
ents

CS 
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There are diΩerent types of C
ustom

er Segm
ents.  

H
ere are som

e exam
ples:

M
ass m

arket 

Business m
odels focused on m

ass m
arkets don’t 

distinguish betw
een diΩerent C

ustom
er Segm

ents. 

The V
alue Propositions, D

istribution C
hannels, and 

C
ustom

er Relationships all focus on one large group  

of custom
ers w

ith broadly sim
ilar needs and problem

s. 

This type of business m
odel is often found in the 

consum
er electronics sector. 

N
iche m

arket 

Business m
odels targeting niche m

arkets cater to 

specific, specialized C
ustom

er Segm
ents. The V

alue 

Propositions, D
istribution C

hannels, and C
ustom

er 

Relationships are all tailored to the specific require-

m
ents of a niche m

arket. Such business m
odels 

are often found in supplier-buyer relationships. For 

exam
ple, m

any car part m
anufacturers depend heavily 

on purchases from
 m

ajor autom
obile m

anufacturers. 

Segm
ented 

Som
e business m

odels distinguish betw
een m

arket 

segm
ents w

ith slightly diΩerent needs and problem
s. 

The retail arm
 of a bank like C

redit Suisse, for exam
ple, 

m
ay distinguish betw

een a large group of custom
ers, 

each possessing assets of up to U
.S. $10

0,0
0

0, and 

a sm
aller group of aΩluent clients, each of w

hose net 

w
orth exceeds U

.S. $50
0,0

0
0. Both segm

ents have 

sim
ilar but varying needs and problem

s. This has 

im
plications for the other building blocks of C

redit 

Suisse’s business m
odel, such as the V

alue Proposi-

tion, D
istribution C

hannels, C
ustom

er Relationships, 

and Revenue stream
s. C

onsider M
icro Precision 

System
s, w

hich specializes in providing outsourced 

m
icrom

echanical design and m
anufacturing solutions. 

It serves three diΩerent C
ustom

er Segm
ents—

the 

w
atch industry, the m

edical industry, and the industrial 

autom
ation sector—

and oΩers each slightly diΩerent 

V
alue Propositions.  

D
iversified 

A
n organization w

ith a diversified custom
er business 

m
odel serves tw

o unrelated C
ustom

er Segm
ents 

w
ith very diΩerent needs and problem

s. For exam
ple, 

in 20
0

6 A
m

azon.com
 decided to diversify its retail 

business by selling “cloud com
puting” services:  online 

storage space and on-dem
and server usage. Thus 

it started catering to a totally diΩerent C
ustom

er 

Segm
ent—

W
eb com

panies—
w

ith a totally diΩerent 

V
alue Proposition. The strategic rationale behind this 

diversification can be found in A
m

azon.com
’s pow

erful 

IT infrastructure, w
hich can be shared by its retail sales 

operations and the new
 cloud com

puting service unit.

M
ulti-sided platform

s (or m
ulti-sided m

arkets)

Som
e organizations serve tw

o or m
ore interdepen-

dent C
ustom

er Segm
ents. A

 credit card com
pany, for 

exam
ple, needs a large base of credit card holders  

and a large base of m
erchants w

ho accept those credit 

cards. Sim
ilarly, an enterprise oΩering a free new

s-

paper needs a large reader base to attract advertisers. 

O
n the other hand, it also needs advertisers to finance 

production and distribution. Both segm
ents are 

required to m
ake the business m

odel w
ork (read  

m
ore about m

ulti-sided platform
s on p. 76).

For w
hom

 are w
e creating value?

W
ho are our m

ost im
portant custom

ers?
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T
he V

alue P
ropositions B

uilding B
lock describes 

the bundle of products and services that create 
value for a specifi c C

ustom
er Segm

ent
T

he Value Proposition is the reason w
hy custom

ers turn to one 
com

pany over another. It solves a custom
er problem

 or satisfi es 
a custom

er need. E
ach Value Proposition consists of a selected 

bundle of products and/or services that caters to the requirem
ents 

of a specifi c C
ustom

er Segm
ent. In this sense, the Value Proposi-

tion is an aggregation, or bundle, of benefi ts that a com
pany 

oΩers custom
ers.

 
Som

e Value Propositions m
ay be innovative and represent a 

new
 or disruptive oΩer. O

thers m
ay be sim

ilar to existing m
arket 

oΩers, but w
ith added features and attributes.

Value Propositions
2

of a specifi c C
ustom

er Segm
ent. In this sense, the Value Proposi-

tion is an aggregation, or bundle, of benefi ts that a com
pany 

oΩers custom
ers.

 
Som

e Value Propositions m
ay be innovative and represent a 

new
 or disruptive oΩer. O

thers m
ay be sim

ilar to existing m
arket 

oΩers, but w
ith added features and attributes.

VP
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A
 Value Proposition creates value for a C

ustom
er 

Segm
ent through a distinct m

ix of elem
ents cater-

ing to that segm
ent’s needs. Values m

ay be quan-

titative (e.g. price, speed of service) or qualitative 

(e.g. design, custom
er experience). 

 
Elem

ents from
 the follow

ing non-exhaustive list 

can contribute to custom
er value creation.

N
ew

ness

Som
e V

alue Propositions satisfy an entirely new
 set 

of needs that custom
ers previously didn’t perceive 

because there w
as no sim

ilar oΩering. This is often, 

but not alw
ays, technology related. C

ell phones, 

for instance, created a w
hole new

 industry around 

m
obile telecom

m
unication. O

n the other hand, 

products such as ethical investm
ent funds have 

little to do w
ith new

 technology.

Perform
ance 

Im
proving product or service perform

ance has 

traditionally been a com
m

on w
ay to create value. 

The PC
 sector has traditionally relied on this factor 

by bringing m
ore pow

erful m
achines to m

arket. 

But im
proved perform

ance has its lim
its. In recent 

years, for exam
ple, faster PC

s, m
ore disk storage 

space, and better graphics have failed to produce 

corresponding grow
th in custom

er dem
and. 

W
hat value do w

e deliver to the custom
er?  

W
hich one of our custom

er’s problem
s are w

e helping  
to solve? W

hich custom
er needs are w

e satisfying?  
W

hat bundles of products and services are w
e oΩering  

to each Custom
er Segm

ent?

Custom
ization

Tailoring products and services to the specific  

needs of individual custom
ers or C

ustom
er  

Segm
ents creates value. In recent years, the 

concepts of m
ass custom

ization and custom
er 

co-creation have gained im
portance. This approach 

allow
s for custom

ized products and services,  

w
hile still taking advantage of econom

ies of scale. 
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“G
etting the job done”

V
alue can be created sim

ply by helping a custom
er 

get certain jobs done. Rolls-Royce understands this 

very w
ell: its airline custom

ers rely entirely on Rolls-

Royce to m
anufacture and service their jet engines. 

This arrangem
ent allow

s custom
ers to focus on 

running their airlines. In return, the airlines pay 

Rolls-Royce a fee for every hour an engine runs. 

D
esign 

D
esign is an im

portant but diΩicult elem
ent to m

ea-

sure. A
 product m

ay stand out because of superior 

design. In the fashion and consum
er electronics 

industries, design can be a particularly im
portant 

part of the V
alue Proposition. 

Brand/status

C
ustom

ers m
ay fi nd value in the sim

ple act of using 

and displaying a specifi c brand. W
earing a Rolex 

w
atch signifi es w

ealth, for exam
ple. O

n the other end 

of the spectrum
, skateboarders m

ay w
ear the latest 

“underground” brands to show
 that they are “in.”

Price 

O
Ωering sim

ilar value at a low
er price is a com

m
on 

w
ay to satisfy the needs of price-sensitive C

us-

tom
er Segm

ents. But low
-price V

alue Propositions 

have im
portant im

plications for the rest of a busi-

ness m
odel. N

o frills airlines, such as Southw
est, 

easyJet, and Ryanair have designed entire business 

m
odels specifi cally to enable low

 cost air travel. 

A
nother exam

ple of a price-based V
alue Proposi-

tion can be seen in the N
ano, a new

 car designed 

and m
anufactured by the Indian conglom

erate Tata. 

Its surprisingly low
 price m

akes the autom
obile 

aΩordable to a w
hole new

 segm
ent of the Indian 

population. Increasingly, free oΩers are starting to 

perm
eate various industries. Free oΩers range from

 

free new
spapers to free e-m

ail, free m
obile phone 

services, and m
ore (see p. 88 for m

ore on FREE). 
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Cost reduction

H
elping custom

ers reduce costs is an im
portant 

w
ay to create value. Salesforce.com

, for exam
ple, 

sells a hosted C
ustom

er Relationship m
anagem

ent 

(C
RM

) application. This relieves buyers from
 the 

expense and trouble of having to buy, install, and 

m
anage C

RM
 softw

are them
selves.

R
isk reduction

C
ustom

ers value reducing the risks they incur  

w
hen purchasing products or services. For a used 

car buyer, a one-year service guarantee reduces  

the risk of post-purchase breakdow
ns and repairs.  

A
 service-level guarantee partially reduces the 

risk undertaken by a purchaser of outsourced IT 

services. 

A
ccessibility

M
aking products and services available to custom

-

ers w
ho previously lacked access to them

 is another 

w
ay to create value. This can result from

 business 

m
odel innovation, new

 technologies, or a com
bina-

tion of both. N
etJets, for instance, popularized the 

concept of fractional private jet ow
nership. U

sing an 

innovative business m
odel, N

etJets oΩers individu-

als and corporations access to private jets, a service 

previously unaΩordable to m
ost custom

ers. M
utual 

funds provide another exam
ple of value creation 

through increased accessibility. This innovative 

financial product m
ade it possible even for those 

w
ith m

odest w
ealth to build diversified investm

ent 

portfolios.

Convenience/usability

M
aking things m

ore convenient or easier to use 

can create substantial value. W
ith iPod and iTunes, 

A
pple oΩered custom

ers unprecedented conve-

nience searching, buying, dow
nloading, and listen-

ing to digital m
usic. It now

 dom
inates the m

arket.
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Through w

hich Channels do our Custom
er Segm

ents  
w

ant to be reached? How
 are w

e reaching them
 now? 

How
 are our Channels integrated? W

hich ones w
ork best? 

W
hich ones are m

ost cost-eΩicient? How
 are w

e  
integrating them

 w
ith custom

er routines?
C

hannels have five distinct phases. Each channel can 

cover som
e or all of these phases. W

e can distinguish 

betw
een direct C

hannels and indirect ones, as w
ell as 

betw
een ow

ned C
hannels and partner C

hannels. 

Finding the right m
ix of C

hannels to satisfy how
 

custom
ers w

ant to be reached is crucial in bringing 

a V
alue Proposition to m

arket. A
n organization can 

choose betw
een reaching its custom

ers through its 

ow
n C

hannels, through partner C
hannels, or through 

a m
ix of both. O

w
ned C

hannels can be direct, such as 

an in-house sales force or a W
eb site, or they can be 

indirect, such as retail stores ow
ned or operated by the 

organization. Partner C
hannels are indirect and span a 

w
hole range of options, such as w

holesale distribution, 

retail, or partner-ow
ned W

eb sites.

 
Partner C

hannels lead to low
er m

argins, but they 

allow
 an organization to expand its reach and benefit 

from
 partner strengths. O

w
ned C

hannels and particu-

larly direct ones have higher m
argins, but can be costly 

to put in place and to operate. The trick is to find the 

right balance betw
een the diΩerent types of C

hannels, 

to integrate them
 in a w

ay to create a great custom
er 

experience, and to m
axim

ize revenues.

 

Channel Types
Channel Phases

 
 

 
   Sales force

1. A
w

areness
H

ow
 do w

e raise aw
are-

ness about our com
pany’s 

products and services?

2. Evaluation
H

ow
 do w

e help custom
-

ers evaluate our organiza-
tion’s V

alue Proposition?

3. Purchase
H

ow
 do w

e allow
 custom

-
ers to purchase specific 
products and services? 

4
. D

elivery 
H

ow
 do w

e deliver a V
alue 

Proposition to custom
ers?

5. A
fter sales

H
ow

 do w
e provide 

post-purchase custom
er 

support?

 
 

 
  W

eb sales

 
 

 
   O

w
n stores

 
 

 
   Partner 

                 stores

 
 

 
   W

holesaler

Indirect Direct

OwnPartner
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T
he C

ustom
er R

elationships B
uilding B

lock 
describes the types of relationships a com

pany 
establishes w

ith specifi c C
ustom

er Segm
ents 

A
 com

pany should clarify the type of relationship it w
ants to 

establish w
ith each C

ustom
er Segm

ent. R
elationships can range 

from
 personal to autom

ated. C
ustom

er relationships m
ay be 

driven by the follow
ing m

otivations:
}�Custom

er acquisition 
}�Custom

er retention 
}�Boosting sales (upselling)

C
ustom

er R
elationships

In the early days, for exam
ple, m

obile netw
ork operator C

ustom
er 

R
elationships w

ere driven by aggressive acquisition strategies 
involving free m

obile phones. W
hen the m

arket becam
e saturated, 

operators sw
itched to focusing on custom

er retention and increas-
ing average revenue per custom

er. 
 

T
he C

ustom
er R

elationships called for by a com
pany’s business 

m
odel deeply infl uence the overall custom

er experience.

CR
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W
e can distinguish betw

een several categories of 

C
ustom

er R
elationships, w

hich m
ay co-exist in a 

com
pany’s relationship w

ith a particular  

C
ustom

er Segm
ent:

Personal assistance 

This relationship is based on hum
an interaction.  

The custom
er can com

m
unicate w

ith a real custom
er 

representative to get help during the sales process or 

after the purchase is com
plete. This m

ay happen on-

site at the point of sale, through call centers, by e-m
ail, 

or through other m
eans. 

D
edicated personal assistance

This relationship involves dedicating a custom
er 

representative specifically to an individual client. It 

represents the deepest and m
ost intim

ate type of 

relationship and norm
ally develops over a long period 

of tim
e. In private banking services, for exam

ple, dedi-

cated bankers serve high net w
orth individuals. Sim

ilar 

relationships can be found in other businesses in the 

form
 of key account m

anagers w
ho m

aintain personal 

relationships w
ith im

portant custom
ers. 

Self-service

In this type of relationship, a com
pany m

aintains no 

direct relationship w
ith custom

ers. It provides all the 

necessary m
eans for custom

ers to help them
selves. 

A
utom

ated services

This type of relationship m
ixes a m

ore sophisti-

cated form
 of custom

er self-service w
ith autom

ated 

processes. For exam
ple, personal online profiles give 

custom
ers access to custom

ized services. A
utom

ated 

services can recognize individual custom
ers and their 

characteristics, and oΩer inform
ation related to orders 

or transactions. A
t their best, autom

ated services can 

sim
ulate a personal relationship (e.g. oΩering book or 

m
ovie recom

m
endations). 

Com
m

unities

Increasingly, com
panies are utilizing user com

m
unities 

to becom
e m

ore involved w
ith custom

ers/prospects 

and to facilitate connections betw
een com

m
unity 

m
em

bers. M
any com

panies m
aintain online com

-

m
unities that allow

 users to exchange know
ledge and 

solve each other’s problem
s. C

om
m

unities can also 

help com
panies better understand their custom

ers. 

Pharm
aceutical giant G

laxoSm
ithK

line launched a 

private online com
m

unity w
hen it introduced alli, a 

new
 prescription-free w

eight-loss product.  

 
G

laxoSm
ithK

line w
anted to increase its under-

standing of the challenges faced by overw
eight 

adults, and thereby learn to better m
anage custom

er 

expectations. 

Co-creation

M
ore com

panies are going beyond the traditional 

custom
er-vendor relationship to co-create value w

ith 

custom
ers. A

m
azon.com

 invites custom
ers to w

rite 

review
s and thus create value for other book lovers. 

Som
e com

panies engage custom
ers to assist w

ith the 

design of new
 and innovative products. O

thers, such 

as YouTube.com
, solicit custom

ers to create content 

for public consum
ption.

W
hat type of relationship does each of our Custom

er  
Segm

ents expect us to establish and m
aintain w

ith them? 
W

hich ones have w
e established? How

 costly are they?  
How

 are they integrated w
ith the rest of our business m

odel?
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T
he R

evenue Stream
s B

uilding B
lock represents 

the cash a com
pany generates from

 each C
ustom

er 
Segm

ent (costs m
ust be subtracted from

 revenues to 
create earnings)
If custom

ers com
prise the heart of a business m

odel, R
evenue 

Stream
s are its arteries. A

 com
pany m

ust ask itself, For w
hat value 

is each C
ustom

er Segm
ent truly w

illing to pay? Successfully 
answ

ering that question allow
s the fi rm

 to generate one or m
ore 

R
evenue Stream

s from
 each C

ustom
er Segm

ent. E
ach R

evenue 
Stream

 m
ay have diΩerent pricing m

echanism
s, such as fi xed list 

prices, bargaining, auctioning, m
arket dependent, volum

e depen-
dent, or yield m

anagem
ent. 

R
evenue Stream

s
A

 business m
odel can involve tw

o diΩerent types of R
evenue Stream

s:
1. Transaction revenues resulting from

 one-tim
e custom

er paym
ents

2. R
ecurring revenues resulting from

 ongoing paym
ents to either 

 
deliver a Value Proposition to custom

ers or provide post-purchase 
 

custom
er support 

R$
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There are several w
ays to generate R

evenue Stream
s: 

A
sset sale

The m
ost w

idely understood Revenue Stream
 derives 

from
 selling ow

nership rights to a physical product. 

A
m

azon.com
 sells books, m

usic, consum
er electron-

ics, and m
ore online. Fiat sells autom

obiles, w
hich 

buyers are free to drive, resell, or even destroy. 

U
sage fee

This Revenue Stream
 is generated by the use of a 

particular service. The m
ore a service is used, the 

m
ore the custom

er pays. A
 telecom

 operator m
ay 

charge custom
ers for the num

ber of m
inutes spent on 

the phone. A
 hotel charges custom

ers for the num
ber 

of nights room
s are used. A

 package delivery service 

charges custom
ers for the delivery of a parcel from

 

one location to another.

Subscription fees

This Revenue Stream
 is generated by selling continu-

ous access to a service. A
 gym

 sells its m
em

bers 

m
onthly or yearly subscriptions in exchange for 

access to its exercise facilities. W
orld of W

arcraft 

O
nline, a W

eb-based com
puter gam

e, allow
s users to 

play its online gam
e in exchange for a m

onthly sub-

scription fee. N
okia’s C

om
es w

ith M
usic service gives 

users access to a m
usic library for a subscription fee. 

Lending/Renting/Leasing

This Revenue Stream
 is created by tem

porar-

ily granting som
eone the exclusive right to use a 

particular asset for a fixed period in return for a 

fee. For the lender this provides the advantage of 

recurring revenues. Renters or lessees, on the other 

hand, enjoy the benefits of incurring expenses for 

only a lim
ited tim

e rather than bearing the full costs 

For w
hat value are our custom

ers really w
illing to pay?  

For w
hat do they currently pay? How

 are they currently 
paying? How

 w
ould they prefer to pay? How

 m
uch does 

each Revenue Stream
 contribute to overall revenues?

of ow
nership. Z

ipcar.com
 provides a good illustration. 

The com
pany allow

s custom
ers to rent cars by the 

hour in N
orth A

m
erican cities. Z

ipcar.com
’s service 

has led m
any people to decide to rent rather than 

purchase autom
obiles. 

Licensing 

This Revenue Stream
 is generated by giving custom

ers 

perm
ission to use protected intellectual property in 

exchange for licensing fees. Licensing allow
s rights-

holders to generate revenues from
 their property w

ith-

out having to m
anufacture a product or com

m
ercialize 

a service. Licensing is com
m

on in the m
edia industry, 

w
here content ow

ners retain copyright w
hile selling 

usage licenses to third parties. Sim
ilarly, in technology 

sectors, patentholders grant other com
panies the right 

to use a patented technology in return for a license fee.
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Brokerage fees

This Revenue Stream
 derives from

 interm
ediation 

services perform
ed on behalf of tw

o or m
ore parties. 

C
redit card providers, for exam

ple, earn revenues 

by taking a percentage of the value of each sales 

transaction executed betw
een credit card m

erchants 

and custom
ers. Brokers and real estate agents earn 

a com
m

ission each tim
e they successfully m

atch a 

buyer and seller. 

A
dvertising

This Revenue Stream
 results from

 fees for advertising 

a particular product, service, or brand. Traditionally, 

the m
edia industry and event organizers relied heavily 

on revenues from
 advertising. In recent years other 

sectors, including softw
are and services, have started 

relying m
ore heavily on advertising revenues. 

   

Each R
evenue Stream

 m
ight have diΩerent pricing 

m
echanism

s. The type of pricing m
echanism

 chosen 

can m
ake a big diΩerence in term

s of revenues gener-

ated. There are tw
o m

ain types of pricing m
echanism

: 

fi xed and dynam
ic pricing.
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Fixed M
enu Pricing

Predefined prices are based on static variables
D

ynam
ic Pricing

Prices change based on m
arket conditions 

List price
Fixed prices for individual products, services,  

or other V
alue Propositions

N
egotiation  

(bargaining)

Price negotiated betw
een tw

o or m
ore partners  

depending on negotiation pow
er and/or negotiation skills

Product feature 

dependent

Price depends on the num
ber or quality of  

V
alue Proposition features

Yield m
anagem

ent
Price depends on inventory and tim

e of purchase  

(norm
ally used for perishable resources such as hotel 

room
s or airline seats)

C
ustom

er segm
ent

dependent 

Price depends on the type and characteristic  

of a C
ustom

er Segm
ent

R
eal-tim

e-m
arket

Price is established dynam
ically based on supply  

and dem
and

Volum
e dependent 

Price as a function of the quantity purchased
A

uctions
Price determ

ined by outcom
e of com

petitive bidding

Pricing M
echanism

s
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T
he K

ey R
esources B

uilding B
lock describes 

the m
ost im

portant assets required to m
ake a 

business m
odel w

ork  
E

very business m
odel requires K

ey R
esources. T

hese resources 
allow

 an enterprise to create and oΩer a Value Proposition, reach 
m

arkets, m
aintain relationships w

ith C
ustom

er Segm
ents, and 

earn revenues. D
iΩerent K

ey R
esources are needed depending on 

the type of business m
odel. A

 m
icrochip m

anufacturer requires 
capital-intensive production facilities, w

hereas a m
icrochip designer 

focuses m
ore on hum

an resources.
 

K
ey resources can be physical, fi nancial, intellectual, or hum

an. 
K

ey resources can be ow
ned or leased by the com

pany or acquired 
from

 key partners.

K
ey R

esources
KR
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K
ey R

esources can be categorized as follow
s:

Physical

This category includes physical assets such as 

m
anufacturing facilities, buildings, vehicles, m

achines, 

system
s, point-of-sales system

s, and distribution 

netw
orks. Retailers like W

al-M
art and A

m
azon.com

 

rely heavily on physical resources, w
hich are often 

capital-intensive. The form
er has an enorm

ous global 

netw
ork of stores and related logistics infrastructure. 

The latter has an extensive IT, w
arehouse, and logistics 

infrastructure.

 Intellectual 

Intellectual resources such as brands, proprietary 

know
ledge, patents and copyrights, partnerships, 

and custom
er databases are increasingly im

portant 

com
ponents of a strong business m

odel. Intellectual 

resources are diΩicult to develop but w
hen success-

fully created m
ay oΩer substantial value. C

onsum
er 

goods com
panies such as N

ike and Sony rely heavily 

on brand as a Key Resource. M
icrosoft and SA

P 

depend on softw
are and related intellectual property 

developed over m
any years. Q

ualcom
m

, a designer 

and supplier of chipsets for broadband m
obile 

devices, built its business m
odel around patented 

m
icrochip designs that earn the com

pany substantial 

licensing fees. 

H
um

an

Every enterprise requires hum
an resources, but 

people are particularly prom
inent in certain business 

m
odels. For exam

ple, hum
an resources are crucial in 

know
ledge-intensive and creative industries. A

 phar-

m
aceutical com

pany such as N
ovartis, for exam

ple, 

relies heavily on hum
an resources: Its business m

odel 

is predicated on an arm
y of experienced scientists 

and a large and skilled sales force. 

Financial

Som
e business m

odels call for financial resources  

and/or financial guarantees, such as cash, lines of 

credit, or a stock option pool for hiring key em
ploy-

ees. Ericsson, the telecom
 m

anufacturer, provides 

an exam
ple of financial resource leverage w

ithin a 

business m
odel. Ericsson m

ay opt to borrow
 funds 

from
 banks and capital m

arkets, then use a portion of 

the proceeds to provide vendor financing to equipm
ent 

custom
ers, thus ensuring that orders are placed w

ith 

Ericsson rather than com
petitors.

W
hat Key Resources do our Value Propositions require?

Our Distribution Channels? Custom
er Relationships?  

Revenue Stream
s?
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T
he K

ey A
ctivities B

uilding B
lock describes 

the m
ost im

portant things a com
pany m

ust do 
to m

ake its business m
odel w

ork 
E

very business m
odel calls for a num

ber of K
ey A

ctivities. T
hese 

are the m
ost im

portant actions a com
pany m

ust take to operate 
successfully. Like K

ey R
esources, they are required to create and 

oΩer a Value Proposition, reach m
arkets, m

aintain C
ustom

er 
R

elationships, and earn revenues. A
nd like K

ey R
esources, K

ey 
A

ctivities diΩer depending on business m
odel type. For softw

are 
m

aker M
icrosoft, K

ey A
ctivities include softw

are developm
ent. 

 
For PC

 m
anufacturer D

ell, K
ey A

ctivities include supply chain 
m

anagem
ent. For consultancy M

cK
insey, K

ey A
ctivities include 

problem
 solving. 

K
ey A

ctivities

R
elationships, and earn revenues. A

nd like K
ey R

esources, K
ey 

A
ctivities diΩer depending on business m

odel type. For softw
are 

m
aker M

icrosoft, K
ey A

ctivities include softw
are developm

ent. 
 

For PC
 m

anufacturer D
ell, K

ey A
ctivities include supply chain 

m
anagem

ent. For consultancy M
cK

insey, K
ey A

ctivities include 
problem

 solving. 

KA
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K
ey A

ctivities can be categorized as follow
s:

Production

These activities relate to designing, m
aking, and 

delivering a product in substantial quantities and/or 

of superior quality. Production activity dom
inates the 

business m
odels of m

anufacturing firm
s. 

 Problem
 solving 

Key A
ctivities of this type relate to com

ing up w
ith 

new
 solutions to individual custom

er problem
s.  

The operations of consultancies, hospitals, and other  

service organizations are typically dom
inated by 

problem
 solving activities. Their business m

odels call 

for activities such as know
ledge m

anagem
ent and 

continuous training. 

Platform
/netw

ork

Business m
odels designed w

ith a platform
 as a Key 

Resource are dom
inated by platform

 or netw
ork-

related Key A
ctivities. N

etw
orks, m

atchm
aking 

platform
s, softw

are, and even brands can function as 

a platform
. eBay’s business m

odel requires that the 

com
pany continually develop and m

aintain its plat-

form
: the W

eb site at eBay.com
. V

isa’s business m
odel 

requires activities related to its V
isa® credit card 

transaction platform
 for m

erchants, custom
ers, and 

banks. M
icrosoft’s business m

odel requires m
anaging 

the interface betw
een other vendors’ softw

are and its 

W
indow

s® operating system
 platform

. Key A
ctivi-

ties in this category relate to platform
 m

anagem
ent, 

service provisioning, and platform
 prom

otion.

W
hat Key Activities do our Value Propositions require?

Our Distribution Channels? Custom
er Relationships?  

Revenue stream
s?
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T
he K

ey Partnerships B
uilding B

lock describes 
the netw

ork of suppliers and partners that m
ake 

the business m
odel w

ork
C

om
panies forge partnerships for m

any reasons, and partnerships 
are becom

ing a cornerstone of m
any business m

odels. C
om

panies 
create alliances to optim

ize their business m
odels, reduce risk, or 

acquire resources. 
W

e can distinguish betw
een four diΩerent types of partnerships:

1. Strategic alliances betw
een non-com

petitors
2. C

oopetition: strategic partnerships betw
een com

petitors
3. Joint ventures to develop new

 businesses
4. Buyer-supplier relationships to assure reliable supplies

K
ey Partnerships

1. Strategic alliances betw
een non-com

petitors
2. C

oopetition: strategic partnerships betw
een com

petitors
3. Joint ventures to develop new

 businesses
4. Buyer-supplier relationships to assure reliable supplies

KP
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It can be useful to distinguish betw
een three  

m
otivations for creating partnerships:

O
ptim

ization and econom
y of scale

The m
ost basic form

 of partnership or buyer-supplier 

relationship is designed to optim
ize the allocation of 

resources and activities. It is illogical for a com
pany to 

ow
n all resources or perform

 every activity by itself. 

O
ptim

ization and econom
y of scale partnerships are 

usually form
ed to reduce costs, and often involve 

outsourcing or sharing infrastructure. 

Reduction of risk and uncertainty

Partnerships can help reduce risk in a com
petitive 

environm
ent characterized by uncertainty. It is not 

unusual for com
petitors to form

 a strategic alliance 

in one area w
hile com

peting in another. Blu-ray, for 

exam
ple, is an optical disc form

at jointly developed  

by a group of the w
orld’s leading consum

er electron-

ics, personal com
puter, and m

edia m
anufacturers. 

The group cooperated to bring Blu-ray technology to 

m
arket, yet individual m

em
bers com

pete in selling 

their ow
n Blu-ray products. 

A
cquisition of particular resources and activities

Few
 com

panies ow
n all the resources or perform

 all 

the activities described by their business m
odels. 

Rather, they extend their ow
n capabilities by relying  

on other firm
s to furnish particular resources or 

perform
 certain activities. Such partnerships can be 

m
otivated by needs to acquire know

ledge, licenses, or 

access to custom
ers. A

 m
obile phone m

anufacturer, 

for exam
ple, m

ay license an operating system
 for its 

handsets rather than developing one in-house. A
n 

insurer m
ay choose to rely on independent brokers to 

sell its policies rather than develop its ow
n sales force. 

W
ho are our Key Partners? W

ho are our key suppliers? 
W

hich Key Resources are w
e acquiring from

 partners? 
W

hich Key Activities do partners perform?
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T
he C

ost Structure describes all costs incurred to 
operate a business m

odel
T

his building block describes the m
ost im

portant costs incurred 
w

hile operating under a particular business m
odel. C

reating and de-
livering value, m

aintaining C
ustom

er R
elationships, and generating 

revenue all incur costs. Such costs can be calculated relatively easily 
after defi ning K

ey R
esources, K

ey A
ctivities, and K

ey Partnerships. 
Som

e business m
odels, though, are m

ore cost-driven than others. 
So-called “no frills” airlines, for instance, have built business m

odels 
entirely around low

 C
ost Structures. 

C
ost Structure

C$

9bm
gen_final.indd   40

6/15/10   5:32 PM



41

N
aturally enough, costs should be m

inim
ized in every 

business m
odel. But low

 C
ost Structures are m

ore 

im
portant to som

e business m
odels than to others. 

Therefore it can be useful to distinguish betw
een tw

o 

broad classes of business m
odel C

ost Structures:  

cost-driven and value-driven (m
any business m

odels 

fall in betw
een these tw

o extrem
es):

Cost-driven

C
ost-driven business m

odels focus on m
inim

izing 

costs w
herever possible. This approach aim

s at  

creating and m
aintaining the leanest possible  

C
ost Structure, using low

 price V
alue Propositions,  

m
axim

um
 autom

ation, and extensive outsourcing.  

N
o frills airlines, such as Southw

est, easyJet, and 

Ryanair typify cost-driven business m
odels.

V
alue-driven

Som
e com

panies are less concerned w
ith the cost 

im
plications of a particular business m

odel design, 

and instead focus on value creation. Prem
ium

 V
alue 

Propositions and a high degree of personalized service 

usually characterize value-driven business m
odels. 

Luxury hotels, w
ith their lavish facilities and exclusive 

services, fall into this category. 

C
ost Structures can have the follow

ing characteristics:

Fixed costs

C
osts that rem

ain the sam
e despite the volum

e of 

goods or services produced. Exam
ples include salaries, 

rents, and physical m
anufacturing facilities. Som

e 

businesses, such as m
anufacturing com

panies, are 

characterized by a high proportion of fixed costs. 

V
ariable costs

C
osts that vary proportionally w

ith the volum
e of 

goods or services produced. Som
e businesses, such as 

m
usic festivals, are characterized by a high proportion 

of variable costs.

Econom
ies of scale

C
ost advantages that a business enjoys as its output 

expands. Larger com
panies, for instance, benefit from

 

low
er bulk purchase rates. This and other factors 

cause average cost per unit to fall as output rises.

Econom
ies of scope

C
ost advantages that a business enjoys due to a larger 

scope of operations. In a large enterprise, for exam
ple, 

the sam
e m

arketing activities or D
istribution C

hannels 

m
ay support m

ultiple products. 

W
hat are the m

ost im
portant costs inherent in our business 

m
odel? W

hich Key Resources are m
ost expensive? W

hich 
Key Activities are m

ost expensive?
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R$
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T
he nine business m

odel B
uilding B

locks form
 

the basis for a handy tool, w
hich w

e call the 
B

usiness M
odel C

anvas. 

This tool resem
bles a painter’s canvas—

preform
at-

ted w
ith the nine blocks—

w
hich allow

s you to paint 

pictures of new
 or existing business m

odels. 

The Business M
odel Canvas w

orks best w
hen printed 

out on a large surface so groups of people can jointly 

start sketching and discussing business m
odel 

elem
ents w

ith Post-it® notes or board m
arkers. 

It is a hands-on tool that fosters understanding, 

discussion, creativity, and analysis.

T
he B

usiness M
odel C

anvas
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T

he B
usiness M

odel C
anvas 

C
ost 

Structure

K
ey 

Partners

K
ey 

R
esources

C
hannels

K
ey 

A
ctivities

V
alue 

P
roposition

C
ustom

er 
R

elationships
C

ustom
er

Segm
ents

R
evenue 

Stream
s
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VP
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46

VP
CRCH

CS
KP

KAKR

R$
C$
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In 20
0

1 A
pple launched its iconic iPod brand of por-

table m
edia player. The device w

orks in conjunction 

w
ith iTunes softw

are that enables users to transfer 

m
usic and other content from

 the iPod to a com
puter. 

The softw
are also provides a seam

less connection 

to A
pple’s online store so users can purchase and 

dow
nload content. 

This potent com
bination of device, softw

are, and 

online store quickly disrupted the m
usic industry and 

gave A
pple a dom

inant m
arket position. Yet A

pple w
as 

not the first com
pany to bring a portable m

edia player 

to m
arket. C

om
petitors such as D

iam
ond M

ultim
edia, 

w
ith its Rio brand of portable m

edia players, w
ere suc-

cessful until they w
ere outpaced by A

pple. 

Exam
ple: Apple iPod/iTunes Business M

odel

H
ow

 did A
pple achieve such dom

inance? Because it 

com
peted w

ith a better business m
odel. O

n the one 

hand, it oΩered users a seam
less m

usic experience by 

com
bining its distinctively designed iPod devices w

ith 

iTunes softw
are and the iTunes online store. A

pple’s 

Value Proposition is to allow
 custom

ers to easily 

search, buy, and enjoy digital m
usic. O

n the other hand, 

to m
ake this Value Proposition possible, A

pple had to 

negotiate deals w
ith all the m

ajor record com
panies to 

create the w
orld’s largest online m

usic library. 

The tw
ist? A

pple earns m
ost of its m

usic-related 

revenues from
 selling iPods, w

hile using integration 

w
ith the online m

usic store to protect itself from
 

com
petitors.
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left brain 
logic

right brain 
em

otion

bm
gen_final.indd   48

6/15/10   5:33 PM



VP
CRCH

CS
KP

KAKR

R$
C$

VP
CRCH

CS
KP

KAKR

R$
C$

left canvas 
effi ciency
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The public sector is often challenged  
to im

plem
ent private sector principles.  

I have used the Canvas to help a 
departm

ent view
 itself as a  service-

oriented business,  

establishing 
externalized as-is 
and to-be business 
m

odels. 
It has created a w

hole new
 conversa-

tion around describing and innovating 
the business.
M

ike Lachapelle, Canada

I consult w
ith sm

all com
panies on using 

the freem
ium

 business m
odel. This 

m
odel involves giving core products 

aw
ay for free, w

hich is very counterin-
tuitive to m

ost businesspeople. Thanks 
to the Business M

odel Canvas, I can  

easily illustrate 
how

 it m
akes 

financial sense.
Peter Froberg, D

enm
ark

I help business ow
ners plan their transi-

tion and exit from
 their com

panies. 
Success depends on sustaining long-
term

 com
pany viability and grow

th. Key 
to this is a business m

odel innovation 
program

. The Canvas helps us identify 
and innovate their business m

odels.
N

icholas K. N
iem

ann, U
nited States 

I’m
 using the Business M

odel Canvas in 
Brazil to help artists, cultural producers, 
and gam

e designers to envision innova-
tive business m

odels for the Cultural 
and Creative Industries. I apply it in the 
Cultural Production M

BA at FGV and in 
the Innovation Gam

es Lab at COPPE/
UFRJ Business Incubator.
Claudio D

'Ipolitto, Brazil

W
hen you typically think of a business 

m
odel, the conclusion is that it is a 'for 

profit' business. How
ever, I found that 

the Canvas is also very effective in the 
non-profit sector. W

e used it to  

D
ESIG

N
+ A

LIG
N

m
em

bers of the leadership team
 during 

the form
ation of a new

 non-profit  
program

. The Canvas w
as flexible 

enough to take into account the goals  
of this social entrepreneurial venture, 
and bring clarity to the true Value 
Proposition of the business and how

  
to m

ake it sustainable.
Kevin D

onaldson, U
nited States

I w
ish I had know

n the Canvas years 
ago! W

ith a particular tough and 
com

plicated print-to-digital project 
w

ithin the publishing industry it w
ould 

have been so helpful to  

show
 all project 

m
em

bers in this 
visual w

ay both  
the big picture,  
their (im

portant) 
ow

n roles in it 
and the inter-
dependencies. 
Hours of explaining, arguing, and m

is-
understanding could have been saved. 
Jille Sol, N

etherlands

A close friend w
as looking for a new

 
job. I used the Business M

odel 
Canvas in order to assess her 
personal business m

odel. 
Her core com

petences and Value 
Proposition w

ere outstanding but  
she failed to leverage her strategic 
partners and develop appropriate 
Custom

er Relationships. This adjusted 
focus opened new

 opportunities.
D

aniel Pandza, M
exico

 HOW
 

DO YOU 
USE THE 
CANVAS?
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Im
agine 60 first-year students, know

ing 
nothing about entrepreneurship. In less 
than five days, thanks to the Business 
M

odel Canvas, they w
ere able to pitch 

a viable idea w
ith conviction and clarity. 

They used it as a tool to cover all the 
startup-building dim

ensions.
G

uilhem
 Bertholet, France

I use the Business M
odel Canvas to 

teach early stage entrepreneurs  
across a w

ide range of industries as  
a m

uch better w
ay to  

TRA
N

SLA
TE

 
THEIR BUSINESS 
PLA

N
S

 
INTO THE BUSINESS 
PR

O
C

ESSES
 

that they (w
ill) need to operate their 

businesses and to ensure that they are 
focused properly on being custom

er-
centric in a w

ay that m
akes the business 

as highly profitable as it can be.
Bob D

unn, U
nited States

I have used the Canvas w
ith a  

co-founder to design a business plan 
for a national level contest held by  
The Econom

ic Tim
es, India. The 

Canvas enabled m
e to think through 

all the aspects of the startup and put 
together a plan that VCs m

ight find w
ell 

thought out and attractive to fund.
Praveen Singh, India

W
e w

ere asked to redesign the language 
service of an international NGO. The 
Business M

odel Canvas w
as especially 

helpful to show
 the links between 

the needs of people’s day-to-day 
work and a service that w

as felt 
too specialized, considered only as an 
afterthought, and far aw

ay from
 their 

priorities.
Paola Valeri, Spain 

As a startup coach I support team
s to 

create new
 products and design their 

businesses. The Business M
odel Canvas 

does a great job assisting m
e to  

rem
ind the 

team
s to think 

holistically about 
their business 
and prevents 
them

 from
  

getting stuck 
on details. This helps to 
m

ake their new
 venture a success.

Christian Schüller, G
erm

any 

       

 The Business M
odel 

Canvas has allow
ed 

m
e to establish a 

com
m

on language 
and fram

ew
ork w

ith 
colleagues. 
I've used the Canvas to explore new

 
grow

th opportunities, assess uses  
of new

 business m
odels by com

petitors, 
and to com

m
unicate across the  

organization how
 w

e could  
accelerate technology, m

arket, and  
business m

odel innovations.
Bruce M

acVarish, U
nited States

The Business M
odel Canvas has helped 

several health care organizations in the 
Netherlands to m

ake the m
ove from

 
a budget driven governm

ental 
institution to an entrepreneurial 
value-adding organization.
H

uub Raem
akers, N

etherlands

I used the Canvas w
ith senior m

anagers 
of a public com

pany to help them
 

restructure their value chain due to 
changes in sector regulation. The key 
success factor w

as to understand w
hich 

new
 Value Propositions could be offered 

to their clients and then translated into 
internal operations.
Leandro Jesus, Brazil

 W
E U

SED
 15,0

0
0

 
PO

ST-ITS A
N

D
 

M
O

RE TH
A

N
 

10
0

 M
ETERS O

F 
BRO

W
N

 PA
PER

 

to design a future organizational struc-
ture in a global m

anufacturing com
pany. 

The key of all activities w
as, how

ever, 
the Business M

odel Canvas. It con-
vinced us by its practical applicability, 
sim

plicity, and logical cause-and-effect 
relationships.
D

aniel Egger, Brazil

I used the Canvas to do a  

REALITY
 

check 
for m

y new
 startup M

upps, a platform
 

w
here artists can m

ake their ow
n m

usic 
apps for iPhone and Android phones  
in m

inutes. You know
 w

hat? The Canvas 
m

ade m
e even surer of the possible 

success! So I gotta go, w
ork to do!

Erw
in Blom

, N
etherlands

The Business M
odel Canvas has proven 

to be a very useful tool for capturing 
ideas and solutions for e-com

m
erce 

projects. M
ost of m

y clients are SM
Es 

and the Canvas helps them
 to  

clarify their current 
business m

odels and 
understand and focus on the im

pact  
of e-com

m
erce on their organizations.

M
arc Castricum

, N
etherlands

I applied the Canvas to help a com
pany 

align key staff in order to determ
ine 

shared goals and strategic priorities, 
w

hich w
ere used during the planning 

process and incorporated w
ith the BSC. 

It also ensured that the chosen initia-
tives w

ere clearly driven by the new
 

strategic priorities.
M

artin Fanghanel, Bolivia 
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   “Pattern in architecture  
is the idea of capturing  
architectural design ideas 
as archetypal and reusable 
descriptions.” 

 
 

C
hristopher A

lexander, A
rchitect
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This section describes business m
odels w

ith sim
ilar characteristics,  

sim
ilar arrangem

ents of business m
odel Building Blocks, or sim

ilar  
behaviors. W

e call these sim
ilarities business m

odel patterns. The  
patterns described in the follow

ing pages should help you understand 
business m

odel dynam
ics and serve as a source of inspiration for  

your ow
n w

ork w
ith business m

odels. 

W
e’ve sketched out five business m

odel patterns built on im
portant  

concepts in the business literature. W
e’ve “translated” these into  

the language of the Business M
odel C

anvas to m
ake the concepts  

com
parable, easy to understand, and applicable. A

 single business  
m

odel can incorporate several of these patterns.

C
oncepts upon w

hich our patterns are based include U
nbundling,  

the Long Tail, M
ulti-Sided Platform

s, FREE, and O
pen Business M

odels.  
N

ew
 patterns based on other business concepts w

ill certainly em
erge 

over tim
e. 

O
ur goal in defining and describing these business m

odel patterns is  
to recast w

ell-know
n business concepts in a standardized form

at—
the  

Business M
odel C

anvas—
so that they are im

m
ediately useful in your  

ow
n w

ork around business m
odel design or invention.

Patterns

56 
Unbundling Business 
M

odels

66 
The Long Tail

76 
M

ulti-Sided Platform
s

88 
FREE as a Business M

odel

108 
Open Business M

odels
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UNBUNDLING BUSINESS PATTERNS

T
he concept of the “unbundled” corpora-

tion holds that there are three fundam
entally 

diΩerent types of businesses: C
ustom

er R
ela-

tionship businesses, product innovation busi-

]TbbTb��P]S�X]UaPbcadRcdaT�QdbX]TbbTb��}�4
PRW�

type has diΩerent econom
ic, com

petitive, and 

Rd[cdaP[�X\
_TaPcXeTb��}�C

WT�cWaTT�ch_Tb�\
Ph�

co-exist w
ithin a single corporation, but ideally 

they are “unbundled” into separate entities in 

order to avoid conflicts or undesirable trade-oΩs. 

D
ef_Pattern N

o. 1

[ ref·er·ences ]
1�}��“U

nbundling the 
C

orporation.” H
arvard 

Business R
eview

. H
agel, 

John, Singer, M
arc. 

M
arch–A

pril 1999.
2�}�CWT�3

XbRX_[X]T�^U�<
PaZTc�

Leaders: C
hoose Your 

C
ustom

ers, N
arrow

 Your 
Focus, D

om
inate Your 

<
PaZTc��T

reacy, M
ichael, 

W
iersem

a, Fred. 1995. 

[ ex·am
·ples ] 

m
obile telecom

 industry, 

private banking industry
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John H
agel 

and M
arc Singer, w

ho coined 

the term
 “unbundled corporation,” 

believe that com
panies are com

posed of three 

very diΩerent types of businesses w
ith diΩerent 

econom
ic, com

petitive, and cultural im
peratives: 

C
ustom

er Relationship businesses, product innovation 

businesses, and infrastructure businesses. Sim
ilarly, 

Treacy and W
iersem

a suggest that com
panies 

should focus on one of three value disciplines: 

operational excellence, product leader-

ship, or custom
er intim

acy.

O
n the 

follow
ing pages w

e 

show
 how

 the idea of unbundling 

applies to business m
odels. In the fi rst 

exam
ple, w

e describe the confl icts and 

undesirable trade-oΩs created by a “bundled” 

business m
odel w

ithin the private banking 

industry. In the second exam
ple w

e show
 

how
 m

obile telecom
 operators are 

unbundling and focusing on new
 

core businesses.

Bundled

U
nbundling

U
nbundled!

1

3

2
H

agel and Singer 

describe the role of C
ustom

er 

Relationship businesses as fi nding and 

acquiring custom
ers and building relationships 

w
ith them

. Sim
ilarly, the role of product innovation 

businesses is to develop new
 and attractive products and 

services, w
hile the role of infrastructure businesses is to build 

and m
anage platform

s for high volum
e, repetitive tasks. H

agel 

and Singer argue that com
panies should separate these 

businesses and focus on only one of the three internally. 

Because each type of business is driven by diΩerent 

factors, they can confl ict w
ith each other or 

produce undesirable trade-oΩs w
ithin the 

sam
e organization.

UNBUNDLING BUSINESS MODELS
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UNBUNDLING BUSINESS PATTERNS

P
roduct

Innovation
C

ustom
er R

elationship 
M

anagem
ent

Infrastructure 
M

anagem
ent

Economics

Early m
arket entry enables charging 

prem
ium

 prices and acquiring large 

m
arket share; speed is key

H
igh cost of custom

er acquisition 

m
akes it im

perative to gain large w
allet 

share; econom
ies of scope are key

H
igh fixed costs m

ake large volum
es 

essential to achieve low
 unit costs; 

econom
ies of scale are key

Culture

Battle for talent; low
 barriers to entry; 

m
any sm

all players thrive

Battle for scope; rapid consolidation;  

a few
 big players dom

inate

Battle for scale; rapid consolidation;  

a few
 big players dom

inate

Competition

Em
ployee centered; coddling the 

creative stars

H
ighly service oriented; custom

er-

com
es-first m

entality

C
ost focused; stresses standardization, 

predictability, and eΩiciency

THR
EE C

OR
E BU

SIN
ESS TYP

ES

Source: H
agel and Singer, 1999.
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Sw
iss private banking, the business of provid-

ing banking services to the very w
ealthy, w

as 

long know
n as a sleepy, conservative industry. 

Yet over the last decade the face of the Sw
iss 

private banking industry changed consider-

ably. T
raditionally, private banking institutions 

w
ere vertically integrated and perform

ed tasks 

ranging from
 w

ealth m
anagem

ent to brokerage 

to fi nancial product design. T
here w

ere sound 

reasons for this tight vertical integration. O
ut-

sourcing w
as costly, and private banks preferred 

keeping everything in-house due to secrecy and 

confi dentiality concerns. 

 
B

ut the environm
ent changed. Secrecy 

becam
e less of an issue w

ith the dem
ise of the 

m
ystique surrounding Sw

iss banking practices, 

and outsourcing becam
e attractive w

ith the 

breakup of the banking value chain due to the 

em
ergence of specialty service providers such 

as transaction banks and fi nancial product bou-

tiques. T
he form

er focus exclusively on handling 

banking transactions, w
hile the latter concen-

trate solely on designing new
 fi nancial products. 

Z
urich-based private banking institution 

M
aerki Baum

ann is an exam
ple of a bank that 

has unbundled its business m
odel. It spun oΩ its 

transaction-oriented platform
 business into a 

separate entity called Incore Bank, w
hich oΩers 

banking services to other banks and securities 

dealers. M
aerki Baum

ann now
 focuses solely 

on building C
ustom

er R
elationships and 

advising clients.

 
O

n the other hand, G
eneva-based Pictet, 

the largest Sw
iss private bank, has preferred to 

rem
ain integrated. T

his 200-year-old institution 

develops deep C
ustom

er R
elationships, handles 

m
any client transactions, and designs its ow

n 

fi nancial products. T
hough the bank has been 

successful w
ith this m

odel, it has to carefully 

m
anage trade-oΩs betw

een three fundam
entally 

diΩerent types of businesses. 

Private B
anking: 

T
hree B

usinesses in O
ne

The fi gure opposite 
depicts the traditional 
private banking m

odel, 
describes trade-oΩs, 
and unbundles it into 
three basic businesses: 
relationship m

anagem
ent, 

product innovation, 
and infrastructure 
m

anagem
ent.

PATTERNS

6
0 UNBUNDLING BUSINESS MODELS
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Trade O
ffs

1
 The bank serves tw

o diΩerent m
arkets w

ith 
very diΩerent dynam

ics. A
dvising the w

ealthy 
is a long-term

, relationship-based business. 
Selling fi nancial products to private banks is 
a dynam

ic, fast-changing business. 

2
 The bank aim

s to sell its products to 
com

peting banks in order to increase 
revenues—

but this creates a confl ict of interest.

3
 The bank’s product division pressures advi-

sors to sell the bank’s ow
n products to clients. 

This confl icts w
ith client interest in neutral 

advice. C
lients w

ant to invest in the best 
products on the m

arket, regardless of origin.

4
 The cost- and eΩiciency-focused transaction 

platform
 business confl icts w

ith the rem
uneration-

intensive advisory and fi nancial products business, 
w

hich needs to attract costly talent.

5
 The transaction platform

 business requires 
scale to drive dow

n costs, w
hich is diΩicult to 

achieve w
ithin a single bank.

6
 The product innovation business is driven 

by speed and quick m
arket entry, w

hich is at 
odds w

ith the long-term
 business of advising 

the w
ealthy.

 other product 
providers

advise

product r&d

m
arketing

platform
 

m
anagem

ent
custom

-tailored 
w

ealth m
anage-

m
ent services

fi nancial 
products

transaction 
m

anagem
ent

 intim
ate 

personal 
relationship

key account 
m

anagem
ent

w
ealthy 

individuals
& fam

ilies

private banks

private banks

independent 
fi nancial 
advisors

brand/trust

product ip

transaction 
platform

personal 
netw

orks

sales force

transaction 
platform

platform
 m

anagem
ent

hr: r&d

hr: private bankers

m
anagem

ent & advisory fees

product & perform
ance fees

transaction fees

The Private Banking M
odel

��Relationship 
Business

��Product Innovation 
Business

��Infrastructure 
Business 1

2

3
4

5 6

UNBUNDLING BUSINESS PATTERNS
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U
nbundling the

M
obile Telco

M
obile telecom

m
unication fi rm

s have started 

unbundling their businesses. T
raditionally they 

com
peted on netw

ork quality, but now
 they are 

striking netw
ork sharing deals w

ith com
petitors 

or outsourcing netw
ork operations altogether 

to equipm
ent m

anufacturers. W
hy? B

ecause 

they realize that their key asset is no longer the 

netw
ork—

it is their brand and their C
ustom

er 

R
elationships. 

telecom
 

equipm
ent

 suppliers

netw
ork 

m
aintenance

services 
provisioning

m
arketing

voice

data

content

acquisition

retention

installed 
custom

er base

netw
ork

brand

custom
er

base
retail

netw
ork m

aintenance

m
arketing

voice

data

service revenues

Product Innovation

Infrastructure M
anagem

ent

Custom
er Relationship

PATTERNS

6
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Equipm
ent M

anufacturers
Telcos such as France Telecom

, K
PN

, and Vodafone have outsourced operation 

and m
aintenance of som

e of their netw
orks to equipm

ent m
anufacturers such 

as N
okia Siem

ens N
etw

orks, A
lcatel-Lucent, and Ericsson. Equipm

ent m
anufac-

turers can run the netw
orks at low

er cost because they service several telcos at 

a tim
e and thus benefi t from

 econom
ies of scale.

U
nbundled Telco

A
fter unbundling its infrastructure business, a telco can sharpen its focus on 

branding and segm
enting custom

ers and services. C
ustom

er relationships 

com
prise its key asset and its core business. By concentrating on custom

ers 

and increasing share of w
allet w

ith current subscribers, it can leverage invest-

m
ents m

ade over the years acquiring and retaining custom
ers. O

ne of the fi rst 

m
obile telcos to pursue strategic unbundling w

as Bharti A
irtel, now

 one of 

India’s leading telcos. It outsourced netw
ork operations to Ericsson and N

okia 

Siem
ens N

etw
orks and IT infrastructure to IBM

, allow
ing the com

pany to focus 

on its core com
petency: building C

ustom
er Relationships.

Content Providers
For product and service innovation, the unbundled telco can turn to sm

aller, 

creative fi rm
s. Innovation requires creative talent, w

hich sm
aller and m

ore 

dynam
ic organizations typically do a better job of attracting. Telcos w

ork 

w
ith m

ultiple third-parties that assure a constant supply of new
 technologies, 

services, and m
edia content such as m

apping, gam
es, video, and m

usic. Tw
o 

exam
ples are M

obilizy of A
ustria and Sw

eden’s tat. M
obilizy focuses on 

location-based service solutions for sm
artphones (it developed a popular m

obile 

travel guide), and tat concentrates on creating advanced m
obile user interfaces.

r&d

new
 

products 
& services

telcos

intel-
lectual 

property

licensing fees

netw
ork

operators

voice

data

content

acquisition

retention

installed 
custom

er 
base

 brand

custom
er

base

retail

m
arketing

service revenues

netw
ork 

m
aintenance

services 
provisioning

netw
ork

infrastruc-
ture

operation & 
m

aintenance

telcos

netw
ork

econom
ies of scale

Custom
er Relationship

UNBUNDLING BUSINESS PATTERNS
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UNBUNDLING BUSINESS MODELS

KPC$

VP
CRCH

CS
KP

KAKR

R$
C$

Everything in this m
odel is 

tailored to understanding 
and serving custom

ers, or 
building strong C

ustom
er 

Relationships

key assets and resources 
are the custom

er base and 
subscriber trust acquired 
over tim

e

Product and service innova-
tion, infrastructure acquired 
from

 third parties

This m
odel aim

s at generating 
revenues w

ith a broad scope 
of products built upon custom

er 
trust—

the goal is to w
in a large 

“share of w
allet” 

C
ustom

er acquisition and 
retention com

prise m
ain 

costs, w
hich include brand-

ing and m
arketing expenses

PATTERNS
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UNBUNDLING BUSINESS MODELS

w
 

VP
CRCH

CS
KAKR

R$

Products and services 
can be brought to m

arket 
directly, but are usually 
delivered through B2B 
interm

ediaries focused on 
custom

er relationships  

H
igh cost base due to the 

battle over creative talent, 
the key resource in this 
m

odel

activity is focused on lever-
aging research and develop-
m

ent to bring new
 products 

and services to m
arket

Services are usually deliv-
ered to business custom

ers

The activities and oΩer 
are focused on delivering 
infrastructure services

revenues are based on low
 

m
argins and high volum

e
Platform

 is characterized by 
high fi xed costs, w

hich are 
leveraged through scale and 
large volum

e

PATTERNSPATTERNSPATTERNSPATTERNS

VP
CRCH

CS
KP

KAKR

R$
C$

H
igh prem

ium
 chargeable 

because of novelty factor 
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THE LONG TAIL

long tail business m
odels are about selling less 

of m
ore: T

hey focus on oΩering a large num
ber 

of niche products, each of w
hich sells relatively 

X]UaT`dT]c[h��}�0
VVaTVPcT�bP[Tb�^U�]XRWT�XcT\

b�

can be as lucrative as the traditional m
odel 

w
hereby a sm

all num
ber of bestsellers account 

U^a�\
^bc�aTeT]dTb��}�;^]V�CPX[�QdbX]Tbb�\

^ST[b�

require low
 inventory costs and strong plat-

form
s to m

ake niche content readily available 

to interested buyers. 

[ ref·er·ences ]
1�}��CWT�;^]V�CPX[)�F

Wh�
the Future of Business  
8b�BT[[X]V�;Tbb�^U�<

^aT� 
A

nderson, C
hris. 2006.

2�}� “T
he Long Tail.” W

ired 
<
PVPiX]T��A

nderson, 
C

hris. O
ctober 2004.

[ ex·am
·ples ] 

N
etflix, eBay, YouT

ube, 

Facebook, Lulu.com
 

D
ef_Pattern N

o. 2
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The 

Long 

Tail 

concept 

w
as coined by 

C
hris A

nderson 

to describe a shift in 

the m
edia business from

 

selling a sm
all num

ber of “hit” 

item
s in large volum

es tow
ard 

selling a very large num
ber of niche 

item
s, each in relatively sm

all quantities. 

A
nderson described how

 m
any infrequent sales 

can produce aggregate revenues equivalent to or 

even exceeding revenues produced by focusing on 

“hit” products.  

A
nderson believes three econom

ic triggers gave 

rise to this phenom
enon in the m

edia industry:

1. D
em

ocratization of tools of production: Falling 

technology costs gave individuals access to tools 

that w
ere prohibitively expensive just a few

 years 

ago. M
illions of passionate am

ateurs can now
 

record m
usic, produce short fi lm

s, and design 

sim
ple 

softw
are 

w
ith professional 

results.

2. D
em

ocratization of distribution: The Internet 

has m
ade digital content distribution a com

m
od-

ity, and dram
atically low

ered inventory, com
m

u-

nications, and transaction costs, opening up new
 

m
arkets for niche products.

3. Falling search costs to connect supply w
ith 

dem
and: The real challenge of selling niche content 

is fi nding interested potential buyers. Pow
erful 

search and recom
m

endation engines, user ratings, 

and com
m

unities of interest have m
ade this 

m
uch easier.

# of Sales

TOP
 

20%
Focus on a sm

all 
num

ber of products,
each selling in high volum

e
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A
nderson’s research focuses prim

arily on the m
edia 

industry. For exam
ple, he show

ed how
 online video 

rental com
pany N

etfl ix m
oved tow

ard licensing a 

large num
ber of niche m

ovies. W
hile each niche 

m
ovie is rented relatively infrequently, aggregate 

revenue from
 N

etfl ix’s vast niche fi lm
 catalog rivals 

that from
 the rental of blockbuster m

ovies. 

 
But A

nderson dem
onstrates that the Long Tail 

concept applies outside the m
edia industry as w

ell. 

The success of online auction site eBay is based on 

a huge arm
y of auctioneers selling and buying sm

all 

quantities of “non-hit” item
s. 

LON
G TAIL Focus on a large num

ber of products, each selling in low volum
es# of P

roducts

bm
gen_final.indd   69

6/15/10   5:35 PM



PATTERNS

7
0 THE LONG TAIL

T
he T

ransform
ation of the 

B
ook Publishing Industry

O
ld M

odel
W

e’ve all heard about aspiring authors w
ho carefully craft and subm

it 

m
anuscripts to publishing houses in the hope of seeing their w

ork in 

print—
and face constant rejection. T

his stereotypical im
age of publishers 

and authors holds m
uch truth. T

he traditional book publishing m
odel 

is built on a process of selection w
hereby publishers screen m

any authors 

and m
anuscripts and select those that seem

 m
ost likely to achieve m

ini-

m
um

 sales targets. Less prom
ising authors and their titles are rejected 

because it w
ould be unprofi table to copyedit, design, print, and prom

ote 

books that sell poorly. Publishers are m
ost interested in books they can 

print in quantity for sale to large audiences.

-

content 
acquisition

publishing

sales
broad 

content 
(ideally 
"hits")

–

broad 
audience

publishing 
know

ledge

content

retail 
netw

ork

publishing / m
arketing

w
holesale revenues

bm
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1

A
 N

ew
 M

odel
Lulu.com

 turned the traditional bestseller-centric publishing m
odel on 

its head by enabling anyone to publish. Lulu.com
’s business m

odel is 

based on helping niche and am
ateur authors bring their w

ork to m
arket. 

It elim
inates traditional entry barriers by providing authors the tools to 

craft, print, and distribute their w
ork through an online m

arketplace. T
his 

contrasts strongly w
ith the traditional m

odel of selecting “m
arket-w

orthy” 

w
ork. In fact, the m

ore authors Lulu.com
 attracts, the m

ore it succeeds, 

because authors becom
e custom

ers. In a nutshell, Lulu.com
 is a m

ulti-

sided platform
 (see p. 76) that serves and connects authors and readers 

w
ith a Long Tail of user-generated niche content. T

housands of authors 

use Lulu.com
’s self-service tools to publish and sell their books. T

his 

w
orks because books are printed only in response to actual orders. T

he 

failure of a particular title to sell is irrelevant to Lulu.com
, because such 

a failure incurs no costs. 

-

platform
 

developm
ent

logistics
self-publish-
ing services

m
arketplace 
for niche 
content

com
m

unities 
of interest

online 
profi le

niche 
authors

niche 
audiences

platform

print-on-
dem

and 
infrastruc-

ture

lulu.com

platform
 m

anagem
ent 

& developm
ent

sales com
m

issions (low
)

publishing service fees
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T
he D

anish toy com
pany LE

G
O

 started m
anu-

facturing its now
 fam

ous interlocking bricks 

in 1949. G
enerations of children have played 

w
ith them

, and LE
G

O
 has released thousands 

of kits around a variety of them
es, including 

space stations, pirates, and the M
iddle A

ges. B
ut 

over tim
e, intensifying com

petition in the toy 

industry forced LE
G

O
 to seek innovative new

 

paths to grow
th. It started licensing the rights 

to use characters from
 blockbuster m

ovies such 

as Star W
ars, Batm

an, and Indiana Jones. W
hile 

such licensing is expensive, it proved to be an 

im
pressive revenue generator. 

 
In 2005 LE

G
O

 started experim
enting w

ith 

user-generated content. It introduced LE
G

O
 

Factory, w
hich allow

s custom
ers to assem

ble 

their very ow
n LE

G
O

 kits and order them
 

online. U
sing softw

are called LE
G

O
 D

igital 

D
esigner, custom

ers can invent and design their 

ow
n buildings, vehicles, them

es, and characters, 

choosing from
 thousands of com

ponents and 

dozens of colors. C
ustom

ers can even design the 

box containing the custom
ized kit. W

ith LE
G

O
 

Factory, LE
G

O
 turned passive users into active 

participants in the LE
G

O
 design experience. 

T
his requires transform

ing the supply chain 

infrastructure, and because of low
 volum

es 

LE
G

O
 has not yet fully adapted its support 

infrastructure to the new
 LE

G
O

 Factory m
odel. 

Instead, it sim
ply tw

eaked existing resources 

and activities.

 
In term

s of a business m
odel, though, LE

G
O

 

took a step beyond m
ass custom

ization by enter-

ing L
ong Tail territory. In addition to helping 

users design their ow
n L

E
G

O
 sets, L

E
G

O
 Fac-

tory now
 sells user-designed sets online. Som

e 

sell w
ell; som

e sell poorly or not at all. W
hat’s 

im
portant for LE

G
O

 is that the user-designed 

sets expand a product line previously focused 

on a lim
ited num

ber of best-selling kits. Today 

this aspect of LE
G

O
’s business accounts for only 

a sm
all portion of total revenue, but it is a fi rst 

step tow
ards im

plem
enting a L

ong Tail m
odel 

as a com
plem

ent—
or even alternative—

to a 

traditional m
ass-m

arket m
odel. 

LE
G

O ®’s N
ew

 Long Tail

Custom
ers w

ho build 
new

 LEG
O

 designs and 
post them

 online becom
e

key partners generating 
content and value 

LEG
O

 has to provide 
and m

anage the 
platform

 and logistics 
that allow

 packaging 
and delivery of custom

-
m

ade LEG
O

 sets
LEG

O
 Factory substan-

tially expands the scope 
of the oΩ-the-shelf 
kit oΩering by giving 
LEG

O
 fans the tools to 

build, show
case, and 

sell their ow
n custom

-
designed kits

LEG
O

 Factory builds a 
Long Tail com

m
unity 

around custom
ers w

ho 
are truly interested in 
niche content and w

ant 
to go beyond oΩ-the-
shelf retail kits
 

Thousands of new
, 

custom
er-designed kits 

perfectly com
plem

ent 
LEG

O
’s standard sets 

of blocks. LEG
O

 Factory 
connects custom

ers 
w

ho create custom
ized 

designs w
ith other cus-

tom
ers, thus becom

ing 
a custom

er m
atch-

m
aking platform

 and 
increasing sales

LEG
O

 has not yet fully 
adapted its resources 
and activities, w

hich are 
optim

ized prim
arily for 

the m
ass m

arket 

LEG
O

 Factory’s existence 
depends heavily on the 
W

eb channel

LEG
O

 Factory leverages production and logistics costs already 
incurred by its traditional retail m

odel

LEG
O

 Factory aim
s to generate sm

all revenues from
 a large num

ber 
of custom

er-designed item
s. This represents a valuable addition to 

traditional high-volum
e retail revenues

LEG
O

+LEG
O

 users can m
ake 

their ow
n designs 

and order them
 online

=
  

LEG
O

 Factory

+ LEG
O

 allow
s users 

to post and sell their 
designs online

=LEG
O

 U
sers Catalog
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Custom
ers w

ho build 
new

 LEG
O

 designs and 
post them

 online becom
e

key partners generating 
content and value 

LEG
O

 has to provide 
and m

anage the 
platform

 and logistics 
that allow

 packaging 
and delivery of custom

-
m

ade LEG
O

 sets
LEG

O
 Factory substan-

tially expands the scope 
of the oΩ-the-shelf 
kit oΩering by giving 
LEG

O
 fans the tools to 

build, show
case, and 

sell their ow
n custom

-
designed kits

LEG
O

 Factory builds a 
Long Tail com

m
unity 

around custom
ers w

ho 
are truly interested in 
niche content and w

ant 
to go beyond oΩ-the-
shelf retail kits
 

Thousands of new
, 

custom
er-designed kits 

perfectly com
plem

ent 
LEG

O
’s standard sets 

of blocks. LEG
O

 Factory 
connects custom

ers 
w

ho create custom
ized 

designs w
ith other cus-

tom
ers, thus becom

ing 
a custom

er m
atch-

m
aking platform

 and 
increasing sales

LEG
O

 has not yet fully 
adapted its resources 
and activities, w

hich are 
optim

ized prim
arily for 

the m
ass m

arket 

LEG
O

 Factory’s existence 
depends heavily on the 
W

eb channel

LEG
O

 Factory leverages production and logistics costs already 
incurred by its traditional retail m

odel

LEG
O

 Factory aim
s to generate sm

all revenues from
 a large num

ber 
of custom

er-designed item
s. This represents a valuable addition to 

traditional high-volum
e retail revenues

VP
CRCH

CS
KP

KAKR

R$
C$

LEG
O

 Factory: Custom
er-D

esigned K
its
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THE LONG TAIL

VP
CRCH

CS
KP

KAKR

R$
C$

The value proposition of 
a Long Tail business m

odel 
is characterized by oΩering 
a w

ide scope of “non-hit” 
item

s that m
ay co-exist 

w
ith “hit” products. Long 

Tail business m
odels m

ay 
also facilitate and build on 
user-generated content.

This m
odel is based on 

aggregating sm
all revenues 

from
 a large num

ber of 
item

s. revenue stream
s 

vary; they m
ay com

e from
 

advertising, product sales, 
or subscriptions.

The m
ain costs incurred 

cover platform
 developm

ent 
and m

aintenance 

The key resource is the 
platform

; key activities 
include platform

 develop-
m

ent and m
aintenance and 

niche content acquisition 
and production.

N
iche content providers 

(professional and/or 
user-generated) are the 
key partners in this pattern. 

A
 Long Tail business m

odel 
can serve both profes-
sional and am

ateur content 
producers, and m

ay create 
a m

ulti-sided platform
 (see 

p. 76) catering to users and 
producers alike. 

Long Tail business m
odels 

focus on niche custom
ers.

Long Tail business m
odels 

usually rely on the Internet 
as a custom

er relationship 
and/or transaction channel.
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MULTI-SIDED PLATFORMS

m
ulti-sided platform

s bring together tw
o or 

m
ore distinct but interdependent groups of 

Rdbc^\
Tab��}�BdRW�_[PcU^a\

b�PaT�^U�eP[dT�c^� 

one group of custom
ers only if the other groups 

^U�Rdbc^\
Tab�PaT�P[b^�_aTbT]c��}�C

WT�_[PcU^a\
� 

creates value by facilitating interactions betw
een 

cWT�SXçTaT]c�Va^d_b��}�0
�\

d[cX�bXSTS�_[PcU^a\
�

grow
s in value to the extent that it attracts 

m
ore users, a phenom

enon know
n as the  

netw
ork eΩect. 

[ ref·er·ences ]
1�}��“Strategies for Tw

o-Sided 
M

arkets.” H
arvard Busi-

ness R
eview

. E
isenm

ann, 
Parker, Van A

lstyne. 
O

ctober 2006.
2�}��8]eXbXQ[T�4]VX]Tb)�7

^f
�

Softw
are Platform

s D
rive 

Innovation and Transform
 

Industries. E
vans, H

agiu,
Schm

alensee. 2006. 
3�}�� “M

anaging the M
aze 

of M
ultisided M

arkets.” 
Strategy &

 Business. 
E

vans, D
avid. Fall 2003. 

[ ex·am
·ples ] 

V
isa, G

oogle, eBay,  

M
icrosoft W

indow
s, 

Financial T
im

es

D
ef_Pattern N

o. 3
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M
ulti-sided platform

s, know
n by econom

ists as m
ulti-

sided m
arkets, are an im

portant business phenom
enon. 

They have existed for a long tim
e, but proliferated w

ith 

the rise of inform
ation technology. The V

isa credit card, 

the M
icrosoft W

indow
s operating system

, the Financial 

Tim
es, G

oogle, the W
ii gam

e console, and Facebook are 

just a few
 exam

ples of successful m
ulti-sided platform

s. 

W
e address them

 here because they represent an 

increasingly im
portant business m

odel pattern. 

W
hat exactly are m

ulti-sided platform
s? They are 

platform
s that bring together tw

o or m
ore distinct but 

interdependent groups of custom
ers. They create value 

as interm
ediaries by connecting these groups. C

redit 

cards, for exam
ple, link m

erchants w
ith cardholders; 

com
puter operating system

s link hardw
are m

anufac-

turers, application developers, and users; new
spapers 

link readers and advertisers; video gam
ing consoles 

link gam
e developers w

ith players. The key is that the 

platform
 m

ust attract and serve all groups sim
ultane-

ously in order to create value. The platform
’s value for 

a particular user group depends substantially on the 

num
ber of users on the platform

’s “other sides.” A
 video 

gam
e console w

ill only attract buyers if enough gam
es 

are available for the platform
. O

n the other hand, gam
e 

developers w
ill develop gam

es for a new
 video console 

only if a substantial num
ber of gam

ers already use it. 

H
ence m

ulti-sided platform
s often face a “chicken and 

egg” dilem
m

a. 

O
ne w

ay m
ulti-sided platform

s solve this problem
 is by 

subsidizing a C
ustom

er Segm
ent. Though a platform

 

operator incurs costs by serving all custom
er groups, it 

often decides to lure one segm
ent to the platform

 w
ith 

an inexpensive or free V
alue Proposition in order to 

subsequently attract users of the platform
’s “other side.” 

O
ne diΩiculty m

ulti-sided platform
 operators face is 

understanding w
hich side to subsidize and how

 to price 

correctly to attract custom
ers. 

C
ustom

er 
Segm

ent A

���	
�
������
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O
ne exam

ple is M
etro, the free daily new

spaper that 

originated in Stockholm
 and can now

 be found in 

m
any large cities w

orldw
ide. It launched in 1995 and 

im
m

ediately attracted a large readership because it 

w
as distributed free of charge to urban com

m
uters 

in train and bus stations throughout Stockholm
. This 

allow
ed it to attract advertisers and rapidly becom

e 

profi table. A
nother exam

ple is M
icrosoft, w

hich gave 

its W
indow

s softw
are developm

ent kit (SD
K

) aw
ay 

for free to encourage developm
ent of new

 applications 

for its operating system
. The larger num

ber of applica-

tions attracted m
ore users to the W

indow
s platform

 

and increased M
icrosoft’s revenues. Sony’s Playstation 

3 gam
e console, on the other hand, is an exam

ple of 

a m
ulti-sided platform

 strategy that backfi red. Sony 

subsidized each console purchased in hopes of later 

collecting m
ore gam

e royalties. This strategy perform
ed 

poorly because few
er Playstation 3 gam

es sold than 

Sony initially estim
ated. 

O
perators of m

ulti-sided platform
s m

ust ask them
-

selves several key questions: C
an w

e attract suΩicient 

num
bers of custom

ers for each side of the platform
? 

W
hich side is m

ore price sensitive? C
an that side 

be enticed by a subsidized oΩer? W
ill the other side 

of the platform
 generate suΩicient revenues to cover 

the subsidies? 

The follow
ing pages outline three exam

ples of m
ulti-

sided platform
 patterns. First, w

e sketch G
oogle’s 

m
ulti-sided platform

 business m
odel.  Then w

e show
 

how
 N

intendo, Sony, and M
icrosoft com

pete w
ith 

slightly diΩerent m
ulti-sided platform

 patterns. Finally, 

w
e describe how

 A
pple has slow

ly evolved into an 

operator of a pow
erful m

ulti-sided platform
.

Segm
ent B

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

   FAC
ILITATE

INTER
AC

TION

Segm
ent N

Segm
ent N

Segm
ent N

etc.

etc.
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T
he heart of G

oogle’s business m
odel is its Value Proposition of providing 

extrem
ely targeted text advertising globally over the W

eb. T
hrough a service 

called A
dW

ords, advertisers can publish advertisem
ents and sponsored links 

on G
oogle’s search pages (and on an aΩiliated content netw

ork as w
e w

ill 

later see). T
he ads are displayed alongside search results w

hen people use 

the G
oogle search engine. G

oogle ensures that only ads relevant to the search 

term
 are displayed. T

he service is attractive to advertisers because it allow
s 

them
 to tailor online cam

paigns to specifi c searches and particular dem
o-

graphic targets. T
he m

odel only w
orks, though, if m

any people use G
oogle’s 

search engine. T
he m

ore people G
oogle reaches, the m

ore ads it can display 

and the greater the value created for advertisers. 

G
oogle’s Value Proposition to advertisers depends heavily on the num

ber of 

custom
ers it attracts to its W

eb site. So G
oogle caters to this second group 

of consum
er custom

ers w
ith a pow

erful search engine and a grow
ing num

-

ber of tools such as G
m

ail (W
eb based e-m

ail), G
oogle m

aps, and Picasa (an 

online photo album
) am

ong others. To extend its reach even further, G
oogle 

designed a third service that enables its ads to be displayed on other, non-

G
oogle W

eb sites. T
his service, called A

dSense, allow
s third parties to earn 

a portion of G
oogle's advertising revenue by show

ing G
oogle ads on their 

ow
n sites. A

dSense autom
atically analyzes a participating W

eb site’s content 

and displays relevant text and im
age ads to visitors. T

he Value Proposition 

to these third party W
eb site ow

ners, G
oogle’s third C

ustom
er Segm

ent, is to 

enable them
 to earn m

oney from
 their content.

G
oogle’s B

usiness M
odel

targeted
ads

advertisers

targeted ads

free search

m
onetizing 
content

advertisers

w
eb surfers

content 
creators

VP
VP

CR
CR

CH
CH

CS
CS

KP
KP

KA
KA

KR
KR

R$
R$

C$
C$

G
oogle oΩers distinct 

Value Propositions to 
three interdependent 
Custom

er Segm
ents

targeted ads
advertisers

targeted ads
advertisers

free search
w

eb surfers
free search

w
eb surfers

content
creators

m
onetizing 
content

content 
creators
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platform
 

m
anagem

ent,
m

anaging 
services,

expanding
reach

targeted ads

free search

m
onetizing 
content

advertisers

w
eb surfers

content 
ow

ners

search 
platform

platform
 costs

keyw
ord auctions

free

KA
VP

CRCH

CS
KP

KR

R$
C$

targeted ads

content 
ow

ners
content 

w
eb surfers

content 

advertisers

content

R$

m
onetizing 
content

targeted ads

free search

m
onetizing 

targeted ads
targeted ads

keyw
ord auctions

free search

m
onetizing 
content

free search
advertisers

w
eb surfers

content 
ow

ners

keyw
ord auctions

advertisers

keyw
ord auctions

A
s a m

ulti-sided platform
 G

oogle has a very distinct revenue m
odel. It m

akes 

m
oney from

 one C
ustom

er Segm
ent, advertisers, w

hile subsidizing free 

oΩers to tw
o other segm

ents: W
eb surfers and content ow

ners. T
his is logi-

cal because the m
ore ads it displays to W

eb surfers, the m
ore it earns from

 

advertisers. Increased advertising earnings, in turn, m
otivates even m

ore 

content ow
ners to becom

e A
dSense partners. A

dvertisers don’t directly buy 

advertising space from
 G

oogle. T
hey bid on ad-related keyw

ords associated 

w
ith either search term

s or content on third party W
eb sites. T

he bidding 

occurs through an A
dW

ords auction service: the m
ore popular a keyw

ord, 

the m
ore an advertiser has to pay for it. T

he substantial revenue that G
oogle 

earns from
 A

dW
ords allow

s it to continuously im
prove its free oΩers to 

search engine and A
dSense users. 

G
oogle’s K

ey R
esource is its search platform

, w
hich pow

ers three diΩerent 

services: W
eb search (G

oogle.com
), advertising (A

dW
ords), and third-party 

content m
onetization (A

dSense). T
hese services are based on highly com

plex 

proprietary search and m
atchm

aking algorithm
s supported by an extensive 

IT
 infrastructure. G

oogle’s three K
ey A

ctivities can be defi ned as follow
s: (1) 

building and m
aintaining the search infrastructure, (2) m

anaging the three 

m
ain services, and (3) prom

oting the platform
 to new

 users, content ow
ners, 

and advertisers.

targeted ads

free search

m
onetizing 
content

advertisers

w
eb surfers

content 
ow

ners

keyw
ord auctions

free

VP
CRCH

CS
KP

KAKR

R$

targeted ads

content 
ow

ners
content 

w
eb surfers

content 

advertisers

content

R$

m
onetizing 
content

targeted ads

free search

m
onetizing 

targeted ads
targeted ads

keyw
ord auctions

free search

m
onetizing 
content

free search
advertisers

w
eb surfers

content 
ow

ners

keyw
ord auctions

keyw
ord auctions

G
oogle has one m

ain 
Revenue Stream

 that 
subsidizes other oΩers 
(Revenue Stream

 is 
replaced by “free”)
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W
ii versus PSP/X

box 
Sam

e Pattern, D
iΩerent Focus

P
SP/X

box Focus
V

ideo gam
e consoles, today a m

ulti-billion dollar business, provide good 

exam
ples of double-sided platform

s. O
n one hand, a console m

anufacturer 

has to draw
 as m

any players as possible to attract gam
e developers. O

n the 

other hand, players only buy the hardw
are if there is a suΩicient num

ber 

of interesting gam
es available for that console. In the gam

e industry, this 

has led to a fi erce battle betw
een three m

ain com
petitors and their respec-

tive devices: the Sony Playstation series, the M
icrosoft X

box series, and 

the N
intendo W

ii. A
ll three are based on double-sided platform

s, but there 

are substantial diΩerences betw
een the Sony/M

icrosoft business m
odel 

and N
intendo’s approach, dem

onstrating that there is no “proven” solution 

for a given m
arket. 

 
Sony and M

icrosoft dom
inated the gam

e console m
arket until N

in-

tendo’s W
ii sw

ept the sector w
ith a fresh approach to technology and 

an astonishingly diΩerent business m
odel. B

efore launching the W
ii, 

N
intendo w

as spiraling dow
nw

ard, rapidly losing m
arket share, and tee-

tering on the edge of bankruptcy. T
he W

ii console changed all that and 

catapulted the com
pany to the m

arket leader position. 

 
T

raditionally, video console m
anufacturers targeted avid gam

ers 

and com
peted on console price and perform

ance. For this audience of 

“hardcore gam
ers” graphics and gam

e quality and processor speed w
ere 

the m
ain selection criteria. A

s a consequence, m
anufacturers developed 

extrem
ely sophisticated and expensive consoles and sold them

 at a loss 

for years, subsidizing the hardw
are w

ith tw
o other revenue sources.

 
First, they developed and sold their ow

n gam
es for their ow

n consoles. 

Second, they earned royalties from
 third party developers w

ho paid for 

the right to create gam
es for specifi c consoles. T

his is the typical pattern 

of a double-sided platform
 business m

odel: one side, the consum
er, is 

heavily subsidized to deliver as m
any consoles as possible to the m

arket. 

M
oney is then earned from

 the other side of the platform
: gam

e developers. 

high per-
form

ance 
console

console 
audience

hardcore 
gam

ers

gam
e 

developers

hardw
are

sales at a loss

royalties

VP
CRCH

CS
KP

KAKR

R$
C$

gam
ers

developers

hardw
are

sales at a loss hardcore 
gam

ers
console

high per-
form

ance 
console

sales at a loss

royalties

audience
developers

hardw
are

sales at a loss

gam
e 

developers

sales at a loss
hardw

are
sales at a loss
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Sam
e pattern, but 

diΩerent business m
odel: 

N
intendo’s W

ii

W
ii Focus

N
intendo’s W

ii changed all this. Like its com
petitors, the W

ii is based on a 

double-sided platform
 business, but w

ith substantially diΩerent elem
ents. 

N
intendo aim

ed its consoles at the huge audience of casual gam
ers rather 

than the sm
aller “traditional” m

arket of avid gam
ers. It w

on the hearts 

of casual gam
ers w

ith relatively inexpensive m
achines equipped w

ith a 

special rem
ote control device that allow

s players to control the action 

w
ith physical gestures. T

he novelty and fun of m
otion-controlled gam

es 

such as W
ii Sports, W

ii M
usic, and W

ii Fit attracted enorm
ous num

bers 

of casual gam
ers. T

his diΩerentiator is also the basis for the new
 type of 

double-sided platform
 that N

intendo created.

 
Sony and M

icrosoft com
peted w

ith costly, proprietary, state-of-the-art 

technology aim
ed at avid gam

ers and subsidized it in order to gain m
arket 

share and keep hardw
are prices aΩordable. N

intendo, on the other hand, 

focused on a m
arket segm

ent that w
as far less sensitive to technological 

perform
ance. Instead, it lured custom

ers w
ith its m

otion-controlled 

“fun factor.” T
his w

as a m
uch cheaper technological innovation com

pared 

to new
, m

ore pow
erful chipsets. T

hus, the N
intendo W

ii w
as less costly 

to produce, allow
ing the com

pany to forego com
m

ercialization subsi-

dies. T
his is the m

ain diΩerence betw
een N

intendo and rivals Sony and 

M
icrosoft: N

intendo earns m
oney from

 both sides of its double-sided 

W
ii platform

. It generates profi ts on each console sold to consum
ers and 

pockets royalties from
 gam

e developers. 

 
To sum

m
arize, three interlinked business m

odel factors explain the 

com
m

ercial success of the W
ii: (1) low

-cost diΩerentiation of the prod-

uct (m
otion control), (2) focus on a new

, untapped m
arket that cares less 

about technology (casual gam
ers), and (3) a double-sided platform

 pattern 

that generates revenues from
 both “sides” of the W

ii. A
ll three represent 

clean breaks from
 past gam

e sector traditions. 

"fam
ily" 

console

access to 
console 
users & 

cheap gam
e 

develop-
m

ent costs

casual 
gam

ers

gam
e 

developers

profi table 
hardw

are sales

royalties

VP
CRCH

CS
KAKR

R$

gam
ers

gam
e 

developers

casual 
gam

ers
access to 

profi table 
profi table 

hardw
are sales

console

access to 

develop-
m

ent costs

profi table 
hardw

are sales

royalties

cheap gam
e 

develop-

profi table 
hardw

are sales gam
e 

developers

hardw
are sales

hardw
are sales

KPC$
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T
he evolution of A

pple’s product line from
 the iPod to the iPhone high-

lights the com
pany’s transition to a pow

erful platform
 business m

odel 

pattern. T
he iPod w

as initially a stand-alone device. T
he iPhone, on the 

contrary, evolved into a pow
erful m

ulti-sided platform
 for w

hich A
pple 

controls third party applications through its A
pp Store. 

A
pple’s E

volution into 
a Platform

 O
perator
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A
pple introduced the iPod in 2001 as a stand-

alone product. U
sers could copy their C

D
s and 

dow
nload m

usic from
 the Internet onto the 

device. T
he iPod represented a technology plat-

form
 for storing m

usic from
 various sources. A

t 

this point, though, A
pple w

as not exploiting the 

platform
 aspect of the iPod in its business m

odel.

In 2003 A
pple introduced the iT

unes M
usic 

Store, w
hich w

as closely integrated w
ith the 

iPod. T
he store allow

ed users to buy and dow
n-

load digital m
usic in an extrem

ely convenient 

w
ay. T

he store w
as A

pple’s fi rst attem
pt at 

exploiting platform
 effects. iT

unes essentially 

connected “m
usic rightsholders” directly w

ith 

buyers. T
his strategy catapulted A

pple to its 

position today as the w
orld’s largest online 

m
usic retailer.

In 2008 A
pple consolidated its platform

 strat-

egy by launching its A
pp Store for the highly 

popular iPhone. T
he A

pp Store allow
s users to 

brow
se, buy, and dow

nload applications directly 

from
 the iT

unes Store and install them
 on their 

iPhones. A
pplication developers m

ust channel 

sales of all applications through the A
pp Store, 

w
ith A

pple collecting a 30 percent royalty on 

each application sold.

Sw
itch to m

ulti-sided 
platform

 business m
odel

Consolidation of 
platform

 business m
odel

2001

iPod

2003

iPod & iTunes

2008

iPhone & appstore
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The value proposition 
usually creates value in 
three m

ain areas: First, 
attracting user groups 
(i.e. C

ustom
er Segm

ents); 
Second, m

atchm
aking 

betw
een C

ustom
er Seg-

m
ents; Third, reducing costs 

by channeling transactions 
through the platform

.
 The m

ain costs incurred 
under this pattern relate to 
m

aintaining and developing 
the platform

.

The key resource required 
for this business m

odel 
pattern is the platform

. 
The three Key A

ctivities are 
usually platform

 m
anage-

m
ent, service provisioning, 

and platform
 prom

otion.

Business m
odels w

ith a 
m

ulti-sided platform
 pattern 

have a distinct structure. 
They have tw

o or m
ore 

custom
er segm

ents, each 
of w

hich has its ow
n V

alue 
Proposition and associated 
Revenue Stream

. M
oreover, 

one C
ustom

er Segm
ent can-

not exist w
ithout the others.

Each C
ustom

er Segm
ent 

produces a diΩerent 
revenue stream

. O
ne or 

m
ore segm

ents m
ay enjoy 

free oΩers or reduced prices 
subsidized by revenues from

 
other C

ustom
er Segm

ents. 
C

hoosing w
hich segm

ent 
to subsidize can be a crucial 
pricing decision that 
determ

ines the success 
of a m

ulti-sided platform
 

business m
odel. 
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FREE AS A BUSINESS MODEL

free�}�8]�cWT�free business m
odel at least 

one substantial C
ustom

er Segm
ent is able to 

continuously benefit from
 a free-of-charge 

^UUTa��}�D
iΩerent patterns m

ake the free offer 

_^bbXQ[T��}�=
^]�_PhX]V�Rdbc^\

Tab�PaT�
]P]RTS�

by another part of the business m
odel or by 

another C
ustom

er Segm
ent.

[ ref·er·ences ]
1�}��{Free! W

hy $0.00 is 
the Future of Business.” 
F
XaTS�<

PVPiX]T��
A

nderson, C
hris. 

February 2008.
2�}��{H

ow
 about Free? T

he 
Price Point T

hat Is T
urn-

ing Industries on T
heir 

H
eads.” K

now
ledge@

W
harton. M

arch 2009.
3�}��5aTT)�CWT�5dcdaT�^U�P�

R
adical Price. A

nderson, 
C

hris. 2008. 

[ ex·am
·ples ] 

M
etro (free paper), 

Flickr, O
pen Source, 

Skype, G
oogle, Free 

M
obile Phones

D
ef_Pattern N

o. 4
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Receiving som
ething free of charge has alw

ays 

been an attractive V
alue Proposition.  A

ny m
arketer or 

econom
ist w

ill confirm
 that the dem

and generated at a price of zero 

is m
any tim

es higher than the dem
and generated at one cent or any other price 

point. In recent years free offers have exploded, particularly over the Internet. The ques-

tion, of course, is how
 can you system

atically offer som
ething for free and still earn substantial 

revenues? Part of the answ
er is that the cost of producing certain giveaw

ays, such as online data storage 

capacity, has fallen dram
atically. Yet to m

ake a profit, an organization offering free products or services m
ust 

still generate revenues som
ehow

. 

There are several patterns that m
ake integrating free products and services into a business m

odel possible. Som
e of the tra-

ditional FREE patterns are w
ell know

n, such as advertising, w
hich is based on the previously discussed pattern of m

ulti-sided 

platform
s (see p. 76). O

thers, such as the so-called freem
ium

 m
odel, w

hich provides basic services free of charge and prem
ium

 

services for a fee, have becom
e popular in step w

ith the increasing digitization of goods and services offered via the W
eb. 

C
hris A

nderson, w
hose Long Tail concept w

e discussed previously (see p. 66), has helped the concept of FREE gain w
idespread 

recognition. A
nderson show

s that the rise of new
 free-of-charge offers is closely related to the fundam

entally different econom
-

ics of digital products and services. For exam
ple, creating and recording a song costs an artist tim

e and m
oney, but the cost of 

digitally replicating and distributing the w
ork over the Internet is close to zero. H

ence, an artist can prom
ote and deliver m

usic 

to a global audience over the W
eb, as long as he or she finds other Revenue Stream

s, such as concerts and m
erchandis-

ing, to cover costs. Bands and artists w
ho have experim

ented successfully w
ith free m

usic include Radiohead and Trent 

Reznor of N
ine Inch N

ails.

In this section w
e look at three different patterns that m

ake FREE a viable business m
odel option. Each 

has different underlying econom
ics, but all share a com

m
on trait: at least one C

ustom
er Segm

ent 

continuously benefits from
 the free-of-charge offer. The three patterns are (1) free offer based 

on m
ulti-sided platform

s (advertising-based), (2) free basic services w
ith optional 

prem
ium

 services (the so-called “freem
ium

” m
odel), (3) and the “bait &

 

hook” m
odel w

hereby a free or inexpensive initial offer lures 

custom
ers into repeat purchases. 
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A
dvertising is a w

ell-established revenue source 

that enables free offers. W
e recognize it on 

television, radio, the W
eb, and in one of its m

ost 

sophisticated form
s, in targeted G

oogle ads. 

In business m
odel term

s, FR
E

E
 based on adver-

tising is a particular form
 of the m

ulti-sided 

platform
 pattern (see p. 76). O

ne side of the 

platform
 is designed to attract users w

ith free 

content, products, or services. A
nother side of 

the platform
 generates revenue by selling space 

to advertisers. 

 
O

ne striking exam
ple of this pattern is <

Tca^, 

the free new
spaper that started in Stockholm

 

and is now
 available in dozens of cities around 

the w
orld. T

he genius of <
Tca^ lies in how

 it 

m
odifi ed the traditional daily new

spaper m
odel. 

First, it offered the paper for free. Second, it 

focused on distributing in high-traffi c com
-

m
uter zones and public transport netw

orks by 

hand and w
ith self-service racks. T

his required 

<
Tca^ to develop its ow

n distribution netw
ork, 

but enabled the com
pany to quickly achieve 

broad circulation. T
hird, it cut editorial costs to 

produce a paper just good enough to entertain 

younger com
m

uters during their short rides 

to and from
 w

ork. C
om

petitors using the sam
e 

m
odel soon follow

ed, but <
Tca^ kept them

 at 

bay w
ith a couple of sm

art m
oves. For exam

ple, 

it controlled m
any of the new

s racks at train and 

bus stations, forcing rivals to resort to costly 

hand distribution in im
portant areas. 

A
dvertising: A

 M
ulti-Sided 

Platform
 M

odel

M
etro

distribution 
agreem

ents w
ith 

public transport 
netw

orks

w
rite & produce 
a daily paper

distribution
ad space in high 

circulation 
free paper

free city-w
ide 

com
m

uter paper

acquisition

retention

advertisers

com
m

uters
brand

distribution net-
w

ork & logistics

ad sales force

public transport, 
train stations, 

bus stops

content, design & print 
of a daily paper

distribution

free new
spaper

fees for ad space in paper

VP
CRCH

CS
KP

KAKR

R$
C$

A
ssures high circulation 

through free offer and by 
focusing on distributing 
in high-traffi c com

m
uter 

zones and public transport 
netw

orks 

M
inim

izes costs by cutting 
editorial team

 to produce 
a daily paper just “good 
enough” for a com

m
ute 

read

bm
gen_final.indd   92

6/15/10   5:36 PM



FREE AS A BUSINESS MODELPATTERNS

9
3

O
ne industry crum

bling under the im
pact of 

FR
E

E
 is new

spaper publishing. Sandw
iched 

betw
een freely available Internet content and 

free new
spapers, several traditional papers 

have already fi led for bankruptcy. T
he U

.S. new
s 

industry reached a tipping point in 2008 w
hen 

the num
ber of people obtaining new

s online for 

free outstripped those paying for new
spapers 

or new
s m

agazines, according to a study by the 

Pew
 R

esearch C
enter.

 
T

raditionally, new
spapers and 

m
agazines relied on revenues from

 three 

sources: new
sstand sales, subscription fees, 

and advertising. T
he fi rst tw

o are rapidly 

declining and the third is not increasing 

quickly enough. T
hough m

any new
spapers 

have increased online readership, they’ve 

failed to achieve correspondingly greater 

advertising revenues. M
eanw

hile, the high 

fi xed costs that guarantee good journal-

ism
—

new
s gathering and editorial team

s—

rem
ained unchanged. 

 
Several new

spapers have experi-

m
ented w

ith paid online subscriptions, 

w
ith m

ixed results. It is diffi cult to charge 

for articles w
hen readers can view

 sim
ilar con-

tent for free on W
eb sites such as C

N
N

.com
 or 

M
SN

B
C

.com
. Few

 new
spapers have succeeded 

in m
otivating readers to pay for access to pre-

m
ium

 content online. 

 
O

n the print side, traditional new
spapers 

are under attack from
 free publications such 

as <
Tca^. T

hough <
Tca^ offers a com

pletely 

different form
at and journalistic quality and 

focuses prim
arily on young readers w

ho previ-

ously ignored new
spapers, it is ratcheting up 

the pressure on fee-for-service new
s providers. 

C
harging m

oney for new
s is an increasingly 

diffi cult proposition.

 
Som

e new
s entrepreneurs are experim

ent-

ing w
ith novel form

ats focused on the online 

space. For exam
ple, new

s provider T
rue/Slant 

(trueslant.com
) aggregates on one site the 

w
ork of over 60 journalists, each an expert in a 

specifi c fi eld. T
he w

riters are paid a share of the 

advertising and sponsorship revenues gener-

ated by T
rue/Slant. For a fee, advertisers can 

publish their ow
n m

aterial in pages paralleling 

the new
s content. 

M
ass � autom

atic ad $

A
 large num

ber of users does not autom
ati-

cally translate into an El D
orado of advertising 

revenues, as the social netw
orking service 

Facebook has dem
onstrated. The com

pany 
claim

ed over 20
0

 m
illion active users as of M

ay 
20

0
9, and said m

ore than 10
0

 m
illion log on 

to its site daily. Those fi gures m
ake Facebook 

the w
orld’s largest social netw

ork. Yet users are 
less responsive to Facebook advertising than 
to traditional W

eb ads, according to industry 
experts. W

hile advertising is only one of several 
potential Revenue Stream

s for Facebook, clearly 
a m

ass of users does not guarantee huge adver-
tising revenues. A

t this w
riting, privately held 

Facebook did not disclose revenue data. 

ad space on 
high traffi c 

social netw
ork

free social 
netw

ork

m
ass 

custom
ized

advertisers

global w
eb 

audience
ad sales force

facebook.com

free accounts

fees for ad space on facebook

Facebook

N
ew

spapers:
Free or N

ot Free?
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W
ith the right product or 

service and high traffi c, 
the platform

 becom
es 

interesting to advertisers, 
w

hich in turn allow
s 

charging fees to subsidize 
free products and services.

M
ain costs relate to 

developing and m
aintaining 

the platform
; traffi c-

generation and retention 
costs m

ay also arise.

Free products or services 
generate high platform

 
traffi c and increase 
attractiveness to advertisers.
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T
he term

 “freem
ium

” w
as coined by Jarid 

Lukin and popularized by venture capitalist 

Fred W
ilson on his blog. It stands for business 

m
odels, m

ainly W
eb-based, that blend free 

basic services w
ith paid prem

ium
 services. T

he 

freem
ium

 m
odel is characterized by a large user 

base benefi ting from
 a free, no-strings-attached 

offer. M
ost of these users never becom

e paying 

custom
ers; only a sm

all portion, usually less 

than 10 percent of all users, subscribe to the paid 

prem
ium

 services. T
his sm

all base of paying 

users subsidizes the free users. T
his is possible 

because of the low
 m

arginal cost of serving addi-

tional free users. In a freem
ium

 m
odel, the key 

m
etrics to w

atch are (1) the average cost of serv-

ing a free user, and (2) the rates at w
hich free 

users convert to prem
ium

 (paying) custom
ers.

 
Flickr, the popular photo-sharing W

eb site 

acquired by Yahoo! in 2005, provides a good 

exam
ple of a freem

ium
 business m

odel. Flickr 

users can subscribe for free to a basic account 

that enables them
 to upload and share im

ages. 

T
he free service has certain constraints, such as 

lim
ited storage space and a m

axim
um

 num
ber of 

uploads per m
onth. For a sm

all annual fee users 

can purchase a “pro” account and enjoy unlim
-

ited uploads and storage space, plus additional 

features.

Freem
ium

: G
et the B

asics 
for Free, Pay for M

ore

yahoo!

platform
 

m
anagem

ent

free basic photo 
sharing

prem
ium

 photo 
sharing

m
ass custom

ized

sw
itching costs

casual users

high-volum
e 

users

fl ickr platform

brand

fl ickr.com

yahoo.com

platform
 developm

ent

storage costs

free lim
ited basic accounts

annual subscription pro account

Flickr

free lim
ited basic accounts

VP
CRCH

CS
KP

KAKR

R$
C$

Large base of basic 
accounts for casual users

Sm
all base of paying 

“pro” users

Variable cost 
depending on num

ber 
of photos stored

Fixed and sunk costs 
related to platform

 
developm

ent free lim
ited basic accounts

free lim
ited basic accounts

sharing

prem
ium

 photo 

R$

free basic photo 
sharing

annual subscription pro account

high-volum
e 

users

annual subscription pro account
annual subscription pro account
annual subscription pro account

prem
ium

 photo 
sharing
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B
usiness m

odels in the enterprise softw
are 

industry are usually characterized by tw
o traits: 

First, the high fi xed cost of supporting an arm
y 

of expert softw
are developers w

ho build the 

product; Second, a revenue m
odel based on 

selling m
ultiple per-user licenses and regular 

upgrades of the softw
are. 

 
R

ed H
at, a U

.S. softw
are com

pany, turned 

this m
odel upside dow

n. R
ather than creating 

softw
are from

 scratch, it builds its product on 

top of so-called open source softw
are developed 

voluntarily by thousands of softw
are engineers 

around the w
orld. R

ed H
at understood that 

com
panies w

ere interested in robust, licens-

ing fee-free open source softw
are, but w

ere 

reluctant to adopt it due to concerns that no 

single entity w
as legally responsible for provid-

ing and m
aintaining it. R

ed H
at fi lled this gap by 

offering stable, tested, service-ready versions of 

freely available open source softw
are, particu-

larly Linux. 

 
E

ach R
ed H

at release is supported for seven 

years. C
ustom

ers benefi t from
 this approach 

because it allow
s them

 to enjoy the cost and 

stability advantages of open source softw
are, 

w
hile protecting them

 from
 the uncertainties 

surrounding a product not offi cially “ow
ned” by 

anyone. R
ed H

at benefi ts because its softw
are 

kernel is continuously im
proved by the open 

source com
m

unity free of charge. T
his substan-

tially reduces R
ed H

at’s developm
ent costs. 

 
N

aturally, R
ed H

at also has to earn m
oney. 

So rather than charging clients for each m
ajor 

new
 release—

the traditional softw
are revenue 

m
odel—

it sells subscriptions. For an annual 

fee, each client enjoys continuous access to 

the latest R
ed H

at release, unlim
ited service 

support, and the security of interacting w
ith 

the legal ow
ner of the product. C

om
panies are 

w
illing to pay for these benefi ts despite the 

free availability of m
any versions of Linux and 

other open source softw
are.

O
pen Source:

Freem
ium

 w
ith a T

w
ist

(linux) open 
source 

developm
ent 

com
m

unity

softw
are 

support services

softw
are 

versioning & 
testing

free (linux) open 
source based 

softw
are

continuously 
upgraded, 
serviced, & 

guaranteed 
softw

are

self-service & 
direct access to 

engineers
self-service 

users

enterprise 
clients

Red H
at (linux) 

softw
are

RedH
at.com

Red H
at global 

branches

cost structure contains 
elem

ents of a service com
pany

professional subscription

free softw
are

Red H
at

softw
are 

professional subscription
professional subscription

VP
CRCH

CS
KP

KAKR

R$
C$

clients

professional subscription

enterprise 
clients

professional subscription
professional subscription
professional subscription

R$
professional subscription
professional subscription users

free softw
are

self-service 
users

free softw
are

continuously 

free softw
are

free softw
are

free softw
are

continuously 
upgraded, 
serviced, & 

guaranteed 
softw

are

free (linux) open 
source based 

softw
are
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Skype offers an intriguing exam
ple of a free-

m
ium

 pattern that disrupted the telecom
m

uni-

cations sector by enabling free calling services 

via the Internet. Skype developed softw
are by 

the sam
e nam

e that, w
hen installed on com

put-

ers or sm
artphones, enables users to m

ake calls 

from
 one device to another free of charge. 

Skype can offer this because its C
ost Structure 

is com
pletely different from

 that of a telecom
 

carrier. Free calls are fully routed through 

the Internet based on so-called peer-to-peer 

technology that em
ploys user hardw

are and 

the Internet as com
m

unications infrastructure. 

H
ence, Skype does not have to m

anage its ow
n 

netw
ork like a telco and incurs only m

inor costs 

to support additional users. Skype requires very 

little of its ow
n infrastructure besides backend 

softw
are and the servers hosting user accounts. 

 
U

sers pay only for calling landlines and 

m
obile phones through a prem

ium
 service called 

SkypeO
ut, w

hich offers very low
 rates. In fact, 

users are charged only slightly m
ore than the 

term
ination costs that Skype itself incurs for 

calls routed through w
holesale carriers such as 

iBasis and Level 3, w
hich handle the com

pany’s 

netw
ork traffi c. 

 
Skype claim

s it has over 400 m
illion reg-

istered users w
ho have m

ade m
ore than 100 

billion free calls since the com
pany w

as founded 

in 2004. Skype reported revenues of U
.S. $550 

m
illion in 2008, though the com

pany and its 

ow
ner, eBay, do not release detailed fi nancial 

data including inform
ation on profi tability. W

e 

m
ay soon know

 m
ore as eBay has announced 

plans to list Skype through an initial public 

offering (IPO
). 

Skype

paym
ent 

providers

distribution 
partners

telco partners

softw
are 

developm
ent

free internet & 
video calling

cheap calls to 
phones 

(skypeout)

m
ass custom

ized

w
eb users 

globally

people w
ho w

ant 
to call phones

softw
are 

developers

softw
are

skype.com

headset 
partnerships

softw
are developm

ent

com
plaint m

anagem
ent

free

skypeout pre-paid or subscription

hardw
are sales

Skype

VP
CRCH

CS
KP

KAKR

R$
C$

O
ver 90 percent of Skype 

users subscribe to the free 
service

Paid SkypeO
ut calls 

account for less than 
10 percent of total usage
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Skype is a voice calling 
services com

pany operat-
ing under the econom

ics 
of a softw

are com
pany 

Skype disrupted the telecom
m

unications 
industry and helped drive voice com

m
unica-

tion costs close to zero. Telecom
 operators 

initially didn’t understand w
hy Skype w

ould 
offer calls for free and didn’t take the com

pany 
seriously. W

hat’s m
ore, only a tiny fraction 

of the traditional carriers’ custom
ers used 

Skype. But over tim
e m

ore and m
ore custom

ers 
decided to m

ake their international calls w
ith 

Skype, eating into one of the m
ost lucrative 

carrier revenue sources. This pattern, typical of 
a disruptive business m

odel, severely affected 
the traditional voice com

m
unication business, 

and today Skype is the w
orld’s largest provider 

of cross-border voice com
m

unication services, 
according to telecom

m
unications research 

fi rm
 Telegeography.

m
axim

um
 

outsourcing

softw
are devel-

opm
ent and no 

netw
ork m

ainte-
nance

roughly sim
ilar 

voice oΩ
er

autom
ated m

ass 
custom

ization

global reach 
w

ithout the 
lim

itations of a 
netw

ork

no 
infrastructure

softw
are 

distribution 100%
 

low
 cost chan-

nels

cost structure of a softw
are com

pany
90%

 free usage

10%
 paying

Skype versus Telco

G
iving aw

ay softw
are 

and allow
ing custom

ers 
to m

ake free Skype-to-
Skype calls costs the 
com

pany little

5+ years old
400 m

illion+ users
100 billion+ free 
 

calls generated
2008 revenues of 
 

U
.S. $550 m

illion

VP
CRCH

CS
KP

KAKR

R$
C$
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In the freem
ium

 m
odel a sm

all base of custom
ers 

paying for a prem
ium

 service subsidizes a large 

base of non-paying custom
ers. T

he insurance 

m
odel is actually the opposite—

it’s the freem
ium

 

m
odel turned on its head. In the insurance 

m
odel, a large base of custom

ers pay sm
all regu-

lar fees to protect them
selves from

 unlikely—

but fi nancially devastating—
events. In short, a 

large base of paying custom
ers subsidizes a sm

all 

group of people w
ith actual claim

s—
but any 

one of the paying custom
ers could at any tim

e 

becom
e part of the benefi ciary group.

 
Let’s look at R

E
G

A
 as an exam

ple. R
E

G
A

 

is a Sw
iss non-profi t organization that uses 

helicopters and airplanes to transport m
edical 

staff to the scene of accidents, notably in the 

m
ountainous areas of Sw

itzerland. O
ver tw

o 

m
illion so-called “patrons” fi nance the organiza-

tion. In return, patrons are exem
pt from

 paying 

any costs arising from
 being rescued by R

E
G

A
. 

M
ountain rescue operations can be extrem

ely 

expensive, so R
E

G
A

 patrons fi nd the service 

attractive in protecting them
 against the high 

cost of accidents during skiing vacations, sum
-

m
er hikes, or m

ountain drives. 

T
he Insurance M

odel: 
Freem

ium
 U

pside D
ow

n

insurance 
com

panies

sponsoring 
patrons

rescue 
operations

rescue 
"insurance"

rescue 
operations

patron 
m

em
bership

sponsoring 
patrons

other rescue 
victim

s

fl eet of 
helicopters 
and planes

w
eb

publications

fl eet of helicopters & planes

rescuing

sponsorship fee

paym
ents from

 insurance com
panies

free rescue operations

REG
A

fl eet of helicopters & planes

VP
CRCH

CS
KP

KAKR

R$
C$

M
any paying users 

cover the costs of a 
few

 claim
s 

paym
ents from

 insurance com
panies

other rescue 
victim

s

paym
ents from

 insurance com
panies

paym
ents from

 insurance com
panies

R$
paym

ents from
 insurance com

panies
paym

ents from
 insurance com

panies

other rescue 
victim

s

sponsorship fee

sponsoring 
patrons

operations

sponsorship fee
R$

sponsorship fee
sponsorship fee
sponsorship fee
sponsorship fee

rescue 
operations

free rescue operations
free rescue operations

"insurance"

other rescue 
victim

s

paym
ents from

 insurance com
panies

free rescue operations

paym
ents from

 insurance com
panies

patrons

free rescue operations
free rescue operations

bm
gen_final.indd   100

6/15/10   5:37 PM



FREE AS A BUSINESS MODELPATTERNS

1
0
1

“T
he dem

and you get at a price 

of zero is m
any tim

es higher 

than the dem
and you get at a 

very low
 price.”

——
 K

artik H
osanagar

A
ssistant Professor, W

harton

“G
oogle’s not a real com

pany. 

It’s a house of cards.”

——
 Steve B

allm
er

2
4
>
��<

XRa^b^Uc

{4
eTah�X]Sdbcah�cWPc�QTR^\

Tb�

digital eventually becom
es free.”

——
 C

hris A
nderson

E
ditor-in-C

hief, W
ired M

agazine

“W
e can no longer stand by 

and w
atch others w

alk oΩ w
ith 

our w
ork under m

isguided 

legal theories.”

——
 D

ean Singleton
C

hairm
an, A

ssociated Press
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Freem
ium

Pattern
The platform

 is the m
ost 

im
portant asset in the 

freem
ium

 pattern, because 
it allow

s free basic services 
to be offered at low

 
m

arginal cost. 

VP
CRCH

CS
KP

KAKR

R$
C$

The cost structure of this 
pattern is tripartite: usually w

ith 
substantial fi xed costs, very low

 
m

arginal costs for services to 
free accounts, and (separate) 
costs for prem

ium
 accounts

custom
er relationship 

m
ust be autom

ated and low
 

cost in order to handle large 
num

bers of free users.

A
n im

portant m
etric to 

follow
 is the rate at w

hich 
free accounts convert to 
prem

ium
 accounts

users
describes how

 m
any users 

a com
pany w

ith a freem
ium

 
business m

odel can attract

fi xed costs a com
pany 

incurs to run its business 
m

odel (e.g. system
s costs)
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cost of service 
indicates the average cost 
the com

pany incurs to deliver 
a free or prem

ium
 service to 

a free or prem
ium

 user.

The freem
ium

 m
odel is 

characterized by a large 
base of free service users 
subsidized by a sm

all base 
of paying users. 
 

U
sers enjoy a fr ee basic 

service and can pay for a 
prem

ium
 service that offers 

additional benefits.

percent of prem
ium

 & free users
specifies how

 m
any of all users 

are prem
ium

 paying users or 
free users.

grow
th & churn rate 

specifies how
 m

any users 
defect/respectively join  
the user base.

price of prem
ium

 service 
indicates the average cost 
the com

pany incurs to 
deliver a prem

ium
 service  

to a prem
ium

 paying user.

custom
er acquisition costs

total expenses a com
pany 

incurs to acquire new
 users.
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“Bait &
 hook” refers to a business m

odel pattern 

characterized by an attractive, inexpensive, or 

free initial offer that encourages continuing 

future purchases of related products or services. 

T
his pattern is also know

n  as the “loss leader” 

or “razor &
 blades” m

odel. “Loss leader” refers 

to a subsidized, even m
oney-losing initial offer 

w
ith the intention of generating profi ts from

 

subsequent purchases. “R
azor &

 blades” refers 

to a business m
odel popularized by an A

m
erican 

businessm
an, K

ing C
. G

illette, inventor of the 

disposable razor blade (see p. 105). W
e use the 

term
 bait &

 hook pattern to describe the general 

idea of luring custom
ers w

ith an initial offering, 

w
hile earning from

 follow
-up sales.

 
T

he m
obile telecom

m
unications industry 

provides a good illustration of the bait &
 hook 

pattern w
ith a free offer. It is now

 standard 

practice for m
obile netw

ork operators to offer 

free telephone handsets bundled w
ith service 

subscriptions. O
perators initially lose m

oney 

by giving aw
ay m

obile phones for free, but 

they easily cover the loss through subsequent 

m
onthly service fees. O

perators provide instant 

gratifi cation w
ith a free offer that later gener-

ates recurring incom
e. 

B
ait &

 H
ook

device 
m

anufacturers

services
free phones

subscription

contractual 
lock-in

custom
ers

netw
ork

netw
ork

phones

services

n x m
onthly subscription

1 x free

Bait &
 H

ook of Free M
obile Phones

n x m
onthly subscription

n x m
onthly subscription

VP
CRCH

CS
KP

KAKR

R$
C$

n x m
onthly subscription

n x m
onthly subscription

n x m
onthly subscription

n x m
onthly subscription

R$
n x m

onthly subscription
n x m

onthly subscription

custom
ers

custom
ers

1 x free

free phones

subscription

1 x free
1 x free
1 x free

free phones

subscription
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T
he form

 of the bait &
 hook pattern know

n as 

the razor and blades m
odel derives from

 the 

w
ay the fi rst disposable razors w

ere sold. In 

1904 K
ing C

. G
illette, w

ho com
m

ercialized the 

fi rst disposable razor blade system
, decided to 

sell razor handles at a steep discount or even 

give them
 aw

ay w
ith other products in order to 

create dem
and for his disposable blades. Today 

G
illette is still the preem

inent brand in shaving 

products. T
he key to this m

odel is the close link 

betw
een the inexpensive or free initial product 

and the follow
-up item

—
usually disposable—

on 

w
hich the com

pany earns a high m
argin. C

on-

trolling the “lock-in” is crucial to this pattern’s 

success. T
hrough blocking patents, G

illette 

ensured that com
petitors couldn’t offer cheaper 

blades for the G
illette razor handles. In fact, 

today razors are am
ong the w

orld’s m
ost heavily 

patented consum
er products, w

ith m
ore than 

1,000 patents covering everything from
 lubricat-

ing strips to cartridge-loading system
s. 

 
T

his pattern is popular in the business w
orld 

and has been applied in m
any sectors, includ-

ing inkjet printers. M
anufacturers such as H

P, 

E
pson, and C

anon typically sell printers at very 

low
 prices, but they generate healthy m

argins on 

subsequent sales of ink cartridges. 

m
anufacturers

retailers

m
arketing

r&d

logistics
razor handle

blades

built-in
"lock-in"

custom
ers

brand

patents
retail

m
arketing

m
anufacturing

logistics, r&d

1 x handle purchase

frequent blade replacem
ents

Razor &
 Blades : G

illette

VP
CRCH

CS
KP

KAKR

R$
C$

1 x handle purchase
1 x handle purchase

frequent blade replacem
ents

custom
ers

custom
ers

1 x handle purchase

frequent blade replacem
ents
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Pattern

FREE AS A BUSINESS MODEL
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VP
CRCH

CS
KP

KAKR

R$
C$

C
heap or free “bait” lures 

custom
ers—

and is closely 
linked to a (disposable) 
follow

-up item
 or service.

Im
portant cost structure 

elem
ents include subsidization 

of the initial product and the 
costs of producing follow

-up 
products or services.

Bait &
 hook patterns usually 

require a strong brand.

The initial one-tim
e pur-

chase generates little or no 
revenue, but is m

ade up for 
through repeat follow

-up 
purchases of high-m

argin 
products or services.

Focuses on delivery 
of follow

-up products 
or services.

This pattern is characterized 
by a tight link or “lock-in” 
betw

een the initial product 
and the follow

-up products 
or services.

custom
ers are attracted by 

the instant gratifi cation of a 
cheap or free initial product 
or service.
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open business m
odels can be used by com

pa-

nies to create and capture value by system
ati-

cally collaborating w
ith outside partners.�}�C

WXb�

m
ay happen from

 the “outside-in” by exploit-

X]V�TgcTa]P[�XSTPb�f
XcWX]�cWT�
a\

��^a�Ua^\
�cWT�

“inside-out” by providing external parties w
ith 

XSTPb�^a�PbbTcb�[hX]V�XS[T�f
XcWX]�cWT�
a\

�

[ ref·er·ences ]
1�}��>

_T]�1dbX]Tbb�<
^ST[b)�

H
ow

 to Thrive in the N
ew

 
Innovation Landscape. 
C

hesbrough, H
enry. 

2006.
2�}�“T

he E
ra of O

pen 
Innovation.”�<

8C
�B[^P]�

<
P]PVT\

T]c�A
TeXTf

� 
C

hesbrough, H
enry.  

N
º 3, 2003.

[ ex·am
·ples ] 

P&
G

, G
laxoSm

ithK
ilne, 

Innocentive

D
ef_Pattern N

o. 5
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O
pen innovation and open business m

odels are tw
o 

term
s coined by H

enry C
hesbrough. They refer to open-

ing up a com
pany’s research process to outside parties. 

C
hesbrough argues that in a w

orld characterized by 

distributed know
ledge, organizations can create m

ore 

value and better exploit their ow
n research by integrating 

outside know
ledge, intellectual property, and products 

into their innovation processes. In addition, C
hesbrough 

show
s that products, technologies, know

ledge, and 

intellectual property lying idle inside a com
pany can be 

m
onetized by m

aking them
 available to outside parties 

through licensing, joint ventures, or spin-oΩs. C
hes-

brough distinguishes betw
een "outside-in" innovation 

and “inside-out” innovation. “O
utside-in” innovation 

occurs w
hen an organization brings external ideas, 

technology, or intellectual property into its developm
ent 

and com
m

ercialization processes. The table opposite 

illustrates how
 com

panies increasingly rely on outside 

sources of technology to strengthen their business 

m
odels. “Inside-out” innovation occurs w

hen orga-

nizations license or sell their intellectual property or 

technologies, particularly unused assets. In this section 

w
e describe the business m

odel patterns of fi rm
s that 

practice open innovation. 

External
Technology
Base
Technology
Base
Technology

Internal
Technology
Base
Technology
Base
Technology

Our C
U

R
R

EN
T

m
arket

Our N
EW

m
arket

��������	
��

m
arket
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C
losed

Open

The sm
art people in our field w

ork for us. 
W

e need to w
ork w

ith sm
art people both 

inside and outside our com
pany.

To profit from
 research and developm

ent 

(R&
D

), w
e m

ust discover it, develop it, and 

ship it ourselves. 

External R&
D

 can create significant value; 

internal R&
D

 is needed to claim
 som

e por-

tion of that value.

If w
e conduct m

ost of the best  

research in the industry, w
e w

ill w
in.

W
e don't have to originate the research  

to benefit from
 it.

If w
e create the m

ost or the best ideas in 

the industry, w
e w

ill w
in. 

If w
e m

ake the best use of internal and 

external ideas, w
e w

ill w
in.

W
e should control our innovation  

process, so that com
petitors don't  

profit from
 our ideas. 

W
e should profit from

 others' use of our 

innovations, and w
e should buy others' 

intellectual property (IP) w
henever it 

advances our ow
n interests.

Source: A
dapted from

 C
hesbrough, 20

0
3 and W

ikipedia, 20
0

9.

P
R

IN
C

IP
LES OF IN

N
OV

ATION
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In June of 2000, am
id a continuing slide in 

Procter &
 G

am
ble’s share price, longtim

e P&
G

 

executive A
.G

. Lafl ey got the call to becom
e the 

consum
er product giant’s new

 C
E

O
. To rejuve-

nate P&
G

, Lafl ey resolved to put innovation back 

at the com
pany’s core. But instead of boosting 

R
&

D
 spending, he focused on structuring a 

new
 innovation culture: one that m

oved from
 

an internally focused R
&

D
 approach to an open 

R
&

D
 process. A

 key elem
ent w

as a “C
onnect &

 

D
evelop” strategy aim

ed at exploiting internal 

research through outside partnerships. Lafl ey 

set an am
bitious goal: create 50 percent of P&

G
’s 

innovations w
ith outside partners at a tim

e w
hen 

that fi gure w
as closer to 15 percent. T

he com
-

pany surpassed that goal in 2007. M
eanw

hile, 

R
&

D
 productivity had soared 85 percent, even 

though R
&

D
 spending w

as only m
odestly higher 

com
pared to w

hen Lafl ey took over as C
E

O
. 

 
In order to link its internal resources and 

R
&

D
 activities w

ith the outside w
orld, Procter 

&
 G

am
ble built three “bridges” into its busi-

ness m
odel: technology entrepreneurs, Internet 

platform
s, and retirees. 

Procter &
 G

am
ble: 

C
onnect &

 D
evelop

other 
com

pany's ip

external 
scientists

retired 
scientists

internal r&d

internal r&d

leveraging internal r&d

technology
entrepreneurs

internet platform
s

your-encore
1

 Technology entrepreneurs are senior scien-
tists from

 P&
G

 business units w
ho system

ati-
cally develop relationships w

ith researchers 
at universities and other com

panies. They also 
act as “hunters” w

ho scan the outside w
orld 

for solutions to internal P&
G

 challenges. 

2
 Through Internet platform

s, P&
G

 connects 
w

ith expert problem
-solvers around the w

orld. 
Platform

s such as InnoC
entives (see p. 114) 

allow
 P&

G
 to expose som

e of its research prob-
lem

s to non-P&
G

 scientists around the globe.
Respondents earn cash prizes for developing 
successful solutions.

3
 P&

G
 solicits know

ledge from
 retirees 

through YourEncore.com
, a platform

 the com
-

pany launched specifi cally to serve as an open 
innovation “bridge” to the outside w

orld.

O
utside-In
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G
laxoSm

ithK
line’s 

Patent Pools

T
he inside-out approach to open innova-

tion ordinarily focuses on m
onetizing unused 

internal assets, prim
arily patents and technol-

ogy. In the case of G
laxoSm

ithK
line’s “patent 

pool” research strategy, though, the m
otivation 

w
as slightly diΩerent. T

he com
pany’s goal w

as 

to m
ake drugs m

ore accessible in the w
orld’s 

poorest countries and to facilitate research 

into understudied diseases. O
ne w

ay to achieve 

this w
as to place intellectual property rights 

relevant to developing drugs for such diseases 

into a patent pool open to exploration by other 

researchers. Since pharm
aceutical com

panies 

focus m
ainly on developing blockbuster drugs, 

intellectual property related to less-studied 

diseases often lies idle. Patent pools aggregate 

intellectual property from
 diΩerent rights-

holders and m
akes it m

ore accessible. T
his helps 

prevent R
&

D
 advances from

 being blocked by 

a single rights-holder. 

ip for 
underserved 

diseases

acquisition

retention

outside
researchers

patent pools

license fees

Inside-O
ut

U
nused internal ideas, 

R&
D

, and intellectual 
property related to 
diseases in poor nations 
have substantial value 
w

hen “pooled”
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C
om

panies seeking insights from
 external 

researchers incur substantial costs w
hen trying 

to attract people or organizations w
ith know

l-

edge that could solve their problem
s. O

n the 

other hand, researchers w
ho w

ant to apply their 

know
ledge outside their ow

n organizations 

also incur search costs w
hen seeking attractive 

opportunities. T
hat is w

here a com
pany called 

InnoC
entive saw

 opportunity. 

 
InnoC

entive provides connections betw
een 

organizations w
ith research problem

s to solve 

and researchers from
 around the w

orld w
ho are 

eager to solve challenging problem
s.  O

rigi-

nally part of drug m
aker E

li Lilly, InnoC
entive 

now
 functions as an independent interm

ediary 

listing non-profi ts, governm
ent agencies, and 

com
m

ercial organizations such as Procter &
 

G
am

ble, Solvay, and the R
ockefeller Founda-

tion. C
om

panies w
ho post their innovation 

challenges on InnoC
entive’s W

eb site are called 

“seekers.” T
hey rew

ard successful problem
-

solvers w
ith cash prizes that can range from

 

$5,000 to $1,000,000. Scientists w
ho attem

pt 

to fi nd solutions to listed problem
s are called 

“solvers.” InnoC
entive’s Value Proposition lies 

in aggregating and connecting “seekers” and 

“solvers.” You m
ay recognize these qualities 

as characteristic of the m
ulti-sided platform

 

business m
odel pattern (see p. 76). C

om
panies 

w
ith open business m

odel patterns often build 

on such platform
s to reduce search costs. 

T
he C

onnector: 
Innocentive

m
ajor "seekers" 

platform
 

m
anagem

ent

acquire solvers 
& seekers

access to a 
broad netw

ork 
of scientist 

"solvers"

connect "seek-
ers" & "solvers"

access to 
scientifi c 

challenges w
ith 

cash rew
ards

online profi les
"seekers"
(com

pany) 

"solvers"
(scientists) 

innocentive 
platform

 w
ith 

base of "solvers" 
& "seekers"

innocentive.com

platform
 m

anagem
ent

acquisition of "solvers" & "seekers"

free access to challenges

fee to list challenges to 
solve com

m
issions on aw

ards

free access to challenges

"solvers"
(scientists) 

free access to challenges
free access to challenges
free access to challenges
free access to challenges

"seekers"

fee to list challenges to 

"seekers"
(com

pany) 

fee to list challenges to 
solve com

m
issions on aw

ards

connect "seek-
ers" & "solvers"

challenges w
ith 

cash rew
ards

fee to list challenges to 
fee to list challenges to 

solve com
m

issions on aw
ards

fee to list challenges to 
solve com

m
issions on aw

ards

"solvers"

access to 
scientifi c 

challenges w
ith 

cash rew
ards

access to a 
broad netw

ork 
of scientist 

"solvers"
"solvers"

Innocentive
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OPEN BUSINESS MODELSPATTERNS

1
1
5

“O
pen Innovation is fundam

en-

tally about operating in a w
orld 

of abundant know
ledge, w

here 

not all the sm
art people w

ork 

U^a�h^d��b^�h^d�QTccTa�V^�
]S�

them
, connect to them

, and 

build upon w
hat they can do.” 

 ——
 H

enry C
hesbrough 

E
xecutive D

irector, C
enter for O

pen Innovation 
H

aas School of Business, U
C

 Berkeley

“Long know
n for a preference 

to do everything in-house, w
e 

began to seek out innovation 

from
 any and all sources, 

inside, outside the com
pany.”

——
 A

.G
. Lafl ey

C
hairm

an &
 C

E
O

, P&
G

“N
estlé clearly recognizes 

that to achieve its grow
th 

objective it m
ust extend 

its internal capabilities 

to establish a large num
ber 

of strategic partnering 

relationships. It has em
braced 

open innovation and w
orks 

aggressively w
ith strate-

gic partners to co-create 

bXV]X
RP]c�]Tf
�\

PaZTc�P]S�

product opportunities.”

——
 H

elm
ut T

raitler
H

ead of Innovation Partnerships, N
estlé
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PATTERNS

1
1
6 OPEN BUSINESS MODELS

VP
CRCH

CS
KP

KAKR

C$

O
utside-In 

Pattern

It costs m
oney to acquire 

innovation from
 outside 

sources. But by building on 
externally-created know

l-
edge and advanced research 
program

s, a com
pany can 

shorten tim
e-to-m

arket and 
increase its internal R&

D
 

productivity.

Building on external know
l-

edge requires dedicated 
activities that connect 
external entities w

ith inter-
nal business processes and 
R&

D
 groups.

external organizations, 
som

etim
es from

 com
pletely 

diΩerent industries, m
ay 

be able to oΩer valuable 
insights, know

ledge, 
patents, or ready-m

ade 
products to internal R&

D
 

groups.

Taking advantage of outside 
innovation requires specifi c 
resources to build gatew

ays 
to external netw

orks.

Established com
panies w

ith 
strong brands, strong D

istribution 
Channels, and strong Custom

er 
Relationships are w

ell suited to 
an outside-in open business m

odel. 
They can leverage existing Custom

er 
Relationships by building on 
outside sources of innovation. 
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PATTERNS

1
1
7 OPEN BUSINESS MODELS

VP
CRCH

CS

KAKR

R$

O
rganizations w

ith 
substantial internal R&

D
 

operations typically possess 
m

uch unutilized know
ledge, 

technology, and intellectual 
property. D

ue to sharp focus 
on core businesses, som

e 
of these otherw

ise valuable 
intellectual assets sit idle. 
Such businesses are good 
candidates for an "inside-
out" open business m

odel.

By enabling others to exploit 
unused internal ideas, 
a com

pany adds “easy” 
additional revenue stream

s.

Inside-O
ut 

Pattern

Som
e R&

D
 outputs that are 

unusable internally—
for 

strategic or operational 
reasons—

m
ay be of high 

value to organizations in 
other industries.
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PATTERNS

1
1
8 OVERVIEW

Patterns 
O

verview
U

nbundling Business M
odels

The Long Tail
M

ulti-Sided Platform
s

FREE as a Business M
odel

O
pen Business M

odels

context 
(before)

A
n integrated m

odel com
bines infrastructure 

m
anagem

ent, product innovation, and 
C

ustom
er Relationships under one roof.

The V
alue Proposition targets only the m

ost 
profi table clients.

O
ne V

alue Proposition targets one 
C

ustom
er Segm

ent.
A

 high-value, high-cost V
alue Proposition 

is offered to paying custom
ers only.

R&
D

 Resources and Key A
ctivities are 

concentrated in-house:
��Ideas are invented “inside” only
��Results are exploited “inside” only

challenge
C

osts  are too high.
Several confl icting organizational cultures 
are com

bined in a single entity, resulting in 
undesirable trade-offs.

Targeting less profi table segm
ents w

ith specifi c 
V

alue Propositions is too costly.
Enterprise fails to acquire potential new

 cus-
tom

ers w
ho are interested in gaining access to 

a com
pany’s existing custom

er base (e.g. gam
e 

developers w
ho w

ant to reach console users) 

The high price dissuades custom
ers.

R&
D

 is costly and/or productivity is falling.

solution 
(after)

The business is unbundled into three separate 
but com

plem
entary m

odels dealing w
ith

��Infrastructure m
anagem

ent
��Product innovation
��C

ustom
er relationships

The new
 or additional V

alue Proposition targets 
a large num

ber of historically less profi table, 
niche C

ustom
er Segm

ents—
w

hich in aggregate 
are profi table.

A
 V

alue Proposition “giving access” to a com
-

pany’s existing C
ustom

er Segm
ent is added 

(e.g. a gam
e console m

anufacturer provides 
softw

are developers w
ith access to its users)

Several V
alue Propositions are offered to 

different C
ustom

er Segm
ents w

ith different 
Revenue Stream

s, one of them
 being free-

of-charge (or very low
 cost).

Internal R&
D

 Resources and A
ctivities are 

leveraged by utilizing outside partners.
Internal R&

D
 results are transform

ed into a 
V

alue Proposition and offered to interested 
C

ustom
er Segm

ents.

rationale
IT and m

anagem
ent tool im

provem
ents allow

 
separating and coordinating different business 
m

odels at low
er cost, thus elim

inating undesir-
able trade-offs.

IT and operations m
anagem

ent im
provem

ents 
allow

 delivering tailored V
alue Propositions 

to a very large num
ber of new

 custom
ers at  

low
 cost.

A
n interm

ediary operating a platform
 betw

een 
tw

o or m
ore C

ustom
er Segm

ents adds Revenue 
Stream

s to the initial m
odel.

N
on-paying C

ustom
er Segm

ents are subsidized 
by paying custom

ers in order to attract the 
m

axim
um

 num
ber of users.

A
cquiring R&

D
 from

 external sources can 
be less expensive, resulting in faster tim

e-
to-m

arket. U
nexploited innovations have 

the potential to bring in m
ore revenue w

hen 
sold outside. 

exam
ples

Private Banking
M

obile Telco
Publishing Industry (Lulu.com

)
LEG

O
G

oogle
V

ideo gam
e consoles from

 
 

N
intendo, Sony, M

icrosoft 
A

pple
iPod, iTunes, iPhone

A
dvertising and new

spapers
M

etro
Flickr
O

pen Source
Red H

at
Skype (versus Telco)
G

illette
Razor and blades

Procter &
 G

am
ble

G
laxoSm

ithK
line

Innocentive
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1
1
9

U
nbundling Business M

odels
The Long Tail

M
ulti-Sided Platform

s
FREE as a Business M

odel
O

pen Business M
odels

context 
(before)

A
n integrated m

odel com
bines infrastructure 

m
anagem

ent, product innovation, and 
C

ustom
er Relationships under one roof.

The V
alue Proposition targets only the m

ost 
profi table clients.

O
ne V

alue Proposition targets one 
C

ustom
er Segm

ent.
A

 high-value, high-cost V
alue Proposition 

is offered to paying custom
ers only.

R&
D

 Resources and Key A
ctivities are 

concentrated in-house:
��Ideas are invented “inside” only
��Results are exploited “inside” only

challenge
C

osts  are too high.
Several confl icting organizational cultures 
are com

bined in a single entity, resulting in 
undesirable trade-offs.

Targeting less profi table segm
ents w

ith specifi c 
V

alue Propositions is too costly.
Enterprise fails to acquire potential new

 cus-
tom

ers w
ho are interested in gaining access to 

a com
pany’s existing custom

er base (e.g. gam
e 

developers w
ho w

ant to reach console users) 

The high price dissuades custom
ers.

R&
D

 is costly and/or productivity is falling.

solution 
(after)

The business is unbundled into three separate 
but com

plem
entary m

odels dealing w
ith

��Infrastructure m
anagem

ent
��Product innovation
��C

ustom
er relationships

The new
 or additional V

alue Proposition targets 
a large num

ber of historically less profi table, 
niche C

ustom
er Segm

ents—
w

hich in aggregate 
are profi table.

A
 V

alue Proposition “giving access” to a com
-

pany’s existing C
ustom

er Segm
ent is added 

(e.g. a gam
e console m

anufacturer provides 
softw

are developers w
ith access to its users)

Several V
alue Propositions are offered to 

different C
ustom

er Segm
ents w

ith different 
Revenue Stream

s, one of them
 being free-

of-charge (or very low
 cost).

Internal R&
D

 Resources and A
ctivities are 

leveraged by utilizing outside partners.
Internal R&

D
 results are transform

ed into a 
V

alue Proposition and offered to interested 
C

ustom
er Segm

ents.

rationale
IT and m

anagem
ent tool im

provem
ents allow

 
separating and coordinating different business 
m

odels at low
er cost, thus elim

inating undesir-
able trade-offs.

IT and operations m
anagem

ent im
provem

ents 
allow

 delivering tailored V
alue Propositions 

to a very large num
ber of new

 custom
ers at  

low
 cost.

A
n interm

ediary operating a platform
 betw

een 
tw

o or m
ore C

ustom
er Segm

ents adds Revenue 
Stream

s to the initial m
odel.

N
on-paying C

ustom
er Segm

ents are subsidized 
by paying custom

ers in order to attract the 
m

axim
um

 num
ber of users.

A
cquiring R&

D
 from

 external sources can 
be less expensive, resulting in faster tim

e-
to-m

arket. U
nexploited innovations have 

the potential to bring in m
ore revenue w

hen 
sold outside. 

exam
ples

Private Banking
M

obile Telco
Publishing Industry (Lulu.com

)
LEG

O
G

oogle
V

ideo gam
e consoles from

 
 

N
intendo, Sony, M

icrosoft 
A

pple
iPod, iTunes, iPhone

A
dvertising and new

spapers
M

etro
Flickr
O

pen Source
Red H

at
Skype (versus Telco)
G

illette
Razor and blades

Procter &
 G

am
ble

G
laxoSm

ithK
line

Innocentive
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D
esign
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   “Businesspeople don’t  
just need to understand  
designers better; they  
need to becom

e designers.” 
 

 
R

oger M
artin, D

ean, R
otm

an School of M
anagem

ent
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This section describes a num
ber of techniques and tools from

 the w
orld  

of design that can help you design better and m
ore innovative business 

m
odels. A

 designer’s business involves relentless inquiry into the best pos-
sible w

ay to create the new
, discover the unexplored, or achieve the func-

tional. A
 designer’s job is to extend the boundaries of thought, to generate 

new
 options, and, ultim

ately, to create value for users. This requires the 
ability to im

agine “that w
hich does not exist.” W

e are convinced that the 
tools and attitude of the design profession are prerequisites for success in 
the business m

odel generation. 

Businesspeople unknow
ingly practice design every day. W

e design orga-
nizations, strategies, business m

odels, processes, and projects. To do this, 
w

e m
ust take into account a com

plex w
eb of factors, such as com

petitors, 
technology, the legal environm

ent, and m
ore. Increasingly, w

e m
ust do so in 

unfam
iliar, uncharted territory. This is precisely w

hat design is about. W
hat 

businesspeople lack are design tools that com
plem

ent their business skills. 

The follow
ing pages explore six business m

odel design techniques:  
C

ustom
er Insights, Ideation, V

isual Thinking, Prototyping, Storytelling, and 
Scenarios. W

e introduce each technique w
ith a story, then dem

onstrate 
how

 the technique applies to business m
odel design. H

ere and there w
e've 

added exercises and suggestions for w
orkshop activities that show

 you 
specifically how

 the design technique can be applied. Book references are 
provided at the end for those interested in exploring each technique in 
m

ore depth.

D
esign

126 
Custom

er Insights

134 
Ideation

146 
Visual Thinking

160 
Prototyping

170 
Storytelling

180 
Scenarios
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Technique_N
o. 1

C
ustom

er Insights
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CUSTOMER INSIGHTSDESIGN

1
2
7

1
2
7

V
a

le
n

t
in

e
’s D

ay, 20
0

8

O
utside an o≈

ce 
building on the 
outskirts of O

slo, four 
N

orw
egian teenagers 

w
earing A

m
erican- 

style “letter” jackets 
and baseball caps are 
engaged in a lively 
discussion w

ith 
a m

an in his 50s . . . 

V
a

le
n

t
in

e
’s D

ay, 20
0

8

O
utside an o≈

ce 
building on the 
outskirts of O

slo, four 
N

orw
egian teenagers 

w
earing A

m
erican- 

style “letter” jackets 
and baseball caps are 
engaged in a lively 
discussion w

ith 
a m

an in his 50s . . . 

. . . The teenagers are young, hip snow
boarders answ

ering 

questions posed by Richard Ling, a senior sociologist w
orking 

for Telenor, the w
orld’s seventh largest m

obile operator. Ling is 

interview
ing the group as part of a study to gain insights into the 

use of photos and photo sharing over social netw
orks. N

ow
 that 

nearly every m
obile phone sports a cam

era, photo sharing is of 

keen interest to cellular operators. Ling’s research w
ill help Telenor 

capture the “big picture” of photo sharing. H
e focuses not just on 

existing and potential new
 m

obile photo sharing services, but on 

broader issues, such as the role photo-sharing plays w
ith respect 

to trust, secrecy, group identity, and the social fabric linking these 

young m
en. U

ltim
ately, his w

ork w
ill enable Telenor to design 

and deliver better services.
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CUSTOMER INSIGHTSDESIGN

1
2
8

C
om

panies invest heavily in m
arket research, yet often w

ind up 

neglecting the custom
er perspective w

hen designing products, 

services—
and business m

odels. G
ood business m

odel design 

avoids this error. It view
s the business m

odel through custom
ers' 

eyes, an approach that can lead to the discovery of com
pletely 

new
 opportunities. This does not m

ean that custom
er thinking 

is the only place from
 w

hich to start an innovation initiative, but 

it does m
ean that w

e should include the custom
er perspective 

w
hen evaluating a business m

odel. Successful innovation requires 

a deep understanding of custom
ers, including environm

ent,  

daily routines, concerns, and aspirations.

A
pple’s iPod m

edia player provides an exam
ple. A

pple understood 

that people w
ere uninterested in digital m

edia players per se. 

The com
pany perceived that consum

ers w
anted a seam

less w
ay 

to search, find, dow
nload, and listen to digital content, including 

m
usic, and w

ere w
illing to pay for a successful solution. A

pple’s 

view
 w

as unique at a tim
e w

hen illegal dow
nloading w

as ram
pant 

and m
ost com

panies argued that nobody w
ould be w

illing to 

pay for digital m
usic online. A

pple dism
issed these view

s and 

created a seam
less m

usic experience for custom
ers, integrating 

the iTunes m
usic and m

edia softw
are, the iTunes online store, and 

the iPod m
edia player. W

ith this V
alue Proposition as the kernel of 

its business m
odel, A

pple w
ent on to dom

inate the online digital 

m
usic m

arket

The challenge is to develop a sound understanding of custom
ers on 

w
hich to base business m

odel design choices. In the field of product 

and service design, several leading com
panies w

ork w
ith social 

scientists to achieve this understanding. A
t Intel, N

okia, and Telenor, 

team
s of anthropologists and sociologists w

ork to develop new
 and 

better products and services. The sam
e approach can lead to new

 

or better business m
odels.

M
any leading consum

er com
panies organize field trips for senior 

executives to m
eet custom

ers, talk to sales team
s, or visit outlets. 

In other industries, particularly those involving heavy capital 

investm
ents, talking to custom

ers is part of the daily routine. But 

the challenge of innovation is developing a deeper understand-

ing of custom
ers rather than just asking them

 w
hat they w

ant. 

A
dopting the custom

er perspective is a guiding principle for the entire business m
odel  

design process. C
ustom

er perspectives should inform
 our choices regarding Value Propositions,  

D
istribution C

hannels, C
ustom

er R
elationships, and R

evenue Stream
s. 

Building Business M
odels 

on Custom
er Insights

—

‹‹
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CUSTOMER INSIGHTSDESIGN

1
2
9

you
O

rganization-centric  

business m
odel design

W
hat can w

e sell custom
ers?

H
ow

 can w
e reach custom

ers m
ost 

e≈
ciently?

W
hat relationships do w

e need to establish 

w
ith custom

ers?

H
ow

 can w
e m

ake m
oney from

 

our custom
ers?

A
s pioneering autom

aker H
enry Ford once said, “If 

I had asked m
y custom

ers w
hat they w

anted, they 

w
ould have told m

e ‘a faster horse.’”

A
nother challenge lies in know

ing w
hich cus-

tom
ers to heed and w

hich custom
ers to ignore. 

Som
etim

es tom
orrow

’s grow
th segm

ents w
ait 

at the periphery of today’s cash cow
s. Therefore 

business m
odel innovators should avoid focusing 

exclusively on existing C
ustom

er Segm
ents and 

set their sights on new
 or unreached segm

ents. 

A
 num

ber of business m
odel innovations have 

succeeded precisely because they satisfied the 

unm
et needs of new

 custom
ers. For exam

ple, 

Stelios H
aji-Ioannou’s easyJet m

ade air travel 

available to low
er- and m

iddle-incom
e custom

ers 

w
ho rarely flew

. A
nd Z

ipcar allow
ed city dw

ellers 

to elim
inate the hassles of m

etropolitan car ow
ner-

ship. Instead, custom
ers w

ho pay an annual fee can 

rent autom
obiles by the hour. Both are exam

ples of 

new
 business m

odels built on C
ustom

er Segm
ents 

located at the periphery under incum
bent m

odels: 

traditional air travel and traditional car rentals.

them
Custom

er-centric  

business m
odel design

W
hat job(s) do(es) our custom

er need to  

get done and how
 can w

e help?

W
hat are our custom

er’s aspirations and 

how
 can w

e help him
 live up to them

?

H
ow

 do our custom
ers prefer to be  

addressed? H
ow

 do w
e, as an enterprise,  

best fit into their routines?

W
hat relationship do our custom

ers expect 

us to establish w
ith them

?

For w
hat value(s) are custom

ers truly  

w
illing to pay?
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1
3
0

CUSTOMER INSIGHTSDESIGN

1
3
0

W
hat does she 

say and 
do?

attitude in public
appearance

behavior tow
ard others

W
hat does she

h
ear?

w
hat friends say

w
hat boss says

w
hat infl uencers say

pain
fears

frustrations
obstacles

W
hat does she

th
ink and 
feel?

w
hat really counts

m
ajor preoccupations

w
orries &

 aspirations

W
hat does she

see?
environm

ent
friends

w
hat the m

arket oΩers

gain
w

ants/needs
m

easures of success
obstacles

Source : A
dapted from

 X
PLA

N
E
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1
3
1 CUSTOMER INSIGHTSDESIGN

1
3
1

1w
hat does she see?

describe w
hat the 

custom
er sees in her 

environm
ent 

��W
hat does it look like? 

��W
ho surrounds her? 

��W
ho are her friends?

��W
hat types of oΩers 

is she exposed to daily 
(as opposed to all 
m

arket oΩers)? 

��W
hat problem

s does 
she encounter?

2w
hat does she hear?

describe how
 the 

environm
ent infl u-

ences the custom
er

 

��W
hat do her friends say? 

H
er spouse? 

��W
ho really infl uences her, 

and how
? 

��W
hich m

edia Channels 
are infl uential?

3w
hat does she really

think and feel?

try to sketch out 
w

hat goes on in your 
custom

er’s m
ind

��W
hat is really im

portant 
to her (w

hich she m
ight 

not say publicly)? 

��Im
agine her em

otions. 
W

hat m
oves her? 

��W
hat m

ight keep her up 
at night? 

��Try describing her dream
s 

and aspirations.

4w
hat does she 

say and do?

im
agine w

hat the 
custom

er m
ight say, 

or how
 she m

ight 
behave in public 

��W
hat is her attitude?

��W
hat could she be 

telling others? 

��Pay particular attention 
to potential confl icts 
betw

een w
hat a custom

er 
m

ight say and w
hat she 

m
ay truly think or feel.

5w
hat is the 

custom
er’s pain?

��W
hat are her biggest 

frustrations? 

��W
hat obstacles stand 

betw
een her and w

hat 
she w

ants or needs to 
achieve? 

��W
hich risks m

ight she 
fear taking?

6w
hat does the 

custom
er gain?

��W
hat does she truly w

ant 
or need to achieve? 

��H
ow

 does she m
easure 

success? 

��Think of som
e strategies 

she m
ight use to achieve 

her goals.

The Em
pathy M

ap

Few
 of us enjoy the services of a full team

 of social scientists, but anybody exam
ining 

a business m
odel can sketch profi les of the C

ustom
er Segm

ents addressed therein.

A
 good w

ay to start is by using the Em
pathy M

ap, a tool developed by visual thinking 

com
pany X

PLA
N

E. This tool, w
hich w

e also like to call the “really sim
ple custom

er 

profi ler,” helps you go beyond a custom
er’s dem

ographic characteristics and develop 

a better understanding of environm
ent, behavior, concerns, and aspirations. D

oing so 

allow
s you to devise a stronger business m

odel, because a custom
er profi le guides the 

design of better V
alue Propositions, m

ore convenient w
ays to reach custom

ers, and 

m
ore appropriate C

ustom
er Relationships. U

ltim
ately it allow

s you to better understand 

w
hat a custom

er is truly w
illing to pay for.

H
ow

 to U
se the (C

ustom
er) E

m
pathy M

ap

H
ere’s how

 it w
orks. First, brainstorm

 to com
e up w

ith all the 

possible C
ustom

er Segm
ents that you m

ight w
ant to serve using 

your business m
odel. C

hoose three prom
ising candidates, and 

select one for your fi rst profi ling exercise.

 
Start by giving this custom

er a nam
e and som

e dem
ographic 

characteristics, such as incom
e, m

arital status, and so forth. 

Then, referring to the diagram
 on the opposite page, use a fl ipchart 

or w
hiteboard to build a profi le for your new

ly-nam
ed custom

er 

by asking and answ
ering the follow

ing six questions: 
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29CREATIVE PROBLEM SOLVING TOOLS

W
hat does she 

say and 
do?

attitude in public
appearance

behavior tow
ard others

W
hat does she

h
ear?

w
hat friends says
w

hat boss says
w

hat infl uencers

pain
fears

frustrations
obstacles

W
hat does she

th
ink and 
feel?

w
hat really counts

m
ajor preoccupations

w
orries &

 aspirations

W
hat does she

see?
environm

ent
friends

w
hat the m

arket oΩers

gain
"w

ants"/needs
m

easures of success
obstacles

Source : A
dapted from

 X
PLA

N
E

W
hat does she

say and 
do?

attitude in public
appearance

behavior tow
ard others

W
hat does she

h
ear?

w
hat friends says
w

hat boss says
w

hat infl uencers

pain
fears

frustrations
obstacles

W
hat does she

th
ink and 
feel?

w
hat really counts

m
ajor preoccupations

w
orries &

 aspirations

gain W
hat does she

see?
environm

ent
friends

w
hat the m

arket oΩers

"w
ants"/needs

m
easures of success

obstacles

Source : A
dapted from

 X
PLA

N
E
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In O
ctober 20

0
8, M

icrosoft announced plans to provide 

its entire suite of O
Ωice applications online. A

ccording 

to the announcem
ent, custom

ers w
ill eventually be able 

to use W
ord, Excel, and all other O

Ωice applications 

through brow
sers. This w

ill require M
icrosoft to signifi -

cantly reengineer its business m
odel. O

ne starting point 

for this business m
odel renovation could be to create a 

custom
er profi le for a key buying segm

ent: chief inform
a-

tion oΩicers (C
IO

), w
ho defi ne IT strategy and m

ake 

overarching purchasing decisions. W
hat m

ight a C
IO

 

custom
er profi le look like?

The goal is to create a custom
er view

point for continu-

ously questioning your business m
odel assum

ptions. 

C
ustom

er profi ling enables you to generate better 

answ
ers to questions such as: D

oes this Value Proposition 

solve real custom
er problem

s? W
ould she really be w

illing 

to pay for this? H
ow

 w
ould she like to be reached?

Understanding a B2B custom
er 

using the Em
pathy M

ap
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M
a

r
c

h
, 20

0
7

E
lm

ar M
ock is 

listening carefully 
as Peter elaborates 
excitedly on an idea 
am

id a sea of Post-it™
 

notes sm
othering 

the w
alls . . .

. . . Peter w
orks for a pharm

aceutical group that has hired Elm
ar’s 

innovation consultancy, C
reaholic, to help w

ith a breakthrough 

product. The tw
o m

en are part of a six-person innovation team
 

holding a three-day offsite m
eeting. 

 
The group is deliberately heterogeneous, a pastiche of differ-

ent experience levels and backgrounds. Though all m
em

bers are 

accom
plished specialists, they joined the group not as technicians, 

but as consum
ers unsatisfi ed w

ith the current state of affairs. 

C
reaholic instructed them

 to leave their expertise at the door and 

carry it w
ith them

 only as a “backpack” of distant m
em

ories. 

 
For three days the six form

 a consum
er m

icrocosm
 and 

unleash their im
aginations to dream

 up potential breakthrough 

solutions to a problem
, unbridled by technical or fi nancial 

constraints. Ideas collide and new
 thinking em

erges, and only 

after generating a m
ultitude of potential solutions are they asked 

to recall their expertise and pin dow
n the three m

ost prom
ising 

candidates. 

 
Elm

ar M
ock boasts a long track record of breakthrough inno-

vation. H
e is one of tw

o inventors of the legendary Sw
atch w

atch. 

Since then, he and his team
 at C

reaholic have helped com
panies 

such as BM
W

, N
estlé, M

ikron, and G
ivaudan innovate success-

fully. 

 
Elm

ar know
s how

 diffi cult it is for established com
panies to 

innovate. Such fi rm
s require predictability, job descriptions, and 

fi nancial projections. Yet real innovations em
erge from

 som
ething 

better described as system
atic chaos. C

reaholic has found a 

w
ay to m

aster that chaos. Elm
ar and his team

 are obsessed by 

innovation.
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M
apping an existing business m

odel is one thing; designing  

a new
 and innovative business m

odel is another. W
hat’s needed 

is a creative process for generating a large num
ber of business 

m
odel ideas and successfully isolating the best ones. This 

process is called ideation. M
astering the art of ideation is crucial 

w
hen it com

es to designing viable new
 business m

odels. 

Traditionally, m
ost industries w

ere characterized by a dom
inant 

business m
odel. This has changed radically. Today w

e enjoy 

m
any m

ore choices w
hen designing new

 business m
odels. Today, 

different business m
odels com

pete in the sam
e m

arkets, and 

boundaries betw
een industries are blurring—

or disappearing 

altogether. 

O
ne challenge w

e face w
hen trying to create new

 business m
odel 

options is ignoring the status quo and suspending concerns over 

operational issues so that w
e can generate truly new

 ideas. 

Business m
odel innovation is not about looking back, because 

the past indicates little about w
hat is possible in term

s of future 

business m
odels. Business m

odel innovation is not about looking 

to com
petitors, since business m

odel innovation is not about 

copying or benchm
arking, but about creating new

 m
echanism

s  

to create value and derive revenues. Rather, business m
odel inno-

vation is about challenging orthodoxies to design original m
odels 

that m
eet unsatisfied, new

, or hidden custom
er needs.

To com
e up w

ith new
 or better options, you m

ust dream
 up a 

grab bag of ideas before narrow
ing them

 dow
n to a short list of 

conceivable options. Thus, ideation has tw
o m

ain phases: idea 

generation, w
here quantity m

atters, and synthesis, in w
hich 

ideas are discussed, com
bined, and narrow

ed dow
n to a sm

all 

num
ber of viable options. O

ptions do not necessarily have to 

represent disruptive business m
odels. They m

ay be innovations 

that expand the boundaries of your current business m
odel to 

im
prove com

petitiveness.

You can generate ideas for innovative business m
odels from

 

several different starting points. W
e w

ill look at tw
o: epicenters 

of business m
odel innovation using the Business M

odel C
anvas, 

and “w
hat if” questions.

Generating New
 

Business M
odel Ideas

—
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Ignore the status quo

Forget the past

Stop focusing on com
petitors

C
hallenge orthodoxies
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odel Innovation

Resource-D
riven

Resource-driven innovations originate from
 

an organization’s existing infrastructure 
or partnerships to expand or transform

 the 
business m

odel.

Exam
ple: A

m
azon W

eb Services w
as built on top of 

A
m

azon.com
’s retail infrastructure to offer server 

capacity and data storage space to other com
panies.

O
ffer-D

riven

O
ffer-driven innovations create new

 value 
propositions that affect other business 
m

odel building blocks. 

Exam
ple: W

hen C
em

ex, a M
exican cem

ent m
aker, 

prom
ised to deliver poured cem

ent to job sites w
ithin 

four hours rather than the 48 hour industry standard, 

it had to transform
 its business m

odel. This innovation 

helped change C
em

ex from
 a regional M

exican player 

into the w
orld’s second largest cem

ent producer.

Ideas for business m
odel innovation can com

e from
 

anyw
here, and each of the nine business m

odel building 

blocks can be a starting point. Transform
ative business 

m
odel innovations affect m

ultiple building blocks. 

W
e can distinguish four epicenters of business m

odel 

innovation: resource-driven, offer-driven, custom
er-driven, 

and fi nance-driven.

Each of the four epicenters can serve as the starting point 

for a m
ajor business m

odel change, and each can have 

a pow
erful im

pact on the other eight building blocks. 

Som
etim

es, business m
odel innovation can em

erge from
 

several epicenters. A
lso, change often originates in areas 

identifi ed through a SW
O

T analysis: an investigation of a 

business m
odel’s strengths, w

eaknesses, opportunities, 

and threats (see p. 216). 

1
3
8
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M
ultiple-Epicenter D

riven

Innovations driven by m
ultiple epicenters 

can have signifi cant im
pact on several 

other building blocks. 

Exam
ple: H

ilti, the global m
anufacturer of professional 

construction tools, m
oved aw

ay from
 selling tools out-

right and tow
ard renting sets of tools to custom

ers. This 

w
as a substantial change in H

itli’s V
alue Proposition, 

but also in its Revenue Stream
s, w

hich shifted from
 one-

tim
e product revenues to recurring service revenues.

C
ustom

er-D
riven

C
ustom

er-driven innovations are based on 
custom

er needs, facilitated access, or increased 
convenience. Like all innovations em

erging from
 

a single epicenter, they affect other business 
m

odel building blocks. 

Exam
ple: 23andM

e brought personalized D
N

A
 testing 

to individual clients—
an offer previously available exclu-

sively to health professionals and researchers, This had 

substantial im
plications for both the V

alue Proposition 

and the delivery of test results, w
hich 23andM

e accom
-

plishes through m
ass-custom

ized W
eb profi les.

Finance-D
riven

Innovations driven by new
 Revenue 

Stream
s, pricing m

echanism
s, or reduced 

C
ost Structures that affect other 

business m
odel building blocks.

Exam
ple: W

hen X
erox invented the X

erox 914 in 1958—

one of the fi rst plain paper copiers—
it w

as priced too 

high for the m
arket. So X

erox developed a new
 business 

m
odel. It leased the m

achines at $95 per m
onth, includ-

ing 2,0
0

0
 free copies, plus fi ve cents per additional 

copy. C
lients acquired the new

 m
achines and started 

m
aking thousands of copies each m

onth. 
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W
e often have trouble conceiving innovative business 

m
odels because w

e are held back in our thinking by the 

status quo. The status quo stifl es im
agination. O

ne w
ay 

to overcom
e this problem

 is to challenge conventional 

assum
ptions w

ith “w
hat if” questions. W

ith the right 

business m
odel ingredients, w

hat w
e think of as im

pos-

sible m
ight be just doable. “W

hat if” questions help 

us break free of constraints im
posed by current m

odels. 

They should provoke us and challenge our thinking. 

They should disturb us as intriguing, diffi cult-to-execute 

propositions. 

M
anagers of a daily new

spaper m
ight ask them

selves: 

W
hat if w

e stopped our print edition and w
ent to 

entirely digital distribution, through A
m

azon’s K
indle 

e-book reader or through the W
eb? This w

ould allow
 the 

new
spaper to drastically reduce production and logistics 

costs, but w
ould require m

aking up lost print advertising 

revenues and transitioning readers to digital C
hannels. 

“W
hat if” questions are m

erely starting points. They 

challenge us to discover the business m
odel that could 

m
ake their suppositions w

ork. Som
e “w

hat if” questions 

m
ay rem

ain unansw
ered because they are too provoca-

tive. Som
e m

ay sim
ply need the right business m

odel to 

becom
e reality. 

The Pow
er of “W

hat If” Questions

1
4
0
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. . . furniture buyers picked up com
ponents in fl at pack form

 from
 a large w

arehouse and 

assem
bled the products them

selves in their hom
es? W

hat is com
m

on practice today 

w
as unthinkable until IK

EA
 introduced the concept in the 1960

s.

. . . airlines didn’t buy engines for their airplanes, but paid for every hour an engine runs? 

That is how
 Rolls-Royce transform

ed itself from
 a m

oney-losing British m
anufacturer 

into a service fi rm
 that today is the w

orld’s second biggest provider of large jet engines.

. . . voice calls w
ere free w

orldw
ide? In 20

0
3 Skype launched a service that allow

ed free 

voice calling via the Internet. A
fter fi ve years Skype had acquired 40

0
 m

illion registered 

users w
ho collectively had m

ade 10
0

 billion free calls.

. . . car m
anufacturers didn’t sell cars, but provided m

obility services? In 20
0

8 D
aim

ler 

launched car2go, an experim
ental business in the G

erm
an city of U

lm
. C

ar2go’s fl eet 

of vehicles allow
s users to pick up and drop off cars anyw

here in the city, paying by-

the-m
inute fees for m

obility services.

. . . individuals could lend m
oney to each other rather than borrow

ing from
 banks? 

In 20
0

5, U
.K

.-based Zopa launched a peer-to-peer lending platform
 on the Internet. 

. . . every villager in Bangladesh had access to a telephone? That is w
hat G

ram
eenphone 

set out to achieve under a partnership w
ith m

icro-fi nance institution G
ram

een Bank. 

A
t the tim

e, Bangladesh still had the w
orld’s low

est tele-density. Today G
ram

eenphone 

is Bangladesh’s largest taxpayer. 
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The ideation process can take several form
s. H

ere w
e outline a general approach 

to producing innovative business m
odel options:

1. team
 com

position

K
ey question: Is our team

 suffi ciently diverse to generate fresh 
business m

odel ideas?

A
ssem

bling the right team
 is essential to generating effective new

 business m
odel 

ideas. M
em

bers should be diverse in term
s of seniority, age, experience level, business 

unit represented, custom
er know

ledge, and professional expertise.

2. im
m

ersion

K
ey question: W

hich elem
ents m

ust w
e study before generating 

business m
odel ideas?

Ideally the team
 should go through an im

m
ersion phase. w

hich could include general 

research, studying custom
ers or prospects, scrutinizing new

 technologies, or assessing 

existing business m
odels. Im

m
ersion could last several w

eeks or could be as short as a 

couple of w
orkshop exercises (e.g. the Em

pathy M
ap). 

3. expanding

K
ey question: W

hat innovations can w
e im

agine for each business 
m

odel building block?

D
uring this phase the team

 expands the range of possible solutions, aim
ing to generate 

as m
any ideas as possible. Each of the nine business m

odel building blocks can serve as 

a starting point. The goal of this phase is quantity, not quality. Enforcing brainstorm
ing 

rules w
ill keep people focused on generating ideas rather than on critiquing too early in 

the process (see p. 144). 

4. criteria selection

K
ey question: W

hat are the m
ost im

portant criteria for prioritizing 
our business m

odel ideas?

A
fter expanding the range of possible solutions, the team

 should defi ne criteria for 

reducing the num
ber of ideas to a m

anageable few
. The criteria w

ill be specifi c to the 

context of your business, but could include things such as estim
ated im

plem
enta-

tion tim
e, revenue potential, possible custom

er resistance, and im
pact on com

petitive 

advantage.

5. “prototyping”

K
ey question: W

hat does the com
plete business m

odel for each 
shortlisted idea look like?

W
ith criteria defi ned, the team

 should be able to reduce the num
ber of ideas to a 

prioritized shortlist of three to fi ve potential business m
odel innovations. U

se the 

Business M
odel C

anvas to sketch out and discuss each idea as a business m
odel 

prototype (see p. 160
).

1
4
2
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The task of generating new
 ideas should not be left exclusively to those typically con-

sidered to be “creative types.” Ideation is a team
 exercise. In fact, by its very nature 

business m
odel innovation requires the participation of people from

 across the entire 

organization. Business m
odel innovation is about seeking to create value by exploring 

new
 business m

odel building blocks and forging innovative links betw
een blocks. This 

can involve all nine blocks of the canvas, w
hether D

istribution C
hannels, Revenue 

Stream
s, or Key Resources. Thus it requires input and ideas from

 people representing 

m
ultiple areas.

That’s w
hy assem

bling the right task force is a critical prerequisite for generating 

new
 business m

odel ideas. Thinking about business m
odel innovation should not be 

confi ned to the R&
D

 unit or the strategic planning offi ce. Business m
odel innova-

tion team
s should have a diverse m

em
bership. The diversity w

ill help you generate, 

discuss, and select new
 ideas. C

onsider adding outsiders, or even children. D
iversity 

w
orks. But m

ake sure to teach people how
 to listen actively, and consider engaging 

a neutral facilitator for key m
eetings.

The task of generating new
 ideas should not be left exclusively to those typically con-

sidered to be “creative types.” Ideation is a team
 exercise. In fact, by its very nature 

business m
odel innovation requires the participation of people from

 across the entire 

organization. Business m
odel innovation is about seeking to create value by exploring 

Assem
ble a Diverse Team

A
 diverse business m

odel innovation team
 has m

em
bers . . . 

��from
 various business units

��of different ages

��w
ith different areas of expertise

��of differing levels of seniority

��w
ith a m

ixture of experiences 

��from
 different cultural backgrounds
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ing Rules

Stay focused 

Start w
ith a w

ell-honed statem
ent of the problem

 at hand. Ideally, this 

should be articulated around a custom
er need. D

on’t let the discussion 

stray too far; alw
ays bring it back to the problem

 statem
ent.

Enforce rules

C
larify the brainstorm

ing rules upfront and enforce them
. The m

ost 

im
portant rules are "defer judgm

ent," "one conversation at a tim
e," 

"go for quantity," "be visual," and "encourage w
ild ideas."  Facilitators 

should enforce the rules.

Think visually

W
rite ideas dow

n or sketch them
 out on a surface everyone can see. A

 

good w
ay to collect ideas is to jot them

 dow
n on Post-it™

 notes and stick 

these to a w
all. This allow

s you to m
ove ideas around and regroup them

.

Prepare 

Prepare for brainstorm
ing w

ith som
e sort of im

m
ersion experience 

related to the problem
 at hand. This could be a fi eld trip, discussions w

ith 

custom
ers, or any other m

eans of im
m

ersing the team
 in issues related 

to your problem
 statem

ent.

A
dapted from

 an interview
 w

ith Tom
 Kelley of ID

EO
 in Fast

Com
pany m

agazine: "Seven Secrets to G
ood Brainstorm

ing"

Successful brainstorm
ing requires 

follow
ing a set of rules. Enforcing 

these rules w
ill help you m

axim
ize the 

num
ber of useful ideas generated. 
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W
arm

-Up: 
The Silly Cow

 Exercise

To get your team
’s creative juices fl ow

ing, it can be helpful to start an ideation ses-

sion w
ith a w

arm
-up such as the Silly C

ow
 exercise. H

ere’s how
 it w

orks: Instruct 

participants to sketch out three different business m
odels using a cow

. A
sk them

 

to fi rst defi ne som
e characteristics of a cow

 (produces m
ilk, eats all day, m

akes a 

m
ooing sound, etc.). Tell them

 to use those characteristics to com
e up w

ith an 

innovative business m
odel based on a cow

. G
ive them

 three m
inutes. 

Keep in m
ind that this exercise can backfi re, as it is indeed quite silly. 

But it has been tested w
ith senior executives, accountants, risk 

m
anagers, and entrepreneurs, and usually is a great success. 

The goal is to take people out of their day-to-day business 

routines and show
 them

 how
 readily they can generate ideas 

by disconnecting from
 orthodoxies and 

letting their creativity fl ow
. 

DESIGN

1
4
5

to fi rst defi ne som
e characteristics of a cow

 (produces m
ilk, eats all day, m

akes a 

m
ooing sound, etc.). Tell them

 to use those characteristics to com
e up w

ith an 

innovative business m
odel based on a cow

. G
ive them

 three m
inutes. 

Keep in m
ind that this exercise can backfi re, as it is indeed quite silly. 

But it has been tested w
ith senior executives, accountants, risk 

m
anagers, and entrepreneurs, and usually is a great success. 

The goal is to take people out of their day-to-day business 

routines and show
 them

 how
 readily they can generate ideas 

by disconnecting from
 orthodoxies and 
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O
c

t
o

b
e

r
, 20

0
6

T
he m

eeting room
 w

alls 
are plastered w

ith large 
posters on w

hich a 
group of 14 people are 
assiduously sketching 
draw

ings and pasting 
Post-it™

 notes. T
hough 

the scene alm
ost has the 

atm
osphere of an art 

class, it’s taking place 
at the headquarters of 
H

ew
lett-Packard, the 

technology products 
and services giant . . . 

O
c

t
o

b
e

r
, 20

0
6

T
he m

eeting room
 w

alls 
are plastered w

ith large 
posters on w

hich a 
group of 14 people are 
assiduously sketching 
draw

ings and pasting 
Post-it™

 notes. T
hough 

the scene alm
ost has the 

atm
osphere of an art 

class, it’s taking place 
at the headquarters of 
H

ew
lett-Packard, the 

technology products 
and services giant . . . 

. . . The 14 participants hail from
 throughout H

P, but all are 

involved in inform
ation m

anagem
ent. They’ve gathered here for 

a one-day w
orkshop to literally draw

 a picture of how
 a global 

enterprise should m
anage inform

ation fl ow
s. 

 
D

ave G
ray, founder and chairm

an of consultancy X
PLA

N
E, 

is facilitating the m
eeting. X

PLA
N

E uses visual thinking tools 

to help clients clarify problem
s involving everything from

 

corporate strategy to operational im
plem

entations. Together 

w
ith an X

PLA
N

E artist, D
ave helps the 14 H

P specialists gain 

a better understanding of the big picture of inform
ation sharing 

in a global enterprise. The group uses the posted sketches 

to discuss inform
ation sharing, to identify relationships 

betw
een elem

ents, to fi ll in m
issing pieces, and to develop a 

joint understanding of m
ultiple issues. 

 
W

ith a know
ing sm

ile, D
ave talks about a com

m
on m

iscon-

ception: that one shouldn’t draw
 som

ething until one under-

stands it. O
n the contrary, he explains, sketches—

how
ever 

rudim
entary or am

ateurish—
help people better describe, discuss, 

and understand issues, particularly those of a com
plex nature. 

For the 14 H
ew

lett-Packard collaborators, X
PLA

N
E’s visualization 

approach has w
orked beautifully. They gathered as 14 specialists 

w
ith deeply individual understandings, but parted w

ith a sim
ple 

one-page im
age of how

 a global enterprise should m
anage infor-

m
ation. X

PLA
N

E’s client roster, w
hich reads like a w

ho’s w
ho of 

the w
orld’s m

ost successful com
panies, testifi es to the grow

ing 

num
ber of organizations that understand the value of this type of 

visual thinking.
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V
isual thinking is indispensable to w

orking w
ith business m

odels. 

By visual thinking w
e m

ean using visual tools such as pictures, 

sketches, diagram
s, and Post-it™

 notes to construct and discuss 

m
eaning. Because business m

odels are com
plex concepts 

com
posed of various building blocks and their interrelationships, 

it is diffi cult to truly understand a m
odel w

ithout sketching it out. 

A
 business m

odel really is a system
 w

here one elem
ent infl uences 

the other; it only m
akes sense as a w

hole. C
apturing that big 

picture w
ithout visualizing it is diffi cult. In fact, by visually depict-

ing a business m
odel, one turns its tacit assum

ptions into explicit 

inform
ation. This m

akes the m
odel tangible and allow

s for 

clearer discussions and changes. V
isual techniques give “life” 

to a business m
odel and facilitate co-creation. 

Sketching a m
odel transform

s it into a persistent object and a 

conceptual anchor to w
hich discussions can alw

ays return. This 

is critical because it shifts discourse from
 the abstract tow

ard the 

concrete and greatly im
proves the quality of debate. Typically, if 

you aim
 to im

prove an existing business m
odel, visually depicting 

it w
ill unearth logical gaps and facilitate their discussion. Sim

ilarly, 

if you are designing a com
pletely new

 business m
odel, draw

ing 

it w
ill allow

 you to discuss different options easily by adding, 

rem
oving, or m

oving pictures around. 

Businesses already m
ake frequent use of visual techniques such 

as diagram
s and charts. Such elem

ents are used extensively to 

clarify m
essages w

ithin reports and plans. But visual techniques 

are used less frequently to discuss, explore, and defi ne business 

issues. W
hen w

as the last tim
e you attended a m

eeting w
here 

executives w
ere draw

ing on the w
alls? Yet it is in the strategic 

process w
here visual thinking can add trem

endous value. V
isual 

thinking enhances strategic inquiries by m
aking the abstract 

concrete, by illum
inating relationships betw

een elem
ents, and 

by sim
plifying the com

plex. In this section w
e describe how

 

visual thinking can help you throughout the process of defi ning, 

discussing, and changing business m
odels. 

W
e refer to tw

o techniques: the use of Post-it™
 notes and the 

use of sketches in com
bination w

ith the Business M
odel C

anvas. 

W
e also discuss four processes im

proved by visual thinking: 

understanding, dialogue, exploration, and com
m

unication.

The Value of 
Visual Thinking
—
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A
 set of Post-it™

 notes is an indispensable tool that everyone refl ecting on business 

m
odels should keep handy. Post-it™

 notes function like idea containers that can be added, 

rem
oved, and easily shifted betw

een business m
odel building blocks. This is im

portant 

because during business m
odel discussions, people frequently do not im

m
ediately agree 

on w
hich elem

ents should appear in a Business M
odel C

anvas or w
here they should be 

placed. D
uring exploratory discussions, som

e elem
ents m

ight be rem
oved and replaced 

m
ultiple tim

es to explore new
 ideas. 

H
ere are three sim

ple guidelines: (1) use thick m
arking pens, (2) w

rite only one elem
ent 

per Post-it™
 note, and (3) w

rite only a few
 w

ords per note to capture the essential point. 

U
sing thick m

arkers is m
ore than a detail: it prevents you from

 putting too m
uch inform

a-

tion on a single Post-it™
, and m

akes for easier reading and overview
. 

Keep in m
ind, too, that the discussion leading to the fi nal business m

odel picture created 

by all the Post-it™
 notes is just as im

portant as the outcom
e. D

iscussion around w
hich 

notes to place on or rem
ove from

 the C
anvas and debate over how

 one elem
ent infl uences 

others give participants a deep understanding of the business m
odel and its dynam

ics. 

C
onsequently, a Post-it™

 note becom
es m

ore than just a piece of sticky paper represent-

ing a business m
odel building block; it becom

es a vector for strategic discussion.

Visualizing w
ith Post-it ™ Notes
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Visualizing w
ith Draw

ings

D
raw

ings can be even m
ore pow

erful than Post-it™
 notes because people 

react m
ore strongly to im

ages than to w
ords. Pictures deliver m

essages 

instantly. Sim
ple draw

ings can express ideas that otherw
ise require m

any 

w
ords. 

It’s easier than w
e think. A

 stick fi gure w
ith a sm

iling face conveys em
o-

tion. A
 big bag of m

oney and a sm
all bag of m

oney convey proportions. 

The problem
 is that m

ost of us think w
e can’t draw

. W
e’re em

barrassed 

lest our sketches appear unsophisticated or childish. The truth is that even 

crude draw
ings, sincerely rendered, m

ake things tangible and understand-

able. People interpret sim
ple stick fi gures far m

ore easily than abstract 

concepts expressed in text. 

Sketches and draw
ings can m

ake a difference in several w
ays. The m

ost 

obvious one is explaining and com
m

unicating your business m
odel based 

on sim
ple draw

ings, som
ething w

e explain how
 to do at the end of this 

chapter. A
nother is sketching out a typical client and her environm

ent to 

illustrate one of your C
ustom

er Segm
ents. This w

ill trigger a m
ore con-

crete, intensive discussion com
pared to outlining that person’s character-

istics in w
riting. Finally, sketching out a C

ustom
er Segm

ent’s needs and 

jobs-to-get-done is a pow
erful w

ay to exploit visual techniques. 

Such draw
ings w

ill likely trigger constructive discussion from
 w

hich new
 

business m
odel ideas w

ill em
erge. N

ow
 let’s exam

ine four processes 

im
proved by visual thinking.

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
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Visualizing w
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ith Draw
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Visualizing w
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ith Draw
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ith Draw
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Visualizing w
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Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

Visualizing w
ith Draw
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Visualizing w

ith Draw
ings

Visualizing w
ith Draw

ings
Visualizing w

ith Draw
ings

D
raw

ings can be even m
ore pow

erful than Post-it™
 notes because people 

react m
ore strongly to im

ages than to w
ords. Pictures deliver m

essages 

instantly. Sim
ple draw

ings can express ideas that otherw
ise require m

any 

Sketches and draw
ings can m

ake a difference in several w
ays. The m

ost 

obvious one is explaining and com
m

unicating your business m
odel based 

on sim
ple draw

ings, som
ething w

e explain how
 to do at the end of this 
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visual gram
m

ar

The Business M
odel C

anvas poster is a concep-

tual m
ap that functions as a visual language w

ith 

corresponding gram
m

ar. It tells you w
hich pieces 

of inform
ation to insert in the m

odel, and w
here. It 

provides a visual and text guide to all the inform
a-

tion needed to sketch out a business m
odel. 

capturing the big picture

By sketching out all the elem
ents of the C

anvas you 

im
m

ediately give view
ers the big picture of a busi-

ness m
odel. A

 sketch provides just the right am
ount 

of inform
ation to allow

 a view
er to grasp the idea, 

yet not too m
uch detail to distract him

. The Business 

M
odel C

anvas visually sim
plifi es the reality of an 

enterprise w
ith all its processes, structures, and sys-

tem
s. In a business m

odel like Rolls-Royce’s, w
here 

jet engine units are leased by the hour rather than 

sold, it is the big picture, rather than the individual 

pieces, that is com
pelling. 

seeing relationships

U
nderstanding a business m

odel requires not only 

know
ing the com

positional elem
ents, but also 

grasping the interdependencies betw
een elem

ents. 

This is easier to express visually than through w
ords. 

This is even m
ore true w

hen several elem
ents and 

relationships are involved. In describing the business 

m
odel of a low

-cost airline, for exam
ple, draw

ings 

can effectively show
 w

hy a hom
ogenous fl eet of 

airplanes is crucial to keeping m
aintenance and 

training costs low
. 

Understand the Essence
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joint understanding

V
isualizing business m

odels as a group is the m
ost 

effective w
ay to achieve shared understanding. 

People from
 different parts of an organization m

ay 

deeply understand parts of a business m
odel but 

lack a solid grasp of the w
hole. W

hen experts jointly 

draw
 a business m

odel, everybody involved gains 

an understanding of the individual com
ponents and 

develops a shared understanding of the relation-

ships betw
een these com

ponents.

collective reference point

W
e all hold tacit assum

ptions in our heads, and 

posting an im
age that turns those im

plicit assum
p-

tions into explicit inform
ation is a pow

erful w
ay to 

im
prove dialogue. It m

akes a business m
odel into a 

tangible and persistent object, and provides a refer-

ence point to w
hich participants can alw

ays return. 

G
iven that people can hold only a lim

ited num
ber 

of ideas in short-term
 m

em
ory, visually portraying 

business m
odels is essential to good discussion. 

Even the sim
plest m

odels are com
posed of several 

building blocks and interrelationships. 

shared language

The Business M
odel C

anvas is a shared visual 

language. It provides not only a reference point, but 

also a vocabulary and gram
m

ar that helps people 

better understand each other. O
nce people are 

fam
iliar w

ith the C
anvas, it becom

es a pow
erful 

enabler of focused discussion about business m
odel 

elem
ents and how

 they fi t together. This is particu-

larly valuable in organizations w
ith m

atrix reporting 

structures w
here individuals in a w

orking group 

or task force m
ay know

 little about each other’s 

functional areas. A
 shared visual business m

odel 

language pow
erfully supports idea exchange and 

increases team
 cohesiveness. 

Enhance Dialogue
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play

A
 visual business m

odel also provides opportunity 

for play. W
ith the elem

ents of a m
odel visible on 

a w
all in the form

 of individual Post-it™
 notes, 

you can start discussing w
hat happens w

hen 

you rem
ove certain elem

ents or insert new
 ones. 

For exam
ple, w

hat w
ould happen to your busi-

ness m
odel if you elim

inated the least profi table 

C
ustom

er Segm
ent? C

ould you do that? O
r do you 

need the unprofi table segm
ent to attract profi table 

custom
ers? W

ould elim
inating unprofi table cus-

tom
ers enable you to reduce resources and costs 

and im
prove services to profi table custom

ers? A
 

visual m
odel helps you think through the system

ic 

im
pact of m

odifying one elem
ent or another. 

idea trigger

The Business M
odel C

anvas is a bit like an artist’s 

canvas. W
hen an artist starts painting, he often 

has a vague idea—
not an exact im

age—
in m

ind. 

Rather than starting in one corner of a canvas and 

executing sequentially, he starts w
herever his m

use 

dictates and builds the painting organically. A
s 

Pablo Picasso said, “I begin w
ith an idea and then 

it becom
es som

ething else.” Picasso saw
 ideas as 

nothing m
ore than points of departure. H

e knew
 

they w
ould evolve into som

ething new
 during their 

explication. 

 
C

rafting a business m
odel is no different. Ideas 

placed in the C
anvas trigger new

 ones. The C
anvas 

becom
es a tool for facilitating the idea dialogue—

for 

individuals sketching out their ideas and for groups 

developing ideas together.

Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 
Explore Ideas 

play

A
 visual business m

odel also provides opportunity 

for play. W
ith the elem

ents of a m
odel visible on 

idea trigger

The Business M
odel C

anvas is a bit like an artist’s 

canvas. W
hen an artist starts painting, he often 

bm
gen_final.indd   154

6/15/10   5:41 PM



1
5
5 VISUAL THINKINGDESIGN

1
5
5

selling externally

Just as em
ployees m

ust “sell” ideas internally, 

entrepreneurs w
ith plans based on new

 business 

m
odels m

ust sell them
 to other parties, such as 

investors or potential collaborators. Strong visuals 

substantially increase chances of success.

create com
pany-w

ide understanding

W
hen it com

es to com
m

unicating a business 

m
odel and its m

ost im
portant elem

ents, a picture 

is truly w
orth a thousand w

ords. Everybody in an 

organization needs to understand its business 

m
odel, because everybody can potentially contrib-

ute to its im
provem

ent. A
t the very least, em

ployees 

need a shared understanding of the m
odel so they 

can m
ove in the sam

e strategic direction. V
isual 

depiction is the best w
ay to create such a shared 

understanding.

selling internally

In organizations, ideas and plans often m
ust be 

“sold” internally at various levels to garner support 

or obtain funding. A
 pow

erful visual story reinforc-

ing your pitch can increase your chances of w
inning 

understanding and backing for your idea. U
sing 

im
ages rather than just w

ords to tell the story m
akes 

your case even stronger, because people identify 

im
m

ediately w
ith im

ages. G
ood im

agery readily 

com
m

unicates your organization’s current status, 

w
hat needs doing, how

 it can be done, and w
hat 

the future m
ight look like.

Im
prove Com

m
unication

Im
prove Com

m
unication

Im
prove Com

m
unication

Im
prove Com

m
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Im
prove Com

m
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m
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prove Com

m
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m
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m
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m
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m
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��From

 day one, Skype w
as 

a global voice carrier 
because its service is deliv-
ered through the Internet, 
unrestricted by traditional 
telecom

m
unications net-

w
orks. Its business is highly 

scalable. 
V

isual representations of business m
odels call for differ-

ent levels of detail depending on one's goal. The sketch 

of Skype’s business m
odel on the right drives hom

e the 

key differences betw
een its business m

odel and that 

of a traditional telecom
m

unications carrier. The goal is 

to point out the striking differences betw
een Skype’s 

business m
odel building blocks and those of a traditional 

carrier, even though both offer sim
ilar services. 

The right-hand page sketch depicting the young D
utch 

com
pany Sellaband has a different goal and is there-

fore m
ore detailed. It aim

s to paint the big picture of a 

com
pletely new

 m
usic industry business m

odel: that 

of a platform
 enabling crow

d-funding of independent 

m
usical artists. Sellaband uses the draw

ing to explain 

its innovative business m
odel to investors, partners, and 

em
ployees. Sellaband’s com

bination of im
ages and text 

has proven to be far m
ore effective than w

ords alone at 

accom
plishing this task. 

��Though it provides a 
telecom

m
unications service, 

Skype's business m
odel 

features the econom
ics of 

a softw
are com

pany rather 
than a telecom

m
unications 

netw
ork operator. 

��N
inety percent of Skype users never pay. O

nly an 
estim

ated 10 percent of users are paying custom
ers. 

U
nlike traditional telecom

m
unication carriers, Skype's 

Channels and Relationships are highly autom
ated. They 

require alm
ost no hum

an intervention and are therefore 
relatively inexpensive.

��Skype’s Key Resources and A
ctivities resem

ble those 
of a softw

are com
pany, because its service is based on 

softw
are that uses the Internet to carry calls. G

iven its 
400 m

illion+ user base, the com
pany enjoys very low

 
infrastructure costs. In fact, it does not ow

n or operate 
a telecom

m
unications netw

ork at all. 

1
5
6
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A
 pow

erful w
ay to explain a business m

odel is to tell a story one im
age at a tim

e. 

Presenting a full description w
ithin the Business M

odel C
anvas can overw

helm
 an 

audience. It’s better to introduce the m
odel piece by piece. You could do this by draw

ing 

one piece after another, or by using Pow
erPoint. A

n appealing alternative is to pre-draw
 

all the elem
ents of a business m

odel on Post-it™
 notes, then put them

 up one after 

another as you explain the m
odel. It allow

s the audience to follow
 the build-up of the 

m
odel, and the visuals com

plem
ent your explanation. 

Telling a Visual Story
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Visual Storytelling Activity

1m
ap your business m

odel

��Begin by m
apping out a sim

ple, text-
based version of your business m

odel. 

��W
rite each business m

odel elem
ent 

on an individual Post-it™
 note.

��M
apping can be done individually 

or w
ith a group.  

2draw
 each business 

m
odel elem

ent

��O
ne at a tim

e, take each Post-it™
 

note and replace it w
ith a draw

ing 
representing the content. 

��Keep the im
ages sim

ple: om
it detail.  

��D
raw

ing quality is unim
portant as 

long as the m
essage is conveyed.

3defi ne the storyline

��D
ecide w

hich Post-it™
 notes you w

ill 
put up fi rst w

hen telling your story. 

��Try different paths. You m
ight start 

w
ith Custom

er Segm
ents, or m

aybe 
the Value Proposition. 

��Basically, any starting point is possible 
if it effectively supports your story.

4tell the story

��Tell your business m
odel story one 

draw
n Post-it™

 picture at a tim
e. 

N
ote: D

epending on the context and 
your personal preferences, you m

ay 
w

ant to use Pow
erPoint or Keynote. 

Slidew
are, though, is unlikely to 

produce the positive surprise effect 
of the Post-it™

 approach.
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S
u

m
m

e
r

, 20
0

0

W
ith a look bordering 

on panic, W
eatherhead 

School of M
anagem

ent 
P

rofessor R
ichard 

B
oland Jr. w

atched as 
M

att Fineout, an 
architect w

ith G
ehry 

&
 A

ssociates, casually 
tore up plans for a new

 
school building . . .

. . . Boland and Fineout had been struggling for tw
o full days to 

rem
ove som

e 5,50
0

 square feet from
 the fl oor plan designed by 

star architect Frank G
ehry, w

hile leaving room
 needed for m

eeting 

spaces and offi ce equipm
ent. 

 
A

t the end of the m
arathon planning session, Boland had 

breathed a sigh of relief. “It’s fi nally done,” he thought. But at that 

very m
om

ent, Fineout rose from
 his chair, ripped the docum

ent 

apart, and tossed the scraps into a trash bin, not bothering to 

retain a single  trace of the pair’s hard labor. H
e responded to 

Professor Boland's shocked expression w
ith a gentle shrug and a 

soft rem
ark. “W

e’ve show
n w

e can do it; now
 w

e need to think 

of how
 w

e w
ant to do it.” 

 
Looking back, Boland describes the incident as an extrem

e 

exam
ple of the relentless approach to inquiry he experienced 

w
hile w

orking w
ith the G

ehry group on the new
 W

eatherhead 

building. D
uring the design phase, G

ehry and his team
 m

ade hun-

dreds of m
odels w

ith different m
aterials and of varying sizes, sim

-

ply to explore new
 directions. Boland explains that the goal of this 

prototyping activity w
as far m

ore than the m
ere testing or proving 

of ideas. It w
as a m

ethodology for exploring different possibilities 

until a truly good one em
erged. H

e points out that prototyping, as 

practiced by the G
ehry group, is a central part of an inquiry pro-

cess that helps participants gain a better sense of w
hat is m

issing 

in the initial understanding of a situation. This leads to com
pletely 

new
 possibilities, am

ong w
hich the right one can be identifi ed. 

For Professor Boland, the experience w
ith G

ehry &
 A

ssociates 

w
as transform

ative. H
e now

 understands how
 design techniques, 

including prototyping, contribute to fi nding better solutions for 

the entire spectrum
 of business problem

s. Together w
ith fellow

 

professor Fred C
ollopy and other colleagues, Boland is now

 spear-

heading the concept of M
anage by D

esigning: the integration of 

design thinking, skills, and experiences into W
eatherhead’s M

BA
 

curriculum
. H

ere, students use tools of design to sketch alterna-

tives, follow
 through on problem

 situations, transcend traditional 

boundaries, and prototype ideas.
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Prototyping is a pow
erful tool for developing new

, innovative 

business m
odels. Like visual thinking, it m

akes abstract concepts 

tangible and facilitates the exploration of new
 ideas. Prototyp-

ing com
es from

 the design and engineering disciplines, w
here it 

is w
idely used for product design, architecture, and interaction 

design. It is less com
m

on in business m
anagem

ent because of 

the less tangible nature of organizational behavior and strategy. 

W
hile prototyping has long played a role at the intersection of 

business and design, for exam
ple in m

anufactured product design, 

in recent years it has gained traction in areas such as process 

design, service design, and even organization and strategy design. 

H
ere w

e show
 how

 prototyping can m
ake an im

portant contribu-

tion to business m
odel design.

A
lthough they use the sam

e term
, product designers, architects, 

and engineers all have different understandings of w
hat consti-

tutes a "prototype." W
e see prototypes representing potential 

future business m
odels: as tools that serve the purpose of discus-

sion, inquiry, or proof of concept. A
 business m

odel prototype can 

take the form
 of a sim

ple sketch, a fully thought-through concept 

described w
ith the Business M

odel C
anvas, or a spreadsheet that 

sim
ulates the financial w

orkings of a new
 business.

 

It is im
portant to understand that a business m

odel prototype 

is not necessarily a rough picture of w
hat the actual business 

m
odel w

ill actually look like. Rather, a prototype is a thinking 

tool that helps us explore different directions in w
hich w

e could 

take our business m
odel. W

hat does it m
ean for the m

odel if 

w
e add another client segm

ent? W
hat are the consequences of 

rem
oving a costly resource? W

hat if w
e gave aw

ay som
ething 

for free and replaced that Revenue Stream
 w

ith som
ething m

ore 

innovative? M
aking and m

anipulating a business m
odel prototype 

forces us to address issues of structure, relationship, and logic in 

w
ays unavailable through m

ere thought and discussion. To truly 

understand the pros and cons of different possibilities, and to 

further our inquiry, w
e need to construct m

ultiple prototypes of 

our business m
odel at different levels of refinem

ent. Interaction 

w
ith prototypes produces ideas far m

ore readily than discussion. 

Prototype business m
odels m

ay be thought-provoking—
even  

a bit crazy—
and thus help push our thinking. W

hen this hap-

pens, they becom
e signposts pointing us in as-yet unim

agined 

directions rather than serving as m
ere representations of 

to-be-im
plem

ented business m
odels. “Inquiry” should signify a 

relentless search for the best solution. O
nly after deep inquiry can 

w
e effectively pick a prototype to refine and execute—

after our 

design has m
atured.  

Prototyping’s Value
—
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Businesspeople are likely to display one of tw
o reactions to this 

process of business m
odel inquiry. Som

e m
ight say, "W

ell, that 

is a nice idea, if w
e only had the tim

e to explore different options." 

O
thers m

ight say that a m
arket research study w

ould be an 

equally good w
ay to com

e up w
ith new

 business m
odels. Both 

reactions are based on dangerous preconceptions. 

The fi rst supposes that “business as usual” or increm
ental 

im
provem

ents are suffi cient to survive in today’s com
petitive 

environm
ent. W

e believe this path leads to m
ediocrity. Businesses 

that fail to take the tim
e to develop and prototype new

, ground-

breaking business m
odel ideas risk being sidelined or overtaken 

by m
ore dynam

ic com
petitors—

or by insurgent challengers 

appearing, seem
ingly, from

 now
here. 

The second reaction assum
es that data is the m

ost im
portant 

consideration w
hen designing new

 strategic options. It is not. 

M
arket research is a single input in the long and laborious process 

of prototyping pow
erful new

 business m
odels w

ith the potential 

to outperform
 com

petitors or develop entirely new
 m

arkets. 

W
here do you w

ant to be? A
t the top of the gam

e, because you’ve 

taken the tim
e to prototype pow

erful new
 business m

odels? 

O
r on the sidelines, because you w

ere too busy sustaining your 

existing m
odel? W

e're convinced that new
, gam

e-changing 

business m
odels em

erge from
 deep and relentless inquiry.
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Effi ciency-focused

new
 

th
inking

M
ultiple business m

odels 
in and across industries

Inside-out: business m
odels 

transform
 industries

O
pportunistic thinking

Exploratory search for 
business m

odel

D
esign-focused

V
alue- and effi ciency-focused

old 
old 
old 

th
inking
old 

th
inking

th
inking

th
inking

th
inking

th
inking
old 
old 

th
inking

th
inking

th
inking

th
inking

th
inking
old 

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking
old 
old 
old 

th
inking
old 
old 

th
inking

th
inking

th
inking
old 
old 
old 

th
inking

th
inking

th
inking
old 
old 
old 

th
inking

th
inking
old 
old 

th
inking

th
inking

th
inking

th
inking
old 
old 

th
inking

th
inking

th
inking
old 
old 

th
inking

th
inking

th
inking

th
inking
old 
old 
old 
old 
old 
old 
old 
old 

th
inking
old 
old 
old 
old 
old 
old 
old 
old 

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking
old 
old 

th
inking
old 
old 
old 

th
inking

th
inking
old 

th
inking
old 
old 

th
inking

th
inking
old 

th
inking
old 

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

th
inking

Few
 business m

odels 
dom

inate an industry
dom

inate an industry
Few

 business m
odels 

dom
inate an industry

dom
inate an industry

dom
inate an industry

O
utside-in: industry defi nes 

business m
odels

business m
odels

O
utside-in: industry defi nes 

business m
odels

O
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1
6
4 Design Attitude

A
s businesspeople, w

hen w
e see a prototype w

e tend to focus on its 

physical form
 or its representation, view

ing it as som
ething that m

odels, 

or encapsulates the essence of, w
hat w

e eventually intend to do. W
e 

perceive a prototype as som
ething that sim

ply needs to be refi ned. In 

the design profession, prototypes do play a role in pre-im
plem

entation 

visualization and testing. But they also play another very im
portant 

role: that of a tool of inquiry. In this sense they serve as thinking aids for 

exploring new
 possibilities. They help us develop a better understanding 

of w
hat could be. 

This sam
e design attitude can be applied to business m

odel innovation. 

By m
aking a prototype of a business m

odel w
e can explore particular 

aspects of an idea: novel Revenue Stream
s, for exam

ple.  Participants 

learn about the elem
ents of a prototype as they construct and discuss 

it. A
s previously discussed , business m

odel prototypes vary in term
s of 

scale and level of refi nem
ent. W

e believe it is im
portant to think through 

a num
ber of basic business m

odel possibilities before developing a 

business case for a specifi c m
odel. This spirit of inquiry is called design 

attitude, because it is so central to the design professions, as Professor 

Boland discovered. The attributes of design attitude include a w
illingness 

to explore crude ideas, rapidly discard them
, then take the tim

e to exam
-

ine m
ultiple possibilities before choosing to refi ne a few

—
and accepting 

uncertainty until a design direction m
atures. These things don’t com

e 

naturally to businesspeople, but they are requirem
ents for generating 

new
 business m

odels. D
esign attitude dem

ands changing one’s orienta-

tion from
 m

aking decisions to creating options from
 w

hich to choose.

“If you freeze an idea too quickly, you fall in love w
ith it. 

If you refi ne it too quickly, you becom
e attached to it 

and it becom
es very hard to keep exploring, to keep 

looking for better. The crudeness of the early m
odels 

in particular is very deliberate.”
Jim

 G
lym

ph, G
ehry Partners
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napkin sketch

outline and pitch 
a rough idea

draw
 a sim

ple business 
m

odel canvas. describe 
the idea using only key 
elem

ents.

��O
utline the idea

��Include the Value 
Proposition 

��Include the m
ain 

Revenue Stream
s

elaborated canvas

explore w
hat it 

w
ould take to m

ake 
the idea w

ork

develop a m
ore elabo-

rate canvas to explore 
all the elem

ents 
needed to m

ake the 
business m

odel w
ork.

��D
evelop a full Canvas

��Think through your 
business logic 

��Estim
ate the m

arket 
potential

��U
nderstand the 

relationships betw
een 

Building Blocks

��D
o som

e basic 
fact-checking

business case

exam
ine the viability 

of the idea

turn the detailed 
canvas into a spread-
sheet to estim

ate 
your m

odel’s earning 
potential. 

��Create a full Canvas 

��Include key data

��Calculate costs and 
revenues

��Estim
ate profi t potential

��Run fi nancial scenarios 
based on different 
assum

ptions

fi eld-test

investigate custom
er 

acceptance and 
feasibility

you’ve decided on 
a potential new

 
business m

odel, and 
now

 w
ant to fi eld-

test som
e aspects.

��Prepare a w
ell-justifi ed 

business case for the 
new

 m
odel

��Include prospective 
or actual custom

ers 
in the fi eld test

��Test the Value Proposi-
tion, Channels, pricing 
m

echanism
, and/or 

other elem
ents in the 

m
arketplace

In architecture or product design, it is easy to understand 

w
hat is m

eant by prototyping at different scales, because 

w
e are talking about physical artifacts. A

rchitect Frank 

G
ehry and product designer Philippe Starck construct 

countless prototypes during a project, ranging from
 

sketches and rough m
odels to elaborate, full-featured 

prototypes. W
e can apply the sam

e scale and size varia-

tions w
hen prototyping business m

odels, but in a m
ore 

conceptual w
ay. A

 business m
odel prototype can be 

anything from
 a rough sketch of an idea on a napkin to a 

detailed Business M
odel C

anvas to a fi eld-testable busi-

ness m
odel. You m

ay w
onder how

 all of this is any differ-

ent from
 sim

ply sketching out business ideas, som
ething 

any businessperson or entrepreneur does. W
hy do w

e 

need to call it “prototyping”? 

There are tw
o answ

ers. First, the m
indset is different. 

Second, the Business M
odel C

anvas provides structure 

to facilitate exploration. 

Business m
odel prototyping is about a m

indset w
e 

call “design attitude.” It stands for an uncom
prom

ising 

com
m

itm
ent to discovering new

 and better business 

m
odels by sketching out m

any prototypes —
both rough 

and detailed—
representing m

any strategic options. It’s 

not about outlining only ideas you really plan to im
ple-

m
ent. It’s about exploring new

 and perhaps absurd, even 

im
possible ideas by adding and rem

oving elem
ents of 

each prototype. You can experim
ent w

ith prototypes at 

different levels. 

Prototypes at Different Scales

1
6
5
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1
6
6 Eight Business M
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for Publishing a Book
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for Publishing a Book
for Publishing a Book
for Publishing a Book
for Publishing a Book
for Publishing a Book
for Publishing a Book

H
ere are eight different business m

odel prototypes 

outlining possible w
ays to publish a book. Each 

prototype highlights different elem
ents of its m

odel.
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business m
odel. It focuses instead on illum

inating 

particular aspects of the m
odel and thus indicating 

new
 directions for exploration. 

bm
gen_final.indd   167

6/15/10   5:43 PM



1
6
8

PROTOTYPINGDESIGN

1
6
8

design

decide
execute

inquiry

provoke

prototype
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John, 55

Founder &
 C

E
O

Strategy C
onsultancy

210 em
ployees

1outline big issues

��Think of a typical strategy-
consulting client. 

��Pick the Custom
er Segm

ent 
and industry of your choice. 

��D
escribe fi ve of the biggest 

issues related to strategy 
consulting. Refer to the 
Em

pathy M
ap (see p. 131).

2generate possibilities

��Take another close look at the 
fi ve custom

er issues you selected. 

��G
enerate as m

any consulting 
business m

odel ideas as you can. 

��Pick the fi ve ideas you think are 
best (not necessarily the m

ost 
realistic). Refer to the Ideation 
Process (see p. 134).

3prototype the business m
odel

��Choose the three m
ost diverse 

ideas of the fi ve generated. 

��D
evelop three conceptual business 

m
odel prototypes by sketching the 

elem
ents of each idea on different 

Business M
odel Canvases. 

��A
nnotate the pros and cons of 

each prototype.

W
anted: A New

 Consulting 
Business M

odel

John Sutherland needs your help. John is the founder and C
EO

 of a m
idsized global 

consulting fi rm
 that focuses on advising com

panies on strategy and organizational 

issues. H
e is looking for a fresh, outside perspective on his com

pany because he 

believes that his business needs  to be re-envisioned. 

 
John built his com

pany over tw
o decades and now

 em
ploys 210

 people w
orldw

ide. 

The focus of his consultancy is helping executives develop effective strategies, im
prove 

their strategic m
anagem

ent, and realign their organizations. H
e com

petes directly 

w
ith M

cKinsey, Bain, and Roland Berger. O
ne problem

 he faces is being sm
aller than 

his top-tier com
petitors, yet m

uch larger than the typical niche-focused strategy con-

sultancy. But John is not preoccupied w
ith this issue, since his com

pany is still doing 

reasonably w
ell. W

hat really troubles him
 is the strategic consulting profession’s poor 

reputation in the m
arketplace, and grow

ing client perception that the prevalent hourly 

and project-based billing m
odel is outdated. Though his ow

n fi rm
’s reputation rem

ains 

good, he has heard from
 several clients that they think consultants overcharge, under-

deliver, and show
 little genuine com

m
itm

ent to client projects. 

 
 

Such com
m

ents alarm
 John, because he 

believes his industry em
ploys som

e of the brightest 

m
inds in business. A

fter m
uch thought, he has con-

cluded that this reputation results from
 an outdated 

business m
odel, and he now

 w
ants to transform

 his 

ow
n com

pany’s approach. John aim
s to m

ake hourly 

and project billing a thing of the past, but isn’t quite 

sure how
 to do so. 

 
 

H
elp John by providing him

 w
ith som

e fresh per-

spectives on innovative consulting business m
odels. 

 
John built his com

pany over tw
o decades and now

 em
ploys 210

 people w
orldw

ide. 

The focus of his consultancy is helping executives develop effective strategies, im
prove 

their strategic m
anagem

ent, and realign their organizations. H
e com

petes directly 

w
ith M

cKinsey, Bain, and Roland Berger. O
ne problem

 he faces is being sm
aller than 

sultancy. But John is not preoccupied w
ith this issue, since his com

pany is still doing 

and project-based billing m
odel is outdated. Though his ow

n fi rm
’s reputation rem

ains 

good, he has heard from
 several clients that they think consultants overcharge, under-
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S
pr

in
g

, 20
0

7

It is already far past 
m

idnight as A
nab Jain 

w
atches the latest 

video footage she shot 
during the day . . .

S
pr

in
g

, 20
0

7

It is already far past 
m

idnight as A
nab Jain 

w
atches the latest 

video footage she shot 
during the day . . .

. . . She’s w
orking on a series of sm

all fi lm
s for 

C
olebrook Bosson Saunders, a designer and 

m
anufacturer of aw

ard-w
inning oΩice furniture 

accessories. A
nab is a storyteller and designer, 

and the fi lm
s she is w

orking on are part of a 

project to help C
olebrook Bosson Saunders m

ake 

sense of how
 the future of w

ork and the w
ork-

place could look. To m
ake this future tangible, she 

invented three protagonists and projected them
 

into 20
12. She gave them

 new
 jobs based on 

research into new
 and em

erging technologies and 

the im
pact of dem

ographics and environm
ental 

risks on our future lives. The fi lm
s then show

 

this near future. But rather than describing 20
12, 

A
nab takes the role of the storyteller, visiting this 

future environm
ent and interview

ing the three 

protagonists. They each explain their w
ork and 

show
 objects they use. The fi lm

s are real enough 

to cause view
ers to suspend their disbelief and 

becom
e intrigued by the diΩerent environm

ent. 

That is exactly w
hat com

panies that hire A
nab 

Jain, like M
icrosoft and N

okia, are looking for: 

stories to m
ake potential futures tangible.  
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A
s parents, w

e read stories to our kids, som
etim

es the sam
e ones 

w
e heard as children ourselves. A

s colleagues, w
e share the latest 

organizational gossip. A
nd as friends, w

e tell one another stories 

of our personal lives. Som
ehow

, it is only in our roles as business-

people that w
e avoid using stories. This is unfortunate. W

hen w
as 

the last tim
e you heard a story used to introduce and discuss a 

business issue? Storytelling is an undervalued and underused art 

in the w
orld of business. Let’s exam

ine how
 storytelling can serve 

as a pow
erful tool to m

ake new
 business m

odels m
ore tangible. 

By their very nature, new
 or innovative business m

odels can be 

diffi cult to describe and understand. They challenge the status 

quo by arranging things in unfam
iliar w

ays. They force listeners 

to open their m
inds to new

 possibilities. Resistance is one likely 

reaction to an unfam
iliar m

odel. Therefore, describing new
 busi-

ness m
odels in a w

ay that overcom
es resistance is crucial. 

Just as the Business M
odel C

anvas helps you sketch and analyze 

a new
 m

odel, storytelling w
ill help you effectively com

m
unicate 

w
hat it is all about. G

ood stories engage listeners, so the story is 

the ideal tool to prepare for an in-depth discussion of a business 

m
odel and its underlying logic. Storytelling takes advantage of the 

explanatory pow
er of the Business M

odel C
anvas by suspending 

disbelief in the unfam
iliar. 

Storytelling’s Value
—
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W
hy Storytelling?

Introducing the N
ew

N
ew

 business m
odel ideas can pop up anyw

here in an 

organization. Som
e ideas m

ay be good, som
e m

ay be 

m
ediocre, and som

e m
ay be, w

ell, com
pletely useless. 

But even outstanding business m
odel ideas can have a 

tough tim
e getting past layers of m

anagem
ent and fi nding 

their w
ay into an organization’s strategy. So effectively 

pitching your business m
odel ideas to m

anagem
ent is 

crucial. This is w
here stories can help. U

ltim
ately, m

anag-

ers are interested in num
bers and facts, but having the 

right story can w
in their attention. A

 good story is a com
-

pelling w
ay to quickly outline a broad idea before getting 

caught up in the details. 

Engaging Em
ployees

W
hen an organization transitions from

 an existing busi-

ness m
odel to a new

 business m
odel, it m

ust convince 

collaborators to follow
. People need a crystal clear under-

standing of the new
 m

odel and w
hat it m

eans for them
. 

In short, the organization needs to pow
erfully engage its 

em
ployees. That is w

here traditional text-based Pow
er-

Point presentations usually fail. Introducing a new
 business 

m
odel through an engaging story-based presentation 

(delivered w
ith Pow

erPoint, draw
ings, or other techniques) 

is far m
ore likely to connect w

ith listeners. C
apturing 

people’s attention and curiosity paves the w
ay for in-depth 

presentations and discussions of the unfam
iliar.

Pitching to Investors

If you are an entrepreneur, chances are you w
ill pitch your 

idea or business m
odel to investors or other potential 

shareholders (and you already know
 that investors stop 

listening the instant you tell them
 how

 you w
ill becom

e the 

next G
oogle). W

hat investors and other shareholders w
ant 

to know
 is: H

ow
 w

ill you create value for custom
ers? H

ow
 

w
ill you m

ake m
oney doing so? That’s the perfect setting 

for a story. It’s the ideal w
ay to introduce your venture and 

business m
odel before getting into the full business plan.

E
ngaging People

People are m
oved m

ore by stories than by logic. 

Ease listeners into the new
 or unknow

n by building 

the logic of your m
odel into a com

pelling narrative.

C
larifi cation

Telling a story that illustrates how
 your business m

odel 

solves a custom
er problem

 is a clear w
ay to introduce 

[XbcT]Tab�c^�cWT�XSTP��Bc^aXTb�VXeT�h^d�cWT�{Qdh�X]|�]TTSTS�

to subsequently explain your m
odel in detail.

M
ake the N

ew
 T

angible

Explaining a new
, untested business m

odel is like 

explaining a painting w
ith w

ords alone. But telling a 

story of how
 the m

odel creates value is like applying 

bright colors to canvas. It m
akes things tangible.  

1
7
3
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1
7
4 M

aking Business M
odels Tangible?

The goal of telling a story is to introduce a new
 business m

odel in an engaging, 

tangible w
ay. Keep the story sim

ple and use only one protagonist. D
epending on 

the audience, you can use a different protagonist w
ith a different perspective. 

H
ere are tw

o possible starting points. 

Em
ployee O

bserver

Explain the business m
odel in the form

 of a story told 

from
 an em

ployee’s perspective. U
se the em

ployee as the 

protagonist w
ho dem

onstrates w
hy the new

 m
odel m

akes 

sense. This m
ay be because the em

ployee frequently 

observes custom
er problem

s that the new
 business m

odel 

solves. O
r it m

ay be that the new
 m

odel m
akes better or 

different use of resources, activities, or partnerships com
-

pared to the old m
odel (e.g. cost reduction, productivity 

im
provem

ent, new
 revenue sources, etc.). In such a story, 

the em
ployee em

bodies the inner w
orkings of an organiza-

tion and its business m
odel and show

s the reasons for 

transitioning to a new
 m

odel.  

Custom
er Jobs

The custom
er perspective provides a pow

erful starting 

point for a story. C
ast a custom

er as the protagonist and 

tell the tale from
 her point of view

. Show
 the challenges 

she faces and w
hich jobs she m

ust get done. Then outline 

how
 your organization creates value for her. The story can 

describe w
hat she receives, how

 it fi ts into her life, and 

w
hat she is w

illing to pay for. A
dd som

e dram
a and em

otion 

to the story, and describe how
 your organization is m

aking 

her life easier. Ideally, w
eave in how

 your organization gets 

these jobs done for the custom
er, w

ith w
hich resources and 

through w
hich activities. The biggest challenge w

ith stories 

told from
 a custom

er perspective is keeping them
 authentic 

and avoiding a facile or patronizing tone.

custom
er

perspective
com

pany
perspective
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M
aking the Future Tangible

Stories offer a w
onderful technique for blurring the lines 

separating reality and fi ction. Thus stories provide a 

pow
erful tool for im

parting tangibility to different versions 

of the future. This can help you challenge the status quo 

or justify adopting a new
 business m

odel. 
w

hat future business m
odel?

current business m
odel

planned future business m
odel

Provoke Ideas

Som
etim

es a story’s sole purpose is to challenge the 

organizational status quo. Such a story m
ust bring vividly 

to life a future com
petitive environm

ent in w
hich the 

current business m
odel is severely challenged or even 

obsolete. Telling a story like this blurs the lines betw
een 

reality and fi ction and catapults listeners into the future. 

This suspends disbelief, instills a sense of urgency, and 

opens the audience’s eyes to the need to generate new
 

business m
odels. Such a story can be told from

 either an 

organization or a custom
er perspective.

Justify Change

Som
etim

es an organization has strong ideas about how
 

its com
petitive landscape w

ill evolve. In this context, 

a story’s purpose is to show
 how

 a new
 business m

odel 

is ideally suited to help an organization com
pete in the 

new
 landscape. Stories tem

porarily suspend disbelief 

and help people im
agine how

 the current business m
odel 

should evolve to rem
ain effective in the future. The 

story’s protagonist could be a custom
er, an em

ployee, 

or a top m
anager. 
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1
7
6 Developing the Story

The goal of telling a story is to introduce a new
 business m

odel in an engaging, tangible w
ay. 

K
eep the story sim

ple and use only one protagonist. D
epending on the audience, you can use 

a different protagonist w
ith a different perspective. H

ere are tw
o possible starting points. 

Com
pany Perspective

A
jit, 32, Senior IT

 M
anager, A

m
azon.com

A
jit has w

orked for A
m

azon.com
 as an IT 

m
anager for the past nine years. H

e and his 

colleagues have pulled countless all-nighters 

over the years to deliver the w
orld-class IT 

infrastructure that serves and m
aintains the 

com
pany’s e-com

m
erce business. 

 
A

jit is proud of his w
ork. A

long w
ith its fulfi llm

ent 

excellence (1, 6), A
m

azon.com
’s pow

erful IT infrastruc-

ture and softw
are developm

ent capabilities (2,3) form
 

the heart of its success at selling everything from
 books 

to furniture online (7). A
m

azon.com
 (8) delivered over 

half a billion page im
pressions to online shoppers (9) in 

20
0

8, and spent over a billion dollars for technology and 

content (5), notably to run its e-com
m

erce operations. 

 
But now

 A
jit is even m

ore excited, because A
m

azon.

com
 is traveling far beyond its traditional retail offers. It’s 

in the process of becom
ing one of the m

ost im
portant 

infrastructure providers in e-com
m

erce. 

 
W

ith a service called A
m

azon Sim
ple Storage 

System
s (A

m
azon S3) (11) the com

pany is now
 using its 

ow
n IT infrastructure to provide online storage to other 

com
panies at rock-bottom

 prices. This m
eans that an 

online video hosting service can store all custom
er vid-

eos on A
m

azon’s infrastructure rather than buying and 

m
aintaining its ow

n servers. Sim
ilarly, A

m
azon Elastic 

C
om

puting C
loud (A

m
azon EC

2)(11) offers A
m

azon.

com
’s ow

n com
puting capability to outside clients. 

 
A

jit know
s that outsiders m

ight view
 such services 

as distracting A
m

azon.com
 from

 its core retail opera-

tions. From
 the inside, though, the diversifi cation m

akes 

perfect sense. 

 
A

jit rem
em

bers that four years ago, his group spent 

m
uch tim

e coordinating the efforts of the netw
ork engi-

neering groups, w
hich m

anaged IT infrastructure, and 

the applications program
m

ing groups, w
hich m

anaged 

A
m

azon.com
’s m

any W
eb sites. So they decided to build 

so-called application program
m

ing interfaces (A
PIs)

(12) betw
een these tw

o layers, w
hich w

ould allow
 the 

latter to easily build on the form
er. A

jit also rem
em

bers 

exactly w
hen they started to realize that this w

ould be 

useful to external as w
ell as internal custom

ers. So under 

Jeff Bezos’s leadership, A
m

azon.com
 decided to create a 

new
 business w

ith the potential to generate a signifi cant 

revenue source for the com
pany. A

m
azon.com

 opened 

up its infrastructure A
PIs to provide w

hat it calls A
m

azon 

W
eb Services to outside parties on a fee-for-service basis 

(14
). Since A

m
azon.com

 had to design, create, im
ple-

m
ent, and m

aintain this infrastructure anyw
ay, offering 

it to third parties w
as hardly a distraction.

am
azon w

eb 
services: s3, ec2, 
sqs,  other w

eb 
services

com
panies and 

developers

A
PIs

utility com
puting fees

fulfi llm
ent 

it infrastruc-
ture & softw

are 
developm

ent & 
m

aintenance

it infrastruc-
ture & softw

are

fulfi llm
ent 

infrastructure

technology & content

fulfi llm
ent

(m
arketing)

online retail 
shop

consum
er 

m
arket

am
azon.com

sales m
argins

1234

5
6
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Custom
er Perspective

R
andy, 41, W

eb Entrepreneur

Randy is a passionate W
eb entrepreneur. 

A
fter 18 years in the softw

are industry he is 

now
 running his second startup, providing 

enterprise softw
are through the W

eb. H
e 

spent 10
 years of his career in large softw

are 

com
panies and eight years in start-ups.  

 
Throughout his career, one constant struggle has 

been getting infrastructure investm
ents right. To him

, 

running servers to provide services w
as basically a 

com
m

odity business, but a tricky one due to the enor-

m
ous costs involved. Tight m

anagem
ent w

as crucial; 

w
hen you’re running a start-up you can’t invest m

illions 

in a server farm
. 

 
But w

hen serving the enterprise m
arket, you’d better 

have a robust IT infrastructure in place. That’s w
hy Randy 

w
as intrigued w

hen a friend at A
m

azon.com
 told him

 

about the new
 IT infrastructure services his com

pany 

w
as launching. That w

as the answ
er to one of Randy’s 

m
ost im

portant in-house jobs: running his services on a 

w
orld-class IT infrastructure, being able to scale quickly, 

and all the w
hile paying only for w

hat his com
pany w

as 

actually using. That w
as exactly w

hat A
m

azon’s W
eb 

Services (11) prom
ised. W

ith A
m

azon Sim
ple Storage 

System
s (A

m
azon S3), Randy could plug into A

m
azon’s 

infrastructure through a so-called application program
-

m
ing interface (A

PI)(12) and store all the data and appli-

cations for his ow
n services on A

m
azon.com

’s servers. 

The sam
e w

ent for A
m

azon’s Elastic C
om

puting C
loud 

(A
m

azon EC
2). Randy didn’t have to build and m

aintain 

his ow
n infrastructure to crunch the num

bers for his 

enterprise application service. H
e could sim

ply plug into 

A
m

azon and use its com
puting pow

er in return for hourly 

usage fees (14
). 

 
H

e im
m

ediately understood w
hy the value w

as 

com
ing from

 the giant e-tailer rather than from
 IBM

 or 

A
ccenture. A

m
azon.com

 w
as providing and m

aintaining 

IT infrastructure (2, 3, 5) to serve its online retail busi-

ness (7) every day on a global scale. This w
as its core 

com
petency. Taking the step to offer the sam

e infrastruc-

ture services to other com
panies (9) w

as not m
uch of a 

stretch. A
nd since A

m
azon.com

 w
as in retail, a business 

w
ith low

 m
argins (11), it had to be extrem

ely cost-

effi cient (5), w
hich explained the rock-bottom

 prices of 

its new
 W

eb Services.

am
azon w

eb 
services: s3, ec2, 
sqs,  other w

eb 
services

com
panies and 

developers

A
PIs

utility com
puting fees

fulfi llm
ent 

it infrastruc-
ture & softw

are 
developm

ent & 
m

aintenance

it infrastruc-
ture & softw

are

fulfi llm
ent 

infrastructure

technology & content

fulfi llm
ent

(m
arketing)

online retail 
shop

consum
er 

m
arket

am
azon.com

sales m
argins

7
8

9

1
0

1
1

1
2

1
4

1
3

E
-com

m
erce

Infrastructure
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Talk &
 Im

age 
V

ideo Clip
Role Play 

Text &
 Im

age
Com

ic Strip 

description
Tell the story of a protago-
nist and his environm

ent 
using one or several im

ages

Tell the story of a protago-
nist and his environm

ent 
using video to blur lines 
betw

een reality and fi ction

H
ave people play the roles 

of a story’s protagonists 
to m

ake the scenario real 
and tangible

Tell the story of a protago-
nist and his environm

ent 
using text and one or 
several im

ages

U
se a series of cartoon 

im
ages to tell the story 

of a protagonist in a tan-
gible w

ay

w
hen?

G
roup or conference 

presentation
Broadcast to large audi-
ences or in-house use for 
decisions w

ith im
portant 

fi nancial im
plications

W
orkshops w

here par-
ticipants present new

ly 
developed business m

odel 
ideas to each other 

Reports or broadcasts 
to large audiences

Reports or broadcasts 
to large audiences

tim
e & cost

Low
M

edium
 to high

Low
Low

Low
 to m

edium

Techniques
Telling an engaging story can be done in different w

ays. Each technique has 

advantages and disadvantages and is better suited for certain situations 

and audiences. C
hoose a suitable technique after you understand w

ho your 

audience w
ill be and the context in w

hich you w
ill present.
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Talk &
 Im

age 
V

ideo Clip
Role Play 

Text &
 Im

age
Com

ic Strip 

description
Tell the story of a protago-
nist and his environm

ent 
using one or several im

ages

Tell the story of a protago-
nist and his environm

ent 
using video to blur lines 
betw

een reality and fi ction

H
ave people play the roles 

of a story’s protagonists 
to m

ake the scenario real 
and tangible

Tell the story of a protago-
nist and his environm

ent 
using text and one or 
several im

ages

U
se a series of cartoon 

im
ages to tell the story 

of a protagonist in a tan-
gible w

ay

w
hen?

G
roup or conference 

presentation
Broadcast to large audi-
ences or in-house use for 
decisions w

ith im
portant 

fi nancial im
plications

W
orkshops w

here par-
ticipants present new

ly 
developed business m

odel 
ideas to each other 

Reports or broadcasts 
to large audiences

Reports or broadcasts 
to large audiences

tim
e & cost

Low
M

edium
 to high

Low
Low

Low
 to m

edium

SuperToast, Inc. 
Business M

odel

Start practicing your business m
odel storytelling skills w

ith 

this sim
ple, slightly silly exercise: The business m

odel of 

SuperToast, Inc. outlined in the C
anvas below

. You can start 

anyw
here you like: w

ith C
ustom

ers, the V
alue Proposition, 

Key Resources, or elsew
here. Invent your ow

n story. The only 

constraints are the nine im
ages that outline SuperToast Inc.’s 

business m
odel. Try telling the story several tim

es, starting 

from
 different Building Blocks. Each starting point w

ill give the 

story a slightly different tw
ist and em

phasize different aspects 

of the m
odel. 

By the w
ay, this is a w

onderful approach to introducing the 

Business M
odel C

anvas to the “uninitiated” in a sim
ple and 

engaging w
ay—

w
ith a story. 

©
X

P
L

A
N

E
 2

0
0

8
 

constraints are the nine im
ages that outline SuperToast Inc.’s 

business m
odel. Try telling the story several tim

es, starting 

from
 different Building Blocks. Each starting point w

ill give the 

story a slightly different tw
ist and em

phasize different aspects 

By the w
ay, this is a w

onderful approach to introducing the 

Business M
odel C

anvas to the “uninitiated” in a sim
ple and 

constraints are the nine im
ages that outline SuperToast Inc.’s 

business m
odel. Try telling the story several tim

es, starting 

from
 different Building Blocks. Each starting point w

ill give the 

story a slightly different tw
ist and em

phasize different aspects 

By the w
ay, this is a w

onderful approach to introducing the 

Business M
odel C

anvas to the “uninitiated” in a sim
ple and 
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1

F
e

br
u

a
ry, 20

0
0

P
rofessor JeΩ

rey 
H

uang and M
uriel 

W
aldvogel seem

 lost 
in thought as they 
ponder scale m

odels 
of the Sw

isshouse, 
the new

 Sw
iss 

consulate facility 
to be built in B

oston, 
M

assachusetts . . .

. . . H
uang and W

aldvogel w
ere brought in to 

conceive the architectural design of the building, 

w
hich, rather than issuing visas, w

ill serve as a 

netw
orking and know

ledge exchange hub. The 

tw
o are studying several scenarios of how

 people 

w
ill use the Sw

isshouse, and have constructed 

both physical m
odels and screenplay-like texts 

designed to m
ake tangible the purpose of this 

unprecedented governm
ent facility. 

 
O

ne scenario describes N
icolas, a brain 

surgeon w
ho has just m

oved to Boston from
 

Sw
itzerland. H

e visits the Sw
isshouse to m

eet 

likem
inded scientists and other m

em
bers of the 

Sw
iss-A

m
erican com

m
unity. A

 second scenario 

tells the story of a Professor Sm
ith, w

ho uses 

the Sw
isshouse to present his M

IT M
edia Lab 

research to Boston’s Sw
iss com

m
unity and to 

academ
ics at tw

o Sw
iss universities, using a 

high-speed Internet connection. 

 
These scenarios, w

hile sim
ple, are the result 

of intensive research into roles the new
 type of 

consulate m
ight play. The stories illustrate the 

Sw
iss governm

ent’s intentions and serve as think-

ing tools to guide the building’s design. U
ltim

ately, 

the new
 facility effectively accom

m
odated the 

applications im
agined and fulfi lled its objectives. 

 
Today, alm

ost a decade after its conception, 

the Sw
isshouse enjoys an outstanding reputa-

tion for helping build stronger international 

ties in greater Boston’s science and technology 

com
m

unities. U
nder the banner of the Sw

iss 

K
now

ledge N
etw

ork, or sw
issnex, the Sw

isshouse 

has inspired “colleague” facilities in Bangalore, 

San Francisco, Shanghai, and Singapore.

F
e

br
u

a
ry, 20

0
0

P
rofessor JeΩ

rey 
H

uang and M
uriel 

W
aldvogel seem

 lost 
in thought as they 
ponder scale m

odels 
of the Sw

isshouse, 
the new

 Sw
iss 

consulate facility 
to be built in B

oston, 
M

assachusetts . . .
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Scenarios can be useful in guiding the design of new
 business 

m
odels or innovating around existing m

odels. Like visual thinking 

(p. 146), prototyping (p. 160
), and storytelling (p. 170

), scenarios 

render the abstract tangible. For our purposes, their prim
ary 

function is to inform
 the business m

odel developm
ent process 

by m
aking the design context specifi c and detailed. 

H
ere w

e discuss tw
o types of scenarios. The fi rst describes differ-

ent custom
er settings: how

 products or services are used, w
hat 

kinds of custom
ers use them

, or custom
er concerns, desires, and 

objectives. Such scenarios build on custom
er insights (p. 126), 

but go a step further by incorporating know
ledge about custom

-

ers into a set of distinct, concrete im
ages. By describing a specifi c 

situation, a custom
er scenario m

akes custom
er insights tangible. 

A
 second type of scenario describes future environm

ents 

in w
hich a business m

odel m
ight com

pete. The goal here is 

not to predict the future, but rather to im
agine possible 

futures in concrete detail. This exercise helps innova-

tors refl ect on the m
ost appropriate business 

m
odel for each of several future environ-

m
ents. The strategy literature discusses this practice in detail 

under the topic of “scenario planning.”  A
pplying scenario 

planning techniques to business m
odel innovation forces 

refl ection on how
 a m

odel m
ight have to evolve under certain 

conditions. This sharpens understanding of the m
odel, and of 

potentially necessary adaptations.  M
ost im

portant, it helps us 

prepare for the future. 

Scenario-Guided 
Business M

odel Design 
—
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inform
ed

design

m
ake tangible

D
irections
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1
8
4 Explore Ideas 

the w
ine farm

er

A
lexander inherited vineyards from

 his father, w
ho in 

turn inherited them
 from

 A
lexander’s grandfather, w

ho 

em
igrated from

 Sw
itzerland to C

alifornia to grow
 w

ine. 

C
arrying on this fam

ily history is hard w
ork, but A

lexan-

der enjoys adding sm
all innovations to his fam

ily’s long 

w
ine-grow

ing tradition. 

 
H

is latest discovery is a sim
ple land m

anagem
ent 

application that now
 resides on his m

obile phone. 

Though not aim
ed at vintners, it w

as designed in such a 

w
ay that A

lexander w
as easily able to custom

ize it for his 

ow
n particular needs. The application integrates w

ith his 

task list, w
hich m

eans he now
 has a G

PS-based to-do list 

that rem
inds him

 w
hen and w

here to check soil or grape 

quality. N
ow

 he’s pondering how
 to share the application 

w
ith all of his m

anagers. A
fter all, the tool m

akes sense 

only if everyone on the m
anagem

ent team
 updates the 

soil and grape quality database.

the tourists

D
ale and Rose are traveling to Paris for an extended 

w
eekend. They are excited because they haven’t visited 

Europe since their honeym
oon 25 years ago.  The couple 

organized this m
ini-escape from

 everyday w
ork and 

fam
ily life just tw

o w
eeks before departure, leaving their 

three kids w
ith parents back in Portland. Lacking tim

e 

and energy to plan the trip in detail, they decided to 

“w
ing it.”  A

s a consequence, they w
ere intrigued to read 

an article in the infl ight m
agazine about a new

 G
PS-

based tourist service that uses m
obile phones. D

ale and 

Rose, both technology fans, rented the recom
m

ended 

handset upon arrival at C
harles de G

aulle airport. N
ow

 

they’re happily strolling around Paris on a custom
ized 

tour proposed by the com
pact device—

all w
ithout having 

consulted a single traditional tourist guide. They par-

ticularly appreciate the built-in audio guide that suggests 

various story and background inform
ation options as they 

approach particular sites. O
n the return fl ight, D

ale and 

Rose m
use about relocating to Paris after retiring. Laugh-

ing to them
selves, they w

onder w
hether the handy device 

w
ould be enough to help them

 adapt to French culture.

C
ustom

er scenarios guide us during business m
odel 

design. They help us address issues such as w
hich 

C
hannels are m

ost appropriate, w
hich relationships 

w
ould be best to establish, and w

hich problem
 solutions 

custom
ers w

ould be m
ost w

illing to pay for. O
nce w

e’ve 

generated scenarios for different C
ustom

er Segm
ents, 

w
e can ask ourselves w

hether a single business m
odel is 

suffi cient to serve them
 all—

or if w
e need to adapt the 

m
odel to each segm

ent. 

 
H

ere are three different scenarios describing loca-

tion-based services that m
ake use of G

lobal Positioning 

System
s (G

PS). They inform
 the business m

odel design, 

but are deliberately left open to allow
 for specifi c ques-

tions around the V
alue Proposition, D

istribution C
han-

nels, C
ustom

er Relationships, and Revenue Stream
s. The 

scenarios are w
ritten from

 the standpoint of a m
obile 

telephone service operator w
orking to develop innovative 

new
 business m

odels. 

the hom
e delivery service 

Tom
 has alw

ays dream
ed of running his ow

n sm
all busi-

ness. H
e knew

 it w
ould be diffi cult, but earning a living 

by living his passion w
as defi nitely w

orth w
orking m

ore 

and earning less. 

 
Tom

 is a fi lm
 buff w

hose know
ledge of m

ovies is 

encyclopedic, and that’s w
hat custom

ers of his hom
e-

delivery D
V

D
 m

ovie service appreciate. They can query 

him
 about actors, production techniques, and just about 

anything else fi lm
-related before ordering m

ovies for 

delivery to their doorsteps. 

 
G

iven the form
idable online com

petition, it’s hardly 

an easy business.  But Tom
’s been able to boost his 

productivity and im
prove custom

er service w
ith a new

 

G
PS-based delivery planner acquired from

 his m
obile 

phone operator. For a sm
all fee he equipped his phone 

w
ith softw

are that easily integrated w
ith his C

ustom
er 

Relationship m
anagem

ent program
. This softw

are w
on 

back m
uch of Tom

’s tim
e by helping him

 better plan 

delivery routes and avoid traffi c. It even integrated w
ith 

the cell phones used by tw
o aides w

ho help out on w
eek-

ends w
hen dem

and for his service peaks. Tom
 know

s 

his little business w
ill never m

ake him
 rich, but w

ouldn’t 

trade his situation for any corporate job. 
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1
8
5

VP
CRCH

CS
KP

KAKR

R$
C$

the tourists

��Should the service be based on a proprietary device 

or on an application that can be dow
nloaded to 

custom
er handsets?

��C
ould airlines serve as C

hannel partners to distribute 

the service/device?

��W
hich prospective content partners w

ould be 

interested in being part of the service?

��W
hich V

alue Propositions w
ould custom

ers 

be m
ost w

illing to pay for?

the hom
e delivery service

��Is the value added suffi cient to m
otivate 

delivery services to pay m
onthly fees?

��Through w
hich C

hannels could such C
ustom

er 

Segm
ents m

ost easily be reached?

��W
ith w

hat other devices and/or softw
are 

w
ould this service need to be integrated?

the w
ine farm

er

��Is the value added suffi cient to m
otivate a 

landow
ner to pay a m

onthly service fee?

��Through w
hich C

hannels could such C
ustom

er 

Segm
ents m

ost easily be reached?

��W
ith w

hat other devices and/or softw
are w

ould 

this service need to be integrated?

C
ould w

e create resource, 
activity, or C

hannel synergies 
by sim

ultaneously serving all 
three C

ustom
er Segm

ents?

questions regarding the business m
odel

C
ould one m

odel serve all 
three C

ustom
er Segm

ents?
 

D
oes each segm

ent need 
a separate, specifi c V

alue 
Proposition?

Should w
e serve one or 

m
ore C

ustom
er Segm

ents 
at low

 or no cost in order 
to attract other, high-value 
custom

ers?

KR
CH

KA
CS

CR
CSCS

R$

(
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SCENARIOSDESIGN

tion is driven in part by pharm
acogenom

ics, in part by 

advances in diagnostics, and in part by renew
ed cost-

consciousness am
id grow

ing aw
areness that prevention 

is less expensive than hospitalization and treatm
ent. 

These tw
o drivers suggest trends that m

ay or m
ay not 

m
aterialize and thus provide four scenarios illustrated 

in the fi gure opposite. These are:

�� business as usual: Personal m
edicine fails to 

m
aterialize despite its technological feasibility (e.g. 

for privacy reasons, etc.) and treatm
ent rem

ains 

the core revenue generator.

�� m
y.m

edicine: Personal m
edicine m

aterializes, but 

treatm
ent rem

ains the core revenue generator.

�� the healthy patient: The shift tow
ard preventive 

m
edicine continues, but personal m

edicine rem
ains 

a fad despite technological feasibility.

�� reinventing pharm
a: Personal and preventive 

m
edicine com

prise the new
 grow

th areas of the 

drug industry.

Future Scenarios

The scenario is another thinking tool that helps us refl ect 

on business m
odels of the future. Scenarios kick-start 

our creativity by providing concrete future contexts for 

w
hich w

e can invent appropriate business m
odels. This 

is usually easier and m
ore productive than free brain-

storm
ing about possible future business m

odels. It does 

require, how
ever, developing several scenarios, w

hich 

can be costly depending on their depth and realism
. 

O
ne sector under strong pressure to devise innovative 

new
 business m

odels is the pharm
aceutical industry. 

There are a num
ber of reasons for this. M

ajor player 

research productivity has declined in recent years, and 

these com
panies face enorm

ous challenges discovering 

and m
arketing new

 blockbuster drugs—
traditionally the 

core of their businesses. A
t the sam

e tim
e, patents on 

m
any of their cash cow

 drugs are expiring. This m
eans 

revenues from
 those drugs are likely to be lost to generic 

drug m
anufacturers. This com

bination of em
pty product 

pipelines and evaporating revenue are just tw
o head-

aches plaguing incum
bent pharm

aceutical m
akers. 

In this turbulent context, com
bining business m

odel 

brainstorm
ing w

ith the developm
ent of a set of future 

scenarios can be a pow
erful exercise. The scenarios 

help trigger out-of-the-box thinking, w
hich is not alw

ays 

easy w
hen trying to develop innovative business m

odels. 

H
ere’s an overview

 of how
 such an exercise m

ight be 

conducted.

First, w
e m

ust devise a set of scenarios that paint 

pictures of the future of the pharm
aceutical industry. 

This is best left to scenario planning specialists equipped 

w
ith the right tools and m

ethodology. To illustrate, w
e 

developed four bare bones scenarios based on tw
o crite-

ria that m
ay shape the evolution of the pharm

a industry 

over the next decade. There are, of course, several other 

drivers and m
any different scenarios that could be 

crafted based on deeper research into the industry. 

The tw
o drivers w

e’ve selected are (1) the em
ergence of 

personalized m
edicine and (2) the shift from

 treatm
ent 

tow
ard prevention. The form

er is based on advances in 

pharm
acogenom

ics, the science of identifying underlying 

causes of diseases based on a person’s D
N

A
 structure. 

Som
eday, this m

ay result in com
pletely personalized 

treatm
ent, using custom

ized drugs based on a person’s 

genetic structure. The shift from
 treatm

ent to preven-

1
8
6

bm
gen_final.indd   186

6/15/10   5:44 PM



1
8
7 SCENARIOSDESIGN

1
8
7

Pharm
a Business M

odels 
of the Future 

A
) Business as U

sual
��H

ow
 w

ill our business m
odel look in the future if 

these tw
o drivers don’t change?

B) M
y.m

edicine
��W

hat kinds of relationships w
ill w

e have to establish 
w

ith patients?

��W
hich D

istribution Channels are m
ost appropriate 

for personalized m
edicine?

��W
hich resources and activities, such as bioinform

atics 
and gene sequencing, do w

e need to develop?

C) The H
ealthy Patient:

��W
hat kind of Custom

er Relationship does effective 
preventive m

edicine require?

��W
ho are the m

ain partners w
e should involve in 

developing our business m
odel for preventive m

edicine?

��W
hat does the shift tow

ard preventive m
edicine 

im
ply about the relationship betw

een doctors and 
our salespeople?

 D
) Reinventing pharm

a:
��W

hat does our Value Proposition look like in this 
new

 landscape?

��W
hat roles w

ill Custom
er Segm

ents play under our 
new

 business m
odel?

��Should w
e develop relevant activities, such as 

bioinform
atics and gene sequencing, in-house or 

through partnerships?

prevention becom
es the m

ain 
revenue generator

treatm
ent rem

ains the m
ain 

revenune generator

personalized m
edicine becom

es 
a m

arket m
ainstay 

personalized m
edicine 

rem
ains a fad
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SCENARIOSDESIGN Scenario D: 
Reinventing Pharm

a

VP
CRCH

CS
KP

KAKR

R$
C$

CRCH

KAKR

CS

The landscape of the pharm
aceutical industry has 

com
pletely changed. Pharm

acogenom
ic research has 

fulfi lled its prom
ise and is now

 a core part of the indus-

try. Personalized drugs tailored to individual genetic 

profi les account for a large portion of industry revenues. 

A
ll this has increased the im

portance of prevention—
and 

is partially replacing treatm
ent, thanks to substantially 

im
proved diagnostic tools and a better understanding of 

the links betw
een diseases and individual genetic profi les. 

These tw
o trends—

the rise of personalized drugs 

and the increasing im
portance of prevention—

have 

com
pletely transform

ed the traditional pharm
aceutical 

m
anufacturing business m

odel. The tw
in trends have 

had a dram
atic im

pact on pharm
a’s Key Resources and 

A
ctivities. They’ve transform

ed the w
ay drug m

akers 

approach custom
ers and provoked substantial changes 

in how
 revenue is generated.

The new
 pharm

a landscape has taken a heavy toll on 

incum
bents. A

 num
ber w

ere unable to adapt quickly 

enough and disappeared or w
ere acquired by m

ore agile 

players. A
t the sam

e tim
e, upstarts w

ith innovative 

business m
odels w

ere able to acquire signifi cant m
arket 

share. Som
e w

ere them
selves acquired and integrated 

into the operations of larger but less nim
ble com

panies. 

W
hat are the attributes 

of a com
petitive V

alue 
Proposition under the 
new

 landscape?

W
hat new

 Key Resources 
and Key A

ctivities w
ill pro-

vide a com
petitive advan-

tage w
hen personalized 

drugs and prevention are 
the industry’s m

ain focus? 

H
ow

 w
ill revenues be 

generated w
hen the focus 

is on personalized drugs 
and prevention?

H
ow

 w
ill the C

ost Structure 
of a pharm

aceutical com
pa-

ny’s business m
odel change 

under this new
 landscape?

W
hich partnerships w

ill 
m

axim
ize the effectiveness 

of a drug com
pany’s new

 
business m

odel? 

W
hat roles w

ill C
ustom

ers 
and C

ustom
er Relation-

ships play w
hen personal-

ized drugs are an industry 
m

ainstay?

KP
VP

R$

1
8
8
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1
8
9

Future Scenarios and New
 

Business M
odels

1develop a set of future scenarios based 
on tw

o or m
ore m

ain criteria.

2describe each scenario w
ith a story that 

outlines the m
ain elem

ents of the scenario

3
 

w
o

rksh
o

p

develop one or m
ore appropriate 

business m
odels for each scenario

The goal of com
bining scenarios w

ith business m
odel innovation efforts is to 

help your organization prepare for the future. This process engenders m
eaning-

ful discussion about a diffi cult topic, because it forces participants to project 

them
selves into concrete “futures” underpinned by hard (though assum

ed) facts. 

W
hen participants describe their business m

odels they m
ust be able to m

ake a 

clear case for their choices w
ithin the context of the specifi c scenario. 

Scenarios should be developed before the business m
odel w

orkshop begins. The 

sophistication of the “screenplays” w
ill vary depending on your budget. Keep in 

m
ind that once you develop scenarios, they m

ay be usable for other purposes as 

w
ell. Even sim

ple scenarios help jum
pstart creativity and project participants into 

the future. 

Ideally you should develop betw
een tw

o and four different scenarios based on 

tw
o or m

ore criteria in order to run a good business m
odel scenario w

orkshop. 

Each scenario should be titled and described w
ith a short, specifi c narrative 

outlining the m
ain elem

ents. 

Begin the w
orkshop by asking participants to review

 the scenarios, then develop 

an appropriate business m
odel for each. If your objective is to m

axim
ize a group’s 

understanding of all the potential futures, you m
ight w

ant everyone to participate 

in a single group and let them
 collectively develop different business m

odels for 

each scenario. If you are m
ore interested in generating a set of very diverse future 

business m
odels, you m

ight decide to organize participants into different groups 

that w
ork in parallel on separate solutions for the various scenarios.
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DESIGN FURTHER READINGS

D
esign A

ttitude

M
anaging as D

esigning 

by Richard Boland Jr. and Fred C
ollopy 

(Stanford Business Books, 20
0

4)

A
 W

hole N
ew

 M
ind: W

hy R
ight-Brainers 

W
ill R

ule the Future 

by D
aniel H

. Pink (Riverhead Trade, 20
0

6)

The Ten Faces of Innovation: Strategies 

for H
eightening Creativity 

by Tom
 Kelley (Profi le Business, 20

0
8)

Custom
er Insights

Sketching U
ser Experiences: G

etting 

the D
esign R

ight and the R
ight D

esign 

by Bill Buxton (Elsevier, 20
07)

D
esigning for the D

igital A
ge: H

ow
 to Create 

H
um

an-Centered Products and Services 

by Kim
 G

oodw
in (John W

iley &
 Sons, Inc. 20

0
9)

Ideation

The A
rt of Innovation: Lessons in Creativity 

from
 ID

EO
, A

m
erica's Leading D

esign Firm

by Tom
 Kelley, Jonathan Littm

an, and 

Tom
 Peters (Broadw

ay Business, 20
0

1)

IdeaSpotting: H
ow

 to Find Your N
ext 

G
reat Idea

by Sam
 H

arrison (H
ow

 Books, 20
0

6)

V
isual Thinking

The Back of the N
apkin: Solving Problem

s 

and Selling Ideas w
ith Pictures 

by D
an Roam

 (Portfolio H
ardcover, 20

0
8)

Brain R
ules: 12 Principles for Surviving 

and Thriving at W
ork, H

om
e, and School 

by John M
edina (Pear Press, 20

0
9) 

(pp. 221–240
)

Prototyping

Serious Play: H
ow

 the W
orld's Best 

Com
panies Sim

ulate to Innovate 

by M
ichael Schrage (H

arvard Business 

Press, 1999)

D
esigning Interactions 

by Bill M
oggridge (M

IT Press, 20
07) (ch. 10

)

Storytelling

The Leader's G
uide to Storytelling: M

astering 

the A
rt and D

iscipline of Business N
arrative

by Stephen D
enning (Jossey-Bass, 20

0
5)

M
ade to Stick: W

hy Som
e Ideas Survive 

and O
thers D

ie

by C
hip H

eath and D
an H

eath 

(Random
 H

ouse, 20
07)

Scenarios

The A
rt of the Long V

iew
: Planning for 

the Future in an U
ncertain W

orld

by Peter Schw
artz (C

urrency D
oubleday, 1996)

U
sing Trends and Scenarios as Tools for 

Strategy D
evelopm

ent 

by U
lf Pillkahn (Publicis C

orporate 

Publishing, 20
0

8)

Further Reading on 
Design and Business

1
9
0
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D
o you have the guts to start from

 scratch?
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In m
y w

ork w
ith non-profit organiza-

tions, the biggest obstacles to business 
m

odel innovation are 1. inability 
to understand the existing business 
m

odel, 2. lack of a language to talk 
about business m

odel innovation,  
and 3. counterproductive constraints 
on im

agining the design of new
  

business m
odels.

Jeff D
e Cagna, U

nited States

The m
anagem

ent of an SM
E (w

ood 
m

anufacturing industry-W
M

I) did not 
begin changing its business m

odel 
until the bank no longer w

anted to give 
them

 credit. The biggest obstacle to 
business m

odel innovation (in the W
M

I 
case and likely every case) is the people 
w

ho resist any changes until problem
s 

appear and need corrective actions.
D

anilo Tic, Slovenia

  EV
ERY

O
N

E 
LO

V
ES

 
IN

N
O

V
A

T
IO

N
  

U
N

T
IL IT

 A
FFECTS 

T
H

EM
.

 
The biggest obstacle to business  
m

odel innovation is not technology:  
it is w

e hum
ans and the institutions  

w
e live in. Both are stubbornly resistant  

to experim
entation and change.

Saul Kaplan, U
nited States

I have found that the m
anagem

ent 
and key em

ployees in m
any SM

E 
com

panies lack a com
m

on fram
ew

ork 
and language for discussing business 
m

odel innovation. They do not have the 
theoretical background, but they are  
essential to the process because they 
are the ones w

ho know
 the business.

M
ichael N

. W
ilkens, D

enm
ark

 M
ETRICS 

OF SUCCESS: 
They can direct the scope and am

bition 
of behavior. At best they can allow

  
for the agility that brings truly disruptive 
innovation; at w

orst they reduce vision 
to near term

 iterative cycles of  
evolution that fail to take opportunity 
from

 changing environm
ents.

N
icky Sm

yth, U
.K.

Fear to take risks. As a CEO you need 
courage to take a business m

odel 
innovation decision. In 2005, Dutch 
telecom

 provider KPN decided to 
m

igrate proactively to IP and thus to 
cannibalize its traditional business. KPN 
is now

 internationally recognized as an 
outperform

er in the telco industry.
Kees G

roeneveld, N
etherlands

In m
y experience w

ith a large archive, 
the biggest hurdle w

as to m
ake them

 
understand that even an archive has a 
business m

odel. W
e overcam

e this by 
starting a sm

all project and show
ed 

them
 this w

ould affect their current 
m

odel.
H

arry Verw
ayen, N

etherlands 

 GET EVERYBODY 
IN

V
O

LV
ED

 
and keep up the speed of change. For 
our disruptive m

eeting concept Seats-
2m

eet.com
 w

e trained the staff alm
ost 

daily for a period of four m
onths just 

on com
m

unicating this new
 business 

m
odel to all stakeholders.

Ronald van D
en H

off, N
etherlands

1. Organizational antibodies that attack 
a project as resources draw

n from
 

their area conflict w
ith their business 

objectives. 2. Project m
anagem

ent 
processes that can’t deal w

ith risks/
uncertainties associated w

ith bold 
ideas so leaders decline or claw

 ideas 
back to existing com

fort zones.
John Sutherland, Canada

The biggest obstacle is a belief that 
m

odels m
ust contain every detail—

experience show
s that clients ask for 

a lot but settle for sim
plicity once they 

have insight into their business.
D

avid Edw
ards, Canada

 W
HAT 

STANDS 
IN YOUR 
W

AY?
194
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1. Not know
ing: W

hat is a business 
m

odel? W
hat is business m

odel innova-
tion? 2. Not able: How

 to innovate a 
business m

odel? 3. Not w
illing: W

hy 
should I innovate m

y business m
odel?  

Is there a sense of urgency?  
4. Com

binations of the above.
Ray Lai, M

alaysia

 In m
y experience, 

the biggest obstacle 
is failure to change 
the thinking process 
from

 the traditional 
linear w

ay to holistic 
and system

ic.
Entrepreneurs need to m

ake a concerted 
effort to develop the capability to envi-
sion the m

odel as a system
 w

hose parts 
interact w

ith each other and affect each 
other in a holistic and non-linear m

anner.
Jeaninne H

orow
itz G

assol, Spain

As an Internet m
arketer for 15 years I’ve 

seen new
 business m

odels live and die.  

The key for the 
w

inners w
as  

that the m
ajor 

stakeholders 
com

pletely  
understood  
and advanced 
the m

odel.
Stephanie D

iam
ond, U

nited States

 THE M
ENTAL 

M
ODELS

 
of executives and the board. 
The lack of candor and fear of deviating 
from

 the status quo sets in groupthink. 
Executives are com

fortable w
ith exploit 

phase and not ‘explore’ phase, w
hich is 

unknow
n and hence risky.

Cheenu Srinivasan, A
ustralia

In m
y experience as an Internet 

entrepreneur and investor, the biggest 
obstacles are lack of vision and bad 
governance. W

ithout good vision and 
governance a com

pany w
ill m

iss the 
em

erging industry paradigm
 and avoid 

reinventing the business m
odel in tim

e.
N

icolas D
e Santis, U

.K.

W
ithin large m

ultinationals it is key to  
create cross-functional understanding  
and synergies. Business m

odel innova-
tion does not hold itself to the organiza-
tional constraints that the people in  
it experience. For successful execution  
it is key to have all disciplines on board  
and interconnected!
Bas van O

osterhout, N
etherlands

 FUG: 
FEAR,  
UNCERTAINTY 
& GREED 
of the people vested in the current  
business m

odel. . . 
Frontier Service D

esign, LLC,  

U
nited States

 A lack of  
entrepreneurship 
in the organization.  
Innovation is about taking risks, w

isely.  
If there is no room

 for creative insights 
or if people can’t think and act outside 
the boundaries of the existing m

odel, 
don’t even try to innovate: you w

ill fail.
Ralf de G

raaf, N
etherlands

On an organizational level, the biggest 
obstacle for a large, successful com

pany 
is a reluctance to risk doing anything 
that m

ay jeopardize their current m
odel.  

On a leader/personal level, their very 
success was likely a product of the 
current business m

odel...
Jeffrey M

urphy, U
nited States

 “If it ain’t broke, 
don't fix it” 
thinking. Established com

panies stick 
to current w

ays of doing business until 
it is obvious that the custom

ers w
ant 

som
ething else. 

O
la D

agberg, Sw
eden

 ST
R

EN
G

T
H

 

OF LEADERSHIP 
can be an obstacle. Risk m

anagem
ent 

and due diligence color the perceived 
purpose of m

any boards. W
here innova-

tion is assessed as a risk issue it's easy 
to relegate it to tokenism

, especially 
w

ithin cultural institutions that tend 
not to have cham

pioning cultures. Here 
innovation often dies the death of a 
thousand cuts inflicted by entrenched 
critical business processes, instead of 
being placed front and center as the fuel 
for future strategy.
A

nne M
cCrossan, U

.K.

Oftentim
es, com

panies design an 
innovative business m

odel, but do a 
poor job of constructing a com

pensation 
structure that is properly aligned w

ith 
the m

odel and its objectives.
A

ndrew
 Jenkins, Canada

 CURRENT 
SUCCESS  
prevents com

panies from
 asking them

-
selves how

 their business m
odel could 

be innovated. Organizational structures 
are not typically designed for new

 busi-
ness m

odels to em
erge.  

H
ow

ard Brow
n, U

nited States

The com
panies that are the m

ost 
successful in continuously im

proving 
the efficiency of their current business 
m

odel often get blinded by  

“this is the 
w

ay things 
are done in 
our business"

 
and fail to see the em

ergence of  
innovative business m

odels.
W

outer van der Burg, N
etherlands
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   “T
here’s not a single  

business m
odel . . . 

There are really a lot of  
opportunities and a lot of 
options and w

e just have  
to discover all of them

.” 
�
�

C
X\
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zA
TX[[h��2

4
>
��>
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In previous sections w
e taught you a language for describing, discussing, 

and designing business m
odels, described business m

odel patterns, 
and explained techniques that facilitate the design and invention of new

 
business m

odels. This next section is about re-interpreting strategy 
through the lens of the Business M

odel C
anvas. This w

ill help you 
constructively question established business m

odels and strategically 
exam

ine the environm
ent in w

hich your ow
n business m

odel functions.

The follow
ing pages explore four strategic areas: the Business M

odel 
Environm

ent, Evaluating Business M
odels, a Business M

odel Perspective 
on Blue O

cean Strategies, and how
 to M

anage M
ultiple Business M

odels 
w

ithin an enterprise. 

Strategy

200 Business M
odel 

Environm
ent

212 
Evaluating Business 
M

odels

226 Business M
odel 

Perspective on Blue 
Ocean Strategy

232 
M

anaging M
ultiple 

Business M
odels
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2
0
0

business m
odel environm

ent: 
context, design drivers, and constraints

Business m
o

dels are designed and executed in specific enviro
nm

ents. 

D
eveloping a good understanding of your organization’s environm

ent helps 

you conceive stronger, m
ore com

petitive business m
odels. 

 
C

ontinuous environm
ental scanning is m

ore im
portant than ever 

because of the grow
ing com

plexity of the econom
ic landscape (e.g. net-

w
orked business m

odels), greater uncertainty (e.g. technology innovations) 

and severe m
arket disruptions (e.g. econom

ic turm
oil, disruptive new

 V
alue 

Propositions). U
nderstanding changes in the environm

ent helps you adapt 

your m
odel m

ore effectively to shifting external forces. 

 
You m

ay fi nd it helpful to conceive of the external environm
ent as a 

sort of “design space.” By this w
e m

ean thinking of it as a context in w
hich 

to conceive or adapt your business m
odel, taking into account a num

ber 

of design drivers (e.g. new
 custom

er needs, new
 technologies, etc.) and 

design constraints (e.g. regulatory trends, dom
inant com

petitors, etc.). This 

environm
ent should in no w

ay lim
it your creativity or predefi ne your business 

m
odel. It should, how

ever, infl uence your design choices and help you m
ake 

m
ore inform

ed decisions. W
ith a breakthrough business m

odel, you m
ay 

even becom
e a shaper and transform

er of this environm
ent, and set new

 

standards for your industry. 

 
To get a better grasp on your business m

odel “design space,” w
e suggest 

roughly m
apping four m

ain areas of your environm
ent. These are (1) m

arket 

forces, (2) industry forces, (3) key trends, and (4
) m

acroeconom
ic forces. 

If you’d like to deepen your analysis of the landscape beyond the sim
ple 

m
apping w

e propose, each of these four areas is backed by a large body of 

literature and specifi c analytical tools. 

 
In the follow

ing pages, w
e describe the key external forces that infl uence 

business m
odels and categorize them

 using the four areas just m
entioned. 

The pharm
aceutical industry, introduced in the previous chapter, is used to 

illustrate each external force. The pharm
a sector is likely to undergo substan-

tial transform
ation in com

ing years, though it is unclear how
 the changes 

w
ill play out. W

ill biotechnology com
panies, w

hich are currently copying the 

pharm
aceutical sector’s blockbuster drug m

odel, com
e up w

ith new
, disrup-

tive business m
odels? W

ill technological change lead to transform
ation? 

W
ill consum

ers and m
arket dem

and force changes?

 
W

e strongly advocate m
apping your ow

n business m
odel environm

ent 

and refl ecting on w
hat trends m

ean for the future of your enterprise. A
 good 

understanding of the environm
ent w

ill allow
 you to better evaluate the differ-

ent directions in w
hich your business m

odel m
ight evolve. You m

ay also w
ant 

to consider creating scenarios of future business m
odel environm

ents (see p. 

186). This can be a valuable tool for jum
pstarting business m

odel innovation 

w
ork or sim

ply preparing your organization for the future.  
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m
arket issues

Identifi es key issues driving and transform
ing your 

m
arket from

 C
ustom

er and O
ffer perspectives

W
hat are the crucial issues affecting the custom

er 
landscape? W

hich shifts are underw
ay? W

here is 
the m

arket heading?

��Skyrocketing healthcare costs
��Em

phasis shifting from
 treatm

ent to prevention
��Treatm

ents, diagnostics, devices, and support services 
are converging

��Em
erging m

arkets becom
ing m

ore im
portant

m
arket segm

ents
Identifi es the m

ajor m
arket segm

ents, describes their 
attractiveness, and seeks to spot new

 segm
ents

W
hat are the m

ost im
portant C

ustom
er Segm

ents? 
W

here is the biggest grow
th potential? W

hich segm
ents 

are declining? W
hich peripheral segm

ents deserve 
attention?

��D
octors and healthcare providers

��G
overnm

ents/regulators
��D

istributors
��Patients 
��Strong potential in em

erging m
arkets

��U
.S. rem

ains the predom
inant global m

arket

needs and dem
ands

O
utlines m

arket needs and analyzes how
 w

ell 
they are served

W
hat do custom

ers need? W
here are the biggest 

unsatisfi ed custom
er needs? W

hat do custom
ers really 

w
ant to get done? W

here is dem
and increasing?  

D
eclining?

��Strong, w
ith dispersed need for niche treatm

ents
��N

eed to m
anage exploding cost of health care 

��Large, unsatisfi ed health care needs in em
erging m

arkets 
and developing countries

��C
onsum

ers are better inform
ed 

sw
itching costs

D
escribes elem

ents related to custom
ers sw

itching 
business to com

petitors
W

hat binds custom
ers to a com

pany and its offer? 
W

hat sw
itching costs prevent custom

ers from
 defecting 

to com
petitors? Is it easy for custom

ers to fi nd 
and purchase sim

ilar offers? H
ow

 im
portant is brand?

��M
onopoly on patent-protected drugs

��Low
 sw

itching costs for patent-expired drugs replaceable 
by generic versions

��G
row

ing am
ount of quality inform

ation available online 
��D

eals w
ith governm

ents, large-scale healthcare providers 
increase sw

itching costs

revenue 
attractiveness

Identifi es elem
ents related to revenue attractiveness 

and pricing pow
er

W
hat are custom

ers really w
illing to pay for? W

here can 
the largest m

argins be achieved? C
an custom

ers easily 
fi nd and purchase cheaper products and services?

�� H
igh m

argins on patent-protected drugs
�� Low

 m
argins on generic drugs

�� H
ealthcare providers, governm

ents enjoy grow
ing infl uence 

over prices
�� Patients continue to have little infl uence over prices

2
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m
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m
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ffer perspectives

—
 m
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m
arket

forces

Identifi es the m
ajor m

arket segm
ents, describes their 

attractiveness, and seeks to spot new
 segm

ents
W

hat are the m
ost im

portant C
ustom

er Segm
ents? 

W
here is the biggest grow

th potential? W
hich segm

ents 
are declining? W

hich peripheral segm
ents deserve 

attention?

m
arket segm

ents
Identifi es the m

ajor m
arket segm

ents, describes their 
attractiveness, and seeks to spot new

 segm
ents

Identifi es the m
ajor m

arket segm
ents, describes their 

Identifi es the m
ajor m

arket segm
ents, describes their 

attractiveness, and seeks to spot new
 segm

ents
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ents

attractiveness, and seeks to spot new
 segm

ents
attractiveness, and seeks to spot new

 segm
ents
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m
arket issues

Identifi es key issues driving and transform
ing your 

m
arket from

 C
ustom

er and O
ffer perspectives

W
hat are the crucial issues affecting the custom

er 
landscape? W

hich shifts are underw
ay? W

here is 
the m

arket heading?

��Skyrocketing healthcare costs
��Em

phasis shifting from
 treatm

ent to prevention
��Treatm

ents, diagnostics, devices, and support services 
are converging

��Em
erging m

arkets becom
ing m

ore im
portant

m
arket segm

ents
Identifi es the m

ajor m
arket segm

ents, describes their 
attractiveness, and seeks to spot new

 segm
ents

W
hat are the m

ost im
portant C

ustom
er Segm

ents? 
W

here is the biggest grow
th potential? W

hich segm
ents 

are declining? W
hich peripheral segm

ents deserve 
attention?

��D
octors and healthcare providers

��G
overnm

ents/regulators
��D

istributors
��Patients 
��Strong potential in em

erging m
arkets

��U
.S. rem

ains the predom
inant global m

arket

needs and dem
ands

O
utlines m

arket needs and analyzes how
 w

ell 
they are served

W
hat do custom

ers need? W
here are the biggest 

unsatisfi ed custom
er needs? W

hat do custom
ers really 

w
ant to get done? W

here is dem
and increasing?  

D
eclining?

��Strong, w
ith dispersed need for niche treatm

ents
��N

eed to m
anage exploding cost of health care 

��Large, unsatisfi ed health care needs in em
erging m

arkets 
and developing countries

��C
onsum

ers are better inform
ed 

sw
itching costs

D
escribes elem

ents related to custom
ers sw

itching 
business to com

petitors
W

hat binds custom
ers to a com

pany and its offer? 
W

hat sw
itching costs prevent custom

ers from
 defecting 

to com
petitors? Is it easy for custom

ers to fi nd 
and purchase sim

ilar offers? H
ow

 im
portant is brand?

��M
onopoly on patent-protected drugs

��Low
 sw

itching costs for patent-expired drugs replaceable 
by generic versions

��G
row

ing am
ount of quality inform

ation available online 
��D

eals w
ith governm

ents, large-scale healthcare providers 
increase sw

itching costs

revenue 
attractiveness

Identifi es elem
ents related to revenue attractiveness 

and pricing pow
er

W
hat are custom

ers really w
illing to pay for? W

here can 
the largest m

argins be achieved? C
an custom

ers easily 
fi nd and purchase cheaper products and services?

�� H
igh m

argins on patent-protected drugs
�� Low

 m
argins on generic drugs

�� H
ealthcare providers, governm

ents enjoy grow
ing infl uence 

over prices
�� Patients continue to have little infl uence over prices

w
hat new

 key 
resources do w

e need 
to develop or acquire 
in light of the ongoing 
shift from

 treatm
ent 

to prevention?

how
 can our value 

proposition address 
the issue of exploding 
health costs?

w
hat w

ould a greater 
focus on em

erging 
m

arkets m
ean for the 

other building blocks 
in our m

odel?

w
hat kind of new

 
revenue opportunities 
m

ight be created by 
the shift in em

phasis 
from

 treatm
ent to 

prevention? 

how
 can w

e m
ain-

tain earnings w
hile 

addressing the public 
struggle to cope w

ith 
skyrocketing health-
care costs? 

w
hat does the conver-

gence of treatm
ent, 

diagnostics, devices, 
and support services 
m

ean for our 
key resources and 
activities? 

VP
CRCH

CS
KP

KAKR

R$
C$

��D
octors and healthcare providers

��G
overnm

ents/regulators
��D

istributors
��Patients 
��Strong potential in em

erging m
arkets

��U
.S. rem

ains the predom
inant global m

arket
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com
petitors 

(incum
bents)

Identifi es incum
bent com

petitors and their 
relative strengths

W
ho are our com

petitors? W
ho are the dom

inant 
players in our particular sector? W

hat are their 
com

petitive advantages or disadvantages? D
escribe 

their m
ain offers. W

hich C
ustom

er Segm
ents are they 

focusing on? W
hat is their C

ost Structure? H
ow

 m
uch 

infl uence do they exert on our C
ustom

er Segm
ents, 

Revenue Stream
s, and m

argins?

��Several large and m
edium

 size players com
pete in pharm

a
��M

ost players are struggling w
ith em

pty product 
pipelines and low

 R&
D

 productivity
��G

row
ing trend tow

ard consolidation through m
ergers 

and acquisitions
��M

ajor players acquire biotech, specialty drug developers 
to fi ll product pipeline

��Several players starting to build on open innovation processes

new
 entrants 

(insurgents)
Identifi es new

, insurgent players and determ
ines w

hether 
they com

pete w
ith a business m

odel different from
 yours

W
ho are the new

 entrants in your m
arket? H

ow
 

are they different? W
hat com

petitive advantages or 
disadvantages do they have? W

hich barriers m
ust they 

overcom
e? W

hat are their V
alue Propositions? W

hich 
C

ustom
er Segm

ents are they focused on? W
hat is their 

C
ost Structure? To w

hat extent do they infl uence your 
C

ustom
er Segm

ents, Revenue Stream
s, and m

argins?

��Little disruption of the pharm
aceutical industry over the 

last decade
��M

ain new
 entrants are generic drug com

panies, particularly 
from

 India

substitute products 
and services

D
escribes potential substitutes for your offers—

including 
those from

 other m
arkets and industries

W
hich products or services could replace ours? H

ow
 

m
uch do they cost com

pared to ours? H
ow

 easy it is for 
custom

ers to sw
itch to these substitutes? W

hat business 
m

odel traditions do these substitute products stem
 from

 
(e.g. high-speed trains versus airplanes, m

obile phones 
versus cam

eras, Skype versus long-distance telephone 
com

panies)?

��To a certain extent, prevention represents a substitution 
for treatm

ent
��Patent-expired drugs replaced by low

-cost generics

suppliers and other 
value chain actors

D
escribes the key value chain incum

bents in your m
arket 

and spots new
, em

erging players
W

ho are the key players in your industry value chain? 
To w

hat extent does your business m
odel depend 

on other players? A
re peripheral players em

erging? 
W

hich are m
ost profi table? 

��Increasing use of research contractors
��Biotech fi rm

s and specialty drug developers as im
portant 

new
 product generators

��D
octors and healthcare providers

��Insurance com
panies

��Bioinform
atics providers grow

ing in im
portance

��Laboratories

stakeholders
Specifi es w

hich actors m
ay infl uence your organization 

and business m
odel

W
hich stakeholders m

ight infl uence your business 
m

odel? H
ow

 infl uential are shareholders? W
orkers? 

The governm
ent? Lobbyists?

��Shareholder pressure forces drug com
panies to focus 

on short term
 (quarterly) fi nancial results

��G
overnm

ents/regulators have a strong stake in the actions 
of pharm

aceutical com
panies because of their pivotal role 

in healthcare services
��Lobbyists, social enterprise groups and/or foundations, 

particularly those pursuing agendas such as low
-cost 

treatm
ents for developing countries

��Scientists, w
ho represent the core talent of the drug 

m
anufacturing industry

2
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—
 com

petitive analysis —
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forces

D
escribes the key value chain incum

bents in your m
arket 

and spots new
, em

erging players
W

ho are the key players in your industry value chain? 
To w

hat extent does your business m
odel depend 

on other players? A
re peripheral players em

erging? 
W

hich are m
ost profi table? 
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D
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arket 
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bents)
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ustom

er Segm
ents are they 

focusing on? W
hat is their C

ost Structure? H
ow

 m
uch 
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Revenue Stream
s, and m

argins?
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pipelines and low

 R&
D

 productivity
��G

row
ing trend tow

ard consolidation through m
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from
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ers to sw
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(e.g. high-speed trains versus airplanes, m

obile phones 
versus cam

eras, Skype versus long-distance telephone 
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��To a certain extent, prevention represents a substitution 
for treatm
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��Patent-expired drugs replaced by low

-cost generics
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W

ho are the key players in your industry value chain? 
To w

hat extent does your business m
odel depend 

on other players? A
re peripheral players em

erging? 
W

hich are m
ost profi table? 

��Increasing use of research contractors
��Biotech fi rm

s and specialty drug developers as im
portant 

new
 product generators

��D
octors and healthcare providers

��Insurance com
panies
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atics providers grow

ing in im
portance

��Laboratories

stakeholders
Specifi es w

hich actors m
ay infl uence your organization 

and business m
odel

W
hich stakeholders m

ight infl uence your business 
m

odel? H
ow

 infl uential are shareholders? W
orkers? 

The governm
ent? Lobbyists?

��Shareholder pressure forces drug com
panies to focus 

on short term
 (quarterly) fi nancial results

��G
overnm

ents/regulators have a strong stake in the actions 
of pharm

aceutical com
panies because of their pivotal role 

in healthcare services
��Lobbyists, social enterprise groups and/or foundations, 

particularly those pursuing agendas such as low
-cost 

treatm
ents for developing countries

��Scientists, w
ho represent the core talent of the drug 

m
anufacturing industry

for w
hich parts of 

the industry value 
chain should key 
partnerships be built 
as opposed to develop-
ing key resources and 
activities in-house? 

m
ust the value 

proposition change to 
accom

m
odate shifts in 

the industry (e.g. the 
grow

ing im
portance 

of biotech fi rm
s)?

w
hich part of the 

pharm
a industry 

offers the greatest 
earnings potential?

w
hich of the key 

resources em
erging 

am
ong new

 actors in 
the value chain need to 
be developed in-house 
(e.g. bioinform

atics)? 

 

is it necessary to 
acquire sm

aller 
fi rm

s to fi ll product 
pipelines?

could suppliers 
such as research 
contractors turn 
into com

petitors?

VP
CRCH

CS
KP

KAKR

R$
C$

��Increasing use of research contractors
��Biotech fi rm

s and specialty drug developers as im
portant 

new
 product generators

��D
octors and healthcare providers

��Insurance com
panies

��Bioinform
atics providers grow

ing in im
portance

��Laboratories
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technology trends
Identifi es technology trends that could threaten your 
business m

odel—
or enable it to evolve or im

prove 
W

hat are the m
ajor technology trends both inside and 

outside your m
arket? W

hich technologies represent 
im

portant opportunities or disruptive threats? W
hich 

em
erging technologies are peripheral custom

ers adopting?

��Em
ergence of pharm

acogenom
ics, declining cost of gene 

sequencing, and the im
m

enent rise of personalized m
edicine

��M
ajor advances in diagnostics

��U
se of pervasive com

puting and nanotechnology for the 
injection/delivery of drugs

regulatory trends
D

escribes regulations and regulatory trends that infl uence 
your business m

odel
W

hich regulatory trends infl uence your m
arket? W

hat 
rules m

ay affect your business m
odel? W

hich regulations 
and taxes affect custom

er dem
and?

��H
eterogeneous global regulatory landscape in the pharm

a-
ceutical industry

��M
any countries prohibit drug com

panies from
 m

arketing 
directly to consum

ers
��Regulatory agency pressure to publish data on unsuccessful 

clinical trials

societal and 
cultural trends

Identifi es m
ajor societal trends that m

ay infl uence your 
business m

odel
D

escribe key societal trends. W
hich shifts in cultural or 

societal values affect your business m
odel? W

hich trends 
m

ight infl uence buyer behavior? 

��G
enerally unfavorable im

age of big drug m
akers

��G
row

ing social consciousness am
ong consum

ers
��C

ustom
ers increasingly conscious of global w

arm
ing, 

sustainability issues, prefer “green” purchases
��C

ustom
ers are better inform

ed about drug m
aker activity 

in developing countries (e.g. H
IV/A

ID
S drugs)

socioeconom
ic 

trends
O

utlines m
ajor socioeconom

ic trends relevant to your 
business m

odel
W

hat are the key dem
ographic trends? H

ow
 w

ould 
you characterize incom

e and w
ealth distribution in your 

m
arket? H

ow
 high are disposable incom

es? D
escribe 

spending patterns in your m
arket (e.g. housing, health-

care, entertainm
ent, etc.). W

hat portion of the popula-
tion lives in urban areas as opposed to rural settings?

��A
ging society in m

any m
ature m

arkets
��G

ood but costly healthcare infrastructure in m
ature m

arkets
��G

row
ing m

iddle class in em
erging m

arkets
��Large, unsatisfi ed healthcare needs in developing countries
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odel—
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business m

odel—
or enable it to evolve or im

prove 
business m

odel—
or enable it to evolve or im

prove 
business m

odel—
or enable it to evolve or im

prove 

—
 foresight  —

key
trends

D
escribes regulations and regulatory trends that infl uence 

your business m
odel

W
hich regulatory trends infl uence your m

arket? W
hat 

rules m
ay affect your business m

odel? W
hich regulations 

and taxes affect custom
er dem

and?

regulatory trends
D

escribes regulations and regulatory trends that infl uence 
your business m

odel
D

escribes regulations and regulatory trends that infl uence 
D

escribes regulations and regulatory trends that infl uence 
D

escribes regulations and regulatory trends that infl uence 
D

escribes regulations and regulatory trends that infl uence 
your business m

odel
your business m

odel
your business m

odel
your business m

odel
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technology trends
Identifi es technology trends that could threaten your 
business m

odel—
or enable it to evolve or im

prove 
W

hat are the m
ajor technology trends both inside and 

outside your m
arket? W

hich technologies represent 
im

portant opportunities or disruptive threats? W
hich 

em
erging technologies are peripheral custom

ers adopting?

��Em
ergence of pharm

acogenom
ics, declining cost of gene 

sequencing, and the im
m

enent rise of personalized m
edicine

��M
ajor advances in diagnostics

��U
se of pervasive com

puting and nanotechnology for the 
injection/delivery of drugs

regulatory trends
D

escribes regulations and regulatory trends that infl uence 
your business m

odel
W

hich regulatory trends infl uence your m
arket? W

hat 
rules m

ay affect your business m
odel? W

hich regulations 
and taxes affect custom

er dem
and?

��H
eterogeneous global regulatory landscape in the pharm

a-
ceutical industry

��M
any countries prohibit drug com

panies from
 m

arketing 
directly to consum

ers
��Regulatory agency pressure to publish data on unsuccessful 

clinical trials

societal and 
cultural trends

Identifi es m
ajor societal trends that m

ay infl uence your 
business m

odel
D

escribe key societal trends. W
hich shifts in cultural or 

societal values affect your business m
odel? W

hich trends 
m

ight infl uence buyer behavior? 

��G
enerally unfavorable im

age of big drug m
akers

��G
row

ing social consciousness am
ong consum

ers
��C

ustom
ers increasingly conscious of global w

arm
ing, 

sustainability issues, prefer “green” purchases
��C

ustom
ers are better inform

ed about drug m
aker activity 

in developing countries (e.g. H
IV/A

ID
S drugs)

socioeconom
ic 

trends
O

utlines m
ajor socioeconom

ic trends relevant to your 
business m

odel
W

hat are the key dem
ographic trends? H

ow
 w

ould 
you characterize incom

e and w
ealth distribution in your 

m
arket? H

ow
 high are disposable incom

es? D
escribe 

spending patterns in your m
arket (e.g. housing, health-

care, entertainm
ent, etc.). W

hat portion of the popula-
tion lives in urban areas as opposed to rural settings?

��A
ging society in m

any m
ature m

arkets
��G

ood but costly healthcare infrastructure in m
ature m

arkets
��G

row
ing m

iddle class in em
erging m

arkets
��Large, unsatisfi ed healthcare needs in developing countries

w
hich new

 key 
resources and 
activities w

ill prove 
advantageous w

hen 
personalized drugs 
and diagnostics are 
w

idely used? 

w
hich technologies 

are likely to im
prove 

value proposition 
com

petitiveness in 
the evolving pharm

a 
landscape?

how
 are custom

ers 
reacting to new

 tech-
nological develop-
m

ents in the pharm
a-

ceutical industry?

do advances in 
pharm

acogenom
ics, 

diagnostics, pervasive 
com

puting, or nano-
technology offer new

 
revenue opportunities?

how
 w

ill technology 
such as pharm

acoge-
nom

ics, pervasive 
com

puting, and nano-
technology affect the 
cost structure of a 
drug m

aker’s business 
m

odel?

w
hich partnerships 

w
ill becom

e essential 
w

hen pharm
acoge-

nom
ics is an integral 

part of the industry 
landscape? 

VP
CRCH

CS
KP

KAKR

R$
C$

��H
eterogeneous global regulatory landscape in the pharm

a-
ceutical industry

��M
any countries prohibit drug com

panies from
 m

arketing 
directly to consum

ers
��Regulatory agency pressure to publish data on unsuccessful 

clinical trials
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global m
arket 

conditions
O

utlines current overall conditions from
 a 

m
acroeconom

ic perspective
Is the econom

y in a boom
 or bust phase? D

escribe 
general m

arket sentim
ent. W

hat is the G
D

P grow
th rate? 

H
ow

 high is the unem
ploym

ent rate?

��G
lobal recession

��N
egative G

D
P grow

th in Europe, Japan, and the U
nited States

��Slow
er grow

th rates in C
hina and India

��U
ncertainty as to w

hen recovery w
ill occur

capital m
arkets

D
escribes current capital m

arket conditions as they 
relate to your capital needs

W
hat is the state of the capital m

arkets? H
ow

 easy is 
it to obtain funding in your particular m

arket? Is seed 
capital, venture capital, public funding, m

arket capital, or 
credit readily available? H

ow
 costly is it to procure funds?

��Tight capital m
arkets

��C
redit availability restricted due to banking crisis

��Little venture capital available
��Risk capital availability extrem

ely lim
ited

com
m

odities and 
other resources

H
ighlights current prices and price trends for resources 

required for your business m
odel

D
escribe the current status of m

arkets for com
m

odi-
ties and other resources essential to your business 
(e.g. oil prices and labor costs). H

ow
 easy is it to obtain 

the resources needed to execute your business m
odel 

(e.g. attract prim
e talent)? H

ow
 costly are they? 

W
here are prices headed?

��Fierce “battles” for prim
e talent

��Em
ployees seek to join pharm

aceutical com
panies 

w
ith positive public im

age
��C

om
m

odity prices rising from
 recent low

s
��D

em
and for natural resources likely to pick up w

ith 
econom

ic recovery
��O

il prices continue to fl uctuate

econom
ic 

infrastructure
D

escribes the econom
ic infrastructure of the m

arket 
in w

hich your business operates
H

ow
 good is the (public) infrastructure in your m

arket? 
H

ow
 w

ould you characterize transportation, trade, school 
quality, and access to suppliers and custom

ers? H
ow

 
high are individual and corporate taxes? H

ow
 good are 

public services for organizations? H
ow

 w
ould you rate 

the quality of life? 

��Specifi c to the region in w
hich a com

pany operates
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O
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 a 

m
acroeconom

ic perspective

capital m
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D
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H
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H
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H
ighlights current prices and price trends for resources 

H
ighlights current prices and price trends for resources 

H
ighlights current prices and price trends for resources 

required for your business m
odel

required for your business m
odel

—
 m

acroeconom
ics  —

m
acro-

econom
ic 

forces

D
escribes the econom

ic infrastructure of the m
arket 

in w
hich your business operates

H
ow

 good is the (public) infrastructure in your m
arket? 

H
ow

 w
ould you characterize transportation, trade, school 

quality, and access to suppliers and custom
ers? H

ow
 

high are individual and corporate taxes? H
ow

 good are 
public services for organizations? H

ow
 w

ould you rate 
the quality of life? 

econom
ic 

infrastructure
D

escribes the econom
ic infrastructure of the m

arket 
in w

hich your business operates
in w

hich your business operates
D

escribes the econom
ic infrastructure of the m

arket 
D

escribes the econom
ic infrastructure of the m

arket 
D

escribes the econom
ic infrastructure of the m

arket 
D

escribes the econom
ic infrastructure of the m

arket 
in w

hich your business operates
in w

hich your business operates
in w

hich your business operates
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global m
arket 

conditions
O
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general m

arket sentim
ent. W
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D

P grow
th rate? 

H
ow

 high is the unem
ploym

ent rate?

��G
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��N
egative G

D
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th in Europe, Japan, and the U
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��Slow
er grow

th rates in C
hina and India

��U
ncertainty as to w

hen recovery w
ill occur
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D
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W
hat is the state of the capital m

arkets? H
ow

 easy is 
it to obtain funding in your particular m

arket? Is seed 
capital, venture capital, public funding, m

arket capital, or 
credit readily available? H

ow
 costly is it to procure funds?

��Tight capital m
arkets

��C
redit availability restricted due to banking crisis

��Little venture capital available
��Risk capital availability extrem

ely lim
ited

com
m

odities and 
other resources

H
ighlights current prices and price trends for resources 

required for your business m
odel

D
escribe the current status of m

arkets for com
m

odi-
ties and other resources essential to your business 
(e.g. oil prices and labor costs). H

ow
 easy is it to obtain 

the resources needed to execute your business m
odel 

(e.g. attract prim
e talent)? H

ow
 costly are they? 

W
here are prices headed?

��Fierce “battles” for prim
e talent

��Em
ployees seek to join pharm

aceutical com
panies 

w
ith positive public im

age
��C

om
m

odity prices rising from
 recent low

s
��D

em
and for natural resources likely to pick up w

ith 
econom

ic recovery
��O

il prices continue to fl uctuate

econom
ic 

infrastructure
D

escribes the econom
ic infrastructure of the m

arket 
in w

hich your business operates
H

ow
 good is the (public) infrastructure in your m

arket? 
H

ow
 w

ould you characterize transportation, trade, school 
quality, and access to suppliers and custom

ers? H
ow

 
high are individual and corporate taxes? H

ow
 good are 

public services for organizations? H
ow

 w
ould you rate 

the quality of life? 

��Specifi c to the region in w
hich a com

pany operates

does the econom
ic 

infrastructure 
adequately support 
key activities? 

does the infrastruc-
ture and trade envi-
ronm

ent adequately 
support channels?

how
 w

ill local and 
national taxes affect 
the business m

odel?

do universities and 
other educational 
institutions furnish 
a suffi cient am

ount 
of qualifi ed talent? VP

CRCH

CS
KP

KAKR

R$
C$

��Specifi c to the region in w
hich a com

pany operates
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0

how
 should your 

business m
odel evolve 

in light of a changing 
environm

ent?

A
 com

petitive business m
odel that m

akes sense in today’s environm
ent 

m
ight be outdated or even obsolete tom

orrow
. W

e all have to im
prove 

our understanding of a m
odel’s environm

ent and how
 it m

ight evolve. 

O
f course w

e can’t be certain about the future, because of the com
plexities, 

uncertainties, and potential disruptions inherent in the evolving business 

environm
ent. W

e can, how
ever, develop a num

ber of hypotheses about the 

future to serve as guidelines for designing tom
orrow

’s business m
odels. 

A
ssum

ptions about how
 m

arket forces, industry forces, key trends, and 

m
acroeconom

ic forces unfold give us the “design space” to develop potential 

business m
odel options or prototypes (see p. 160

) for the future. The role 

of business m
odel scenarios (see p. 186) in forecasting should also be evi-

dent by now
. Painting pictures of the future m

akes it m
uch easier to generate 

potential business m
odels. D

epending on your ow
n criteria (e.g. acceptable 

level of risk, grow
th potential sought, etc.) you m

ay then select one option 

over another. 
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driving
trends

market
forces

industry
forces

macro-
economic
forces
forces

economic
forces

forces
VP

CRCH

CS

KP

KAKR

R$

C$

R$

VP

CR

CS

KA

KP

KR

C$ KP

CS

KPKPKPKP

KRKR

CSCSCSCS

industry
forces

macro-
economic
forces

T
im

e

O
ptions

driving
trends

market
forces

—
 present environm

ent —
—

 projected environm
ent —
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2

evaluating business m
odels

Like seeing the do
cto

r fo
r an annual exam

, regularly assessing

a business m
odel is an im

portant m
anagem

ent activity that allow
s an 

organization to evaluate the health of its m
arket position and adapt accord-

ingly. This checkup m
ay becom

e the basis for increm
ental business m

odel 

im
provem

ents, or it m
ight trigger a serious intervention in the form

 of a 

business m
odel innovation initiative. A

s the autom
obile, new

spaper, and 

m
usic industries have show

n, failing to conduct regular checkups m
ay 

prevent early detection of business m
odel problem

s, and m
ay even lead 

to a com
pany’s dem

ise.

 
In the previous chapter on the business m

odels environm
ent (see p. 20

0
), 

w
e evaluated the infl uence of external forces. In this chapter, w

e adopt the 

point of view
 of an existing business m

odel and analyze external forces from
 

the inside out. 

 
The follow

ing pages outline tw
o types of assessm

ent. First, w
e provide a 

big picture assessm
ent of A

m
azon.com

’s online retailing m
odel circa 20

0
5 

and describe how
 the com

pany has built strategically on that m
odel since. 

Second, w
e provide a set of checklists for assessing your business m

odel’s 

strengths, w
eaknesses, opportunities, and threats (SW

O
T) and to help 

you evaluate each Building Block. Keep in m
ind that assessing a business 

m
odel from

 a big picture perspective and assessing it from
 a Building Block 

perspective are com
plem

entary activities. A
 w

eakness in one Building 

Block, for exam
ple, m

ay have consequences for one or several other 

Building Blocks—
or for the entire m

odel. Business m
odel assessm

ent, 

therefore, alternates betw
een individual elem

ents and overall integrity. 
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 positive —

—
 negative —

— internal — — external —
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logistics 
partners

affi liates

fulfi llm
ent

it
infrastructure

& softw
are

developm
ent

& m
aintenance

online retail 
shop

custom
ized 

online profi les & 
recom

m
endations

global 
consum

er 
m

arket 
(north am

erica, 
europe, asia)

it
infrastructure

& softw
are

global 
fulfi llm

ent 
infrastructure

am
azon.com

 
(& overseas sites)

affi liates

m
arketing

technology & content
fulfi llm

ent
sales m

argin

VP
CRCH

CS
KP

KAKR

R$
C$

A
m

azon.com
 provides a pow

erful illustration of im
plem

enting business m
odel innova-

tion based on an analysis of strengths and w
eaknesses. W

e’ve already described w
hy it 

m
ade sense for A

m
azon.com

 to launch a series of new
 service offers under the m

oniker 

A
m

azon W
eb Services (see p. 176). N

ow
 let’s exam

ine how
 those new

 offers launched 

in 20
0

6 related to A
m

azon.com
’s strengths and w

eaknesses the previous year.

 
A

ssessing the strengths and w
eaknesses of A

m
azon.com

’s business m
odel circa 

20
0

5 reveals an enorm
ous strength and a dangerous w

eakness. A
m

azon.com
’s 

strength w
as its extraordinary custom

er reach and huge selection of products for sale. 

The com
pany’s m

ain costs lay in the activities in w
hich it excelled, nam

ely fulfi llm
ent 

($745 m
illion, or 46.3 percent of operating expenses) and technology and content 

($451 m
illion, or 28.1 percent of operating expenses). The key w

eakness of A
m

azon.

com
’s business m

odel w
as w

eak m
argins, the result of selling prim

arily low
-value, low

-

m
argin products such as books, m

usic C
D

s, and D
V

D
s. A

s an online retailer, A
m

azon.

com
 recorded sales of $8.5 billion in 20

0
5 w

ith a net m
argin of only 4.2 percent. A

t the 

tim
e, G

oogle enjoyed a net m
argin of 23.9 percent on sales of $6.1 billion w

hile eBay 

achieved a net m
argin of 23.7 percent on sales of $4

.6 billion. 

 
Looking to the future, founder Jeff Bezos and his m

anagem
ent team

 took a tw
o-

pronged approach to building on A
m

azon.com
’s business m

odel. First, they aim
ed to 

grow
 the online retail business through a continuing focus on custom

er satisfaction 

and effi cient fulfi llm
ent. Second, they began grow

th initiatives in new
 areas. M

anage-

m
ent w

as clear on the requirem
ents for these new

 initiatives. They had to (1) target 

underserved m
arkets, (2) be scalable w

ith potential for signifi cant grow
th, and (3) 

leverage existing A
m

azon.com
 capabilities to bring strong custom

er-facing differentia-

tion to that m
arketplace. 

big picture 
assessm

ent:
am

azon.com

relatively 
low

 value
item

s

relatively 
capital 
sensitive

low
 

m
argins

cost 
effi ciency

econom
ies 

of scope

large 
reach

fulfi llm
ent 

excellency

IT infra 
excellency

large 
product 
range

A
m

azon.com
’s m

ain strengths and w
eaknesses in 20

0
5:
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it
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& m
aintenance

online retail 
shop

fulfi llm
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am
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am
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eb 
services: s3, ec2, 
sqs, other w
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custom
ized 

online profi les & 
recom

m
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global 
consum

er 
m

arket 
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developers & 
com

panies

individuals & 
com

panies that 
need fulfi llm

ent

it
infrastructure

& softw
are

global 
fulfi llm

ent 
infrastructure

am
azon.com

 
(& countries)

affi liates

A
PIs

m
arketing

technology & content
fulfi llm

ent

sales m
argin

utility com
puting fees

fulfi llm
ent handling fees

VP
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KAKR

R$
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In 20
0

6 A
m

azon.com
 focused on tw

o new
 initiatives that satisfi ed the above require-

m
ents and w

hich prom
ised to pow

erfully extend the existing business m
odel. The fi rst 

w
as a service called Fulfi llm

ent by A
m

azon, and the second w
as a series of new

 A
m

azon 

W
eb Services. Both initiatives built on the com

pany’s core strengths—
order fulfi llm

ent 

and W
eb IT expertise—

and both addressed underserved m
arkets. W

hat’s m
ore, both 

initiatives prom
ised higher m

argins than the com
pany’s core online retailing business. 

 
Fulfi llm

ent by A
m

azon allow
s individuals and com

panies to use A
m

azon.com
’s 

fulfi llm
ent infrastructure for their ow

n businesses in exchange for a fee. A
m

azon.com
 

stores a seller’s inventory in its w
arehouses, then picks, packs, and ships on the seller’s 

behalf w
hen an order is received. Sellers can sell through A

m
azon.com

, their ow
n C

han-

nels, or a com
bination of both.

 
A

m
azon W

eb Services targets softw
are developers and any party requiring high-

perform
ance server capability by offering on-dem

and storage and com
puting capacity. 

A
m

azon Sim
ple Storage System

s (A
m

azon S3) allow
s developers to use A

m
azon.com

’s 

m
assive data center infrastructure for their ow

n data storage needs. Sim
ilarly, A

m
azon 

Elastic C
om

pute C
loud (EC

2), allow
s developers to “rent” servers on w

hich to run 

their ow
n applications. Thanks to its deep expertise and unprecedented experience 

scaling an online shopping site, the com
pany can offer both at cutthroat prices, yet still 

earn higher m
argins com

pared to its online retail operations. 

 
Investors and investm

ent analysts w
ere initially skeptical about these new

 long-term
 

grow
th strategies. U

nconvinced that the diversifi cation m
ade sense, they contested 

A
m

azon.com
’s investm

ents in even m
ore IT infrastructure. Eventually, A

m
azon.com

 

overcam
e their skepticism

. N
onetheless, the true returns from

 this long-term
 strategy 

m
ay not be know

n for several m
ore years—

and after even m
ore investm

ent 

in the new
 business m

odel.

O
pportunities A

m
azon.com

 explored in 20
0

6:
synergies in the use 
of activities and 
resources 
for new

 offers

tw
o totally new

 
custom

er segm
ents w

hich 
are underserved as to the 
proposed offer 

new
 revenue stream

s w
ith 

higher m
argins than retail
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A
ssessing your business m

odel’s overall integrity is crucial, but looking at 

its com
ponents in detail can also reveal interesting paths to innovation and 

renew
al. A

n effective w
ay to do this is to com

bine classic strengths, w
eak-

nesses, opportunities, and threats (SW
O

T) analysis w
ith the Business M

odel 

C
anvas. SW

O
T analysis provides four perspectives from

 w
hich to assess the 

elem
ents of a business m

odel, w
hile the Business M

odel C
anvas provides 

the focus necessary for a structured discussion.

 
SW

O
T analysis is fam

iliar to m
any businesspeople. It is used to analyze 

an organization’s strengths and w
eaknesses and identify potential opportuni-

ties and threats. It is an attractive tool because of its sim
plicity, yet its use 

can lead to vague discussions because its very openness offers little direc-

tion concerning w
hich aspects of an organization to analyze. A

 lack of useful 

outcom
es m

ay result, w
hich has lead to a certain SW

O
T-fatigue am

ong 

m
anagers. W

hen com
bined w

ith the Business M
odel C

anvas, though, SW
O

T 

enables a focused assessm
ent and evaluation of an organization’s business 

m
odel and its Building Blocks.

 
SW

O
T asks four big, sim

ple questions. The fi rst tw
o—

w
hat are your 

organization’s strength and w
eaknesses?—

assess your organization inter-

nally. The second tw
o—

w
hat opportunities does your organization have 

and w
hat potential threats does it face?—

assess your organization’s posi-

tion w
ithin its environm

ent. O
f these four questions, tw

o look at helpful areas 

(strengths and opportunities) and tw
o address harm

ful areas. It is useful to 

ask these four questions w
ith respect to both the overall business m

odel and 

each of its nine Building Blocks. This type of SW
O

T analysis provides a good 

basis for further discussions, decision-m
aking, and ultim

ately innovation 

around business m
odels.

detailed sw
ot 

assessm
ent of each 

building block

W
hat are your business m

odel’s . . . 

strengths
w

eaknesses

opportunities
threats

—
 helpful —

—
 harm

ful —

— external — — internal —

 
The follow

ing pages contain non-exhaustive sets of questions to help 

you assess the strengths and w
eaknesses of each of your business m

odel 

Building Blocks. Each set can help jum
pstart your ow

n assessm
ents. Results 

from
 this exercise can becom

e the foundation for business m
odel change 

and innovation in your organization. 
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Value Proposition A
ssessm

ent

O
ur V

alue Propositions are w
ell 

aligned w
ith custom

er needs
5

4
3

2
1

1
2

3
4

5
O

ur V
alue Propositions and 

custom
er needs are m

isaligned

O
ur V

alue Propositions have strong 
netw

ork effects
5

4
3

2
1

1
2

3
4

5
O

ur V
alue Propositions have 

no netw
ork effects

There are strong synergies betw
een 

our products and services
5

4
3

2
1

1
2

3
4

5
There are no synergies betw

een 
our products and services

O
ur custom

ers are very satisfi ed 
5

4
3

2
1

1
2

3
4

5
W

e have frequent com
plaints 

C
ost/Revenue A

ssessm
ent

W
e benefi t from

 strong m
argins

5
4

3
2

1
1

2
3

4
5

O
ur m

argins are poor

O
ur revenues are predictable

5
4

3
2

1
1

2
3

4
5

O
ur revenues are unpredictable

W
e have recurring Revenue 

Stream
s and frequent repeat 

purchases

5
4

3
2

1
1

2
3

4
5

O
ur revenues are transactional 

w
ith few

 repeat purchases

O
ur Revenue Stream

s are 
diversifi ed

5
4

3
2

1
1

2
3

4
5

W
e depend on a single Revenue 

Stream

O
ur Revenue Stream

s are 
sustainable

5
4

3
2

1
1

2
3

4
5

O
ur revenue sustainability is 

questionable

W
e collect revenues before 

w
e incur expenses

5
4

3
2

1
1

2
3

4
5

W
e incur high costs before w

e 
collect revenues

W
e charge for w

hat custom
ers 

are really w
illing to pay for

5
4

3
2

1
1

2
3

4
5

W
e fail to charge for things 

custom
ers are w

illing to pay for

O
ur pricing m

echanism
s capture 

full w
illingness to pay

5
4

3
2

1
1

2
3

4
5

O
ur pricing m

echanism
s leave 

m
oney on the table

O
ur costs are predictable

5
4

3
2

1
1

2
3

4
5

O
ur costs are unpredictable

O
ur C

ost Structure is correctly 
m

atched to our business m
odel

5
4

3
2

1
1

2
3

4
5

O
ur C

ost Structure and business 
m

odel are poorly m
atched

O
ur operations are cost-effi cient 

5
4

3
2

1
1

2
3

4
5

O
ur operations are cost-ineffi cient

W
e benefi t from

 econom
ies of scale

5
4

3
2

1
1

2
3

4
5

W
e enjoy no econom

ies of scale

certainty of evaluation 1-10 certainty of evaluation 1-10

importance to my b.m. 1–10
importance to my b.m. 1–10
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Infrastructure A
ssessm

ent

O
ur Key Resources are diffi cult for 

com
petitors to replicate

5
4

3
2

1
1

2
3

4
5

O
ur Key Resources are easily 

replicated

Resource needs are predictable
5

4
3

2
1

1
2

3
4

5
Resource needs are unpredictable

W
e deploy Key Resources in the 

right am
ount at the right tim

e
5

4
3

2
1

1
2

3
4

5
W

e have trouble deploying the 
right resources at the right tim

e

W
e effi ciently execute Key A

ctivities
5

4
3

2
1

1
2

3
4

5
Key A

ctivity execution is ineffi cient

O
ur Key A

ctivities are diffi cult 
to copy

5
4

3
2

1
1

2
3

4
5

O
ur Key A

ctivities are easily 
copied

Execution quality is high
5

4
3

2
1

1
2

3
4

5
Execution quality is low

Balance of in-house versus 
outsourced execution is ideal

5
4

3
2

1
1

2
3

4
5

W
e execute too m

any or too few
 

activities ourselves

W
e are focused and w

ork w
ith 

partners w
hen necessary

5
4

3
2

1
1

2
3

4
5

W
e are unfocused and fail to w

ork 
suffi ciently w

ith partners

W
e enjoy good w

orking 
relationships w

ith Key Partners
5

4
3

2
1

1
2

3
4

5
W

orking relationships w
ith Key 

Partners are confl ict-ridden

certainty of evaluation 1-10

importance to my b.m. 1–10
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C
ustom

er Interface A
ssessm

ent

C
ustom

er churn rates are low
5

4
3

2
1

1
2

3
4

5
C

ustom
er churn rates are high

C
ustom

er base is w
ell segm

ented
5

4
3

2
1

1
2

3
4

5
C

ustom
er base is unsegm

ented

W
e are continuously acquiring 

new
 custom

ers
5

4
3

2
1

1
2

3
4

5
W

e are failing to acquire new
 

custom
ers

O
ur C

hannels are very effi cient
5

4
3

2
1

1
2

3
4

5
O

ur C
hannels are ineffi cient

O
ur C

hannels are very effective
5

4
3

2
1

1
2

3
4

5
O

ur C
hannels are ineffective

C
hannel reach is strong am

ong 
custom

ers
5

4
3

2
1

1
2

3
4

5
C

hannel reach am
ong prospects 

is w
eak

C
ustom

ers can easily see our 
C

hannels
5

4
3

2
1

1
2

3
4

5
Prospects fail to notice our 
C

hannels

C
hannels are strongly integrated

5
4

3
2

1
1

2
3

4
5

C
hannels are poorly integrated

C
hannels provide econom

ies 
of scope

5
4

3
2

1
1

2
3

4
5

C
hannels provide no econom

ies 
of scope

C
hannels are w

ell m
atched to 

C
ustom

er Segm
ents

5
4

3
2

1
1

2
3

4
5

C
hannels are poorly m

atched to 
C

ustom
er Segm

ents

Strong C
ustom

er Relationships
5

4
3

2
1

1
2

3
4

5
W

eak C
ustom

er Relationships

Relationship quality correctly 
m

atches C
ustom

er Segm
ents

5
4

3
2

1
1

2
3

4
5

Relationship quality is poorly 
m

atched to C
ustom

er Segm
ents

Relationships bind custom
ers 

through high sw
itching costs

5
4

3
2

1
1

2
3

4
5

C
ustom

ers sw
itching costs are low

O
ur brand is strong

5
4

3
2

1
1

2
3

4
5

O
ur brand is w

eak 

certainty of evaluation 1-10

importance to my b.m. 1–10
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assessing threats

W
e’ve described how

 business m
odels are situated w

ithin specifi c envi-

ronm
ents, and show

n how
 external forces such as com

petition, the legal 

environm
ent, or technology innovation can infl uence or threaten a business 

m
odel (see p. 20

0
). In this section w

e look at threats specifi c to each busi-

ness m
odel Building Block, and provide a non-exhaustive set of questions 

to help you think about w
ays to address each threat. 

Value Proposition Threats

A
re substitute products and 

services available?
1

2
3

4
5

A
re com

petitors threatening to 
offer better price or value?

1
2

3
4

5

C
ost/Revenue Threats

A
re our m

argins threatened by 
com

petitors? By technology?
1

2
3

4
5

D
o w

e depend excessively on one 
or m

ore Revenue Stream
s?

1
2

3
4

5

W
hich Revenue Stream

s are likely 
to disappear in the future?

1
2

3
4

5

W
hich costs threaten to becom

e 
unpredictable?

1
2

3
4

5

W
hich costs threaten to grow

 
m

ore quickly than the revenues 
they support?

1
2

3
4

5
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Infrastructure Threats

C
ould w

e face a disruption in the 
supply of certain resources?

1
2

3
4

5

Is the quality of our resources 
threatened in any w

ay?
1

2
3

4
5

W
hat Key A

ctivities m
ight 

be disrupted?
1

2
3

4
5

Is the quality of our activities 
threatened in any w

ay?
1

2
3

4
5

A
re w

e in danger of losing any 
partners?

1
2

3
4

5

M
ight our partners collaborate 

w
ith com

petitors?
1

2
3

4
5

A
re w

e too dependent on certain 
partners?

1
2

3
4

5

C
ustom

er Interface Threats

C
ould our m

arket be saturated 
soon?

1
2

3
4

5

A
re com

petitors threatening 
our m

arket share?
1

2
3

4
5

H
ow

 likely are custom
ers 

to defect?
1

2
3

4
5

H
ow

 quickly w
ill com

petition 
in our m

arket intensify?
1

2
3

4
5

D
o com

petitors threaten our 
C

hannels?
1

2
3

4
5

A
re our C

hannels in danger of 
becom

ing irrelevant to custom
ers?

1
2

3
4

5

A
re any of our C

ustom
er Relation-

ships in danger of deteriorating?
1

2
3

4
5
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assessing opportunities

A
s w

ith threats, w
e can assess the opportunities that m

ay lie w
ithin each 

business m
odel Building Block. H

ere’s a non-exhaustive set of questions 

to help you think about opportunities that could em
erge from

 each of the 

Building Blocks in your business m
odel. 

Value Proposition O
pportunities

C
ould w

e generate recurring 
revenues by converting products 
into services?

1
2

3
4

5

C
ould w

e better integrate our 
products or services?

1
2

3
4

5

W
hich additional custom

er needs 
could w

e satisfy?
1

2
3

4
5

W
hat com

plem
ents to or 

extensions of our V
alue Proposition 

are possible?

1
2

3
4

5

W
hat other jobs could w

e do on 
behalf of custom

ers?
1

2
3

4
5

C
ost/Revenue O

pportunities

C
an w

e replace one-tim
e 

transaction revenues w
ith recurring 

revenues?

1
2

3
4

5

W
hat other elem

ents w
ould 

custom
ers be w

illing to pay for?
1

2
3

4
5

D
o w

e have cross-selling 
opportunities either internally 
or w

ith partners?

1
2

3
4

5

W
hat other Revenue Stream

s could 
w

e add or create?
1

2
3

4
5

C
an w

e increase prices?
1

2
3

4
5

W
here can w

e reduce costs?
1

2
3

4
5
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Infrastructure O
pportunities

C
ould w

e use less costly resources 
to achieve the sam

e result?
1

2
3

4
5

W
hich Key Resources could be 

better sourced from
 partners?

1
2

3
4

5

W
hich Key Resources are 

under-exploited?
1

2
3

4
5

D
o w

e have unused intellectual 
property of value to others?

1
2

3
4

5

C
ould w

e standardize som
e Key 

A
ctivities?

1
2

3
4

5

H
ow

 could w
e im

prove effi ciency 
in general?

1
2

3
4

5

W
ould IT support boost effi ciency?

1
2

3
4

5
A

re there outsourcing 
opportunities?

1
2

3
4

5

C
ould greater collaboration w

ith 
partners help us focus on our core 
business?

1
2

3
4

5

A
re there cross-selling 

opportunities w
ith partners?

1
2

3
4

5

C
ould partner C

hannels help us 
better reach custom

ers?
1

2
3

4
5

C
ould partners com

plem
ent our 

V
alue Proposition?

1
2

3
4

5

C
ustom

er Interface O
pportunities

H
ow

 can w
e benefi t from

 a grow
ing 

m
arket?

1
2

3
4

5

C
ould w

e serve new
 C

ustom
er 

Segm
ents?

1
2

3
4

5

C
ould w

e better serve our custom
-

ers through fi ner segm
entation?

1
2

3
4

5

H
ow

 could w
e im

prove channel 
effi ciency or effectiveness?

1
2

3
4

5

C
ould w

e integrate our C
hannels 

better?
1

2
3

4
5

C
ould w

e fi nd new
 com

plem
entary 

partner C
hannels?

1
2

3
4

5

C
ould w

e increase m
argins by 

directly serving custom
ers?

1
2

3
4

5

C
ould w

e better align C
hannels 

w
ith C

ustom
er Segm

ents?
1

2
3

4
5

Is there potential to im
prove 

custom
er follow

-up?
1

2
3

4
5

H
ow

 could w
e tighten our 

relationships w
ith custom

ers?
1

2
3

4
5

C
ould w

e im
prove personalization?

1
2

3
4

5
H

ow
 could w

e increase sw
itching 

costs?
1

2
3

4
5

H
ave w

e identifi ed and “fi red” 
unprofi table custom

ers? If not, 
w

hy not?

1
2

3
4

5

D
o w

e need to autom
ate som

e 
relationships?

1
2

3
4

5
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using sw
ot assessm

ent analysis results to 
design new

 business m
odel options

A
 structured SW

O
T assessm

ent of your business m
odel yields tw

o results. 

It provides a snapshot of w
here you are now

 (strengths and w
eaknesses) 

and it suggests som
e future trajectories (opportunities and threats). This is 

valuable input that can help you design new
 business m

odel options tow
ard 

w
hich your enterprise can evolve. SW

O
T analysis is thus a signifi cant part 

of the process of designing both business m
odel prototypes (see p. 160

) and, 

w
ith luck, a new

 business m
odel that you w

ill eventually im
plem

ent.
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C
urrent M

odel

Future M
odel(s)

—
 sw

ot process —
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In
 th

is sectio
n

 w
e blen

d o
ur busin

ess m
o

del to
o

ls w
ith

 th
e

Blue O
cean Strategy concept coined by K

im
 and M

auborgne in their 

m
illion-selling book of the sam

e nam
e. The Business M

odel C
anvas is a 

perfect extension of the analytical tools presented by K
im

 and M
auborgne. 

Together they provide a pow
erful fram

ew
ork for questioning incum

bent 

business m
odels and creating new

, m
ore com

petitive m
odels. 

 
Blue O

cean Strategy is a potent m
ethod for questioning V

alue Proposi-

tions and business m
odels and exploring new

 C
ustom

er Segm
ents. The 

Business M
odel C

anvas com
plem

ents Blue O
cean by providing a visual 

“big picture” that helps us understand how
 changing one part of a business 

m
odel im

pacts other com
ponents.

 
In a nutshell, Blue O

cean Strategy is about creating com
pletely new

 

industries through fundam
ental differentiation as opposed to com

peting in 

existing industries by tw
eaking established m

odels. Rather than outdoing 

com
petitors in term

s of traditional perform
ance m

etrics, K
im

 and M
auborgne 

advocate creating new
, uncontested m

arket space through w
hat the authors 

call value innovation. This m
eans increasing value for custom

ers by creating 

new
 benefi ts and services, w

hile sim
ultaneously reducing costs by elim

inat-

ing less valuable features or services. N
otice how

 this approach rejects the 

traditionally accepted trade-off betw
een differentiation and low

er cost.

 

 
To achieve value innovation, K

im
 and M

auborgne propose an analytical 

tool they call the Four A
ctions Fram

ew
ork. These four key questions 

challenge an industry’s strategic logic and established business m
odel:

1. W
hich of the factors that the industry takes for granted should 

be elim
inated?

2. W
hich factors should be reduced w

ell below
 the industry standard?

3. W
hich factors should be raised w

ell above the industry standard?

4. W
hich factors should be created that the industry has never offered?

 
In addition to value innovation, K

im
 and M

auborgne propose exploring 

non-custom
er groups to create Blue O

ceans and tap untouched m
arkets.

 
Blending K

im
 and M

auborgne’s value innovation concept and Four 

A
ctions Fram

ew
ork w

ith the Business M
odel C

anvas creates a pow
erful new

 

tool. In the Business M
odel C

anvas the right-hand side represents value 

creation and the left-hand side represents costs. This fi ts w
ell w

ith K
im

 and 

M
auborgne’s value innovation logic of increasing value and reducing costs.

business m
odel perspective 

on blue ocean strategy
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w
hich factors should 

be raised w
ell above the 

industry's standard?

w
hich factors should be 

created that the industry 
has never offered?

w
hich factors should be 

reduced w
ell below

 the 
industry's standard?

w
hich factors can you 

elim
inate that your indus-

try has long com
peted on?

—
 four actions fram

ew
ork —

—
 value innovation —

+ value
– costs

elim
inate

raise

reduce
create

Source: A
dapted from

 Blue O
cean Strategy.
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The Business M
odel C

anvas consists of a right-hand 

value and custom
er-focused side, and a left-hand cost 

and infrastructure side, as descibed earlier (see p. 49). 

C
hanging elem

ents on the right-hand side has im
plica-

tions for the left-hand side. For exam
ple, if w

e add to 

or elim
inate parts of the V

alue Proposition, C
hannels, 

or C
ustom

er Relationship Building Blocks, this w
ill 

have im
m

ediate im
plications for Resources, A

ctivities, 

Partnerships, and C
osts. 

Blue O
cean Strategy is about sim

ultaneously increasing 

value w
hile reducing costs. This is achieved by identify-

ing w
hich elem

ents of the V
alue Proposition can be elim

i-

nated, reduced, raised, or new
ly created. The fi rst goal 

is to low
er costs by reducing or elim

inating less valuable 

features or services. The second goal is to enhance or 

create high-value features or services that do not signifi -

cantly increase the cost base.

Blending Blue O
cean Strategy and the Business M

odel 

C
anvas lets you system

atically analyze a business m
odel 

innovation in its entirety. You can ask the Four A
ctions 

Fram
ew

ork questions (elim
inate, create, reduce, raise) 

about each business m
odel Building Block and im

m
e-

diately recognize im
plications for the other parts of the 

business m
odel, (e.g. w

hat are the im
plications for the 

cost side w
hen w

e m
ake changes on the value side? 

and vice versa).

+value

value-side

value
creation

–costs

cost-side

cost
im

plications

blending the blue ocean strategy fram
ew

ork 
w

ith the business m
odel canvas

+
=

elim
inate

raise

reduce
create

Business M
odel C

anvas
Value innovation

Blending approaches
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artistic 
developm

ent

anim
al care

star perform
ers

anim
al show

s

aisle consession 
sales

m
ultiple show

 
arenas

fun & hum
or

thrill & danger

them
e

refi ned 
environm

ent

m
utliple 

productions

artistic m
usic & 

dance

unique venue

focus on fam
ilies

focus on theater 
& opera visitors

anim
als

star perform
ers

refi ned 
environm

ent

costly anim
al m

aintenance

costly star perform
er fees

artistic production

ticket price increase

aisle concession sales

C
irque du Soleil features prom

inently am
ong Blue O

cean 

Strategy exam
ples. N

ext w
e apply the blended Blue 

O
cean and Business M

odel C
anvas approach to this 

intriguing and highly successful C
anadian business. 

 
First, the Four A

ctions Fram
ew

ork show
s how

 C
irque 

du Soleil “played” w
ith the traditional elem

ents of the cir-

cus business V
alue Proposition. It elim

inated costly ele-

m
ents, such as anim

als and star perform
ers, w

hile adding 

other elem
ents, such as them

e, artistic atm
osphere, and 

cirque du soleil

unique venue

them
e

refi ned environm
ent

m
ultiple productions

artistic m
usic & dance

fun & hum
or

thrill & danger

star perform
ers

anim
al show

s
aisle concession sales
m

ultiple show
 arenas

VP
CRCH

CS
KP

KAKR

R$
C$

adding the artistic 
elem

ent to the value 
proposition changes 
activities & costs

elim
inating anim

als from
 

the show
 substantially 

reduces costs

the value proposition 
com

bines elem
ents from

 
circus, theater & opera, 
w

hich allow
s catering to 

higher end custom
ers w

ho 
pay higher ticket prices

refi ned m
usic. This revam

ped V
alue Proposition allow

ed 

C
irque du Soleil to broaden its appeal to theatergoers and 

other adults seeking sophisticated entertainm
ent, rather 

than the traditional circus audience of fam
ilies. 

 
A

s a consequence, it w
as able to substantially raise 

ticket prices. The Four A
ctions Fram

ew
ork, outlined in 

blue and gray in the business m
odel canvas above, illus-

trates the effects of changes in the V
alue Proposition.

Source: A
dapted from

 Blue O
cean Strategy.

anim
al care

anim
als

star perform
ers

refi ned 
environm

ent

elim
inate

reduce

create

raise

bm
gen_final.indd   229

6/15/10   5:44 PM



2
3
0

W
e’ve discussed N

intendo’s successful W
ii gam

e console 

as an exam
ple of a m

ulti-sided platform
 business m

odel 

pattern (see p. 76). N
ow

 w
e look at how

 N
intendo dif-

ferentiated itself from
 com

petitors Sony and M
icrosoft 

from
 the standpoint of Blue O

cean Strategy. C
om

pared 

to Sony’s PlayStation 3 and M
icrosoft’s X

box 360, N
in-

tendo pursued a fundam
entally different strategy and 

business m
odel w

ith W
ii.

 
The heart of N

intendo’s strategy w
as the assum

ption 

that consoles do not necessarily require leading-edge 

pow
er and perform

ance. This w
as a radical stance in an 

industry that traditionally com
peted on technological 

perform
ance, graphic quality, and gam

e realism
: factors 

valued prim
arily by diehard gam

ing fans. N
intendo 

shifted its focus to providing a new
 form

 of player interac-

tion targeted at a w
ider dem

ographic than the traditional 

avid gam
er audience. W

ith the W
ii, N

intendo brought 

to m
arket a console that technologically underperform

ed 

rival m
achines, but boosted the fun factor w

ith new
 

m
otion control technology. Players could control gam

es 

through a sort of “m
agic w

and,” the W
ii Rem

ote, sim
ply 

through physical m
ovem

ent. The console w
as an instant 

success w
ith casual gam

ers, and outsold rival consoles 

focused on the traditional m
arket of “hardcore” gam

ers. 

nintendo’s w
ii

 
N

intendo’s new
 business m

odel has the follow
ing 

characteristics: A
 shift in focus from

 “hardcore” to casual 

gam
ers, w

hich allow
ed the com

pany to reduce console 

perform
ance and add a new

 elem
ent of m

otion control 

that created m
ore fun; elim

ination of state-of-the-art 

chip developm
ent and increased use of off-the-shelf 

com
ponents, reducing costs and allow

ing low
er console 

prices; elim
ination of console subsidies resulting in prof-

its on each console sold.

gam
e 

developers

off-the-shelf 
hardw

are 
com

ponent 
m

anufacturers

state of 
the art chi

developm
ent

high end console 
perform

ance & 
graphics

m
otion 

controlled 
gam

es

fun factor & 
group (fam

ily) 
experience

narow
 m

arket 
of “hardcore” 

gam
ers

large m
arket of 

casual gam
ers & 

fam
ilies

gam
e developers

new
 proprietary 

technology

m
otion control 
technology

retail 
distribution

console production price

technology developm
ent costs

console subsidies

profi t on console sales

console subsidies

royalties from
 gam

e developers

VP
CRCH

CS
KP

KAKR

R$
C$

new
 proprietary 

technology

m
otion control 
technology

elim
inate

unchanged
create
reduce
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The com
bination of Blue O

cean Strategy tools and the Business M
odel C

anvas provide 

a solid foundation upon w
hich to question your business m

odel from
 value creation, 

custom
er, and C

ost Structure perspectives. W
e propose that three different perspec-

tives—
the C

ustom
er Segm

ent perspective, the V
alue Proposition perspective, and the 

cost perspective—
provide ideal starting points from

 w
hich to start questioning your 

business m
odel using the Four A

ctions Fram
ew

ork. C
hanges to each starting point then 

allow
 you to analyze im

pacts on other areas of the Business M
odel C

anvas (see also 

innovation epicenters on p. 138).

Identify the highest cost infrastructure elem
ents and 

evaluate w
hat happens if you elim

inate or reduce them
. 

W
hat value elem

ents disappear, and w
hat w

ould you 

have to create to com
pensate for their absence? Then, 

identify infrastructure investm
ents you m

ay w
ant to 

m
ake and analyze how

 m
uch value they create.

��W
hich activities, resources, and partnerships have 

the highest costs?

��W
hat happens if you reduce or elim

inate som
e of 

these cost factors?

��H
ow

 could you replace, using less costly elem
ents, 

the value lost by reducing or elim
inating expensive 

resources, activities, or partnerships?

��W
hat value w

ould be created by planned new
 

investm
ents?

Begin the process of transform
ing your V

alue Proposition 

by asking the Four A
ctions Fram

ew
ork questions. 

Sim
ultaneously, consider the im

pact on the cost side 

and evaluate w
hat elem

ents you need to (or could) 

change on the value side, such as C
hannels, Relation-

ships, Revenue Stream
s, and C

ustom
er Segm

ents.

��W
hat less-valued features or services could be 

elim
inated or reduced?

��W
hat features or services could be enhanced or new

ly 

created to produce a valuable new
 custom

er experience?

��W
hat are the cost im

plications of your changes to 

the V
alue Proposition?

��H
ow

 w
ill changes to the V

alue Proposition affect the 

custom
er side of the m

odel?

A
sk yourself the Four A

ctions Fram
ew

ork questions 

about each business m
odel Building Block on the 

custom
er side of the C

anvas: C
hannels, Relationships, 

and Revenue Stream
s. A

nalyze w
hat happens to the 

cost side if you elim
inate, reduce, raise, or create value 

side elem
ents.

��W
hich new

 C
ustom

er Segm
ents could you focus 

on, and w
hich segm

ents could you possibly reduce or 

elim
inate?

��W
hat jobs do new

 C
ustom

er Segm
ents really w

ant 

to have done?

��H
ow

 do these custom
ers prefer to be reached and 

w
hat kind of relationship do they expect?

��W
hat are the cost im

plications of serving new
 

C
ustom

er Segm
ents?

value-side
cost-side

cost-side

C
ost Im

pact Exploration 
Exploring Value Proposition Im

pact
Exploring C

ustom
er Im

pact 

?
?

?
?

elim
inate

reduce
raise
create

elim
inate

reduce
raise

create

elim
inate

reduce
raise

create

questioning your canvas w
ith the 

four actions fram
ew

ork 
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V
isio

n
aries, gam

e ch
an

gers, an
d ch

allen
gers are gen

eratin
g

innovative business m
odels around the w

orld—
as entrepreneurs and as 

w
orkers w

ithin established organizations. A
n entrepreneur’s challenge is 

to design and successfully im
plem

ent a new
 business m

odel. Established 

organizations, though, face an equally daunting task: how
 to im

plem
ent 

and m
anage new

 m
odels w

hile m
aintaining existing ones. 

 
Business thinkers such as C

onstantinos M
arkides, C

harles O
'Reilly III, 

and M
ichael Tushm

an have a w
ord for groups that successfully m

eet this 

challenge: am
bidextrous organizations. Im

plem
enting a new

 business m
odel 

in a longstanding enterprise can be extraordinarily diffi cult because the 

new
 m

odel m
ay challenge or even com

pete w
ith established m

odels. 

The new
 m

odel m
ight require a different organizational culture, or it m

ight 

target prospective custom
ers form

erly ignored by the enterprise. This begs 

a question: H
ow

 do w
e im

plem
ent innovative business m

odels w
ithin 

long-established organizations? 

 
Scholars are divided on the issue. M

any suggest spinning off new
 busi-

ness m
odel initiatives into separate entities. O

thers propose a less drastic 

approach and argue that innovative new
 business m

odels can thrive w
ithin 

established organizations, either as-is or in separate business units. 

C
onstantinos M

arkides, for exam
ple, proposes a tw

o-variable fram
ew

ork 

for deciding on how
 to m

anage new
 and traditional business m

odels sim
ul-

taneously. The fi rst variable expresses the severity of confl ict betw
een the 

m
odels, w

hile the second expresses strategic sim
ilarity. Yet, he also show

s 

that success depends not only on the correct choice—
integrated versus 

standalone im
plem

entation—
but also on how

 the choice is im
plem

ented. 

Synergies, M
arkides claim

s, should be carefully exploited even w
hen the new

 

m
odel is im

plem
ented in a standalone unit. 

 
Risk is a third variable to consider w

hen deciding w
hether to integrate 

or separate an em
erging m

odel. H
ow

 big is the risk that the new
 m

odel w
ill 

negatively affect the established one in term
s of brand im

age, earnings, 

legal liability, and so forth? 

 
D

uring the fi nancial crisis of 20
0

8, IN
G

, the D
utch fi nancial group, w

as 

nearly toppled by its IN
G

 D
irect unit, w

hich provides online and telephone 

retail banking services in overseas m
arkets. In effect, IN

G
 treated IN

G
 D

irect 

m
ore as a m

arketing initiative than as a new
, separate business m

odel that 

w
ould have been better housed in a separate entity.

 
Finally, choices evolve over tim

e. M
arkides em

phasizes that com
pa-

nies m
ay w

ant to consider a phased integration or a phased separation of 

business m
odels. e.Schw

ab, the Internet arm
 of C

harles Schw
ab, the U

.S. 

retail securities broker, w
as initially set up as a separate unit, but later w

as 

integrated back into the m
ain business w

ith great success. Tesco.com
, the 

Internet branch of Tesco, the giant U
.K

. retailer, m
ade a successful transition 

from
 integrated business line into standalone unit.

 
In the follow

ing pages w
e exam

ine the issue of integration versus separa-

tion w
ith three exam

ples described using the Business M
odel C

anvas. The 

fi rst, Sw
iss w

atch m
anufacturer SM

H
, chose the integration route for its new

 

Sw
atch business m

odel in the 1980
s. The second, Sw

iss foodm
aker N

estlé, 

chose the separation route for bringing N
espresso to the m

arketplace. A
s 

of this w
riting, the third, G

erm
an vehicle m

anufacturer D
aim

ler, has yet to 

choose an approach for its car2go vehicle rental concept.

m
anaging m

ultiple business m
odels
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—
 sim

ilarity of nine
building blocks —

—
 potential 

for synergies —
—

 potential 
for confl icts —

avoid confl icts betw
een the 

integrated business m
odels and 

allow
 for necessary autonom

y 

create synergies am
ong the separated 

business m
odels and coordinate 

betw
een them

 as necessary

integration

autonom
y

separation
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sm
h’s autonom

ous m
odel for sw

atch

In the m
id-seventies the Sw

iss w
atch industry, w

hich had historically dom
inated the 

tim
epiece sector, found itself in deep crisis. Japanese and H

ong Kong w
atch m

anu-

facturers had dislodged the Sw
iss from

 their leadership position w
ith cheap quartz 

w
atches designed for the low

-end m
arket. The Sw

iss continued to focus on tradi-

tional m
echanical w

atches for the m
id- and high-end m

arkets, but all the w
hile 

A
sian com

petitors threatened to intrude on these segm
ents as w

ell. 

  
In the early 1980

s com
petitive pressure intensifi ed to the point that m

ost Sw
iss 

m
anufacturers, w

ith the exception of a handful of luxury brands, w
ere teetering on 

collapse. Then N
icolas G

. H
ayek took over the reigns of SM

H
 (later renam

ed Sw
atch 

G
roup). H

e com
pletely restructured a new

ly form
ed group cobbled together from

 com
-

panies w
ith roots in the tw

o biggest ailing Sw
iss w

atchm
akers. 

 
H

ayek envisioned a strategy w
hereby SM

H
 w

ould offer healthy, grow
ing brands in 

all three m
arket segm

ents: low
, m

id, and luxury. A
t the tim

e, Sw
iss fi rm

s dom
inated the 

luxury w
atch m

arket w
ith a 97 percent share. But the Sw

iss ow
ned only 3 percent of 

the m
iddle m

arket and w
ere non-players in the low

 end, leaving the entire segm
ent of 

inexpensive tim
epieces to A

sian rivals. 

 
Launching a new

 brand at the bottom
 end w

as provocative and risky, and triggered 

fears am
ong investors that the m

ove w
ould cannibalize Tissot, SM

H
’s m

iddle-m
arket 

brand. From
 a strategic point of view

, H
ayek’s vision m

eant nothing less than com
bin-

ing a high-end luxury business m
odel w

ith a low
-cost business m

odel under the sam
e 

roof, w
ith all the attending confl icts and trade-offs. N

evertheless, H
ayek insisted on this 

three-tiered strategy, w
hich triggered developm

ent of the Sw
atch, a new

 type of afford-

able Sw
iss w

atch priced starting at around U
.S. $4

0
. 

 
The specifi cations for the new

 w
atch w

ere dem
anding: inexpensive enough to 

com
pete w

ith Japanese offers yet providing Sw
iss quality, plus suffi cient m

argins and 

the potential to anchor a larger product line. This forced engineers to entirely rethink 

the very idea of a tim
epiece and its m

anufacture; they w
ere essentially deprived of the 

ability to apply their traditional w
atchm

aking know
ledge. 

 
The result w

as a w
atch m

ade w
ith far few

er com
ponents. M

anufacturing w
as highly 

autom
ated: m

olding replaced screw
s, direct labor costs w

ere driven dow
n to less than 

10
 percent, and the w

atches w
ere produced in large quantities. Innovative guerrilla 

m
arketing concepts w

ere used to bring the w
atch to m

arket under several different 

designs. H
ayek saw

 the new
 product com

m
unicating a lifestyle m

essage, rather than just 

telling tim
e on the cheap. 

 
Thus the Sw

atch w
as born: high quality at a low

 price, for a functional, fashionable 

product. The rest is history. Fifty-fi ve m
illion Sw

atches w
ere sold in fi ve years, and in 

20
0

6 the com
pany celebrated aggregate sales of over 333 m

illion Sw
atches.

 
SM

H
’s choice to im

plem
ent the low

 end Sw
atch business m

odel is particularly inter-

esting in light of its potential im
pact on SM

H
’s higher end brands. D

espite a com
pletely 

different organizational and brand culture, Sw
atch w

as launched under SM
H

 and not as 

a standalone entity. 

 
SM

H
, though, w

as careful to give Sw
atch and all its other brands near-com

plete 

autonom
y regarding product and m

arketing decisions, w
hile centralizing everything else. 

M
anufacturing, purchasing, and R&

D
 w

ere each regrouped under a single entity serving 

all of SM
H

’s brands. Today, SM
H

 m
aintains a strong vertical integration policy in order 

to achieve scale and defend itself against A
sian com

petitors.
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production & 
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r&d
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blancpain, 
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ilton, m
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m
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m
ass m
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m
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w
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m
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m
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m
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m
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m
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m
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m
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m
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m
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w
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the nespresso success m
odel

A
nother am

bidextrous organization is N
espresso, part of N

estlé, the w
orld’s largest 

food com
pany w

ith 20
0

8 sales of approxim
ately U

.S. $10
1 billion.

   
N

espresso, w
hich each year sells over U

.S.$1.9 billion w
orth of single-serve 

prem
ium

 coffee for hom
e consum

ption, offers a potent exam
ple of an am

bidextrous 

business m
odel. In 1976, Eric Favre, a young researcher at a N

estlé research lab, fi led 

his fi rst patent for the N
espresso system

. A
t the tim

e N
estlé dom

inated the huge 

instant coffee m
arket w

ith its N
escafé brand, but w

as w
eak in the roast and ground 

coffee segm
ents. The N

espresso system
 w

as designed to bridge that gap w
ith a dedi-

cated espresso m
achine and pod system

 that could conveniently produce restaurant-

quality espresso. 

 
A

n internal unit headed by Favre w
as set up to elim

inate technical problem
s and 

bring the system
 to m

arket. A
fter a short, unsuccessful attem

pt to enter the restaurant 

m
arket, in 1986 N

estlé created N
espresso SA

, a w
holly-ow

ned subsidiary that w
ould 

start m
arketing the system

 to offi ces in support of another N
estlé joint venture w

ith a 

coffee m
achine m

anufacturer already active in the offi ce segm
ent. N

espresso SA
 w

as 

com
pletely independent of N

escafé, N
estlé’s established coffee business. But by 1987 

N
espresso’s sales had sagged far below

 expectations and it w
as kept alive only because 

of its large rem
aining inventory of high-value coffee m

achines. 

 
In 1988 N

estlé installed Jean-Paul G
aillard as the new

 C
EO

 of N
espresso. G

aillard 

com
pletely overhauled the com

pany’s business m
odel w

ith tw
o drastic changes. First, 

N
espresso shifted its focus from

 offi ces to high-incom
e households and started sell-

ing coffee capsules directly by m
ail. Such a strategy w

as unheard of at N
estlé, w

hich 

traditionally focused on targeting m
ass m

arkets through retail C
hannels (later on N

es-

presso w
ould start selling online and build high-end retail stores at prem

ium
 locations 

such as the C
ham

ps-Élysées, as w
ell as launch its ow

n in-store boutiques in high-end 

departm
ent stores). The m

odel proved successful, and over the past decade N
espresso 

has posted average annual grow
th rates exceeding of 35 percent. 

 
O

f particular interest is how
 N

espresso com
pares to N

escafé, N
estlé’s traditional 

coffee business. N
escafé focuses on instant coffee sold to consum

ers indirectly through 

m
ass-m

arket retailers, w
hile N

espresso concentrates on direct sales to affl uent con-

sum
ers. Each approach requires com

pletely different logistics, resources, and activi-

ties. Thanks to the different focus there w
as no risk of direct cannibalization. Yet, this 

also m
eant little potential for synergy betw

een the tw
o businesses. The m

ain confl ict 

betw
een N

escafé and N
espresso arose from

 the considerable tim
e and resource drain 

im
posed on N

estlé’s coffee business until N
espresso fi nally becam

e successful. The 

organizational separation likely kept the N
espresso project from

 being cancelled during 

hard tim
es. 

 
The story does not end there. In 20

0
4 N

estlé aim
ed to introduce a new

 system
, 

com
plem

entary to the espresso-only N
espresso devices, that could also serve cap-

puccino and lattes. The question, of course, w
as w

ith w
hich business m

odel and under 

w
hich brand should the system

 be launched? O
r should a new

 com
pany be created, as 

w
ith N

espresso? The technology w
as originally developed at N

espresso, but cappuc-

cinos and lattes seem
ed m

ore appropriate for the m
id-tier m

ass m
arket. N

estlé fi nally 

decided to launch under a new
 brand, N

escafé D
olce G

usto, but w
ith the product 

com
pletely integrated into N

escafé’s m
ass-m

arket business m
odel and organizational 

structure. D
olce G

usto pods sell on retail shelves alongside N
escafé’s soluble coffee, 

but also via the Internet—
a tribute to N

espresso’s online success. 

1976
first patent 
filed for 
nespresso 
system

1982
focus on 
the office 
m

arket

1986
separate 
com

pany 
created

1988 
new

 ceo 
overhauls 
strategy

1991 
nespresso 
is launched 
interna-
tionally

1997
first ad 
cam

paigns 
launched 

2006
george 
clooney 
retained 
as spokes-
m

an for 
nespresso

1998
focus on 
internet 
w

ith w
eb 

site redesign
2000–2008 
average 
annual 
grow

th of 
over 35%
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retailers

production

m
arketing

dolce gusto: 
m

ulti-beverage 
m

achine & pods

nescafé: quality 
instant coffee

retail

online shop

m
ass m

arket

m
anufacturing 

plants

brand portfolio
retail

m
arketing & sales

production
sales through retail 

(low
er m

argin)

VP
CRCH

CS
KP

KAKR

R$
C$C$

coffee m
achine 

m
anufacturers

m
arketing 

production

logistics

high-end 
restaurant 

quality espresso 
at hom

e

nespresso club

households

offi ce m
arket

distribution 
channels

patents on 
system

brand

production 
plants

nespresso.com

nespresso 
boutiques

call center

retail (m
achines 

only)

m
ail order

m
anufacturing 

m
arketing

distribution & C
hannels

m
ain revenues: capsules

other: m
achines & accessories

VP
CRCH

CS
KA

KP

KR

R$
C$

dolce gusto: 
m

ulti-beverage 
m

achine & pods

retail

online shop

nescafé: quality 
instant coffee

retail

N
escafé

high-end
(N

espresso)

m
id-tier

(D
olce G

usto)

m
ass-m

arket
(N

escafé)

N
espresso

coffee m
achine 

m
anufacturers

m
arketing 

production

logistics

high-end 
restaurant 

quality espresso 
at hom

e

nespresso club

households

offi ce m
arket

distribution 
channels

patents on 
system

brand

production 
plants

nespresso.com

nespresso 
boutiques

call center

retail (m
achines 

only)

m
ail order

m
anufacturing 

m
arketing

distribution & C
hannels

m
ain revenues: capsules

other: m
achines & accessories

VP
CRCH

CS
KA

KP

KR

R$
C$ nestlé’s portfolio of 
coffee business m

odels

m
ass m

arket
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daim
ler’s car2go business m

odel

O
ur fi nal exam

ple is still em
erging as of this w

riting. C
ar2go is a new

 concept in m
obility 

created by G
erm

an vehicle m
anufacturer D

aim
ler. C

ar2go provides an exam
ple of a busi-

ness m
odel innovation that com

plem
ents the parent com

pany’s core m
odel of m

anu-

facturing, selling, and fi nancing vehicles ranging from
 luxury cars to trucks and buses. 

 
  D

aim
ler’s core business generates annual revenue exceeding U

.S. $136 billion 

through sales of m
ore than tw

o m
illion vehicles. C

ar2go, on the other hand, is a 

startup business offering city dw
ellers m

obility on dem
and using a cityw

ide fl eet 

of sm
art cars (sm

art is D
aim

ler’s sm
allest and low

est-priced vehicle brand). The 

service is currently being tested in the G
erm

an city of U
lm

, one of D
aim

ler’s key 

operational bases. The business m
odel w

as developed by D
aim

ler’s Business Innovation 

D
epartm

ent, w
hich is tasked w

ith developing new
 business ideas and supporting their 

im
plem

entation. 

 
H

ere’s how
 car2go w

orks: a fl eet of sm
art “fortw

o” tw
o-person vehicles is m

ade 

available throughout the city, serving as a vehicle pool accessible by custom
ers at any 

tim
e. Follow

ing a one-tim
e registration process, custom

ers can rent fortw
o cars on the 

spot (or reserve them
 in advance) then use them

 for as long as they like. O
nce a trip is 

com
pleted, the driver sim

ply parks the car som
ew

here w
ithin the city lim

its. 

 
Rentals cost the equivalent $0.27 per m

inute, all-inclusive, or $14.15 per hour w
ith 

a m
axim

um
 of $70

 per day. C
ustom

ers pay m
onthly. The concept resem

bles popular 

car-sharing com
panies such as Z

ipcar in N
orth A

m
erica and the U

.K
. D

istinctive char-

acteristics of car2go include freedom
 from

 the obligation to use an assigned parking 

place, on-the-spot rental for as long as one likes, and a sim
ple pricing structure. 

D
aim

ler launched car2go in response to the accelerating global trend tow
ard urbaniza-

tion, and saw
 the service as an intriguing com

plem
ent to its core business. A

s a pure 

service m
odel, car2go naturally has com

pletely different dynam
ics com

pared to D
aim

-

ler’s traditional business, and revenues w
ill likely rem

ain com
paratively sm

all for som
e 

years. But D
aim

ler clearly has high hopes for car2go over the long term
. 

 
In the pilot phase, launched in O

ctober of 20
0

8, 50
 fortw

o cars w
ere m

ade avail-

able to som
e 50

0
 em

ployees of the D
aim

ler Research C
enter in U

lm
. These 50

0
, 

plus 20
0

 fam
ily m

em
bers, participated as initial custom

ers. The aim
 w

as to test the 

technical system
s, gather data on user acceptance and behavior, and give the service 

an overall “road test.” In February 20
0

9, the pilot w
as extended to include em

ployees 

of M
ercedes-Benz sales and service outlets and other D

aim
ler subsidiaries, w

ith the 

num
ber of vehicles increased to 10

0. A
t the end of M

arch, a public test w
as initiated 

w
ith 20

0
 vehicles and car2go w

as m
ade available to all 120,0

0
0

 of U
lm

’s residents 

and visitors. 

 
A

t the sam
e tim

e, D
aim

ler announced a U
.S. pilot in A

ustin, Texas, a city w
ith 

750,0
0

0
 residents. A

s in the fi rst phase of the G
erm

an test, car2go w
ill begin w

ith a 

lim
ited user group, such as city em

ployees, then be opened to the public. These pilots 

can be seen as prototypes of a business m
odel (see p. 160

). N
ow

, car2go’s business 

m
odel prototype is being fi xed into organizational form

. 

 
A

s of this w
riting, D

aim
ler had not yet decided w

hether to internalize car2go or spin 

it off as a separate com
pany. D

aim
ler chose to start w

ith business m
odel design, then 

test the concept in the fi eld, and defer decisions regarding organizational structure until 

it could assess car2go’s relationship to its long-established core business. 

concept 
developm

ent
internal 
pilot

extended
internal pilot

ulm
 

public pilot
austin 
internal pilot

austin 
public pilot

w
hich 

organizational 
form

?

M
arket introduction of car2go
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car parts 
m

anufacturers

m
anufacturing

design

cars, trucks, 
vans, buses, 

fi nancial 
services 

(e.g. m
ercedes 

brands)

m
ainly high-end 

brands

m
ass m

arket

vehicle plants

intellectual 
property

brands

dealers

sales force

m
arketing & sales

m
anufacturing

r&d

vehicle sales

vehicle fi nancing

VP
CRCH

CS
KP

KAKR

R$
C$C$

city 
m

anagem
ent

fl eet 
m

anagem
ent

telem
atics 

m
anagem

ent

cleaning

individual urban 
m

obility w
ithout 

car ow
nership

one-off sign-up

city dw
ellers

service team

telem
atic 

system
s

sm
art fortw

o 
car fl eet

car2go.com

m
obile phone

car2go parking 
lots

car2go shops

pick-up/drop-off 
anyw

here

system
s m

anagem
ent

fl eet m
anagem

ent
pay per m

inute—
$0.27

(all inclusive)

VP
CRCH

CS
KA

KP

KR

R$
C$

D
aim

ler

car2go

car parts 
m

anufacturers

m
anufacturing

design

cars, trucks, 
vans, buses, 

fi nancial 
services 

(e.g. m
ercedes 

brands)

m
ainly high-end 

brands

m
ass m

arket

vehicle plants

intellectual 
property

brands

dealers

sales force

m
arketing & sales

m
anufacturing

r&d

vehicle sales

vehicle fi nancing

VP
CRCH

CS
KP

KAKR

R$
C$

D
aim

ler’s phased approach 
to business m

odel innovation:

P
h

ase 1: Business m
odel design w

ithin 

D
aim

ler Innovation D
epartm

ent

P
h

ase 2: Field test of the concept run 

by D
aim

ler Innovation

P
h

ase 3: D
ecision on organizational 

structure of new
 business m

odel 

(integration versus separation) vis-à-vis 

relationship to established core business

city 
m

anagem
ent

fl eet 
m

anagem
ent

telem
atics 

m
anagem

ent

cleaning

individual urban 
m

obility w
ithout 

car ow
nership

one-off sign-up

city dw
ellers

service team

telem
atic 

system
s

sm
art fortw

o 
car fl eet

car2go.com

m
obile phone

car2go parking 
lots

car2go shops

pick-up/drop-off 
anyw

here

system
s m

anagem
ent

fl eet m
anagem

ent
pay per m

inute—
$0.27

(all inclusive)

VP
CRCH

CS
KA

KP

KR

R$
C$
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In this chapter w
e tie together the concepts and tools from

 the book 

to sim
plify the task of setting up and executing a business m

odel 

design initiative. W
e propose a generic business m

odel design pro-

cess adaptable to your organization’s specific needs.

Every business m
odel design project is unique, and presents its ow

n 

challenges, obstacles, and critical success factors. Every organization 

starts from
 a different point and has its ow

n context and objectives 

w
hen it begins addressing an issue as fundam

ental as its business 

m
odel. Som

e m
ay be reacting to a crisis situation, som

e m
ay be seek-

ing new
 grow

th potential, som
e m

ay be in startup m
ode, and still oth-

ers m
ay be planning to bring a new

 product or technology to m
arket. 

The process w
e describe provides a starting point upon w

hich just 

about any organization can custom
ize its ow

n approach. O
ur process 

has five phases: M
obilize, U

nderstand, D
esign, Im

plem
ent, and  

M
anage. W

e describe each of these phases in a general w
ay, then 

revisit them
 from

 the perspective of the established organization, as  

business m
odel innovation in enterprises already executing on one  

or m
ore existing business m

odels requires taking additional factors 

into account. 

Business m
odel innovation results from

 one of four objectives:  

(1) to satisfy existing but unansw
ered m

arket needs, (2) to bring new
 

technologies, products, or services to m
arket, (3) to im

prove, disrupt, 

or transform
 an existing m

arket w
ith a better business m

odel, or  

(4
) to create an entirely new

 m
arket.

 In longstanding enterprises, business m
odel innovation efforts  

typically reflect the existing m
odel and organizational structure.  

The effort usually has one of four m
otivations: (1) a crisis w

ith the 

existing business m
odel (in som

e cases a “near death” experience), 

(2) adjusting, im
proving, or defending the existing m

odel to adapt  

to a changing environm
ent, (3) bringing new

 technologies, products, 

or services to m
arket, or (4) preparing for the future by exploring 

and testing com
pletely new

 business m
odels that m

ight eventually 

replace existing ones. 

Business M
odel D

esign Process
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Business M
odel D

esign  
and Innovation 
Satisfy m

arket: Fulfill an unansw
ered m

arket need 

(e.g. Tata car, N
etJets, G

ram
eenBank, Lulu.com

)

Bring to m
arket: Bring a new

 technology, product, or 

service to m
arket or exploit existing intellectual property  

(IP) (e.g. Xerox 914, Sw
atch, N

espresso, Red H
at)

Im
prove m

arket: Im
prove or disrupt an existing m

arket 

(e.g. D
ell, EFG

 Bank, N
intendo W

ii, IKEA
, Bharti A

irtel,  

Skype, Zipcar, Ryanair, A
m

azon.com
 retail, better place)

Create m
arket: C

reate an entirely new
 type of business 

(D
iners Club, G

oogle)

ch
a

llen
g

es

��Finding the right m
odel

��Testing the m
odel before a full-scale launch

��Inducing the m
arket to adopt the new

 m
odel

��Continuously adapting the m
odel in response to m

arket feedback

��M
anaging uncertainty

ch
a

llen
g

es

��Developing an appetite for new
 m

odels

��Aligning old and new
 m

odels

��M
anaging vested interests

��Focusing on the long term

Factors Specific to  
E

stablished O
rganizations 

Reactive: A
rising out of a crisis w

ith the existing business m
odel 

(e.g. IBM
 in the 1990s, N

intendo W
ii, Rolls Royce jet engines)

A
daptive: A

djusting, im
proving, or defending the existing business 

m
odel (N

okia “com
es w

ith m
usic,” P&

G
 open innovation, H

ilti)

Expansive: Launching a new
 technology, product, or service 

(e.g. N
espresso, Xerox 914 in the 1960s, iPod/iTunes)

Pro-active/explorative: Preparing for the future

(e.g. car2go by D
aim

ler, A
m

azon W
eb Services)

sta
rtin

g
 po

in
t fo

r bu
sin

ess m
o

d
el in

n
o

va
tio

n
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Business m
odel innovation rarely happens by coincidence. But  

neither is it the exclusive dom
ain of the creative business genius.  

It is som
ething that can be m

anaged, structured into processes, and 

used to leverage the creative potential of an entire organization. 

The challenge, though, is that business m
odel innovation rem

ains 

m
essy and unpredictable, despite attem

pts to im
plem

ent a process. 

It requires the ability to deal w
ith am

biguity and uncertainty until a 

good solution em
erges. This takes tim

e. Participants m
ust be w

illing 

to invest significant tim
e and energy exploring m

any possibilities 

w
ithout jum

ping too quickly to adopt one solution. The rew
ard for 

tim
e invested w

ill likely be a pow
erful new

 business m
odel that 

assures future grow
th.

W
e call this approach design attitude, w

hich differs sharply from
 

the decision attitude that dom
inates traditional business m

anage-

m
ent. Fred C

ollopy and Richard Boland of the W
eatherhead School 

of M
anagem

ent eloquently explain this point in their article “D
esign 

M
atters” in the book M

anaging as D
esigning. The decision attitude, 

they w
rite, assum

es that it is easy to com
e up w

ith alternatives but 

difficult to choose betw
een them

. The design attitude, in contrast, 

assum
es that it is difficult to design an outstanding alternative, 

but once you have, the decision about w
hich alternative to select 

becom
es trivial (see p. 164

). 

This distinction is particularly applicable to business m
odel innova-

tion. You can do as m
uch analysis as you w

ant yet still fail to develop 

a satisfactory new
 business m

odel. The w
orld is so full of am

biguity 

and uncertainty that the design attitude of exploring and prototyping 

m
ultiple possibilities is m

ost likely to lead to a pow
erful new

 business 

m
odel. Such exploration involves m

essy, opportunistic bouncing 

back and forth betw
een m

arket research, analysis, business m
odel 

prototyping, and idea generation. D
esign attitude is far less linear and 

uncertain than decision attitude, w
hich focuses on analysis, decision, 

and optim
ization. Yet a purposeful quest for new

 and com
petitive 

grow
th m

odels dem
ands the design approach. 

D
am

ien N
ew

m
an of the design firm

 C
entral eloquently expressed 

the design attitude in an im
age he calls the “D

esign Squiggle.” The 

D
esign Squiggle em

bodies the characteristics of the design process: 

U
ncertain at the outset, it is m

essy and opportunistic, until it focuses 

on a single point of clarity once the design has m
atured.

D
esign A

ttitude
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u
n

certa
in

ty
cla

rity
 / fo

cu
s

Source: A
dapted from

 D
am

ien N
ew

m
an, C

entral

research
&

 understand
design business 
m

odel prototypes
im

plem
ent business 

m
odel design
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The business m
odel design process w

e propose has five phases: 

M
obilize, U

nderstand, D
esign, Im

plem
ent, and M

anage. A
s previ-

ously m
entioned, the progression through these phases is rarely 

as linear as depicted in the table on the right. In particular, the 

U
nderstanding and D

esign phases tend to proceed in parallel. Busi-

ness m
odel prototyping can start early in the U

nderstanding phase, 

in the form
 of sketching prelim

inary business m
odel ideas. Sim

ilarly, 

prototyping during the design phase m
ay lead to new

 ideas requiring 

additional research—
and a revisiting of the U

nderstand phase. 

Finally, the last phase, M
anage, is about continuously m

anaging your 

business m
odel(s). In today’s clim

ate, it’s best to assum
e that m

ost 

business m
odels, even successful ones, w

ill have a short lifespan. 

C
onsidering the substantial investm

ent an enterprise m
akes in 

producing a business m
odel, it m

akes sense to extend its life through 

continuous m
anagem

ent and evolution until it needs com
plete 

rethinking. M
anagem

ent of the m
odel’s evolution w

ill determ
ine 

w
hich com

ponents are still relevant and w
hich are obsolete.

For each process phase w
e outline the objective, the focus, and 

w
hich content in Business M

odel G
eneration supports that phase. 

Then w
e outline the five phases in m

ore detail, and explain how
 the 

circum
stances and focus can change w

hen you are w
orking w

ith an 

existing business m
odel in an established organization.

5 Phases

 
M

obilize
U

nderstand
D

esign
Im

plem
ent

M
anage

o
bjective

Prepare for a successful 
business m

odel design 
project

Research and analyze  
elem

ents needed for the 
business m

odel design eΩort

G
enerate and test viable  

business m
odel options,  

and select the best

Im
plem

ent the  
business m

odel prototype  
in the field

A
dapt and m

odify the  
business m

odel in response 
to m

arket reaction

fo
cus

Setting the stage
Im

m
ersion

Inquiry
Execution

Evolution 

descriptio
n

A
ssem

ble all the elem
ents for 

successful business m
odel design. 

C
reate aw

areness of the need for a 

new
 business m

odel, describe the 

m
otivation behind the project, and 

establish a com
m

on language to 

describe, design, and analyze and 

discuss business m
odels.

You and the business m
odel 

design team
 im

m
erse yourselves 

in relevant know
ledge: custom

-

ers, technology, and environm
ent. 

You collect inform
ation, interview

 

experts, study potential cus-

tom
ers, and identify needs and 

problem
s. 

Transform
 the inform

ation and 

ideas from
 the previous phase 

into business m
odel prototypes 

that can be explored and tested. 

A
fter an intensive business m

odel 

inquiry, select the m
ost satisfac-

tory business m
odel design.

Im
plem

ent the selected business  

m
odel design.  

Set up the m
anagem

ent struc-

tures to continuously m
onitor, 

evaluate, and adapt or transform
 

your business m
odel.

bo
o

k sectio
n

s
��Business M

odel Canvas (p. 44)

��Storytelling (p. 170)

��Business M
odel Canvas (p. 44)

��Business M
odel Patterns (p. 52)

��Custom
er Insights (p. 126)

��Visual Thinking (p. 146)

��Scenarios (p. 180)

��Business M
odel Environm

ent (p. 200)

��Evaluating Business M
odels (p. 212)

��Business M
odel Canvas (p. 44)

��Business M
odel Patterns (p. 52)

��Ideation (p. 134)

��Visual Thinking (p. 146)

��Prototyping (p. 160)

��Scenarios (p. 180)

��Evaluating Business M
odels (p. 212)

��Business M
odel Perspective  

on Blue Ocean Strategy (p. 226)

��M
anaging M

ultiple Business M
odels 

(p. 232)

��Business M
odel Canvas (p. 44)

��Visual Thinking (p. 146)

��Storytelling (p. 170)

��M
anaging M

ultiple Business M
odels 

(p. 232)

��Business M
odel Canvas (p. 44)

��Visual Thinking (p. 146) 

��Scenarios (p. 180)

��Business M
odel Environm

ent (p. 200)

��Evaluating Business M
odels (p. 212)
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M

obilize
U

nderstand
D

esign
Im

plem
ent

M
anage

o
bjective

Prepare for a successful 
business m

odel design 
project

Research and analyze 
elem

ents needed for the 
business m

odel design eΩort

G
enerate and test viable 

business m
odel options, 

and select the best

Im
plem

ent the 
business m

odel prototype 
in the fi eld

A
dapt and m

odify the 
business m

odel in response 
to m

arket reaction

fo
cus

Setting the stage
Im

m
ersion

Inquiry
Execution

Evolution 

descriptio
n

A
ssem

ble all the elem
ents for 

successful business m
odel design. 

C
reate aw

areness of the need for a 

new
 business m

odel, describe the 

m
otivation behind the project, and 

establish a com
m

on language to 

describe, design, and analyze and 

discuss business m
odels.

You and the business m
odel 

design team
 im

m
erse yourselves 

in relevant know
ledge: custom

-

ers, technology, and environm
ent. 

You collect inform
ation, interview

 

experts, study potential cus-

tom
ers, and identify needs and 

problem
s. 

Transform
 the inform

ation and 

ideas from
 the previous phase 

into business m
odel prototypes 

that can be explored and tested. 

A
fter an intensive business m

odel 

inquiry, select the m
ost satisfac-

tory business m
odel design.

Im
plem

ent the selected business 

m
odel design.  

Set up the m
anagem

ent struc-

tures to continuously m
onitor, 

evaluate, and adapt or transform
 

your business m
odel.

bo
o

k sectio
n

s
��Business M

odel Canvas (p. 44)

��Storytelling (p. 170)

��Business M
odel Canvas (p. 44)

��Business M
odel Patterns (p. 52)

��Custom
er Insights (p. 126)

��Visual Thinking (p. 146)

��Scenarios (p. 180)

��Business M
odel Environm

ent (p. 200)

��Evaluating Business M
odels (p. 212)

��Business M
odel Canvas (p. 44)

��Business M
odel Patterns (p. 52)

��Ideation (p. 134)

��Visual Thinking (p. 146)

��Prototyping (p. 160)

��Scenarios (p. 180)

��Evaluating Business M
odels (p. 212)

��Business M
odel Perspective 

on Blue Ocean Strategy (p. 226)

��M
anaging M

ultiple Business M
odels 

(p. 232)

��Business M
odel Canvas (p. 44)

��Visual Thinking (p. 146)

��Storytelling (p. 170)

��M
anaging M

ultiple Business M
odels 

(p. 232)

��Business M
odel Canvas (p. 44)

��Visual Thinking (p. 146) 

��Scenarios (p. 180)

��Business M
odel Environm

ent (p. 200)

��Evaluating Business M
odels (p. 212)
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M
obilize

Prepare for a successful business  
m

odel design project

1
 

2
 

3
 

4
 

5

C
rucial activities in this first phase include assem

bling the project 

team
 and gaining access to the right people and inform

ation. W
hile 

there are no rules about training the perfect team
—

again, each 

project is unique—
it m

akes sense to seek a m
ix of people w

ith broad 

m
anagem

ent and industry experience, fresh ideas, the right personal 

netw
orks, and a deep com

m
itm

ent to business m
odel innovation.  

You m
ay w

ant to start doing som
e prelim

inary testing of the basic 

business idea during the m
obilization phase. But since the potential 

of a business idea depends heavily on the choice of the right business 

m
odel, this is easier said than done. W

hen Skype launched its busi-

ness, w
ho w

ould have im
agined it w

ould becom
e the w

orld’s largest 

long-distance call carrier? 

In any case, establish the Business M
odel C

anvas as the shared 

language of the design effort. This w
ill help you structure and present 

prelim
inary ideas m

ore effectively and im
prove com

m
unications. You 

m
ay also w

ant to try w
eaving your business m

odel ideas into som
e 

stories to test them
. 

The m
ain activities of this first phase are fram

ing the project objec-

tives, testing prelim
inary ideas, planning the project, and assem

bling 

the team
. 

H
ow

 objectives are fram
ed w

ill vary depending on the project, but 

this usually covers establishing the rationale, project scope, and 

m
ain objectives. Initial planning should cover the first phases of a 

business m
odel design project: M

obilize, U
nderstand, and D

esign. 

The Im
plem

entation and M
anagem

ent phases depend heavily on 

the outcom
e of these first three phases—

nam
ely the business m

odel 

direction—
and therefore can only be planned later. 
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cooperation. A
 straightforw

ard w
ay to create legitim

acy and visible sponsorship is to directly 

involve a respected m
em

ber of top m
anagem

ent from
 the very beginning. 

}
 M

anage vested interests Take care to identify and m
anage vested interests throughout the 

organization. N
ot everybody in an organization is interested in reinventing the current business 

m
odel. In fact, the design effort m

ay threaten som
e people. 

}
C

ross-functional team
A

s described previously (see p. 143), the ideal business m
odel task force 

is com
posed of people from

 across the organization, including different business units, business 

functions (e.g. m
arketing, finance, IT

), levels of seniority and expertise, and so forth. D
ifferent 

organizational perspectives help generate better ideas, and increase the likelihood that the 

project w
ill succeed. A

 cross-functional team
 helps identify and overcom

e potential obstacles  

to reinvention early in the gam
e and encourages buy-in. 

}
 O

rienting decision m
akers You should plan on spending a considerable am

ount of tim
e 

orienting and educating decision m
akers on business m

odels, their im
portance, and the design 

and innovation process. T
his is critical to gaining buy-in and overcom

ing resistance to the 

unknow
n or not-yet-understood. D

epending on your organization’s m
anagem

ent style you m
ay 

w
ant to avoid overem

phasizing the conceptual aspects of business m
odels. Stay practical and 

deliver your m
essage w

ith stories and im
ages rather than concepts and theory.

O
ne clear danger in the M

obilization phase is that people tend to 

overestim
ate the potential of initial business m

odel ideas. This can 

lead to a closed m
indset and lim

ited exploration of other possibili-

ties. Try to m
itigate this risk by continuously testing the new

 ideas 

w
ith people from

 varied backgrounds. You m
ay also w

ant to consider 

organizing a so-called kill/thrill session in w
hich all participants  

are tasked first w
ith brainstorm

ing for 20
 m

inutes on reasons w
hy 

the idea w
on’t w

ork (the “kill” portion), then spend 20
 m

inutes 

brainstorm
ing exclusively on w

hy the idea w
ill fly (the “thrill” por-

tion). It’s a pow
erful w

ay to challenge an idea’s fundam
ental w

orth. 

W
orking from

 the Established Com
pany Perspective

}
 Project legitim

acy B
uilding project legitim

acy is a critical suc-

cess factor w
hen w

orking w
ithin established organizations. 

Since business m
odel design projects affect people across 

organizational boundaries, a strong and visible com
m

itm
ent by 

the board and/or top m
anagem

ent is indispensable to obtaining 
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2 U

nderstanding

1
 

2
 

3
 

4
 

5

Scanning, though, is inevitably accom
panied by the risk of over-

researching. M
ake your team

 aw
are of this risk at the outset and 

ensure that everyone agrees to avoid excessive researching. “A
nalysis 

paralysis” can also be avoided by prototyping business m
odels early 

on (see Prototyping, p. 160
). This has the added benefit of allow

ing you 

to quickly collect feedback. A
s m

entioned earlier, research, under-

standing, and designing go hand in hand, and the boundaries separat-

ing them
 are often unclear.

D
uring research, one area that deserves careful attention is develop-

ing deep know
ledge of the custom

er. This sounds obvious, but it  

is often neglected, particularly in technology-focused projects.  

The C
ustom

er Em
pathy M

ap (see p. 131) can serve as a pow
erful tool 

to help you structure custom
er research. O

ne com
m

on challenge is  

that the C
ustom

er Segm
ent is not necessarily clear from

 the outset.  

A
 technology “still in search of a problem

 to solve” m
ay be applicable 

in several different m
arkets.

This second phase consists of developing a good understanding  

of the context in w
hich the business m

odel w
ill evolve. 

Scanning the business m
odel environm

ent is a m
ix of activities, 

including m
arket research, studying and involving custom

ers, 

interview
ing dom

ain experts, and sketching out com
petitor business 

m
odels. The project team

 should im
m

erse itself in the necessary 

m
aterials and activities to develop a deep understanding of the  

business m
odel “design space.” 

a
ctiv

ities
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Research and analyze the elem
ents needed  

for the business m
odel design effort

U
nderstanding
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inform
ed

design

m
ake tangible

D
irections

W
orking from

 the Established Com
pany Perspective

}
M

apping/assessing existing business m
odels E

stablished organizations start w
ith existing 

business m
odels. Ideally, m

apping and assessing your current business m
odel should be done in 

separate w
orkshops involving people throughout the organization, at the sam

e tim
e ideas and 

opinions for new
 business m

odels are being collected. T
his w

ill provide m
ultiple perspectives 

on the strengths and w
eaknesses of your business m

odel, and provide the first ideas for new
 m

odels. 
}

Looking beyond the status-quo It is particularly challenging to see beyond the current business 

m
odel and business m

odel patterns. B
ecause the status quo is usually the result of a successful 

past, it is deeply em
bedded in organizational culture. 

}
Searching beyond the existing client base Searching beyond your existing client base is critical  

w
hen seeking lucrative new

 business m
odels. Tom

orrow
’s profit potential m

ay w
ell lie elsew

here.  
}

D
em

onstrate progress E
xcessive analysis risks losing senior m

anagem
ent support due to a 

perceived lack of productivity. D
em

onstrate your progress by describing custom
er insights or 

show
ing a series of business m

odel sketches based on w
hat you’ve learned from

 research. 

A
 critical success factor in this phase is questioning industry 

assum
ptions and established business m

odel patterns. The gam
e 

console industry w
as building and selling cutting edge subsidized 

consoles until the N
intendo W

ii overturned com
m

only accepted 

assum
ptions (see p. 82). Q

uestioning assum
ptions includes  

exploring the potential of “the low
 end” of established m

arkets,  

as Scott A
nthony points out in The Silver Lining. A

s you scan 

the environm
ent and assess trends, m

arkets, and com
petitors, 

rem
em

ber that the seeds of business m
odel innovation can be  

found just about anyw
here. 

D
uring the U

nderstanding phase you should also actively seek input 

from
 varied sources, including custom

ers. Start testing prelim
inary 

business m
odel directions early by soliciting feedback on Business 

M
odel C

anvas sketches. Bear in m
ind, though, that breakthrough 

ideas m
ay encounter strong resistance.
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seek alternative revenue stream
s, and explore the value of m

ultiple 

distribution channels. Try out different business m
odel patterns (see  

p. 52) to explore and test new
 possibilities. 

To test potential business m
odels w

ith outside experts or prospective 

clients, develop a narrative for each and seek feedback on your telling 

of each m
odel’s “story.” This is not to im

ply that you need to m
odify 

your m
odel based on each and every com

m
ent. You w

ill hear feedback 

such as “this w
on’t w

ork, custom
ers don’t need it,” “that’s not doable, 

it goes against industry logic,” or “the m
arketplace just isn’t ready.” 

Such com
m

ents indicate potential roadblocks ahead but should not 

be considered show
stoppers.  Further inquiry m

ay w
ell enable you to 

successfully refine your m
odel. 

Iqbal Q
uadir’s quest to bring m

obile telephony to poor rural villagers 

in Bangladesh in the late 1990
s provides a pow

erful exam
ple. M

ost 

industry experts rejected his idea, saying poor villagers w
ere pressed by 

m
ore basic needs and w

ouldn’t pay for m
obile telephones. But seeking 

feedback and developing contacts outside the telecom
m

unications 

a
ctiv

ities
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D
esign

A
dapt and m

odify the business m
odel  

in response to m
arket response

1
 

2
 

3
 

4
 

5

The key challenge during the D
esign phase is to generate and stick 

w
ith bold new

 m
odels. Expansive thinking is the critical success 

factor here. In order to generate breakthrough ideas, team
 m

em
bers 

m
ust develop the ability to abandon the status quo (current business 

m
odels and patterns) during ideation. A

n inquiry-focused design 

attitude is also crucial. Team
s m

ust take the tim
e to explore m

ultiple 

ideas, because the process of exploring different paths is m
ost likely 

to yield the best alternatives. 

A
void “falling in love” w

ith ideas too early. Take the tim
e to think 

through m
ultiple business m

odel options before selecting the one 

you w
ant to im

plem
ent. Experim

ent w
ith different partnership m

odels,
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design

decide
execute

inquiry

provoke

prototype

decide
decide

uncertainty. If you clearly define the uncertainties involved (e.g. new
 pricing m

echanism
s, new

 

D
istribution C

hannels), you can prototype and test them
 in the m

arket to better predict how
 the 

m
odel w

ill perform
 w

hen launched full-scale. 
}

Participatory design A
nother w

ay to im
prove the likelihood of having bold ideas adopted and 

subsequently im
plem

ented is to be especially inclusive w
hen assem

bling the design team
. C

o-

create w
ith people from

 different business units, different levels of the organizational hierarchy, 

and different areas of expertise. By integrating com
m

ents and concerns from
 across the organi-

zation, your design can anticipate and possibly circum
vent im

plem
entation roadblocks. 

}
O

ld versus new
 O

ne big design question is w
hether the old and new

 business m
odels should 

be separated or integrated into one. T
he right design choice w

ill greatly affect chances of suc-

cess (see M
anaging M

ultiple B
usiness M

odels, p. 232).
}

Avoid short-term
 focus O

ne lim
itation to avoid is a short-term

 focus on ideas w
ith large first-

year revenue potential. B
ig corporations, in particular, can experience huge absolute grow

th. 

A
 com

pany w
ith annual sales of U

.S. $5 billion, for exam
ple, generates $200 m

illion in new
 

revenues by grow
ing at the m

odest rate of four percent. Few
 breakthrough business m

odels can 

achieve such revenues during their first year (doing so w
ould require acquiring 1.6 m

illion new
 

custom
ers, each paying an annual fee of $125). T

herefore, a longer-term
 perspective is required 

w
hen exploring new

 business m
odels. O

therw
ise, your organization is likely to m

iss out on 

m
any future grow

th opportunities. H
ow

 m
uch do you im

agine G
oogle earned in its first year?

industry led to a partnership w
ith m

icrofinance institution G
ram

een 

Bank, w
hich becam

e the cornerstone of G
ram

eenphone’s business 

m
odel. C

ontrary to expert opinion, poor villagers w
ere indeed w

illing to 

pay for m
obile connectivity, and G

ram
eenphone becam

e Bangladesh’s 

leading telecom
m

unications provider. 

W
orking from

 the Established Com
pany Perspective

}
Prevent tam

ing of bold ideas E
stablished organizations tend 

to w
ater dow

n bold business m
odel ideas. Your challenge is  

to defend their boldness —
w

hile assuring that they w
on’t face 

overw
helm

ing obstacles if im
plem

ented. 

 
To achieve this tricky balance it can be helpful to draw

 a 

risk/rew
ard profile of each m

odel. T
he profile could include 

questions such as, W
hat is the profit/loss potential? D

escribe 

potential conflicts w
ith existing business units. H

ow
 m

ight 

this affect our brand? H
ow

 w
ill existing custom

ers react? T
his 

approach can help you clarify and address the uncertainties 

in each m
odel. T

he bolder the m
odel, the higher the level of 

prototype
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Business M
odel G

eneration focuses on understanding and developing 

innovative business m
odels, but w

e’d also like to offer som
e sug-

gestions on im
plem

enting new
 business m

odels, particularly w
ithin 

established organizations. 

O
nce you’ve arrived at a final business m

odel design, you w
ill start 

translating this into an im
plem

entation design. This includes defining all 

related projects, specifying m
ilestones, organizing any legal structures, 

preparing a detailed budget and project roadm
ap, and so forth. The 

im
plem

entation phase is often outlined in a business plan and item
ized 

in a project m
anagem

ent docum
ent.

Particular attention needs to be paid to m
anaging uncertainties. This 

im
plies closely m

onitoring how
 risk/rew

ard expectations play out 

against actual results. It also m
eans developing m

echanism
s to quickly 

adapt your business m
odel to m

arket feedback. 

1
 

2
 

3
 

4
 

5

a
ctiv
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Im
plem

ent
Im

plem
ent the business m

odel  
prototype in the field

bm
gen_final.indd   256

6/15/10   6:00 PM



2
5
7

m
entation of the new

 m
odel is even planned. D

eep, cross-functional participation allow
s you to 

directly address any concerns regarding the new
 business m

odel before draw
ing the roadm

ap 

for its im
plem

entation.
}

Project sponsorship A
 second success elem

ent is the sustained and visible support of your 

project sponsor, som
ething that signals the im

portance and legitim
acy of the business m

odel 

design effort. B
oth elem

ents are crucial to keeping vested interests from
 underm

ining the  

successful im
plem

entation of a new
 business m

odel. 
}

O
ld versus new

 business m
odel A

 third elem
ent is creating the right organizational structure 

for your new
 business m

odel (see M
anaging M

ultiple B
usiness M

odels, p. 232). Should it be a 

standalone entity or a business unit w
ithin the parent organization? W

ill it draw
 on resources 

shared w
ith an existing business m

odel? W
ill it inherit the parent’s organizational culture? 

}
C

om
m

unication cam
paign Finally, conduct a highly visible, m

ulti-channel internal com
m

u-

nication cam
paign announcing the new

 business m
odel. T

his w
ill help you counter “fear of the 

new
” in your organization. A

s outlined earlier, stories and visualizations are pow
erful, engaging 

tools that help people understand the logic of and rationale for the new
 business m

odel. 

For exam
ple, w

hen Skype started becom
ing successful and w

as  

signing up tens of thousands of new
 users each day, it had to  

im
m

ediately develop m
echanism

s to cost-effectively handle user  

feedback and com
plaints. O

therw
ise, skyrocketing expenses and  

user dissatisfaction w
ould have brought the com

pany to its knees. 

W
orking from

 the Established Com
pany Perspective

}
Proactively m

anaging “roadblocks” T
he single elem

ent that 

m
ost increases the likelihood of a new

 business m
odel’s  

success is in place long before actual im
plem

entation. By this 

w
e are referring to the participation of people from

 throughout 

the organization during the M
obilization, U

nderstanding, and 

D
esign phases. Such a participatory approach w

ill have already 

established buy-in and uncovered obstacles before the im
ple-
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A
t least one person on the organizational strategy team

—
if not a new

 

team
—

should be assigned responsibility for business m
odels and 

their long-term
 evolution. C

onsider organizing regular w
orkshops w

ith 

cross-functional team
s to evaluate your business m

odel. This w
ill help 

you  judge w
hether a m

odel needs m
inor adjustm

ents or a com
plete 

overhaul. 

Ideally, im
proving and rethinking the organization’s business m

odel 

should be every em
ployee’s obsession rather than som

ething that  

preoccupies only top m
anagem

ent. W
ith the Business M

odel C
anvas 

you now
 have a form

idable tool w
ith w

hich to m
ake business m

odels 

clear to everybody throughout the enterprise. N
ew

 business m
odel 

ideas often em
erge from

 unlikely places w
ithin an organization. 

Proactive response to m
arket evolutions is also increasingly im

portant 

C
onsider m

anaging a “portfolio” of business m
odels. W

e live in the 

business m
odel generation, a tim

e w
hen the shelf life of successful 

business m
odels is shrinking quickly. A

s w
ith traditional product life-

1
 

2
 

3
 

4
 

5

a
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M
anage

A
dapt and m

odify the business m
odel  

in response to m
arket reaction

For successful organizations, creating a new
 business m

odel or 

rethinking an existing one is not a one-tim
e exercise. It’s an activity 

that continues beyond im
plem

entation. The M
anage phase includes 

continuously assessing the m
odel and scanning the environm

ent  

to understand how
 it m

ight be affected by external factors over the 

long term
. 
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vation or redesign projects, and track the overall evolution of the organization’s business m
od-

els. It should also m
anage the “m

aster” business m
odel that describes the entire organization. 

T
his m

aster tem
plate could serve as the starting point for each business m

odel project w
ithin 

the organization. T
he m

aster business m
odel w

ould also help different functional groups, such 

as operations, m
anufacturing, or sales align w

ith the organization’s overarching goals.
}

M
anage synergies and conflicts O

ne of the business m
odel governance authority’s m

ain tasks 

w
ould be to align business m

odels w
ith each other to exploit synergies and avoid or m

anage 

conflicts. A
 C

anvas docum
ent describing each business m

odel in the organization w
ould help 

illum
inate the big picture and achieve better alignm

ent. 
}

Business m
odel portfolio Successful, established com

panies should proactively m
anage a 

“portfolio” of business m
odels. M

any form
erly successful com

panies in the m
usic, new

spaper, 

and autom
otive industries failed to proactively exam

ine their business m
odels and slid into 

crisis as a result. A
 prom

ising approach to avoiding this fate is to develop a portfolio of business 

m
odels w

hereby cash-generating businesses finance business m
odel experim

ents for the future. 
}

A
 beginner’s m

indset M
aintaining a beginner's m

indset helps keep us from
 becom

ing victim
s 

of our ow
n successes. W

e all need to constantly scan the landscape and continuously assess our 

ow
n business m

odels. Take a fresh look at your m
odel regularly. You m

ay need to overhaul a 

successful m
odel sooner than you thought. 

cycle m
anagem

ent, w
e all need to start thinking about replacing  

our current cash-generating business m
odels w

ith grow
th m

odels  

for tom
orrow

’s m
arketplace. 

D
ell disrupted the PC

 industry w
hen it introduced the build-to-order 

form
at and direct online sales. O

ver the years, D
ell grew

 so success-

fully that it established itself as the industry leader. But the com
pany 

failed to fully rethink its once disruptive business m
odel. N

ow
 that 

the industry landscape has changed, D
ell risks rem

aining stuck  

in a com
m

oditized PC
 m

arket, w
hile grow

th and profits, generated 

elsew
here, lie outside its reach. 

W
orking from

 the Established Com
pany Perspective

}
Business M

odel G
overnance C

onsider establishing a “business 

m
odel governance” authority to help better m

anage business 

m
odels across the enterprise. T

his group’s role w
ould be to 

orchestrate business m
odels, engage stakeholders, launch inno-

inform
ed

design

m
ake tangible

D
irections

D
irections
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orw
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 Typically w
hen an 

organization looks 
at im

proving their 
business m

odel, 
it is as a result of 
gaps. �M`jlXc`q`e^�pfli�Zlii\ek�
Ylj`e\jj�d

f[\c�ZXe�[\d
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business m
odel  

innovation 
com

bines creativity 
w

ith a structured 
approach—

the best 
of both w

orlds.
Ziv Baida, N

etherlands
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W
e have been w

orking too long 
and too hard for com
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ith 

bad or im
proper business m

odels.
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W
e hope w

e’ve show
n you how

 visionaries, gam
e changers, and  

challengers can tackle the vital issue of business m
odels. W

e hope  
w

e’ve provided you w
ith the language, the tools and techniques, and  

the dynam
ic approach needed to design innovative and com

petitive  
new

 m
odels. But m

uch rem
ains to be said. So here w

e touch on five  
topics, each of w

hich m
ight w

ell m
erit its ow

n book. 

The first exam
ines business m

odels beyond profit: how
 the C

anvas can 
drive business m

odel innovation in the public and non-profit sectors.  
The second suggests how

 com
puter-aided business m

odel design m
ight 

leverage the paper-based approach and allow
 for com

plex m
anipulation 

of business m
odel elem

ents. The third discusses the relationship betw
een 

business m
odels and business plans. The fourth addresses issues that 

arise w
hen im

plem
enting business m

odels in either new
 or existing  

organizations. The final topic exam
ines how

 to better achieve business 
m

odel and IT
 alignm

ent.
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Beyond-Profit Business M
odels

The application of the C
anvas is in no w

ay lim
ited to for-profit cor-

porations. You can easily apply the technique to non-profit organiza-

tions, charities, public sector entities, and for-profit social ventures. 

 
Every organization has a business m

odel, even if the w
ord “busi-

ness” is not used as a descriptor. To survive, every organization that 

creates and delivers value m
ust generate enough revenue to cover its 

expenses. H
ence it has a business m

odel. The difference is m
erely a 

m
atter of focus: the for-profit business’s goal is to m

axim
ize earnings, 

w
hile the organizations discussed in the follow

ing pages have strong 

non-financial m
issions focused on ecology, social causes, and public 

service m
andates. W

e find useful entrepreneur Tim
 C

lark's suggestion 

that the term
 “enterprise m

odel” be applied to such organizations.

 
W

e distinguish betw
een tw

o categories of beyond-profit m
odels: 

third-party funded enterprise m
odels (e.g. philanthropy, charities, 

governm
ent) and so-called triple bottom

 line business m
odels w

ith a 

strong ecological and/or social m
ission (“triple bottom

 line” refers to 

the practice of accounting for environm
ental and social, as w

ell as finan-

cial, costs). It is m
ainly the source of revenue that distinguishes these 

tw
o, but as a direct consequence they have tw

o very different business 

m
odel patterns and drivers. M

any organizations are experim
enting 

w
ith blending the tw

o m
odels in order to exploit the best of both.

Third-Party Funded M
odels

In this type of enterprise m
odel, the product or service recipient is 

not the payer. Products and services are paid for by a third party, 

w
hich m

ight be a donor or the public sector. The third party pays the 

organization to fulfill a m
ission, w

hich m
ay be of a social, ecological, 

or public service nature. For exam
ple, governm

ent (and indirectly, 

taxpayers) pays schools to deliver education services. Likew
ise, 

donors to O
xfam

, a large U
.K

. non-profit organization, help finance 

its efforts to end poverty and social injustice. Third parties rarely 

expect to receive direct econom
ic benefits from

 the exchange, unlike  

advertisers—
w

ho are players in for-profit business m
odels w

hich 

also feature third party financing. 

 
O

ne risk of the third-party enterprise m
odel is that value creation 

incentives can becom
e m

isaligned. The third-party financer becom
es 

the m
ain “custom

er,” so to speak, w
hile the recipient becom

es a 

m
ere receiver. Since the very existence of the enterprise depends on 

contributions, the incentive to create value for donors m
ay be stron-

ger than the incentive to create value for recipients. 

 
A

ll this is not to say that third-party funded enterprise m
odels 

are bad and recipient-funded business m
odels are good. C

onven-

tional businesslike selling of products and services doesn’t alw
ays 

w
ork: education, healthcare, and utility services are clear exam

ples. 

There are no sim
ple answ

ers to the questions raised by third-party 

financed enterprise m
odels and the resulting risks of m

isaligned 

incentives. W
e m

ust explore w
hich m

odels m
ake sense, then strive 

to design optim
al solutions.

m
ission

product or 
service

“donor”

“recipient”

free
donation
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Solving the big issues of 
our generation requires 
bold new

 business m
odels

Triple Bottom
 Line Business M

odels

Earlier w
e shared the story of how

 Iqbal Q
uadir, an investm

ent 

banker in N
ew

 York, set out to build G
ram

eenphone. H
is goal w

as to 

provide universal access to telecom
m

unications services in rem
ote, 

rural areas of his hom
e country of Bangladesh. H

e achieved his aim
 

w
ith a for-profit m

odel that had a profound, positive im
pact on rural 

Bangladesh. G
ram

eenphone eventually provided over 20
0

,0
0

0
 

w
om

en in rural areas w
ith incom

e-earning opportunities, raised their 

social status, connected 60,0
0

0
 villages to a m

obile phone netw
ork, 

reached 10
0

 m
illion people, turned a profit, and becam

e the Bangla-

deshi governm
ent’s biggest taxpayer. 

 
To accom

m
odate triple bottom

 line business m
odels, w

e can 

extend the C
anvas w

ith Blocks illustrating tw
o outcom

es: (1) the 

social and environm
ental costs of a business m

odel (i.e. its negative 

im
pact), and (2) the social and environm

ental benefits of a business 

m
odel (i.e. its positive im

pact). Just as earnings are increased by 

m
inim

izing financial costs and m
axim

izing incom
e, the triple bottom

 

line m
odel seeks to m

inim
ize negative social and environm

ental 

im
pacts and m

axim
ize the positive. 

V
illagers in Bangladesh w

ere too poor 
to afford phones, so G

ram
eenphone 

partnered w
ith G

ram
een Bank, the 

m
icrofinance institution, to provide local 

w
om

en w
ith m

icroloans to purchase 
m

obile phones. The w
om

en sold calling 
services in their villages, repaid the loans, 
earned incom

e, and thereby im
proved 

their social status.

G
ram

eenphone w
ent beyond establishing 

near universal access to telephone service 
and earning a profit. It also had substan-
tial social im

pact by providing “village 
phone ladies” w

ith earning opportunities 
and im

proved social status. 

gram
een bank

netw
ork 

consortium
 

(telenor)

m
anage 

netw
ork

 
incom

e  
opportunity

m
obile  

com
m

unication

village phone 
ladies

villagers

netw
ork

gram
een bank

village phone 
ladies

netw
ork

com
m

unication incom
e

MG
:I:?

:J
BG

KAKR

R$
:�social and environm

ental costs
social and environm

ental benefits
“universal access”

incom
e for w

om
en and  

better social status
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C
om

puter-A
ided Business M

odel D
esign

M
ike, a senior business analyst w

ith a large financial group, w
raps up 

the first of a tw
o-day w

orkshop he is facilitating w
ith a group of 24 

executives. H
e collects the business m

odel prototypes and ideas that 

participants sketched on large C
anvas posters and hurries to his office. 

 
There, M

ike and his team
 enter the ideas into a collaborative  

com
puter-aided business m

odel design program
 to further develop 

the prototypes. O
ther business analysts w

orking overseas add 

resource and activity cost estim
ates, as w

ell as calculations of 

potential Revenue Stream
s. The softw

are then spits out four dif-

ferent financial scenarios, w
ith business m

odel data and prototype 

diagram
s for each plotted on large posters. The follow

ing m
orning 

M
ike presents the results to the executives, w

ho have gathered for 

the second day of their w
orkshop to discuss the potential risks and 

rew
ards of each prototype.

 
This scenario doesn’t yet describe reality, but it soon w

ill. A
 

Business M
odel C

anvas printed on a large poster and a big box of 

Post-it™
 notes are still the best tools for triggering creativity and 

generating innovative business m
odel ideas. But this paper-based 

approach could be extended w
ith the help of com

puters.

 
Turning a prototype business m

odel into a spreadsheet is tim
e-

consum
ing, and each change to the prototype usually requires a 

m
anual m

odification of the spreadsheet. A
 com

puter-aided system
 

could do this autom
atically and m

ake possible lightning-quick, 

com
prehensive business m

odel sim
ulations. Furtherm

ore, com
puter 

support could m
ake creating, storing, m

anipulating, tracking, and 

com
m

unicating business m
odels far easier. Such support w

ould 

seem
 to be alm

ost a requirem
ent for collaboratively w

orking on busi-

ness m
odels w

ith geographically disparate team
s. 

 
D

oesn’t it seem
 strange that w

e can design, sim
ulate, and 

build airplanes or develop softw
are across continents, yet w

e can’t 

m
anipulate highly valuable business m

odels outside of the board-

room
 and w

ithout paper and pencil? It’s tim
e to bring the speed and 

pow
er of m

icroprocessors to the developm
ent and m

anagem
ent of 

new
 business m

odels. Inventing innovative business m
odels certainly 

requires hum
an creativity, but com

puter-aided system
s could help us 

m
anipulate business m

odels in m
ore sophisticated and com

plex w
ays.

 
A

n exam
ple from

 the field of architecture is helpful in illustrat-

ing the pow
er of com

puter-aided design. In the 1980
s so-called 

C
om

puter-A
ided D

esign (C
A

D
) system

s started becom
ing m

ore 

affordable and slow
ly w

ere adopted by architectural firm
s. C

A
D

 

m
ade it m

uch easier and cheaper for architects to create three-

dim
ensional m

odels and prototypes. They brought speed, integration, 

im
proved collaboration, sim

ulation, and better planning to architec-

ture practices, C
um

bersom
e m

anual tasks, such as constant redraw
-

ing and blueprint sharing, w
ere elim

inated, and a w
hole new

 w
orld 

of opportunity, such as rapid visual 3D
 exploration and prototyping, 

opened up. Today paper-based sketching and C
A

D
 happily co-exist, 

each m
ethod retaining its ow

n strengths and w
eaknesses. 
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In the realm
 of business m

odels, too, com
puter-aided system

s 

could m
ake m

any tasks easier and quicker, w
hile revealing as-yet 

unseen opportunity. A
t the least, C

A
D

 system
s could help visual-

ize, store, m
anipulate, track, annotate, and com

m
unicate business 

m
odels. M

ore com
plex functions w

ould involve m
anipulating layers 

or business m
odel versions, or m

oving business m
odel elem

ents 

dynam
ically and evaluating the im

pact in real-tim
e. Sophisticated 

system
s m

ight facilitate business m
odel critiquing, provide a reposi-

Paper-based

��Paper or poster-based C
anvases can be easily created  

and used just about anyw
here 

��Paper and poster-based C
anvases im

pose few
 barriers: 

no need to learn a specific com
puter application

��V
ery intuitive and engaging in group settings

��Fosters creativity, spurs ideation w
hen used on large surfaces 

��N
apkin sketches to draw

, understand, or explain  
business m

odels
��C

ollaborative brainstorm
ing sessions to develop  

business m
odel ideas

��C
ollaborative assessm

ent of business m
odels

Com
puter-aided

Easy to create, store, m
anipulate, and track business m

odels 
��Enable rem

ote collaboration 
��Q

uick, com
prehensive financial, other sim

ulations 
��Provide business m

odel design guidance (critiquing  
system

s, business m
odel database, pattern ideas,  

control m
echanism

s) 

��C
ollaborative business m

odel design w
ith rem

ote team
s

��C
om

plex m
anipulations of business m

odels (navigation, 
business m

odel layers, m
erging m

odels)
��D

eep, com
prehensive analysis 

AdvantagesApplications

tory of business m
odel patterns and off-the-shelf building blocks, 

enable distributed business m
odel developm

ent and m
anagem

ent, 

sim
ulate m

odels, or integrate w
ith other enterprise system

s (e.g.  

ERP or business process m
anagem

ent). 

 
C

om
puter-aided business m

odel design system
s w

ill likely evolve 

in step w
ith interface im

provem
ents. M

anipulating business m
odels 

on w
all-sized touch screens w

ould bring com
puter-aided design 

closer to the intuitive paper-based approach and im
prove usability. 

bm
gen_final.indd   267

6/15/10   6:01 PM



   

268

Business M
odels and Business Plans

The purpose of a business plan is to describe and com
m

unicate a 

for-profit or non-profit project and how
 it can be im

plem
ented, either 

inside or outside an organization. The m
otivation behind the busi-

ness plan m
ay be to “sell” a project, either to potential investors or 

internal organizational stakeholders. A
 business plan m

ay also serve 

as an im
plem

entation guide. 

 
In fact, the w

ork you m
ay have done designing and thinking 

through your ow
n business m

odel is the perfect basis for w
riting a 

strong business plan. W
e suggest giving business plans a five-section 

structure: The Team
, The Business M

odel, Financial A
nalysis, Exter-

nal Environm
ent, Im

plem
entation Roadm

ap, and Risk A
nalysis. 

The Team

O
ne business plan elem

ent that venture capitalists particularly 

em
phasize is the m

anagem
ent team

. Is the team
 experienced, know

l-

edgeable, and connected enough to accom
plish w

hat they propose? 

D
o the m

em
bers have successful track records? H

ighlight w
hy your 

team
 is the right one to successfully build and execute the business 

m
odel you propose. 

The Business M
odel

This section show
cases the attractiveness of the business m

odel. 

U
se the C

anvas to provide readers w
ith an im

m
ediate visual portrait 

of your m
odel. Ideally, illustrate the elem

ents w
ith draw

ings. Then, 

describe the V
alue Proposition, show

 evidence of custom
er need, 

and explain how
 you w

ill reach the m
arket. U

se stories. H
ighlight the 

attractiveness of your target segm
ents to pique the reader’s interest. 

Finally, describe the Key Resources and A
ctivities needed to build 

and execute the business m
odel. 

Financial A
nalysis

This is traditionally an im
portant business plan com

ponent that 

attracts m
uch attention. You can m

ake pro form
a calculations based 

on your C
anvas Building Blocks and estim

ate how
 m

any custom
ers 

can be acquired. Include elem
ents such as breakeven analysis, sales 

scenarios, and operating costs. The C
anvas can also help w

ith capital 

spending calculations and other im
plem

entation cost estim
ates. 

Total cost, revenue, and cash flow
 projections determ

ine your fund-

ing requirem
ents.

External Environm
ent

This section of the business plan describes how
 your business m

odel is 

positioned w
ith respect to the external environm

ent. The four external 

forces covered earlier (see p. 20
1) provide the basis for this descrip-

tion. Sum
m

arize your business m
odel’s com

petitive advantages. 

Im
plem

entation Roadm
ap

This section show
s the reader w

hat it w
ill take to im

plem
ent your 

business m
odel and how

 you w
ill do it. Include a sum

m
ary of all 

projects and the overarching m
ilestones. O

utline the im
plem

entation 

agenda w
ith a project roadm

ap that includes G
antt charts. Projects 

can be derived directly from
 your C

anvas.

Risk A
nalysis

In closing, describe lim
iting factors and obstacles, as w

ell as critical 

success factors. These can be derived from
 a SW

O
T analysis of your 

business m
odel (see p. 216).
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BU
SIN

ESS PLA
N

 

executive sum
m

ary 

the team
��M

anagem
ent Profile

��W
hy W

e A
re a W

inning Team

the business m
odel 

��V
ision, M

ission, and V
alues  

��H
ow

 O
ur Business M

odel W
orks 

��V
alue Proposition  

��Target M
arkets  

��M
arketing Plan  

��Key Resources and A
ctivities  

fi
nancial analysis  

��Breakeven A
nalysis  

��Sales Scenarios and Projections  
��C

apital Spending  
��O

perating C
osts  

��Funding Requirem
ents  

external environm
ent  

��The Econom
y  

��M
arket A

nalysis and Key Trends  
��C

om
petitor A

nalysis  
��C

om
petitive A

dvantages of O
ur Business M

odel 

im
plem

entation roadm
ap  

��Projects  
��M

ilestones  
��Roadm

ap  

risk analysis  
��Lim

iting Factors and O
bstacles  

��C
ritical Success Factors  

��Specific Risks and C
ounterm

easures 

conclusion 

annexes 

  

MG
:I:?

:J
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:�

environm
ental analysis

financial spreadsheets

im
plem

entation roadm
ap

SW
O

T
 and uncertainty analysis
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Im
plem

enting Business M
odels in O

rganizations

W
e’ve laid out the fundam

entals of business m
odel innovation, 

explained the dynam
ics of different patterns, and outlined tech-

niques for inventing and designing m
odels. N

aturally there is m
uch 

m
ore to say about the im

plem
entation that is critical to a business 

m
odel’s success. 

 
W

e’ve already addressed the question of how
 to m

anage m
ultiple 

business m
odels (see p. 232). N

ow
 let’s turn to another aspect of 

im
plem

entation: turning your business m
odel into a sustainable 

enterprise, or im
plem

enting it in an existing organization. To illus-

trate, w
e’ve com

bined the C
anvas w

ith Jay G
albraith’s Star M

odel to 

suggest aspects of organizational design you m
ay w

ant to consider 

w
hen executing a business m

odel. 

 
G

albraith specifies five areas that should be aligned in an organi-

zation: Strategy, Structure, Processes, Rew
ards, and People. W

e place 

the business m
odel in the m

iddle of the star as a “center of gravity” 

that holds the five areas together.

Strategy

Strategy drives the business m
odel. D

o you w
ant to grow

 20
 percent 

in new
 m

arket segm
ents? Then that should be reflected in your  

business m
odel in term

s of new
 C

ustom
er Segm

ents, C
hannels, or 

Key A
ctivities. 

Structure

The characteristics of a business m
odel determ

ine the optim
al  

organizational structure for its execution. D
oes your business m

odel  

call for a highly centralized or decentralized organizational structure?  

If you w
ill im

plem
ent the m

odel in an established business, should 

the new
 operation be integrated or spun off (see p. 233)?

Processes

Each business m
odel dem

ands different processes. O
perations 

run under a low
-cost business m

odel should be lean and highly 

autom
ated. If the m

odel calls for selling high-value m
achines, quality 

processes m
ust be exceptionally rigorous. 

Rew
ards

D
ifferent business m

odels require different rew
ard system

s. A
 rew

ard 

system
 m

ust use appropriate incentives to m
otivate w

orkers to do  

the right things. D
oes your m

odel require a direct sales force to 

acquire new
 custom

ers? Then your rew
ard system

 should be highly 

perform
ance oriented. D

oes your m
odel depend heavily on custom

er 

satisfaction? Then your rew
ard system

 m
ust reflect that com

m
itm

ent.

People

C
ertain business m

odels call for people w
ith particular m

indsets. For 

exam
ple, som

e business m
odels call for particularly entrepreneurial 

m
echanism

s to bring products and services to m
arket. Such m

odels 

m
ust give em

ployees significant leew
ay, w

hich m
eans hiring proac-

tive, but dependable, free-thinkers. 
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people

processes

structure

strategy

Pow
er

W
hat type of organizational structure 

does your business m
odel require?

Skills/m
indset

W
hat kinds of people w

ith w
hat skills 

does your business m
odel require? W

hat 
type of m

indset is needed?

D
irection

W
hat are your strategic goals? H

ow
 do 

they drive the business m
odel?

Inform
ation

W
hat inform

ation flow
s, processes,  

and w
orkflow

s does your business  
m

odel require?

M
otivation

W
hat rew

ard system
 does your business 

m
odel require? H

ow
 can you m

otivate 
your people?

rew
ards
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A
ligning IT w

ith Business

A
ligning inform

ation system
s and business goals is fundam

ental 

to the success of an enterprise. C
hief executives officers ask their 

chief inform
ation officers (C

IO
s), D

o w
e have the right IT? H

ow
 do 

w
e know

? H
ow

 can w
e best align our business w

ith our technology 

system
s? 

 
Inform

ation technology research and advisory firm
 G

artner 

highlights this issue in a report called “G
etting the Right IT: U

sing 

Business M
odels.” G

artner asserts that the Business M
odel C

anvas  

is a pow
erful tool that helps C

IO
s quickly grasp how

 a business 

w
orks w

ithout getting bogged dow
n in operational details. G

artner 

recom
m

ends that C
IO

s use the Business M
odel C

anvas to align IT 

and key business processes. This helps them
 align business and IT 

decisions w
ithout diving too deeply into tactical issues.

 
W

e find it useful to pair the C
anvas w

ith an Enterprise A
rchi-

tecture approach. M
any of the various Enterprise A

rchitecture 

concepts describe the enterprise from
 three perspectives: the busi-

ness perspective, the applications perspective, and the technology 

perspective. W
e recom

m
end using the C

anvas to guide the business 

perspective, then align the business w
ith the applications and tech-

nology perspectives. 

 
In the application perspective, you describe the portfolio of 

applications that leverage aspects of your business m
odel (e.g. 

recom
m

endation system
s, supply chain m

anagem
ent applications, 

etc.) and you describe all the business m
odel’s inform

ation require-

m
ents (e.g. custom

er profiles, w
arehousing, etc.). In the technology 

perspective you describe the technology infrastructure that drives 

your business m
odel (e.g. server farm

s, data storage system
s, etc.). 

 
A

uthors W
eill and V

itale propose another interesting w
ay to 

explore IT alignm
ent. They pair categories of IT infrastructure service 

w
ith business m

odels. W
eill and V

itale propose aligning business 

m
odels w

ith application infrastructure, com
m

unications m
anage-

m
ent, data m

anagem
ent, IT m

anagem
ent, security, IT architecture, 

channel m
anagem

ent, IT research and developm
ent, and IT training 

and education. 

 
O

n the opposite page w
e’ve brought these elem

ents together in 

a graphic to help you pose som
e fundam

ental questions regarding 

business and IT alignm
ent. 
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Business

A
pplications

Technology

  

MG
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strategy

business m
odel

operational m
odels

H
ow

 can IT support the processes and 
w

orkflow
s required by m

y business 
m

odels?

W
hat inform

ation do I need to capture, 
store, share, and m

anage to im
prove m

y 
business m

odel?

H
ow

 does m
y application portfolio 

leverage the specific dynam
ics of  

m
y business m

odel?

H
ow

 w
ill IT architecture, standards,  

and interface choices lim
it or leverage 

m
y business m

odel?

W
hich technology infrastructure is 

required and crucial to the success of 
m

y business m
odel (e.g. server farm

s, 
com

m
unications, and so on)?

W
here in m

y business m
odel does  

security play an im
portant role and  

how
 does that influence m

y IT?

D
o I need to invest in IT training  

and education to leverage m
y business 

m
odel?

C
ould investm

ents in IT research  
and developm

ent im
prove m

y business 
m

odel in the future?
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 process
 

The core team
, consisting of A

lexander, Yves, and Patrick start the project 

w
ith a num

ber of m
eetings to sketch out the business m

odel of the book. 

The H
ub is launched to co-create the book w

ith business m
odel innovation 

practitioners throughout the w
orld. Creative D

irector A
lan Sm

ith of The 

M
ovem

ent hears about the project and puts his com
pany behind it. Finally, 

H
ub m

em
ber Tim

 Clark joins the core team
 after recognizing the need for an 

editor. The group is com
pleted by JA

M
, a com

pany that uses visual thinking 

to solve business problem
s. A

n engagem
ent cycle is started to pum

p fresh 

“chunks” of content out to the H
ub com

m
unity for feedback and contribu-

tions. The w
riting of the book becom

es com
pletely transparent. Content, 

design, illustrations, and structure are constantly shared and thoroughly com
-

m
ented upon by H

ub m
em

bers w
orldw

ide. The core team
 responds to every 

com
m

ent and integrates the feedback back into the book and design. A
 “soft 

launch” of the book is organized in A
m

sterdam
, N

etherlands, so m
em

bers of 

the H
ub can m

eet in person and share their experiences w
ith business m

odel 

innovation. Sketching out participant business m
odels w

ith JA
M

 becom
es the 

core exercise of the day. Tw
o hundred special lim

ited edition prototypes of the 

(unfinished) book go to print and a video of the w
riting process is produced 

by Fisheye M
edia. A

fter several m
ore iterations the first print run is produced. 

 TO
O

LS USED 
strategy: 
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H

E N
U

M
B
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S

9
 

years of 
research  
and practice 

470
 

co-authors 
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8
 

prototypes 

200
 

copies of a 
m

essed  
up test print 

77
 

forum
 

discussions 

287
 

Skype calls 

1,360
 

com
m

ents 

45
 

countries 

137,757
 

view
s of m

ethod
online before  
book publishing 

13.18
 

G
B of content 

28,456
 

Post-it™
 notes used 

4,000+
 

hours of w
ork  

521
 

photos

� D
8;<�@E%�%�%

N
i`kk\e1�Lausanne, CH
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sterdam
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<m\ekj1�Am
sterdam

 & Toronto
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Revenues
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You’re holding a handbook for visionaries, game changers,  
and challengers striving to defy outmoded business models  
and design tomorrow’s enterprises. It’s a book for the . . .

w
ritten by

Alexander Osterwalder & Yves Pigneur

co-created by
An amazing crowd of 470 practitioners from 45 countries

designed by
Alan Smith, The M

ovement

Disruptive new business models are 
emblematic of our generation.  
Yet they remain poorly understood, 
even as they transform competitive 
landscapes across industries.  
Business M

odel Generation offers 
you powerful, simple, tested tools for 
understanding, designing, reworking, 
and implementing business models.

Business M
odel G

eneration is a practical, 
inspiring handbook for anyone striving to im

prove 
a business m

odel —
 or craft a new

 one.

change the w
ay you think about business m

odels
Business M

odel G
eneration w

ill teach you pow
erful and 

practical innovation techniques used today by leading 
com

panies w
orldw

ide. You w
ill learn how

 to system
atically 

understand, design, and im
plem

ent a new
 business 

m
odel —

 or analyze and renovate an old one.

co-created by 470 strategy practitioners
Business M

odel G
eneration practices w

hat it preaches. 
C

oauthored by 470
 Business M

odel C
anvas practitioners 

from
 forty-five countries, the book w

as financed and 
produced independently of the traditional publishing  
industry. It features a tightly integrated, visual, lie-flat 
design that enables im

m
ediate hands-on use.

designed for doers
Business M

odel G
eneration is for those ready to abandon 

outm
oded thinking and em

brace new
, innovative  

m
odels of value creation: executives, consultants,  

entrepreneurs —
 and leaders of all organizations.
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W
hat are the m

ost im
portant costs inherent in our business m

odel? 
W

hich Key Resources are m
ost expensive? 

W
hich Key Activities are m

ost expensive?

ATeT]dT�BcaTP\
b Through w

hich Channels do our Custom
er Segm

ents 
w

ant to be reached? 
How

 are w
e reaching them

 now?
How

 are our Channels integrated? 
W

hich ones w
ork best?

W
hich ones are m

ost cost-efficient? 
How

 are w
e integrating them

 w
ith custom

er routines?

For w
hat value are our custom

ers really w
illing to pay?

For w
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