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Abstract

Why do business models matter? This is a question that seems pertinent and must be answered before embarking on
any business. It is quite essential because of the competitive nature of the business space. As a system that has many
sub-systems, business models describe how the elements of a business fit and work together. Nonetheless, these
elements do not factor in one critical dimension of performance, which is competition, which is the function of the
business model. This study clarifies the concept of business model, which is key to the performance of every business.
A business model can be identified as a framework or blueprint that a business follows to generate revenue from
which profit is earned. It outlines how a company will create, deliver, and capture value for its customers and
stakeholders. Since the business model has a perfect correlation with revenue and profit, it is key to the survival and
effectiveness of the business. Business models are, at heart, stories that explain how enterprises work. Like a good
stoty, a robust business model contains precisely delineated characters, plausible motivations, and a plot that turns
on an insight about value. It answers certain questions: who is the customer? How does business make money? What
underlying economic logic explains the delivery of value to customers at an appropriate cost? Every viable
organization is built on a sound business model, but a business model is not a strategy, even though many people use

the terms interchangeably.

Keywords: Business, Business model, Framework, Survival.

1| Introduction

When invited to speak at the Massachusetts Institute of Technology (MIT), Richard. K [1], the chairman of
ViS Research Kivel, an American multinational company that is a leading health technology business with a
presence in 4 different countries, gave a simple definition of a business model. But before I put the definition
forward, it is important to note that the emergence of the start-up ecosystem has really improved the

conversation around this buzzword, and it has now become the order of the day.

Richard Kivel defined the business model as 'the method by which a firm uses its tesources to offer better
values to customers than its competitors and make money doing so' [1]. Complexity has been famous for
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years, but as we move into the era that is driven by technology and the internet, simplicity seems to be the
order of the day. Hence, the business model will be considered and analyzed from a simplistic perspective in
this piece.

The goal of this study is to achieve the daunting task of simplifying the narratives around why firms
(companies and organizations) need to rethink their business models. To achieve that, three major
components of this subject will be carefully examined. One would be what the lingo really means -1 will take
a closer look at how it emanates and the key drivers to its emergence. It is essential to examine how business
models can be used to the advantage of a fast-rising firm, especially in a time and age when the lifespan of an
average start-up is estimated to be 6 years [2]. This study is purposed at investigating why business models
matter and how they can be a competitive advantage to enterprises.

2| Literature Review

Taking a good look at the way firms coordinate their functions shows that business models are generally
about the articulation of different areas of a firm's activity designed to produce a proposition of value to
customers [3]. Xavier and his colleague argue that the term 'business model' has two different approaches,
which can also define how it is used.

The first is the static approach, which is basically about how different parts of a business coherently function
to keep the business alive, and the second approach is about how the business can innovate values and transact
the values for monetary consideration. The second approach is hence called the transformational approach.
One would be persuaded to agree with this assertion because most technology-driven and innovative
companies in this generation have leveraged the advent of the term to rethink the elements of their businesses
so they can provide unique values to values to the users [4].

Therefore, we will state that a business model is a structural outlook that defines how a business coordinates
its work and also trades value for value with customers. Also, we can establish that a business model is "the

rationale of how an organization creates, delivers, and captures value" [5].

Although there are many elements of a business model, the subject is best understood by taking a closer look
at the three major components:

1. Value creation for customers: this part of the business model explores how a firm identifies the customer
segments that are unique to its offering and how it can cleatly create products that meet the needs (taking

away the pain and offering gains) of the customers.

II. Supply chain and stakeholder networks: this component focuses more on the different drivers of the

company's success.

III.  Value creation for the firm: this component finally examines how the firm returns value back to itself. This
considers how the company makes its money, breaks even, and also becomes profitable.

Martha, E [0] reflects that it is not easy to make significant changes to the way you do business. Ordinarily,
this would not have been a challenge to ventures globally if not for the unending change in external
environmental factors that beckons internal adjustments to respond to this change.

Once a business figures out its way(s) of doing business and readjusts its internal mechanism in such a way
that it can provide values that competitors can not catch up with, it is said that it has a better business model.
The advantage here is that businesses enjoy exclusivity to their business model innovation for a long time
because of the first mover's advantage [7].

3| Product Innovation versus Business Model Innovation

So, the first question is this: In the search for this new mechanism or order of doing business, what are the
immediate pitholes? One of the major challenges executives face is a decision that is often made

unconsciously. The trade-off between building new plants, creating new products and processes, etc, against
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innovating a new business model. It is always important to mention that the business model is not the
business, so most often, business leaders do not think in this direction.

For instance, it is typical of start-up entrepreneurs and founders to be locked in the engineering of their
product and design, romancing the innovation and not the model that will drive how the value will get to the
customers. However, the dynamics are changing as companies recognize that business model innovation is
the new form of innovation. To buttress this point, IBM conducted a global study that engaged about 800
business leaders in both the public and private sectors in innovation. The result of the study summarizes that

"competitive pressutes have pushed business model innovation much higher than expected on CEOs' priotity
lists" [8].

In this study, businesses whose executives have been more concerned about business model innovation
recorded wider operating margins by almost two (2) times higher than their counterparts in the last five years.

3.1| What is Business Model Canvas

To better understand the concept of business models, we will also examine the different types of business
models that exist out there, especially for the fast-rising, new-generation businesses. First, let us establish that
every business has something that looks like a business model. Remember that from our definition, we
mentioned that a business model is how a business coordinates its work and also trades value for value with
customers. Therefore, it would be right to say that a business model is some universal concept and that every

business has one.

What often makes the difference is how firms use these business models to innovate products and strategies,
communicate values to their stakeholders, and simplify their value interaction with their employees. Firms
already understand these connections between elements in a business because they ordinarily exist without
any educational interventions [9], but scholars, over the years, have looked at how to make these connections
more explicit and leverage them to achieve different objectives. This endeavor can support different
dimensions of the firm [8], [11], [12].

When a firm clearly understands its business model, then it can innovate to meet the needs of customers
within its defined reach, and the first benefit of a clear and explicit business model is that firms can avoid
innovation creep. This can also support strategy development and help capture values that are not easily
traced or noticed but are advantageous to the growth and transformation of the firm. The business model
canvas is shown in Table 1.

When the connections that exist between a business are made explicit through business modeling, it becomes
easy to take a better look at the organization's value creation cycle and also analyze every component of what
makes the firm deliver its value. Hence, the company can totally eliminate the non-value-add, increasing its
bottom line. Also, this endeavor helps capture values that are not seen and discover new opportunities.
Usually, this changes the way businesses operate in every industry [13].

Table 1. Business model canvas.

Key partners Key activities Value propositions Customer relationships Customer segments
Key resources Channels

Cost structures Revenue streams

Therefore, a business model canvas is a tool that helps firms look at their business using the inside-out
approach. This approach examines the current interdependencies that exist among the components of the
business. The business model canvas designed by Osterwalder and Pigneur [5] helps firms visualize different
elements of their business, and it can also be used to gain the input of employees and other stakeholders
because of its simplicity. Using this as a visual tool can help represent the different elements and analyze how
the elements can be used to create more value for both the customers and the firm [14]. As a communication
tool, a team can also use this to discuss and debate products and innovation among teams during

brainstorming sessions [15].
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For instance, Table 2 illustrates the Google business model with consideration to the 9 elements that make up
the Osterwalder and Pigneur [5] BMC.

Table 2. Google business model.

Key partners

Key activities

Value propositions

Customer
relationships

Customer
segments

Distribution
partners

Open handset
alliance

OEMs (for
Chrome OS
devices)

Key resources
datacentres

IPs, Brand

R&D — Build new
products, Improve
existing products

Manage massive IT
infrastructure

Web search, Gmail,
Google*

Targeted Ads using
AdWords (CPC)

Extend Ad campaigns
using AdSense

Display advertising
management services
OS and platforms

Hosted web-based
Google apps

Automation (where

possible)

Dedicated sales for
large accounts

Channels
global sales and
support teams

Multi-product sales
force

Internet users

Advertisers, Ad
agencies

Google network
members

Mobile device

owners

Developers

Enterprises

Cost structure

Revenue streams

Traffic

R&D costs (mainly

Ad revenues- Google

Ad revenues- Google

acquisition costs  personnel) websites n/w websites

Data centre S&M, G&A Enterprise product sales  Free -

operations

3.2| Why Business Models Are Important

Having established what a business model is and what it is not, the second most important question that has
flooded the business ecosystem is why it is so important. In my experience working with a venture capital
firm in Nigeria as the head of one of the biggest incubators, I realized that the term 'business model' has
become a buzzword, especially among investors who are trying to understand how the business will self-
sustain. So, to take a clue from our already established line of thought, winning in the competitive market is
one of the most important things to every business leader, but businesses seem to have only two options in
this race for survival.

The first is to keep innovating what we refer to as the 5 Ps- programs, products, processes, principles, and
practices or to choose the second alternative, which is to simply shift the energy for innovation to the
interconnectedness and interdependence of the activities that determine the way the company "does business"”
with its customers, partners, and vendors- the phenomenon that is referred to as Business Model Innovation.
The former requires a huge investment in creating a new line of products and infrastructure (and there seems
to be no guarantee that these are not replicable by competitors).

So, a better way is to keep innovating the business activities in such a way that it satisfies the perceived needs
of the market and other parties(the company, its partners, and vendors) and ultimately creates a special return
on investment for the business [7]. Hence, we will delve into how business models inform the three most
important elements of what keeps executives awake.

4| Business Model: How it Informs Product Innovation

More often than not, companies try to lead in the marketplace by constantly looking for an edge in the
competition, and this edge must be sufficient enough to help them lead in the market. Hence, organizations
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are continually looking for innovations (either in the form of a product or a service). The value proposition
canvas is shown in Fzg. 7. The challenge of every organization is not just to innovate but to have an innovation
that is enough to lead in the market. Hence, innovation is considered appropriate if it achieves these three
major objectives:

I. Customer jobs: this segment of the value proposition canvas explores the problem that the customers are

trying to solve in their lives and work, and this component is best understood by considering two major
ends.

II. The pain the value which will be proposed is intended to solve. A better understanding of the pain will
help the company create direct values that the customer can easily identify with and part money for.

1. The gains describe the outcome benefits, which the customer requires, expects, desires, or
will be surprised by. This includes functional utility, social gains, etc. These customer jobs can have social,
emotional, and functional intent.

Gain Creators Gains

&
g S’
Products

& Services

i

¥
&

Pain Relievers Pains

>

Fig. 1. The value proposition canvas.

~

4.1| A Case to Consider

Take the case of a leading online shoe and clothing retailer based in Las Vegas, Nevada. Zappos, in 2009,
during the global financial crisis, was acquired by Amazon for a stock worth US§807 million and US$40
million in cash. How Zappos used VPC to provide value to the customers is shown in Table 3. An analysis of
the company from the perspective of a 'business model' tells that innovation does not have to be technical.
The company stood out (innovated) around three different elements, which are basically informed by the

concept of the value proposition canvas.

Firstly, the early team found that selling shoes online was a very difficult task because customers always
wanted to try many alternatives before coming to a buying conclusion. And to build an online retail company
around that known truth was a suicide mission. However, an understanding of the customet's job and pay
helped inform a business model that offers the customer an opportunity to order as many shoes as they want,
try different shoes, and return any that do not fit well at no cost. This model worked well, although not
without glitches. Using the value proposition canvas, the company focuses on the three crucial components.

Table 3. How Zappos used VPC to provide value to the customers.

Customer Job | The customer finds it very difficult to get a feel for the shoes when they ate ordered online. The
customer wants the shoes delivered quickly and wants the right fit.

Pain The pain of returning after delivery, choosing the wrong shoes, etc.

Gain The gain of getting exactly what is needed at the right time. The feeling of being able to order for
varieties and choose one of many.

6 | Business Model: How it Informs Competitive Strategy

Porter's generic [16] strategy argues that organizations need to create a sustainable competitive advantage to
survive in the market. He proposes two extremes; the first is differentiation as a competitive choice, and the
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second is low-cost leadership, which does not necessarily mean low price. However, the narrative of this

strategy has been exemplary of business model innovation, which has been made possible by new-generation

businesses. In order to analyze this appropriately, we will look at how business model innovation helps to

shape strategy.

This popular framework proposed that firms must make the hard choice of whether to stay in the broad or

narrow market segment. To best serve these two different market ends, business leaders must choose to either

be perceived as a unique or low-cost solution. Then how have innovative (technology companies) decided to

do this? Let's consider the case of Ubet, a taxi-hailing company. The firm's competitive strategy is low-cost

and has a broad market focus. Taking a glance at the canvas again, one would realize that the business

leverages the large market and narrows its model to using the partnership to scale its presence. Table 4 and

Table 5 give a quick insight into this narrative.

Table 4. Core elements of the Uber business model and its competitive strategy.

Business model elements Competitive strategy

Customer segment Broad market: payment by cash and card
Channels

Customer relationship

Technology and the Google Map
Drivet's rating

Partners First: Google

Second: mobile telecommunication company
Third: drivers

Cost structure 25% to the Uber and 75% to the drivers

Table 5. Understanding Ubet's business model using the BMC.

Customer Customer Value propositions Key activities Key partners
segments relationships
Drivers: - To driver and riders:  For Drivers: - Remove friction - Drivers
- Demographics Safe, secure, fair. - Income generation from transaction - Investors
- Socio-economic - Flexible work hours - Scale beyond - Lobbyist/Fans
- Geographic - Public: - No boss critical mass - GPS provider:
- Behavioural Communal/social - Ease of joining - Analytics of data - Google
footprint - Low idle times - Engage - Payment gateways
- Issue resolution participants - Insurance
- Regular: - Refine values companies
Compliance, taxation,  For Customers:
transparency - Fast pick-up

- Lower cost

- Fare estimate
- Convenience

- Rating system

Revenue Streams

Cost Structure

Channels

Key Resources

Situational riders

- Transaction fees

- No licence fee

- Customer acquisition
cost

- Uberpool driver cost

- Campaigns

- Social media

- Network effects

- Data analytics

- Type of usage

- Socio-economic

- Legals - App stores - Skilled staff - Geographic
- Lobbying - Word of mouth - Venture capital - Behavioural
- R&D - Brand - Situational

A firm's business model can provide clear insight into how its corporate strategies align and the actions it

needs to take to achieve its strategic objectives. Committing fully to thinking strategy in the light of the

business model helps integrate the functionalities of the business with the strategies it has created to win in
the marketplace [17].



Business models: why business models matter? 184

7| Business Model: How it Informs Business Capabilities

Another unique aspect of how business models can be used to the advantage of a firm is 'business capabilities.'
Johnston [18] mentions that companies need to be cateful of 'Capabilities Myopia,' which is defined as not
identifying the need to develop competencies, capabilities, and resources to create new value propositions
continuously. Firms can certainly lose value if it is not adequately sensing building and leveraging on
opportunities [19]. And to avoid capabilities myopia, firms need to build more agility.

"Strategic Agility is defined as "the ability to dynamically revise ot reinvent the company and its strategy” [20].
Agility in this context refers to critical elements of the business model- key resources, key processes, and key

partners. Hence, it is important to consider the subject of capabilities from three different dimensions:

I. Response to change: Johnson et al. [13] established that thriving businesses must recognize when they need
to change. Hence, companies need to keep strengthening the ability of their business processes and human
capital to identify change triggers and also be ready to change. More often than not, change leads to more
strategic opportunities and can also be about mitigating risk, which would have cost the company a lot of
resources [21]. Also, companies need to keep adjusting their business model in response to industry, revenue

generation framework, and social impact innovation [22].

II. Capability to execute: the focus here is to consider the most important component of the business model
and build the capabilities to succeed. Also, the firm needs to develop the capabilities of the people to be able
to identify needs, implement projects, and achieve high-quality service delivery. This ability will ordinarily be
about spotting changes to technological demands. Also, capabilities need to include how people overcome

inertia and recreate structures to adapt to the changing demands [23].

III. The relationship for scale: Business managers also use business models to integrate scale into their approach.
First, this approach examines the number of products or services that need to be sold to have a break even.
Secondly, this approach also examines the link between the value proposition and the customer. Often, this
link is about a channel. So, business executives who consider this link important invest considerably in this.
Another key element that helps scale is "partnership.' The emphasis is on 'key'. Firms tend to identify the gap
in this partnership and invest(financially and emotionally) in this to help win in areas that are considered

reasonable.
8| Conclusion

In this short piece, we have explored the subject of business models with an emphasis on how firms are using
them to innovate value, strategies, and capabilities to best compete in the market. Firms that manage to
analyze and reinvent their business models over time often unveil a new opportunity and, more often than
not, enjoy the first-mover advantage. Importantly, the link between business model innovation and strategy

competition would be of great consideration for future study.
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