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By Christian Nielsen

It is a pleasure for me to present this special issue to you. After over five years
in university management, | stepped back into a Professorship a few months
ago. In doing so, I needed to reconcile myself with the field of business model
innovation, where it was in terms of research status and where it was head-
ing. There are several ways to do this. The last time | was in this situation, |
conducted a structured literature review on the business model field with a
team of great friends and colleagues of mine. This time, | decided to reach out
to a broad consortium of my colleagues to ask them what they believed would
form the future of business model innovation. Some had papers lying on their
desks that were ready to be published, and others had ideas and thoughts in-
side their heads. For the latter category, we did a quick, short interview, tran-
scribed and reworked it together.

What you will read in thisissue is, therefore, a state-of-the-art of what is kick-
inginthe field of business model innovation from some of the brightest schol-
ars around. The issue includes a line-up of some very well-known academics
and a series of younger talents, which are just a fraction of the many rising
stars. This mix is very purposeful and ensures just the right balance of new-
ness, foresight and provocative insights.

| learned a lot in this process, and | am certain so will you in reading these
excellent contributions. In fact, | would recommend a process like this one to
anyone who wants to really get to grips with a field or discipline. So, from my-
self and the rest of the crew at the Journal of Business Models, enjoy!
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Abstract

This article proposes a conceptual framework for analysing future business model innovation sce-
narios. It also introduces the special issue “The Future of Business Model Innovation: Core Themes
and Pivotal Technologies.” Drawing on existing knowledge, the article identifies two key dimensions
that will shape the boundaries and directions of business model innovation in the near to mid-term
future. Thus, this article frames the contributions of the special issue to provide a starting point for
academics and practitioners seeking to engage in the field.

Setting the Scene

This article offers a conceptual framework for ana-
lysing future business model innovation scenarios.
At the same time, it comprises an introduction to
the special issue “The future of business model in-
novation: core themes and pivotal technologies.”
Based on existing knowledge, it identifies two key
dimensions that will influence the boundaries and
directions of business model innovation in the near
to mid-term future. Hence, this article frames the
contributions of the special issue to provide a point
of departure for academics and practitioners look-
ing to get engaged in the field.

Dumay (2018) argues that it is necessary to move
away from a wealth creation perspective to value
creation; in doing so, it defines value in four ways:
monetary, utility, social and sustainable value. This

definition challenges contemporary definitions of
business models because they generally need to pay
more attention to the aspect of sustainable value.
However, in recognising the fact that today’s busi-
ness models are substantially interwoven with the
business models of the value chain and society in
which they operate, sustainable valueisaquestion of
how the value creation and value destruction of the
business model is dispersed among relevant stake-
holders (Nielsen, 2023a). A proposition is, therefore,
to adjust the definition of business models provided
by Osterwalder and Pigneur (2010) to include value
dispersion. It could, therefore, be:

A business model describes how an organisation cre-
ates value, delivers value, captures value, and dis-
perses both value creation and value destruction
among its stakeholders.
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Future perspectives, foresight and transformative in-
sights are not new to the Journal of Business Models,
which houses many a discussion of the developments
in business model research over the years. However,
the business model field has always been associated
with technology development and the fact that new
technologies disrupt existing industry-based ways
of doing business. Much like when Drucker (2008)
articulated that culture eats strategy for breakfast,
business models seem to eat industry-based thinking
for breakfast, including strategy, culture and existing
ways of organising and governing businesses.

The field of business models came to fame with the In-
ternet in the late 1990s (Nielsen et al., 2018). The Inter-
netchangedthe way we as people could communicate.
It created ease and reach and lowered communication
costs, to name a few of the value propositions of www.
The same was the case for companies. All of asudden,
companies that were used to just selling their prod-
ucts to those who could commute to their physical lo-
cation or were able to receive advertisements in their
letterbox could sell worldwide.

Onthe business side of the Internet came the e-busi-
ness model revolution, sparking the initial interest in
the field. For some, e-business became synonymous
with business models, and as the dot.com bubble
burst in March 2002, discussing business models
became bad excuses for not making money, not hav-
ing a viable economic model, or even ways to cheat
ordinary hard-working people with the honest mon-
ey they earned. At least, that was the perception.

Interestingly, many good examples of companies
that boomed in e-business are not stories of com-
panies inventing whole new value-creation mecha-
nisms or “unique ways of doing business”. They
digitalised existing business models, thereby mak-
ing them globally accessible. Take Amazon as a well-
known example. A part of Amazon's early success,
in addition to entering the global market for books,
DVDs and other goods, came with referrals and rec-
ommendations from other customers. Remember,
for example: “Other customer also bought....”; “If
you liked X, then you might also want to look at Y*;
and “Clarissa liked X and also recommended Y be-
cause...". Recommendations and referrals were not

new at all. This was what good salespeople in book-
stores did every day. However, digitalisation created
an enormous reach and disrupted the retail industry
forever.

Apple's business model in the early 2000s was also
extremely strong, but it was not new either. Apple
succeeded in creating customer lock-in to their
products by offering access to the world's biggest
APP market. They used the massive customer base
to position themselves so that companies wanting
access to the customer base paid up to 30% of their
revenues to get onto the iTunes platform. However,
selling access to customers is merely an age-old re-
tail model tweak. Supermarkets use their data about
how many customers enter their stores and their
buying behaviour to lure consumer product compa-
nies to pay to be in their advertisements.

During the years following the dot.com bubble
(Nielsen & Lund, 2014), business model research-
ers explored the links between business models and
strategy and what it meant to be innovating busi-
ness models. While Porter (2001) didn't quite under-
stand what business models were in a competitive
strategy context, Magretta (2002) argued that busi-
ness models did not factor in strategy. In this light,
the strategy was the execution of the mechanisms
set out by the business model. Nielsen et al. (2018a)
argue that in the first phase of business model re-
search, authors focussed on the relations between
the business model and their own fields of interest
and used this to define the concept through similari-
ties and differences. Magretta's (2002) account of
the relationship between business models and strat-
eqy is a good example of this. The second phase of
business model research concerned business model
innovation, and here, technology and sustainability
were significant levers for such change. For exam-
ple, O'Reilly (2007) conceptualised several business
model innovation patterns, while Seelos and Mair
(2007) studied the potential of creating profitable
business models in a deep-poverty setting.

With the technology and sustainability themes taking
prominence, but maybe positioning the field as a spe-
cialist subject, Osterwalder and Pigneur (2010) once
and for all transposed the field of business models to
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a game-changing mainstream popularity field within
business and entrepreneurship with their book Busi-
ness Model Generation, in which they pitched their
open access tool, the Business Model Canvas.

The Business Model Canvas quickly became, and still
is, a favourite tool for many business developers,
consultants and entrepreneurs (cf. Brix & Jakobsen,
2015). A good example of the latteris Lund & Nielsen's
(2014)account of a company’s development using the
Business Model Canvas to illustrate changes in the
business model or Sort & Nielsen's (2018) depiction of
how the Business Model Canvas was used in invest-
ment processes in start-ups. Even for university pro-
fessors teaching the basics of business economics, it
provides an invaluable overview of what you need to
know to create a viable business. As the field of busi-
ness models matures, several recent contributions
have tracked its developments (Zott et al. 2011; Wirtz
et al. 2016, LRP; Nielsen et al. 2018b) while other con-
tributions have posed foresight into the future devel-
opments of the field, depicting a performative stage
(Nielsen et al. 2018b), and a fifth stage discussing the
role of business models in times of uncertainty (Aa-
gaard & Nielsen, 2021).

Alongside these contributions, a rich body of lit-
erature has examined past and present forms of
engagement specifically related to business model
innovation. While some of the earlier works were
aired above, recent notable contributions include
Foss and Saebi (2017) and Massa et al. (2017). This
journal featured an excellent piece by Wirtz & Daiser
(2017), which confirmed business model innovation
as a mature area of research and argued that future
research into this topic should aim at empirically
consolidating and confirming existing frameworks.

According to Snihur and Eisenhardt (2022), busi-
ness models as a concept have now taken over the
role that strategy used to have a role that for many
companies is about execution and implementation
(Nielsen et al. 2020). Today, the field encompasses
many different tools and methodologies based on
service design and design thinking. Still, it lacks
tools that link more directly to companies’ financial
systems, business intelligence and decision-sup-
porttools. Onerecent attempt at designinga holistic

methodology for mature companies is provided by
Taran et al. (2022). In the future, mature companies
will need data that can help them calculate the con-
sequences of new business models, including po-
tential cannibalisation from existing modes of doing
business.

Peeking Into the Future

Digital technologies and societal challenges are the
two cornerstones for the development of the field of
business model innovation. Therefore, this concep-
tual article aims to provide a platform from which
anyone interested in business model innovation can
better assess what she/he needs to understand to
increase the probability of creating stronger and
more resilient organisations. A Delphi method was
used to screen for relevant digital technologies and
societal challenges, mobilising short interviews at
the most recent gatherings of the Business Model
Conference'. Most of the “whao's who" in business
models research reqularly attend this event. A few
of these notable experts provide insights in the first
part of this special issue, while several more give us
their wisdom on specific themes you need to under-
stand to be successful at doing business maodel in-
novation in the future.

Who would possibly be interested in understand-
ing how to succeed at business model innovation in
the future - you might ask? From the business side,
managers, business developers, owners, investors,
creditors and board members are naturally interest-
ed in understanding an organisation's future pros-
pects, potentials and profitability outlook. However,
many more stakeholders also have an interest in this
theme. In addition to university academics, authori-
ties, government agencies and reqgulators, an array of
other stakeholders are affected by the organisation’s
value creation and value destruction(Nielsen, 2023b).
Take a moment to consider some of the following:

e Business partners, including suppliers, produc-
tion and logistics

e Customers

'See www.businessmodelconference.com
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e Consumers

e Employees and other workers

e Media

e Communities

e NGO's and other public organisations

e Trade unions

Another concept worth spending a few moments
considering is that of resilience. Strength and resil-
ience take on different forms depending on whether
the company is private, public, or NGO and whether
the companyisastart-up, an SME, oralarge multina-
tional corporation. Nielsen (2023c) argues that resil-
ienceisjustasimportant to depict in a sustainability
report as the E, S and G categories of Environmen-
tal, Social and Governance disclosures. Resilience
can take many forms. For example, it could be in the
form of flexibility and adaptability, leading to agility
towards exogenous shocks or the physical impacts
of climate change. Resilience could also take the
form of business model innovation, supply chain
management, innovation performance and improv-
ing the use value of product-service offerings. Fi-
nally, resilience may be concerned with achieving
profitable growth at the EBITDA level, reasonable
reserves valuation, and sufficient cash for capital
expenditures for innovation.

Business model innovation foresight refers to iden-
tifying themes, practices, methods, tools and tech-
niques that help your organisation explore, shape
and manage the future. Among such techniques are,
for example, creating an understanding of the future
of decision-making and translating this to a busi-
ness model innovation context.

How Technological and
Transformational Forces will
form Business Model Innovation
in The Decade(S) To Come

Existing contributions to the field of business mod-
els and business model innovation are rich with de-
pictions and discussions of differing perspectives or
schools of thought and how they relate to and con-
tribute to the development of the field. This article

does not build upon a validated framework that or-
ganises the contributions according to schools of
thought, disciplinary perspectives or research phas-
es. Rather, it corroborates that a fruitful forward-
looking outlook for business model innovation is to
be found in combinations of perspectives and inspi-
ration from age-old so-called core management dis-
ciplines, grand challenges to society and risks to the
existence of mankind, and newly invented technolo-
gies and their applications.

This is among the reasons that makes the field of
business models so appealing for researchers to
engage in. It is also a major reason why the Jour-
nal of Business Models is a cornerstone for relevant
research to society, businesses and people. It is
a reason why the Journal of Business Models is an
essential foundation of knowledge creation for the
benefit of future generations, and remember, it's still
free, even though Nielsen et al. (2013) threatened to
figure out a way to make you pay someday.

Expert insights

The first three articles in this special issue are ex-
pert insights. In fact, they are comprised of three
keynote speakers from the 2018 Business Model
Conference heldin Florence, namely the closing key-
note, the opening keynote, and the PhD keynote (in
that order).

Nicolai Foss (2023) provides insights into organisa-
tional design issues related to business model in-
novation. It is a well-known fact that Nicolai argues
that managers matter (Foss & Klein, 2023). In this
context, he points out that different types of busi-
ness model innovation require different leadership
approaches. He also points to the fact that there
are opportunities to link business model innovation
to top management cognition, which still needs to
be done. Another item on Professor Foss' wishlist is
linking business model innovation theory to existing
theories systematically and cumulatively rather than
constantly reinventing the wheel. One opportunity
to do thisisin understanding the basic coordination
and cooperation needs that different business mod-
els and business model innovations give rise to and
in linking these to different management and organ-
isation approaches. His main point in the article is



Journal of Business Models (2023), Vol. 11, No. 3, pp. 2-12

the need for a more accurate dimensionalisation of
the unit of analysis by which business model innova-
tion is done and that this would provide a better idea
of the performance implications of business models
and business model innovation.

One of the critical challenges that Nicolai Foss sees
in the literature is understanding the governance
and the governance challenges across an ecosys-
tem’s lifecycle. Precisely, governance choices are
on the mind of Joan E. Ricart, who argues that from
an ecosystem perspective, governance choices
are crucial, albeit they may be related to immate-
rial assets or decisions. He argues that introduc-
ing arelational stakeholder perspective to business
model innovation and design is an essential job to
be done (Ricart, 2023). Joan also highlights the role
of communities and community-building in estab-
lishing such platform-based business model inno-
vation. This links very neatly to the ideas brought
forth by Rosenstand et al. (2023) on Society 5.0 and
other contributions on, for example, collaborative
networks (Peronard & Brix, 2018). Professor Ricart
emphasises the importance of considering sustain-
ability in contemporary business model innovation
and the education of the next generations so that
circular economy is a natural part of their knowl-
edge base. Finally, he revisits the intricate rela-
tionship between strategy and business models by
stating that the business model is the central node
of strategy, now and in the future.

Lorenzo Massa(2023)agrees and adds a“but”, which
is consistent with Nicolai Foss in many ways. He
states that business model innovation is an over-
complex field that needs research to create struc-
ture and meaning. He exemplifies machine learning
as an interesting strategy and wishes to engage
with engineers, mathematicians and computer sci-
entists to start modelling for business model inno-
vation. Only then will the field of business models
and business model innovation be able to overtake
the strategy discipline, as Snihur and Eisenhardt
(2022) have proclaimed. Lorenzo argues that cre-
ating structures between scientists and business
model innovation experts will be important from a
research perspective. But this is only half the story
because business modelinnovation needs to create

real impact, for example, by minimising corporate
footprint. Lorenzo argues that when markets re-
ward companies for doing the right thing and when
value creation and value capture are democratised
to a much broader set of stakeholders than at pre-
sent, then real change takes place. Lorenzo Massa
finishes off by contemplating the decision-making
around business model innovation, the effects of
uncertainties, and how they can be handled to em-
power management and leadership.

Technological Forces

The next five contributions concern the transfor-
mation of business models from a technological
perspective. In the first of these contributions,
Riccardo Silvi, Andrea Pia, and | present the Digi-
tal Transformation Canvas™ as a tool that helps to
organise and plan the execution of digital projects
(Silvi et al., 2023). The fact is that many digital pro-
jects fail, with poor governance and bad leadership
being among the key reasons. They argue that al-
though resource scarcity is a problem, there are
a series of issues relating to poor execution, in-
cluding poor or no definition of the digital trans-
formation objective, poor analysis, and continuing
despite a bad business case. The Digital Transfor-
mation Canvas™ offers a methodology that organ-
ises the process, helps to turn business ideas of
digital transformation into business opportunities,
translates business opportunities into actions, and
creates a performance management plan for digital
transformations.

The next contributions are the hot generic technolo-
gies currently forming business model innovation.
Naomi Haefner and Oliver Gassmann (2023) shed
light on generative Al, its impending evolution, its
transformative implications, and how businesses
can use Al to innovate their business models. The
potential impact of Al on business model innovation
and businesses will naturally cause uncertainty for
managers, who willneed to analyse how Al aligns with
the company’s overall digital strategy and transfor-
mation, as well as other current technological revo-
lutions such as blockchain, cloud computing, 6G and
the metaverse. Besides the ethical concerns sur-
rounding the introduction of Al, potential reqgulation
could also affect companies’ operational spaces. A
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balanced approach is essential as we navigate these
changes, leveraging Al's potential while upholding
ethical considerations. The outlook is promising for
those who thoughtfully harness Al's power.

In his contribution to the future of business model
innovation given Hexa-X and 66 technologies, Petri
Ahokangas(2023)argues that connectivity is already
the foundation of all digitalisation in modern society.
Ubiquitous, affordable, and trustworthy connectiv-
ity is becoming increasingly important, and when
combined with artificial intelligence, we can expect
new opportunities to emerge. However, given the
significant reqgulatory burden, the question remains:
how can we capitalise on these opportunities? There
is a great deal of variation and difference in values
globally, as well as the global rollout of 5G. Professor
Ahokangas' concern is whether we will achieve glob-
al 6G adoption. He is not entirely convinced at this
point. From an innovation perspective, this signifi-
cantly impacts business models’ scalability, replica-
bility, and long-term sustainability.

Kilian Schmiick(2023)examines the impact of block-
chain technology on business model innovation. He
argues that blockchain is not simply about crypto-
currencies but rather a digital trustee that enables
secure and reliable management of digital assets in
cross-organizational relationships, even those char-
acterised by conflict of interest. This expands the
scope of blockchain beyond financial transactions
to encompass trusted and distributed interdepend-
encies within ecosystems. As a result, blockchain
mitigates the lock-in effects experienced by users,
which have been a key value driver in various digi-
tal business model configurations. As relationships
transition from a Web?2 and platform-centric per-
spective to a Web3 and user-centric perspective,
value mechanisms and ecosystems incorporating
blockchain must account for this transformative
shift. The primary challenges associated with block-
chainlie in organisation and governance structures,
which present a range of disruptive dynamics. Just
as the internet, platforms, and ecosystems disrupt-
ed incumbent and non-digital firms in the realm of
digitalisation and digital business models, block-
chain is now disrupting platform business models
and ecosystem management.

In this context, blockchain technology contributes
to democratising platforms and ecosystems, link-
ing it to the later article by Bernhard Lingens (2023)
and the last contribution to the technology perspec-
tive, namely the article covering the Metaverse and
Society 5.0. In this article, Claus Rosenstand, Jacob
Brix and | discuss how companies should think and
do business model innovation in the Society 5.0 and
metaverse space. The metaverse can create a more
human-centred, sustainable, and inclusive society
by introducing new technologies that improve peo-
ple's lives and create a better world. This article de-
scribes the relationship between the metaverse and
Society 5.0 and the types of technologies and mech-
anisms they rely on, including Al, 6G and Blockchain.
Sound familiar? ;-)

Transformational Forces

The third group of contributions represent transfor-
mational forces from the perspective of the busi-
ness environment. The first one of these grasps one
of the results of an uncertain, hyper-competitive
and globalised business world.

Jesper Sort, Romeo V. Turcan and Yariv Taran argue
that business model innovation in the future needs
to go beyond factoring in notions of internationali-
sation. In the future, businesses need to be able to
handle both de-internationalisation and re-inter-
nationalisation at speeds not seen previously (Sort
et al., 2023). International business has become in-
creasingly complex and challenging to manage in a
volatile, uncertain, complex, and ambiguous (VUCA)
world characterised by highly uncertain economic
trends, unpredictable market changes, shorter life-
cycles of products, competencies, strategic choic-
es, and routine work tasks, and a shift from internal
to collaborative innovation increasingly taking place
outside the firm's network. Decision-makers must
dynamically adapt to and navigate this fluid and rap-
idly changing environment by adjusting their foreign
market presence. Business model innovation will be
particularly challenged in a VUCA world, and devel-
oping sound de- and re-internationalisation strate-
gies and processes will be pivotal to future success.

As mentioned in several of the opening contribu-
tions to this special issue (Ricart, 2023; Massa,



Journal of Business Models (2023), Vol. 11, No. 3, pp. 2-12

2023), ecosystems, innovation ecosystems, plat-
form-based business models, and network-based
business models (see, for example, Montemari &
Nielsen, 2013; Nielsen & Montemari, 2012) are all
keywords for future business model innovation mak-
ers to take careful note of. Bernhard Lingens (2023)
asserts that ecosystems have become one of the
most topical subjects in industry and academia.
They are increasingly important for companies to
comprehend in their business model innovation ef-
forts. However, research and practice are evolving
in different directions. Therefore, this article aims
to bridge the gap between theory and practice and
clarify the critical topics in ecosystem management
that will be crucial for future business model inno-
vation. This leads to four key areas that require at-
tention: 1) Organisational change and firm culture
are the most significant barriers to ecosystems
and, consequently, business model innovation, 2)
Portfolio strategies and performance evaluation are
essential for ecosystem-based business maodel in-
novation; 3)New investment approaches are needed
to deal with start-ups that are ecosystem orchestra-
tors, and 4)Hands-on approaches are needed for the
different roles and tasks in an ecosystem. These four
areas make ecosystem thinking an integral part of
business madel innovation thinking.

According to Nielsen (2023d), firms must be aware
of the potential impacts of regulation on their busi-
ness models, anticipate changes in the regulatory
landscape, and innovate their business models ac-
cordingly. This article surveys seven regulatory
archetypes and identifies six critical regulatory tra-
jectories that are expected to influence and shape
business modelinnovationin the future significantly.
The first three trajectories, cybersecurity, artificial
intelligence, and telecommunications, are associ-
ated with technological advancement. In contrast,
the latter three trajectories, taxation, asset sharing
and crowdfunding, and accounting and environmen-
tal regulation, are primarily associated with sustain-
ability and organisational concerns. Especially the
field of sustainability reporting is undergoing heavy
regulatory changes. From being reported by mana-
gerial choice (Nielsen & Madsen, 2009), sustainabil-
ity reporting now has to factor in business models
(Roslender & Nielsen, 2015) and how these affect a

wider array of stakeholders, including the environ-
ment, society, employees and customers (Roslender
& Nielsen, 2022a).

To comprehensively analyse and design business
models, Xavier Lecocq, Benoit Demil and Vanessa
Warnier introduce a framework that complements
the concept of externalities with the symmetrical
concept of internalities. Despite the growing rec-
ognition of the significance of surrounding ecosys-
tems, business models are often viewed as internal
configurations involving resources, organisation,
and offerings. This narrow perspective relegates the
ecosystem to a mere facilitator of stakeholder value
creation and focal company value capture. However,
we argue that ecosystems are also breeding grounds
for externalities generated by the focal business
model, which can ultimately erode stakeholder val-
ue. Therefore, sustainable business models require
a holistic understanding of externalities, with the
business model acting as the crucial intermediary
between externalities and internalities.
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Transformative Conclusions

Business model innovation must accommodate
many forces, both internal and external. Internally,
resources, processes, knowledge and competencies
form the possibilities at hand. External forces, being
both positive and negative, can derive from market
developments, regulatory developments, societal
developments, customer developments, and tech-
nological developments.

In this space, managers are expected to make de-
cisions that balance long-term versus short-term
horizons, balance sustainable approaches versus
profitability, balance innovation versus being reactive.

Which forces will have the most significant impact
on your future business models is hard to predict.
However, survival and resilience will likely require
some aspects of your business to change. There-
fore, I urge you to read the articles you find relevant
to your particular situation and note how things are
anticipated to be different in the future.



Journal of Business Models (2023), Vol. 11, No. 3, pp. 2-12

References
Aagaard, A. & C. Nielsen (2021), The fifth stage of business model research: The role of business models in
times of uncertainty, Journal of Business Models, Vol. 9, No. 1, 77-90.

Ahokangas, P.(2023), Hexa-X/6G as a general technology platform for business model innovation, Journal of
Business Models, Vol. 11, No. 3, pp. 51-56

Brix, J., & Jakobsen, H. S.(2015). Business model pretotyping: exploring pre-commercialisation opportunities
in practice. International Journal of Innovation and Learning, 171), 98-110.

Drucker, P. F. (2008), The Essential Drucker: The Best of Sixty Years of Peter Drucker's Essential Writings on
Management. Collins Business Essentials.

Dumay, J.(2016). A critical reflection on the future of intellectual capital: from reporting to disclosure. Journal
of Intellectual capital, 1A1), 168-184.

Foss, N.(2023), Organisational design issues and the proper dimensionalisation of business model innovation,
Journal of Business Models, Vol. 11, No. 3, pp. 13-17

Foss, N. J., & Klein, P. G.(2023). Why managers still matter as applied organization (design)theory. Journal of
Organization Design, 12(1-2), 7-18.

Foss, N. J., & Saebi, T.(2017). Fifteen years of research on business model innovation: How far have we come,
and where should we go?. Journal of management, 43(1), 200-227.

Haefner, N. and 0. Gassmann (2023), Generative Al and Al-Based Business Model Innovation, Journal of Busi-
ness Madels, Vol. 11, No. 3, pp. 46-50

Lecocq, X., B. Demil & V. Warnier (2023), Moving business models forward for positive social, environmental
and economic outcomes: Managing externalities (and internalities) for sustainability innovation, Journal of

Business Models, Vol. 11, No. 3, pp. 117-132

Lingens, B. (2023), How ecosystem management will influence business model innovation: Bridging the gap
between theory and practice, Journal of Business Models, Vol. 11, No. 3, pp. 97-104

Lund, M., & Nielsen, C. (2014). The evolution of network-based business models illustrated through the case
study of an entrepreneurship project, Journal of Business Models, Vol. 2, No. 1., pp. 105-121.

Magretta, J. 2002. Why Business Models Matter, Harvard Business Review, May, pp. 3- 8.

Massa, L. (2023), Why uncertainty and sustainability will be key drivers of business model innovation, Journal
of Business Models, Vol. 11, No. 3, pp. 24-29

Massa, L., Tucci, C. L., & Afuah, A.(2017). A critical assessment of business model research. Academy of Man-
agement annals, 11(1), 73-104.



Journal of Business Models (2023), Vol. 11, No. 3, pp. 2-12

Montemari, M., & Nielsen, C.(2013). The role of causal maps in intellectual capital measurement and manage-
ment. Journal of Intellectual Capital, Vol. 14, No. 4, pp. 522-546.

Nielsen, C.(2023), How Regulation Affects Business Model Innovation, Journal of Business Models, Vol. 11, No.
3, pp. 105-116

Nielsen, C.(2023a), The Impact Report: The Report that all Companies with a Conscience should be Disclosing.
Working paper, University of Bologna, available at https://ssrn.com/abstract=4594438

Nielsen, C.(2023b), ESG Reporting and Metrics: From Double Materiality to Key Performance Indicators, Forth-
coming in Sustainability.

Nielsen, C.(2023c), The REGS Model. Working paper, University of Bologna, 2023b, available at https://ssrn.
com/abstract=4594453

Nielsen, C. & M. Montemari. 2012. The role of human resources in business model performance: The case of
network-based companies, Journal of Human Resource Costing & Accounting. Vol. 16, No. 2, pp. 142-164.

Nielsen, C. & M.T. Madsen. 2009. Discourses of transparency in the Intellectual Capital reporting debate: Mov-
ing from generic reporting models to management defined information. Critical Perspectives on Accounting,

special edition on intellectual capital, Vol. 20, No. 7, pp. 847-854.

Nielsen, C., & Lund, M. (2014). A Brief History of the Business Model Concept. In The Basics of Business Mod-
els(pp. 21-27). Ventus. http://bookboon.com/en/the-basics-of-business-models-ebook

Nielsen, C., & R. Roslender, (2015). Enhancing financial reporting: the contribution of business models, British
Accounting Review, Vol. 47, No. 3, pp. 262-274.

Nielsen, C., Haslam, C., & Turcan, R. V.(2013). We give you the Journal of Business Models (for free): The inau-
gural editorial. Journal of Business Models, 11), 3-12.

Nielsen, C., K. Brandum, F.G. Laursen K. Tange & M. Lund, (2020), Kickass Companies: A manual for unlocking
growth, Aalborg: Business Research and Business Design publishing (2" Edition, English version).

Nielsen, C., Lund, M., Montemari, M., Paoclone, F., Massaro, M., & Dumay, J. (2018a). Business Models: A Re-
search Overview. Routledge. State of the Art in Business Research

Nielsen, C., M. Lund, S. Schaper, M. Montemari, P. Thomsen, J. Sort, R. Roslender, K. Brandum, C. Byrge, C.
Delmar, L. Simoni, F. Paolone, M. Massaro and J. Dumay (2018b), Depicting A Performative Research Agenda:

The 4th Stage of Business Model Research, Journal of Business Models, Vol. 6, No. 2, pp. 59-64

O'reilly, T. (2007). What is Web 2.0: Design patterns and business models for the next generation of soft-
ware. Communications & strategies, (1), 17.

Osterwalder, A., & Pigneur, Y. (2010). Business model generation: a handbook for visionaries, game changers,
and challengers(Vol. 1). John Wiley & Sons.

Peronard, J. P., & Brix, J. (2018). Sensemaking in collaborative networks: creating and balancing activities in

1



Journal of Business Models (2023), Vol. 11, No. 3, pp. 2-12

open business models. International Journal of Entrepreneurship and Innovation Management, 22(8), 545-561.
Porter, M.E., 2001. Strategy and the Internet. Harvard Business Review 79(3), 62-79.

Ricart, J.E. (2023), Business Model Innovation as the new strategy arena, Journal of Business Models, Vol. 11,
No. 3, pp. 18-23

Rosenstand, C.A.F., J. Brix & C. Nielsen (2023), Metaverse and Society 5.0: Pivotal for future business model
innovation, Journal of Business Models, Vol. 11, No. 3, pp. 62-76

Roslender, R. & C. Nielsen (2022), Accounting for the value expectations of customers: re-imagining the Inte-
grated Reporting initiative, Critical Perspectives on Accounting.

Schmiick, K. (2023), How Blockchain disrupts business model innovation counting on lock-in effects, Journal
of Business Models, Vol. 11, No. 3, pp. 57-61

Seelos, C., & Mair, J.(2007). Profitable business models and market creation in the context of deep poverty: A
strategic view. Academy of management perspectives, 21(4), 49-63.

Silvi, R., C. Nielsen and A. Pia(2023), From Insights to Business Model Innovation and Results: Using the Digital
Transformation Canvas, Journal of Business Models, Vol. 11, No. 3, pp. 30-45

Snihur, Y., & Eisenhardt, K. M. (2022). Looking forward, looking back: Strategic organization and the business
model concept. Strategic Organization, 20(4), 757-770.

Sort, J. and C. Nielsen (2018), Using the Business Model Canvas to Improve Investment Processes, Journal of
Research in Marketing and Entrepreneurship, 20(1), 10-33

Sort, J., R.V. Turcan & Y. Taran (2023), De-internationalisation, Re-internationalisation and Business Model
Innovation: Exploring the Intersection, Journal of Business Models, Vol. 11, No. 3, pp. 77-96

Taran, Y., Boer, H., & Nielsen, C.(2022). The Business Model Innovation Process: Preparation, Organization and
Management.(1udg.) Routledge. Routledge Studies in Innovation, Organizations and Technology

Wirtz, B. W., Pistoia, A., Ullrich, S., & Gottel, V. (2018). Business models: Origin, development and future re-
search perspectives. Long range planning, 49(1), 36-54.

Wirtz, B., & Daiser, P.(2017). Business model innovation: An integrative conceptual framework. Journal of Busi-
ness Models, 5(1), pp. 14-34.

Zott, C., Amit, R., & Massa, L. (2011). The business model: recent developments and future research. Journal
of management, 374), 1019-1042.



Journal of Business Models (2023), Vol. 11, No. 3, pp. 13-17

JOURNAL:

BUSINESS MODELS

Organisational Design Issues and the Proper
Dimensionalisation of Business Model Innovation

A conversation with Nicolai Foss about the future of business

model innovation research

Nicolai Foss can be without an introduction in this
context. Over the years, Nicolai has made substan-
tial contributions to the business model innovation
field.

| met Nicolai across the street from CBS at Solbjerg
Plads. Copenhagen is bathed in springtime sun-
shine, and we aim to finish with a light lunch before
afternoon meetings kick in for both of us.

| asked him about his general perception of the
recent developments within the field of busi-
ness models and business model innovation:

‘I think it is fair to say that the business model re-
search landscape has changed quite a lot from what
it was in the early days. A decade ago, many re-
searchers still reacted negatively to notions of busi-
ness models and innovation. These two concepts
were mainly viewed as practitioner concepts with
little theoretical grounding and unclear empirical
relevance. | think that has changed.

There are probably two reasons for this. First, much re-
search on BM/BMI has been carried out. It is no longer
“jJust”a practitioner phenomenon. The leading journals
increasingly take BM and BMI seriously. The 2010 Long
Range Planning special issue on business models was
probably entirely instrumental here. Second, the big
moves in business towards sustainability and digitali-
sation have further underscored the meaningfulness
of thinking “holistically” about overarching strategy is-
sues, inthe way BM and BMI research seeks to do.”

What are, in your opinion, the maost critical recent
theoretical contributions in the BMl area?

“This is a good question! | think we have seen many
applications of the BMI notion recently, notably to

' The current special issue contains contributions specifically
looking at digital transformation (Silvi et al. 2023), Artifi-

cial Intelligence (Haefner and Gassmann, 2023), Blockchain
(Schmuek, 2023) the Metaverse (Rosenstand et al., 2023) and
Sustainability (Demil and Lecocq, 2023/Ricart 2023)

Please cite this paper as: Foss, N.(2023), Organisational Design Issues and the Proper Dimensionalisation of Business Model
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sustainability and digitalisation issues. So, there
have been applications to the “circular economy”’,
“the Internet of Things”, and similar. There have also
been applications to SMEs and family firms. How-
ever, | am not sure | currently see a lot of distinctly
theoretical work in the BMI space. There is much ap-
plication of existing ideas to new contexts and quali-
tative research, but little distinct theoretical work
and rigorous empirical research with large numbers
of observations”.

What research gaps do we need to explore in this
BMl area?

“I think the research gaps that Tina Saebi and | point-
ed to in our 2015 book one and our 2017 and 2018 ar-
ticles remain (Foss and Saebi, 2017; 2018) In terms
of what we discussed in the book, | think organisa-
tional design issues remain a black box in BM and
BMI research, whichis odd because the overlaps are
so many: Organization design and BM/BMI research
are fundamentally about choosing the right mix of
specialised activities, coordinating them in the right
way, and making cooperation happen.

Even more fundamentally, we still need proper di-
mensionalisation of the unit of analysis, that is, the
business model innovation. What are the relevant di-
mensions in which business model innovations dif-
fer? Tina and | proposed that BMIs differ in terms of
their novelty and the extent to which they are modu-
lar or architectural. Getting some clarity on this is
essential for several reasons. Thus, Nils Stieglitz
and | have argued that different BMIs require differ-
ent leadership approaches(Foss and Stieglitz, 2015).
BMI characteristics may also determine diffusion
patterns of BMIs; more incremental and modular
BMIs diffuse more quickly. Antecedents, as well as
consequences of different BMls, are likely to differ.
And so on. So, | think dimensionalisation matters a
great deal.

| am partial to the specific dimensionalisation that
Tina and | proposed because it links up with many
excellent and well-established management and so-
cial science theories, such as thinking about interde-
pendencies between investments and processes and

how they give rise to coordination and cooperation
challenges in implementation. So, a great deal of or-
ganisation theory, complexity theory, etc., is relevant
here. That is good because we need to link BMI theory
to existing theory systematically and cumulatively
rather than reinvent the wheel.

Another gap that seems evident to me is to link BMI
more to top managers. Yves Doz did some critical
work on this, but | haven't seen much in this space
since his creation. | think there are opportunities
to link BMI to top management cognition. My PhD
student Kristin Ringvold (also a consultant with
CapGemini) has done significant work in Telenor
investigating the managerial cognition associated
with conceiving and implementing BMls. Another
possibility is to link BMI to the heuristics and biases
of top managers. This is something | have pursued
with Tina Saebi and Lasse Lien(Saebi et al., 2017).

Which current/contemporary trends have you been
focusing on in your recent research on business
models?

“If by ‘current/contemporary trends'you mean ‘trends’
in business reality, this isn't something that has oc-
cupied me too much. Theoretically and empirically
speaking, I am mainly interested in getting notions
of BM and BMI on a more solid footing. However, |
have some recent work with Kristin Ringvold and
Tina Saebi in which we explore sustainable business
models and the additional challenges they raise be-
cause they add to the complexity of the BMI process
(Ringvold et al., 2023).”

Which new BMI trends are you seeing: a) in the re-
search literature? b) in practice and from society?
What is the reasoning behind these trends; where
do they arise from?

“A big theme both in practice and in the research
literature is business models for digitally enabled
(and enabling) platforms. Related to this is a broad-
er theme of business models exploiting ecologies
of complements between services and products.
This relates to platforms because platforms are
also about building a central service and product
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with various complementary add-ons. However,
‘ecologies of complements” is broader. It is partly
captured by the notion of “ecosystems” (which may
or may not be platform-mediated), which is a mega-
trend both in research and practice 2.

However, | think it is fair that ecosystem thinking
is still in its infancy. | don't even think we have an
excellent basic definition of “business ecosystems”
yet. One of the critical challenges in this literature
seems to be understanding governance challenges
across an ecosystem’s lifecycle. | have some ongo-
ing research with Jens Schmidt and David Teece.
We conceptualise these challenges using a mix of
transaction cost economics arguments and David's
notion of (the micro-foundations of) dynamic capa-
bilities(Foss et al., 2022). But, it seems that notions
of business models and business model innovation
may also be linked naturally to ecosystems. So, we
need to think more about business models for eco-
systems, both for those companies that set up such
ecologies and that those are part of them without
assuming a leadership role.”

How should academia/universities educate stu-
dents and inspire industry (in new ways/differently)
for future BM/BMI?

“I think the fundamental thing is to students to prac-
titioners convey that BM/BMI are haolistic phenom-
ena. One of the things | like about BM/BMI is that,
in some ways, it takes us back to the 1960s strat-
egy approach associated with, notably, the Harvard
Business School, where the task of strategy is to
think holistically about the enterprise in a way that
integrates all functions, processes, etc. This disap-
peared when focusing on external environments or
“resources” mainly. BM/BMI thinking brought it back.
And | suspect this is a key reason why BM/BMI think-
ing has resonated so well with practitioners.

However, | have sometimes observed that the ho-
listic thing gets lost in discussing business models
in teaching. In teaching the business model canvas,
there seems to be an unfortunate tendency to overly

?Se also the contributions on ecosystems by Lingens (2023)in
this special issue
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focus on the value proposition aspects of the busi-
ness model. It is like in entrepreneurship education,
where sometimes the attention is on opportunity
identification, and the realisation part is forgotten.
However, the fundamental thing is that business
models are meant to convey the halistic notion of an
enterprise as a system of interlocking activities.”

What are, in your opinion, the new and unexplored/
unchartered territories in BM research?

“As | indicated above, | think there is still so much
fundamental ground-clearing left, such as meaning-
ful taxonomies and dimensionalisations of BM/BMI;
understanding the basic coordination and coopera-
tion needs that different BM/BMIs give rise to; linking
these to different management and organisation ap-
proaches, etc. Of course, we also want to get a better
idea of the performance implications of BM/BMI.

As you can hear, | am a theory-driven traditional-
ist in these matters: | think we need to be more
grounded, theoretically and empirically speaking.
There is considerable tension here because many
strongly theoretically or empirically minded man-
agement don't take BM/BMI research too seriously.
Similarly, much of the attraction to many BM/BMI
researchis thatitisheavily applied. | honestly don't
know how to resolve that tension, but hopefully, it
will come " naturally.”

What is the next significant phase in business model
research?

"Well, although | do hope that this would be about
beefing up business model research theoretically
and empirically—making it more rigorous—| doubt
this is going be the 'next big phase.’ It is more realis-
tic that business model research will jump on some
new Big Phenomenon, such as, who knows, the
blockchain or quantum computing. The BM/BMI re-
search community seems to do rather quickly—and
this is a strength. However, the balance between
exploitation and exploration in organisational learn-
ing also applies to research. Thus, we can do too
much exploration and too little exploitation. On the
one hand, we need both careful theory-building and
careful empirics and a keen interest in novel phe-
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nomena. Perhaps BM/BMI research has been lean-
ing too much towards the exploration side of things.
That said, it does seem clear that we will experience
much change, particularly in the digital dimension.
Machine learning and other Al technologies are gen-
eral-purpose technologies that will profoundly im-
pact multiple aspects of existing business models.
Thinking about how the individual impact compo-
nents of business components and how these rela-
tionships are... tricky - but undoubtedly worthwhile.”

What new/altered roles will businesses, society,
state/government, ecosystems, policymakers, and
others play in future BMs/BMI?

“That is a comprehensive question, but there is one
comment | would like to make: | think that we are
going to see even more policy involvement with
business in the future. It may not be the ‘Grand Re-
set’/Davos extremes that seem almost about a cor-
poratist state. But there is lots of policy attention
on sustainability, competition palicy appears to be
tightening everywhere, public/private partnerships
are increasingly emphasised, and there is attention
to ownership, gender representation and whatnot.
In other words, many more aspects of the enter-
prise have now come under policy scrutiny. Like it
or not, that is a fact?.

In this situation, it makes sense for top managers to
think about business models: We need to focus on
all aspects of the company and how they may be in-

$See for example Nielsen's (2023) account of the influence of
regulation on business model innovaton
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terdependent. For example, what does a new value
proposition imply for sustainability issues in the
supply chain? Or what are the competitive implica-
tions of our unique value proposition that may throw
the competition authorities’ searchlight on us? How
much of our existing business model does a new
public-private partnership involve?”

Lunchtime!

Concluding Remarks - by Christian

Nielsen

This conversation with Nicolai Foss summarises that
research in business model innovation needs to fac-
tor in the ever-rising application of machine learn-
ing and artificial intelligence, along with other digital
enablers, to ensure that managers, owners, entre-
preneurs and business developers are continuously
forced to consider holistic approaches to improving
their competitive advantage. Business model inno-
vation is a central holistic approach to strategy that
can help companies with these challenges. Nicolaiis
attentive to the fact that there are organisational de-
sign issues that we need to understand properly. He
argues that only through academic rigour in study-
ing business modelinnovation, in the form of empir-
ics with large numbers of observations, can we solve
these challenges. Such research will trigger the next
critical theoretical insights into business model in-
novation and maybe also solve Nicolai's request for
proper, or more accurate, dimensionalisation of the
unit of analysis by which business model innovation
is done.
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Business Model Innovation as the New Strategy Arena

A conversation with Joan E. Ricart - Interviewed by Christian Nielsen

Joan E. Ricart is Carl Schragder Professor of Stra-
tegic Management at IESE Business School in Bar-
celona, Spain. Joan has been influential in forming
discussions of the relationship between strategy
and business models with his colleague Ramon Cas-
adesus-Masanell from Harvard Business School. In
the earlier years of distinguishing between business
models and strategy, colleagues of Ramon, including
Michael Porter and Joan Magretta, were instrumen-
tal in forming the initial understanding of the differ-
ences between strategy and business models, from
which many researchers took their points of depar-
ture.

“How companies work together and interact with
society will be a game-changer for business model
innovation in the future’, states Joan, and explains
that rising concerns towards sustainability (cf. Mas-
sa, 2023)in part spur this trajectory and, on the oth-
er hand, also technological development (Silvi et al.,
2023). Technology will drive societal growth by im-
proving the conditions for developing sustainability

and “smartness” (Ahokangas, 2023). This will alter
how we think about strategy and business models.
With this point of departure, Professor Ricart iden-
tifies four key scenarios that are important to con-
sider in developing the field of business models and
business model innovation.

First, the relationship between strategy and busi-
ness models is currently being challenged.
Recently, Snihur and Eisenhardt have argued that
business models have taken over the central role
of strategy. Business models are about develop-
ing holistic concepts of value creation and a set of
choices, and by doing this, they fill out a space that
contemporary strategy research needs to pay more
attention to.

The relationship between strategy and business
models has existed since the initial papers on
the subject. This is why when Prof. Casadesus-
Masanell and | started working on this subject in
the early 2000s, we needed to clarify how this new

Please cite this paper as: Ricart, J.E.(2023), Business Model Innovation as the New Strategy Arena, Journal of Business Models, Vol.
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perspective of business models was related to the
strategy concept.

Our HBR article 2011 defines a business model as
“a model of the business” that explains the logic of
value creation and value capture by different stake-
holders (Casadesus-Masanell & Ricart, 2011). A busi-
ness model is like identifying the “motor” that makes
the strategy real. This motor is fuelled by chaoices,
which are the essence of strategy. These choices
have consequences that feed other consequences
and eventually feed back some of the choices, creat-
ing positive loops (virtuous loops) or negative loops
(vicious loops). Virtue reinforces one's positive con-
sequences, allowing us to obtain good and better
outcomes, or vice versa, with vicious loops.

Asyou canappreciate, our business model definition
tries to capture the essential elements of strategy
dynamics. This provides a language that allows us
to deal with the relationship between strategy and
business model, as we develop in our Long Range
Planning article (Casadesus-Masanell & Ricart,
2010a). As strategy is a set of contingent choices,
and we define a business model as the set of choices
and their consequences, the choices of the realised
strategy generate consequences, and the corre-
sponding dual set ends being the business model of
the company; of course, a business maodel is con-
stantly evolving, as consequences affect choices,
and those affect consequences, and the movement
continues cycling.

Things are more complex because strategies are
usually contingent choices made in interaction with
the choices of other claimants and creators of value.
However, you can easily visualise the loops of the
focal business model interacting with loops of, for
instance, the competitor's business model whose
choices affect our essential consequences. There-
fore, the simple explanation is still valid under the
complexities of interacting business models (Casa-
desus-Masanell & Ricart, 2008; 2008b; 2008¢).

As you might realise, | have always referred to the
business unit (represented in the BM) strategy rath-
er than the firm-level strategy. However, we can
also contribute to corporate strategy by ‘modelling”

the interaction with other business units (models)
of the same firm. This representation, we call the
corporate-level business model, provides a good
understanding of the value creation process at the
corporate level(Casadesus-Masanell et al., 2015).

This understanding of strategic interaction through
the lens of business models has been instrumen-
tal in understanding regional competitiveness
(Casadesus-Masanell & Ricart, 2010b), productivity
growth (Garcia-Castro et al., 2018), strategies in the
Bottom of the Pyramid (Sanchez & Ricart, 2010), or
reinventing companies with digitalisation (Ricart,
2014), among other interesting strategic problems.
The business model perspective in strategy provides
new important roles for CEOs focussing on entre-
preneurship, innovation, artificial intelligence, and
business model renewal (Ricart, 2015; 2019; 2020).
And even corporate purpose and governance (Ricart
& Rey, 2022).

The second perspective that Professor Ricart high-
lights is the role of communities and community-
building in establishing platform-based business
model innovation.

Professor Ricart explains: “I have much interest in
helping transform cities towards what has been
called smart cities. The name is associated with
the use of ICT as a facilitator of the transforma-
tion. Thanks to ICT, many new business models are
emerging in the context of cities, and many of them

ai

take the form of sharing(platform)business models™.

Initially, sharing business models grew relatively
fast, as with Airbnb. Airbnb started with the reputa-
tion of almost a social business, allowing hosts to
get extra money renting rooms and allowing guests
short-term, affordable accommodation. All sounds
very good, but soon, they started getting strong so-
cial rejection in some cities like Barcelona.

Initially, our focus was to provide data that may help
to understand this tension with Airbnb in Barcelona.
Qur initial empirical study got tremendous adverse

See also Lingens'(2023) article on ecoystems and business
model innovation
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reactions from the Airbnb local management, so
we had to go very carefully to sustain each step in
the analysis and tried to be as rigorous as possible.
While publishing the paper took some time (Carras-
co et al., 2022), it helped us approach the problem
more theoretically.

We focused our theories on understanding the grass-
roots resistance to digital platforms and what rec-
ommendations we could make to these platforms
to avoid or alleviate the reaction. The result was our
Strategy Science paper(Ricart et al., 2020), where we
identify the conditions that give rise to adverse reac-
tions (local and scarce physical assets or local and
precarious labour markets) and the need to respond
with relational business models that provide inclusive
stakeholder value propositions and relational ecosys-
tem governance to the multisided platform, including
the local community. It is a co-creation of value exer-
cise, thanks to stakeholder governance.

These relational business models, responding to
community needs, play an essential role in the gov-
ernance of emerging city ecosystems and the new
Public-Private Partnership cities used to face the
grand challenges of our century. With my co-authors
in those papers, we are working on new papers on
this triangle (Ecosystem/platforms; PPPs for the
SDGs; Relational business model), hoping to contrib-
ute mainly to the so-called New Stakeholder Strat-
egy and its governance.

Third, according to Professor Ricart, the impor-
tance of considering sustainability in today’s busi-
ness environment and the education of the next
generations means that the circular economy is
crucial to factor into business model innovation
activities.

Besides digital transformation, Sustainability is an-
other big trend changing the world and cities. Cir-
cularity or circular business models are a particular
case of relational business models. | have studied
those models in a European Horizon 2020 project
called GrowSmarter? with actual applications to the
cities of Stockholm, Cologne and Barcelona involved

2 Grow Smarter: Home (grow-smarter.eu)
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in the project. Still, we have yet to publish academic
publications from this research.

Firms that decide to include in their corporate pur-
pose contributions to the SDGs will need to work
on business model innovation towards a sustain-
able business model (Ricart & Rey, 2022). Back to
the context of cities, we are seeing that both trends
go hand-to-hand® or what is the same, we will only
be able to advance on achieving the SDGs with new
technology-based business models.

Qur research in this area focuses on cities and SOGs
(Giuliodori et al., 2022) and in PPP business models
and their evaluation in line with their contributions
to the SDGs (Berrone et al., 2016; 2019). Broadening
this research to understand the governance of PPP
that focuses on achieving SDGs, we converge to the
line of study | was advancing in answering the previ-
ous question.

According to Professor Ricart, the fourth and final
theme is understanding ecosystems(Lingens, 2023)
and platforms because of the link to digital transfor-
mation in general (see also Silvi et al., 2023).

The third axis is ecosystems and platforms following
relational business models, which | explore in great-
er depth in my forthcoming paper in the Journal of
Business Models (see Ricart, 2023), sustainability,
and PPPs. Some of my research on this area has
been mentioned before, but now | want to focus on
a different issue related to digital business models.
As a professor in Strategy trained in economics, the
commitment model developed by Prof. Pankaj Ghe-
mawat many years ago greatly impacted my think-
ing about strategy and competitive advantage. As
Pankaj moved into Emeritus Professor at IESE Busi-
ness School, Strategy Science decided to organise a
special issue in his honour; together with colleagues
Bruno Cassiman and Giovanni Valentini, we decided
to study if the concept of commitment was still so
central to competitive advantage in the digital world.
The result of this reflection was published as a short
paper in this issue (Cassiman et al., 2022).

*See the report in https://thoughtlabgroup.com/building-a-
future-ready-city/; Joan was an academic advisor on this report.
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Contrary to intuition, the final answer was a strong
yes, but with some important caveats. First, com-
mitted choices are less related to sticky assets and
irreversible investments (sometimes involved) than
to the platform owner’s architectural and govern-
ance choices. Note that architectural choices are
still quite sticky but less than, say, a new factory, but
governance choices are even less sticky but usually
more important.

The second caveat is the relevance of flexibility. When
you think about big investment decisions, real options
are a good way to deal with uncertainty, gain flexibility,
wait as much as possible and learn about the future.
But in the digital world, learning is so fast that flexibil-
ity is crucial to committed governance choices. While
commitment is a dynamic concept, it gets all the
meaning of dynamism in the digital context.

The above reflection tells us that business models
facing great uncertainty (Massa, 2023) should be de-
signed with governance able to learn and adapt, and
this is fundamental in the relational business mod-
els, closing our magic triangle. Let me remind you
of the three connected sides: Relational business
model, PPP (for SDG), Platforms(and ecosystem).

Let me finish this conversation with some refer-
ence to two special issues | had the opportunity to
co-organize in Strategic Entrepreneurship Journal
and R&D Management (Demil et al., 2015; Spieth et
al., 2014). They are part of the history of a field that
has gained much traction in the last decade. It has
tremendous, transformational potential as we move
into aworld where competition, innovation and com-
petitive advantage are fundamentally associated
with business model innovation and renewal.
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| am claiming the relevance of introducing a rela-
tional stakeholder perspective to business model
innovation and design, resulting in relational busi-
ness model design. This design involves three key
aspects:

1. A multisided business model structure, as we
need to include all potential stakeholders af-
fected by positive or negative externalities. If
we omit stakeholders that benefit from positive
externalities, we are capturing and distributing
this value created. Moreover, we may encounter
grassroots resistance to the platform if we omit
stakeholders suffering negative externalities.

2. An inclusive Stakeholder Value Proposition
(SVP) for each added stakeholder to better
balance the incentives dealing with the exter-
nalities.

3. An Ecosystem-Centered Governance (ECG)
to improve alignment and balance power dif-
ferences among the partners, focusing on
value-creation (and distribution) by increasing
entrepreneurship and innovation.

The design of a relational business model ends up be-
ing the orchestration of an ecosystem integrated by a
multisided platform, and the prevalence of these eco-
systems in many economic activities will drastically
change how we think about strategy and competitive
advantage, the gamechanger being that the central
node of strategy now and in the future is the business
model. Perhaps this may lead us to revisit Chandler’s
seminal work on the relationship between strategy
and organisational structure by contemplating busi-
ness models as the determinant around which organi-
sation and governance should pivot.
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Why Uncertainty and Sustainability will be Key Drivers of Busi-

ness Model Innovation

A conversation with Lorenzo Massa - interviewed by Christian Nielsen

| met Lorenzo Massa in a maker space-inspired in-
novation lab. It is a natural place for a researcher in-
terested in creating ontologies, structures, learning
and meaning that will enable flourishing businesses
of the future to be made. He looks relaxed and in a
hurry at the same time, but this is because he has
things on his mind. He is a curious person by nature
but also a researcher keen to make an impact on
business practices. We agreed to start the discus-
sion immediately and finish with coffee.

Lorenzo has been told that this interview is about
picking his brain on the prospects for business model
innovation as a field of research, and he does not let
me down. He is well-prepared. To start, | ask Lorenzo:

How will the importance of business model innova-
tion play out in the next decade?

“Perhaps we are over-enthusiastic about the im-
portance of business models and business model
innovation?” Lorenzo probes and adds: “This is an
interesting question and can be answered both with

research and theory building in mind or through the
lens of management practice.”

“I would love to offer some comments first on recent
research developments. Research has moved away
from the definitional debate on what business mod-
els are. Scholars are accepting high-level defini-
tions of the construct and, in general, the idea that
it offers a valuable lens and unit of analysis(e.qg., see
Massa and Tucci, 2021).

Within earlier research, there was some tension
around the idea that this construct was attracting
so much attention and yet leading to a plurality of
perspectives instead of cumulative progress and
convergence. We commented on this in the litera-
ture review article by Zott et al. (2011) and the later
conceptual paper for the Academy of Management
(Massa et al., 2017).

My reading of the more recent literature is that
scholars are starting to put emphasis on inter-
dependencies and unpack their role concerning

Please cite this paper as: Massa, L.(2023), Why Uncertainty and Sustainability will be Key Drivers of Business Model Innovation,
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different dependent variables, for example, using
configurational approaches, as done by Leppanen
et al.(2023)or in conceptual terms, as elaborated by
Lanzolla and Markides (2021). Another topic where |
see some focus is monetisation, which | would con-
sider the part of the business model concerned with
how the value created is monetised and, therefore,
captured by the firm. Here, we see the emergence
of exciting work, often published in top journals (cf.
McDonald & Eisenhardt, 2020). There are probably
many other topics, but if | were to prioritise them,
| would focus on the following two. The first is the
intersection between business models and digital,
which | think will receive increasing attention with
advances in digital technologies, particularly gen-
erative Al (Haefner & Gassmann, 2023). The second
one is understanding or shedding light on the nature
of the business model innovation phenomenon, both
business model design, which Chris Tucci and | de-
fined as the generation and validation of a business
modelwhennoneisin place and reconfiguration, the
innovation of an existing business model (Massa &
Tucci, 2014). I think these areas will play an essential
role in the near future.

In practice, there are two, perhaps obvious yet criti-
cal, main areas in which business models will play a
critical role.

The first area is sustainability. | will comment on
this in greater detail further down the text, but in es-
sence, the business model is essential for sustain-
ability for two reasons.

One is that we need new business models and busi-
ness model innovation to more convincingly unlock
the innovation potential of firms and the private sector
to turn sustainability issues into profit opportunities.

The other one is that we are progressively accept-
ing, at least in some parts of the world, of which
Europe is undoubtedly one, the idea that reducing
value creation to benefit the customer and econom-
ic return to the firm is limiting. Even if we add the
creation of employment and the payment of taxes, it
is evident that firms have an impact, and often a sig-
nificant one, along with additional value dimensions
for several stakeholders. We are moving toward a
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broader understanding of value and wealth creation
(Lideke-Freund et al., 2022; Nielsen, 2023). Here,
business models matter because the logic of doing
business, which is used, influences how, where and
what kind of value is created (or destroyed) and how
this is distributed. However, our understanding of
these relationships between business models and
an extended notion of value and wealth creation is
in its infancy to the best of my knowledge of the lit-
erature. Overall, thisis an area where research could
tremendously support practice. The second one is
business model innovation in the presence of uncer-
tainty, to be discussed later.”

Our Understanding of the
Business Model Innovation

Processes will Mature.

From aresearch standpoint, | see a gap and an oppor-
tunityrelatedtounderstanding betterthe nature of the
business model innovation process. There has always
been a gap here, particularly concerning the innova-
tion of an existing business model. The mainreasonis
thatitis tough to observe that process because it can
unfold over a long time, e.q., several years. Advances
in digital technologies, like Blockchain (Schmuek,
2023), 6G (Ahokangas, 2023) and those associated
with the Metaverse (Rosenstand, 2023) are pushing
the need to react faster. Soon, we can observe such
changes occurring in much shorter periods (Silvi et
al., 2023). However, we have been confronted with the
need to study a longitudinal phenomenon, which may
take several years, making following these changes
through direct observation impractical. The solution
is conducting in-depth historical case studies similar
to what Siggelkow (2002) did years ago. His idea of
change occurring using changes in activities is also
very much in line with the activity system perspective
on the business model by Zott and Amit (2010). This
could represent an exciting reference, methodologi-
cally and conceptually, for researching business mod-
el innovation in incumbent firms.

Another research gap here is the following. We know
that one of the main barriers to business modelinno-
vation is cognitive in nature. We also have anecdotal
evidence that even when you change leadership at
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the top and replace the top management team with
anew one, which brings a new way of thinking, more
is needed to guarantee that cognitive barriers are
overcome. The risk is that the rest of the organisa-
tion will continue operating within the boundaries
of the mental models and linguistic schema that re-
flect the old business model and impede the migra-
tion to a new one. In synthesis, we know quite a bit
about the challenges related to the cognitive mani-
festation of business models for business model
reconfiguration. We also know that visual tools and
maps of business models can help overcome these
cognitive barriers. However, research in these areas
needs to mature for two main reasons. The first one
is that visual models of business models are often
developed without anchoring in the knowledge in
conceptual and formal modelling, which several col-
leagues and | have discussed (Szopinski et al., 2022).
The second one is that we do now know much about
the cognitive merits of different visual representa-
tions and models of business models because there
is a gap in empirical research here. Fredrik Hacklin
and I have advocated this and suggested some initial
ideas (Massa & Hacklin, 2020). This could be a very
fruitful area of research, Lorenzo notes.

Does Such a Thing as a Sustainable

Business Model Exist?

Asking whether there is such a thing as a sustainable
business model when you are in the line of business
that Lorenzo is in is genuinely thought-provoking. Ac-
cording to Lorenzo, there is no such thing as a fully sus-
tainable business model, but certainly, there are ways
of doing business that allow for greater sustainability.

This is thought-provoking. By the principles of sus-
tainability, it can be argued that no business model
is entirely sustainable due to the various impacts of
all business models, such as resource consumption
or adverse effects. In this sense, strictly speaking,
the most sustainable approach from an environ-
mental perspective would be not engaging in busi-
ness at all. Florian Lideke-Freund, Henning Breuer
and | discuss this in Sustainable Business Model De-
sign: 45 Patterns (Lideke-Freund et al., 2022). This
isanimpossibility theorem. We need business in the
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same way in which we need an economy. Rather than
discussing sustainable business models, it is more
appropriate to refer to business models for sus-
tainability (Schaltegger et al., 2016). These business
models can potentially support companies in gen-
erating social, environmental, and economic value.
In other words, they help create more sustainable
value for several stakeholders. Alternatively, in the
language of global sustainability governance frame-
works, business models for sustainability contribute
to reaching the United Nations Sustainable Develop-
ment Goals (SDGs)(United Nations, 2015).

How do they do that? In essence, by supporting over-
coming structural barriers to sustainability inherent
in market functioning. When companies attempt to
push the sustainability envelope, recurrent barriers
tend to arise due to market dynamics. These barri-
ers introduce managerial dilemmas for those caring
about sustainability and its principles.

A concrete example of this market-driven dilemma
is the tension between producing long-lasting prod-
ucts that support repair and reuse versus a business
model that relies on selling products as frequently
and broadly as possible to avoid market saturation.
This tension results from how markets operate and
highlights the importance of the logic companies
use to create and monetise value, also known as the
business model. Business models that have been
inherited from the industrial economy may need to
align with sustainable goals, but alternative models
can help companies overcome barriers to sustain-
ability. For instance, one solution to the dilemma
mentioned above is to offer a modular product that
combines a durable item with short-lived consuma-
bles. This approach enables experimentation with
generating stable and scalable revenue from the
consumables while allowing for the marketing of a
long-lasting product. At its extreme, this approach
could involve selling a product and a service where
the product is designed to last, generating revenue
through servicing.

In summary, a “business model for sustainability” re-
fers to the value creation and capture logic that can
partially overcome the recurring barriers to creating
social and environmental value. Research to date
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has identified 4b patterns of business maodels for
sustainability (Lideke-Freund et al., 2018). Patterns
are arepeatable solution to enduring environmental,
social, and economic challenges that arise when an
organisation aimsto create, deliver, or capture value
in a sustainability-oriented manner. They are prob-
lem-solution combinations. In this sense, patterns
are practical and offer knowledge for action.

| see an opportunity for continuing research on pat-
terns and disseminating that research using struc-
tures, templates, and a language that would make it
worthwhile for those in charge of designing organi-
sations and their business models.

Enabling Business Model Innovation
Under Uncertainty will be Crucial for

Future Success.

When discussing business model innovation under
uncertainty, we are at the intersection between
mental models, strategic innovation and vision or
visionary leadership. The key is to understand that
in the presence of uncertainty, managers tend
to claim that they should innovate their business
models (Massa, 2020). As researchers, we may be
tempted to think that this refers to innovating value
creation, delivery, and capture logic. We also con-
sider business model innovation as what compa-
nies like Hilti did.".

As | have suggested elsewhere (Massa, 2020), this is
only sometimes appropriate. There isanother, much
more appropriate, interpretation of innovating a

"Hilti went from selling tools to renting out “tool hours”, thus
selling productivity instead of products
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business model. | think the claim “we see uncertain-
ty, we should innovate our business model” stands as
ametaphor for the idea that “the known way of doing
thingsis soon going to be invalid, but we do not know
how or when”. The “business model” refers to “what
we know and understand”, pointing to a, perhaps im-
plicit, understanding of the construct as a dominant
logic(Prahalad & Bettis, 1986) or a theory of the busi-
ness, a la Drucker (1994).

From a managerial standpoint, the claim that man-
agers tend to make, in presence of considerable
uncertainty, that they should “innovate the business
model”is to be understood as the surface manifesta-
tion of the perception of a challenging and perhaps
even unpleasant situation. It refers to the situation
in which management “feels” or “perceives”(perhaps
implicitly) that - mainly because of external changes
- the known way of doing things is soon going to be
no longer sufficient, but at the same time, that the
timing and direction of change is highly unclear.
And they point to the business maodel to capture “the
known way of doing business” which must be inno-
vated.

In practice, learning what to do in these situations
will play avital role inthe next decade, as uncertainty,
once an episodic event, isbecoming the norm. Maore-
over, what to do is not that obvious in many cases.
For this reason, this is another area where research
can significantly contribute. The challenge here is,
once again, methodological. Both in terms of time
needed to observe these phenomena meaningfully
and in terms of sample size (implicitly, | am pointing
to multiple case studies and action research).

Coffee time!
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Abstract

Digital transformation is the process that a company must undertake to connect its operational
model with all stakeholders to respond to ongoing market effective changes in technological trends
and to create the conditions for anticipating future trends. This article introduces and explains the
digital transformation canvas’'s components and tools, intending to provide a starting point for de-
veloping a digital transformation strategy and a plan of action to achieve this.

Introduction

Much growth in productivity and the global economy
in general in the last decades can be ascribed to digi-
talisationand digital transformation of existingmodes
of business. According to Vial (2019), digital transfor-
mation is a process in which digital technologies cre-
ate disruptions that trigger strategic responses from
organisations that seek to alter their value-creation
paths while managing the structural changes and or-
ganisational barriers that affect this process's posi-
tive and negative outcomes (see also Foss, 2023).

Digital transformation is the process that a com-
pany must undertake to “connect” its operational
model with all stakeholders (customers, suppliers,

partners, and employees) to respond to ongoing
market effective changes in technological trends
and to create the conditions for anticipating future
trends vis-a-vis its competitors. Such a process of-
ten requires companies to substantially revise their
existing operational models, starting with external
stimuli (an outside-in approach). To implement such
changes, itis necessary to:

e [nstil the outside-in culture in all corporate
departments, not limited to the marketing de-
partment

e Abandon or mitigate legacy processes and sys-
tems that render the company less flexible and
adaptable to change

Keywords: Digital transformation, business model innovation, firm performance, business model canvas
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e Equip the organisation with digital infrastruc-
tures and platforms that facilitate stakeholder
interaction

The starting pointis developingadigital transformation
strategy, a plan of action to achieve a specific objec-
tive. To craft this strategy, the Digital Transformation
Canvas comes to our aid. Hence, this article aims to
provide a tool managers can use to increase the proba-
bility that their digital transformation efforts will result
in more resilient businesses and positive financial re-
sults. The article offers a conceptual model grounded
in empirical probing over five years. It has been de-
noted the Digital Transformation Canvas because it
assists managers in creating an overview, conducting
appropriate analyses and drawing relevant conclusions
that help them improve their business models.

The literature contains numerous examples of failed
digital projects and the reasons for this (Saldanha,
2019). Davenport and Westerman (2018) argue that
managers should avoid viewing digitalisation as the
sole salvation of the business and be aware that digi-
talisation is not a plug-in but a very integrated pro-
cess. Other less apparent factors affecting success
and failure might be whether the industry you are op-
erating is calibrated to digitalisation and whether the
call of a new business model can become more po-
tent than it should just because things are not going
so well in the existing business. Poor governance and
leadership are also key reasons for digital transforma-
tion failure. Ramesh and Delen(2021)identify five fac-
tors as critical influencers of digital transformation
success: a) innovation attributes, b) opinion leaders,
c)diffusion approach, d)timing, and e) duration.

Another problem often encountered is resource scar-
city. Digitalisation projects often fight for a budget
in the initial development stages. Still, if they lead to
new business models that the firm needs to explore
and invest in, they must fight for resources with the
old business models. In addition to these organisa-
tional and governance aspects, our experiences and
prior research into successful business development
led us to formulate the following additional criteria:

e [ ackingorno definition of the objectives of the
digital transformation
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e Pooranalysis of the expected economic effects
and lack of business case

e [acking notion of how to turn business ideas
from digital transformation into business op-
portunities

e [acking knowledge of how to translate busi-
ness opportunities into action

e [acking a basis from which to measure the of-
ten multi-dimensional aspects of digital trans-
formation success

These frustrations have led to the formulation of the
digital transformation canvas.

The Relevance of the Digital of
Everything

The relevance of the potential value created by the
"Digital of Everything”(DoE)and the market potential
spending on digital transformation is nothing short
of transformative. Cisco's(2013) staggering estimate
of over S14 trillion in value in 2022 underscores the
immense impact of this digital revolution. This po-
tential spans various critical areas, such as asset
utilisation, employee productivity, supply chain and
logistics, customer experience, and innovation, as
exemplified by billions of dollars in each category,
and companies’ positive financial performance is
quite well documented: sales growth, cost reduc-
tion, improved efficiency (Accenture, 2023). Evi-
dence of business Statista's projections for 2025
suggeststhat the Internet of Thingsalone could gen-
erate up to S11.1 trillion in revenue annually. Moreo-
ver, with digital transformation spending projected
to rise from $1.6 trillion in 2022 to a forecasted S3.4
trillion in 2026, businesses worldwide recognise the
urgency of investing in digital innovation. McKin-
sey’'s (2013, see also 2015) forecast of over S14 to S33
trillion in value creation by 2025 across numerous
sectors, including mobile internet, loT, automation,
cloud technology, and advanced robotics, attests to
the vast opportunities within the DoE. Additionally
(Mordor Intelligence 2023), the Manufacturing Digi-
tal Transformation Market is projected to exhibit ro-
bust growth, with an anticipated increase from USD
307.87 billion in 2023 to USD 733.75 billion by 2028,
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reflecting a compound annual growth rate (CAGR) of
18.97% over the forecast period spanning 2023 to
2028. As spending on digital transformation contin-
ues to surge, it is evident that the Dok is driving a
global revolution with unprecedented economic and
societal implications.

Evidence on the effects of digital transformation
on firm performance needs to be clarified. Curran
(2018) found no direct positive correlation between
digital transformation and firm performance, while
Guo et al. found that digital transformation hurt firm
performance due to higher operational cost rates,
reduction in total asset turnover, and increased
management expenses. Other studies find positive
correlations between digital transformation and
firm performance, for example, through cost reduc-
tions and the promotion of innovation(Heredia et al.,
2022; Peng & Tao, 2022).

What is digital transformation?

Digital transformation is currently one of incumbent
firms’ most pervasive managerial challenges and is
intimately connected to achieving greater sustain-
ability effectiveness (see also Ricart, 2023). Accord-
ing to Nadkarni & Priigl (2020) and Hess et al. (2016),
digital transformation concerns all the changes digi-
tal technologies can bring about in a company’s busi-
ness model, services, products, and organisational
and governance structures. According to Vial (2019),
digital transformation is a process in which digital
technologies create disruptions that trigger strategic
responses from organisations that seek to alter their
value-creation paths while managing the structural
changes and organisational barriers that affect this
process’s positive and negative outcomes. Schwert-
ner(2017), quoting Kane et al.(2015), argues for group-
ing the effects of digital transformation processes
into three areas: effects on consumer behaviour,
business processes and business models.

Nadkarni and Prlgl (2020) identify technology and
actors as the two aggregate dimensions of digital
transformation and digital transformation process-
es. Digital transformation is typically connected
to concrete technologies and infrastructures. To
mention a few: Al (see Haafner and Gassmann,
2023), Cloud computing (DaSilva et al., 2013), HPC,
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multi-cloud-as-default, cybersecurity, Blockchain
(Schmtick, 2023), cryptocurrency, 6G (Ahokangas,
2023), robotics, Web 3.0, digital twins (Rosenstand
et al., 2023), mobile technologies, social technolo-
gies, big data, analytics, internet of things. Regard-
ing the actors, Bradley et al. (2015) identify troubling
findings about the potential for disruption and in-
cumbents’ readiness to adapt. While the potential is
massive, companies do not seem to take the move-
ment seriously and lack the competencies to em-
brace digital transformation.

Failure Potential

While digital transformation is crucial for compa-
nies to embrace and has the potential to create
value for both companies, the planet and society, it
takes work to achieve. Everest (2021 and 2019) and
McKinsey (2019 and 2022) estimate a massive 66% to
78% failure rate on digital transformation initiatives.
Additionally, McKinsey has found that traditional in-
dustries such as pharmaceuticals, oil and gas, auto-
motive, and infrastructure face even lower success
rates than those indicated above. They found suc-
cess rates ranging from as low as 4% to 11%. The
complexity of these sectors, involving numerous
stakeholders with diverse objectives and heavy reg-
ulatory frameworks (Nielsen, 2023), contributes to
the challenges faced in achieving successful digital
transformations. Boston Consulting Group's (BCG)
research (2020) highlights that merely 30% of digi-
tal transformations can be classified as “winning,”
meeting or exceeding their target value and result-
ing in enduring change. Several reasons contribute
to this need for more success in implementing digi-
tal transformations'. These reasons can be attrib-
uted to four main clusters:

1. Strategy and Digital Technology Fit. There
is a lack of alignment between strategies and
the concept of the "digital of everything.” (see

'Inthis chapter, we do not consider reasons and evidence why
digital transformation has yet to be considered or implement-
ed. Lack of resources, adequate digital competencies and
knowledge, and timing are recurrent. Here, we focus on failures
during implementation. See: Harvard Business Review (HBR)
Analytic Services Survey, September 2021 and Magnusson et
al., 2022
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Everest , BCG, McKinsey 2018). Digital trans-
formation necessitates a holistic and compre-
hensive approach. Digital transformation or the
integration of digital technologies should be
part of a clear strategic vision and the business
model through which the company aims to po-
sition itself in the competitive landscape. It is
essential to understand that introducing digital
components does not equate to genuine digital
transformation.

. Implementation Pitfalls. Errors during the im-
plementation phase, such as communication
and engagement of various actors involved or
potentially affected by the project (see Accen-
ture, HBR 2021). Leadership and commitment
are essential. A compartmentalised view of
the digital journey, known as the “silos effect,”
hampers its effectiveness. In addition, a mis-
alignment between the objectives of digital
transformation and performance management
systems might cause conflicts, ambiguity, con-
fusion, or undesired and opportunistic actions.

. Poor business case exercise. Inadequate busi-
ness case analysis and the absence of robust
assumptions testing (Bland & Osterwalder,
2020) may lead to underestimating potential
threats and overemphasising opportunities
and outcomes while ignoring competitive reac-
tions or genuine market interest. Furthermore,
little attention is paid to the presence of re-
sources, capabilities, and skills or a supportive
ecosystem. Finally, poor quantitative and finan-
cial analysis is sometimes due to superficial
accounting skills or the effective translation of
the digital strategy into a performance model.

. Governance restraint. Weak governance and
inadequate leadership hinder the successful
execution of digital transformation initiatives.
The governance style and the level of involve-
ment in embodying a digital model or transfor-
mation can be critical factors in transmitting
the vision and information related to strategies,
plans, and programs to various levels of the
organisation (Khezri, 2022). Furthermore, the
dynamic capabilities of the board are crucial
for the success of digital strategies. These ca-
pabilities should be more focused on cognition
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than operations, and transformation should
not rely solely on a transformation-oriented
CEQ; the board should continuously develop
these dynamic capabilities to ensure the right
balance between exploitation and exploration,
financial and strategic sustainability (Khezri,
2022).

Considering the size of the investments currently
going into digital transformation projects, reducing
this failure rate even minutely would have signifi-
cant economic implications. The following section
introduces the Digital Transformation Canvas. This
framework aims to effectively exploit and explore
the potential of digital technologies in a business
context and to drive digital strategy deployment.

Driving digital transformation: The

Digital Transformation Canvas

Digital transformationis not just about adopting new
technologies; it is more about changing people’s be-
haviour and connecting the company’s operations
with all stakeholders - customers, suppliers, part-
ners, and employees - to adapt to market changes
and stay competitive. To do this, the company must
reframe its existing business model, starting with
external influences. Key steps include fostering an
outside-in mindset, eliminating legacy processes,
and investing in digital infrastructure. Viewed from
a business standpoint, the “Digital of Everything”
(DoE) empowers organisations to optimise their
business models, enhancing both efficiency and ef-
fectiveness (referred to as business refinement). It
also provides the opportunity to pioneer innovative
approaches for serving existing market categories
and user bases (business innovation) or venture into
entirely new business sectors and markets (referred
to as business expansion).

Given the substantial value potential inherent in
digital transformation for businesses and the nota-
ble failure rates in digital endeavours, the core chal-
lenge is to adeptly leverage competitive advantages
offered by the "Digital of Everything” (DoE). In tack-
ling this challenge, the formulation and deployment
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1.

Figure 1: A typology of business model innovation

of a digital strategy requires at least four moments
of reflection:

1. Comprehension of the business context: It
seeks to identify opportunities and threats of
markets, technologies, and the firm's business 2
model

2. Assessment of Digital Maturity: It assesses
the digital maturity level of an organisation.

3. Impact Identification: It identifies the poten-
tial impact that can be achieved through digital
transformation.

—

4

DIGITAL
DEPLOYMENT

4.

Progress Monitoring: It controls the advance-
ment of the digital transformation process
through successive assessments and feedback
management.

From this standpoint, the Digital Transformation
Canvas (DTC) serves as a structured framework for
facilitating digital transformation, considering the
abovementioned reflection. The DTC encompasses
four fundamental domains(Figure 2).

Understanding the Big Picture: This step in-
volves gaining a comprehensive view of the
broader landscape. It encompasses analysing
the competitive market environment, identify-
ing threats and opportunities in business and
technology realms, understanding business
model performance, and recognising key suc-
cess factors. By doing so, organisations can
better position themselves to leverage the ad-
vantages of the digital age.

. Digital Assets: Assessing digital assets’ avail-

ability, readiness, and needs is crucial. This
includes evaluating the presence of digital tal-
ents within the organisation, the state of digital
infrastructure, and the potential of the digital
ecosystem. Recognising what is already in place
and identifying areas where improvements or

Figure 2: The Digital Transformation CanvasTM
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investments are needed is central to a success-
ful digital strateqgy.

. Digital Actions: This step involves aligning op-
portunities and threats with potential actions.
It may encompass fine-tuning existing busi-
ness processes, fostering innovation to stay
competitive, exploring new avenues for reve-
nue generation, or even considering expansion
to new markets. By matching the digital poten-
tial with the appropriate action, businesses can
adapt and thrive in the digital era.

. Digital Deployment (of Strategy and Plans):
Once the actions are defined, it is essential to
translate them into a concrete digital strategy.
This entails setting clear goals, targets, and
Key Performance Indicators (KPIs) to measure
progress. Equally important is the continu-
ous monitoring, control, and management of

feedback. A test-learn-adjust-improve ap-
proach ensures that the digital strategy re-
mains flexible and responsive to changes in the
dynamic digital landscape.

By following these four steps, organisations can bet-
ter navigate the "Digital of Everything” complexities
and position themselves to extract competitive val-
ue from the digital transformation journey.

The Digital Transformation Canvas

in detail

While Figure 2 illustrates the overall components of
the Digital Transformation Canvas, a detailed break-
down of the areas of investigation and the potential
tools associated with each is provided in Figure 3). The
numbers in the Figure explain the ideal process flow.
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Figure 3. The detailed steps of the Digital Transformation Canvas™
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As already mentioned, the Digital Transformation
Canvas™ introduces four analytical phases for the
performative evaluation of digital transformations.
First, you need to establish the big picture. In doing
so, you identify the technology and type of transfor-
mation, the market potentials and value propositions
it promises, the type of business model that is cur-
rently applied, and the type of financial improvements
and results that can be expected. So far, so good. This
phase is what is currently known and a space where
companies are well-acquainted in making decisions.

The digital assets needed to implement the poten-
tial digital transformation are analysed in the next
phase. These assets can be in the form of digital
talent, digital infrastructure, or digital ecosystems.
In conjunction with phase one, the baseline estab-
lishes a call to action, denoted by the “so what” con-
clusion. In establishing this, strengths, weaknesses,
and critical success factors must be identified.

These provide a natural point of departure for the
third phase, namely Digital Actions. Digital actions
are the actual digital transformations to be made.
In depicting the type of transformation and the spe-
cific type of technology, the focus in this phase is to
depict the potential severity of the transformation in
terms of the degree of effect on the business mod-
el, as depicted by Johnson (2010). This spans from
fine-tuning the existing business model to redesign-
ing a minor or significant proportion of the business
model's value drivers to generating an entirely new
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business model.

In the fourth and final phase of the Digital Trans-
formation Canvas™, the deployment of the digital
transformation is designed. Constructing a sound
performance management system around digi-
tal transformation is crucial in bringing resources
into effective action and is often a neglected area.
This is where the necessary analytical strategies
are designed and undertaken. In ensuring that or-
ganisations can go from transformation potentials
to concrete actions and results, managers need to
understand how to analyse and measure status and
performance. Below, the four key investigative areas
of the Digital Transformation Canvas are explained.

FIRST AREA: BIG PICTURE
The first area, known as the “Big Picture,” encom-
passes the following aspects:

1. The business model of a company (utilising tools
such as the Business Model Canvas or similar
frameworks). A company’s business model, as
defined by Osterwalder and Pigneur (2010), de-
scribes how the company creates, delivers, and
captures value. The Business Model Canvas is a
key tool for understanding this, with nine build-
ing blocks that focus on value creation, delivery,
and profitability. In a similar vein, Gassmann in-
troducesaframework called“the business model
navigator”(Figure 5)to delineate and understand
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Figure 4. A Business Model Canvas with questions (Osterwalder & Pigneur, 2010)
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What do you offer

to the customer?

Wha is your target

customer?

Why does the
husiness model

generate profit?

How is the value
proposition

created?

Figure 5. The Business Model Navigator (Gassmann et al., 2014)

the company’s offerings, its target customers,
the production process, and the resulting finan-
cial outcomes (Gassmann et al., 2014). The busi-
ness model comprehension exercise is a sound
starting point for identifying the most relevant
value drivers (Montemari et al., 2019), which are
the key to identifying Key Performance Indica-
tors(Nielsen et al., 2017).

. Critical financial aspects are pertinent to the
intended transformation journey. This section
deals with comprehending the financial situa-
tion underlying the company’s business model.
In particular, it involves understanding business
profitability, its drivers and financial solvency
and riskiness (if relevant). Understanding the
revenue, cost, and asset models and drivers
supports this investigation. In addition, bench-
marking with competitors or best practices and
using simulation and forecasting tools are em-
ployed to understand better how contextual fac-
tors and assumptions impact business results.

. Market analysis encompasses ongoing chang-
es, strengths, weaknesses, opportunities, and
threats. This includes market research, trend
analysis, and consumer research.
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4. The ongoing technological trends, emerging

start-ups entering the relevant market or value
chain, and potential innovative solutions. Digital
technologies enable digital processes (and cap-
ture throughout), enabling the digitalisation of
customer relationships/partnerships, which re-
quires digital skills. They produce new use value
for users, customers, and society (and probably
several different use value types). Technologies
include Sensors for movement, temperature,
location, etc., augmented reality/wearables, 3D
printing, maobile units, and Virtual Reality.

SECOND AREA: DIGITAL ASSETS

The"Digital Assets” area pinpoints the organisation’s
current and target digital resources and readiness
state. This analysis, presented in Figure 6, includes
(Bartolini et al., 2017; Bartolini & Silvi, 2020):

1. Mapping of digital talents, acquired competen-

cies, existing capabilities, experiences, and
training paths(past, present, and future).

2. Mapping of digital technologies existing within

the organisation, excluding legacy IT systems
from the digital ecosystem.
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Digital Assets
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Figure 6: Digital Assets overview

3. ldentify existing relationships with external
entities supporting the digital transformation
process, such as research centres, open inno-
vation activities, technological incubators, and
strategic partners.

Digital talents

The digital transformation of a business is, in some
cases, a matter of vision or necessity. Still, it can-
not be separated from the presence of consistent
digital knowledge, skills, and competencies. This
specifically encompasses technological and IT skills
(systems and network experts), data analysis (data
science), programming, development, usage, and
management of digital platforms that enable com-
munication, sales, production, and overall relation-
ships with customers and suppliers (Davenport,
2001), and cybersecurity. Digital human capital is
evident in the knowledge embedded in the work-
force, acquired through targeted recruitment, and
developed through appropriate training and the
involvement of these resources in analysis and de-
cision-making processes. Knowledge, skills, and
participatory analytical processes all contribute
to forming an organisation’s so-called digital intel-
ligence quotient (DIQ) (Geissbauer et al., 2015). Its
presence and growth over time help seize digital
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opportunities, while its absence becomes an obsta-
cle to digital transformation, progressively widening
the gap between competitive and non-competitive
companies.

Digital infrastructure

While the presence and development of digital
knowledge are critical factors for the success of
digital transformation (Catlin et al., 2015; Bi and
Cochran, 2014), achieving the latter will be chal-
lenging without adequate technological provi-
sions, including hardware, software, networks,
and infrastructure. Information and Communica-
tion Technology (ICT) systems, in fact, play a fun-
damental role in addressing the challenges posed
by digital ecosystems. These systems enable the
collection and management of both internal and
external data within a company, even in large quan-
tities (Big Data). In the business context, these pro-
visions could encompass systems like Enterprise
Resource Planning (ERP), Business Intelligence (BI)
and Data Mining tools, inter-organizational sharing
mechanisms, databases, and web-based software.
On the other hand, the infrastructure component
relates to the presence of technologies that en-
able Industry 4.0 (Schwab, 2017). ICT infrastructure
grants management direct access to a wide range
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of operational, financial, and market/customer
information, often in real-time. It aids in serving
customers better, developing new products, op-
timising productive and intangible assets (data),
performing processes autonomously (artificial in-
telligence, machine learning), and preventing oper-
ational risks stemming from both malfunctions and
cybersecurity breaches (Geissbauer et al., 2015).

Digital ecosystem

The importance of ecosystems in the realm of
business strategy and sustainability isincreasingly
emphasised in the literature (Adner 2017, Orlova et
al. 2020, Tsujimoto 2018, Lingens 2023, Jacobides
et al. 2018), and this perspective also encompass-
es digital transformation. This approach involves
strategies for inter-company collaboration and is
completely aligned with the Industry 4.0 paradigm
and related phenomena. These trends anticipate
higher levels of integration among supply chain
partners facilitated by digitalisation, going as far
as envisioning industrial digital ecosystems (as
described by Moore in 1996 and Nachira in 2002).
This category encompasses technology suppliers,
research and training centres, industry-specific
institutions, customers, and consumer associa-
tions.

THIRD AREA: DIGITAL ACTIONS

After analysing the first two areas, hypotheses
can be formulated regarding the impact of a digi-
tal transformation process within an organisation.
While there is no one-size-fits-all solution, appropri-
ate actions can be identified based on the specific
context:

e Fine Tuning: Suitable when there are oppor-
tunities for improving market or financial in-
dicators, a need for short-term results in the
absence of significant resources or internal
competencies, or challenges in scaling an ex-
isting, robust business model.

e Business Reinvention: This is applicable when
companies aim to maintain their products and
services while introducing innovative business
models, such as subscription models. This ap-
proach is advisable in cases involving a high
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market share, increasing revenue and profits
without expanding production, capitalising on
relationships with existing stakeholders, and
enhancing stakeholder loyalty.

e Business Somewhere Else: It refers to the op-
portunity to use digital to serve markets of
another geographical area or to address new
segments of customers. This digital action
might refer to the possibility of decentralised
production or activity phases in different loca-
tions.

e New Business Generation: The most radical
form of digital action, suitable for solid compa-
nies seeking expansion beyond saturated mar-
kets or sensing obsolescence in their existing
business models. This approach requires sub-
stantial digital resources.

FOURTH AREA: DIGITAL DEPLOYMENT

The fourth and final section of the Digital Transfor-
mation Canvas focuses on control and performance
analysis tools for assessing the progress and poten-
tial impact of the digital transformation process.
This phase involves:

e Designing, testing and selecting the business
actions

e Setting the deployment of the selected busi-
ness action. It requires the formulation of new
objectives and targets, the alignment of the or-
ganisation, and the assessment of its readiness

e FEvaluating the organisation’s focus and motiva-
tion and the degree of readiness for a new op-
erational model

e Engaging stakeholders to drive effective im-
plementation.

Once the entire organisation is moving in the right
direction with appropriate focus and strength, fi-
nancial and market objectives can be established.
These objectives are directly influenced by the type
of digital action identified.

In conjunction with activity planning, the roadmap
for transformation associates the anticipated im-
pacts, both qualitatively and quantitatively. Effective
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control necessitates the identification of specific
Key Performance Indicators (KPIs).

The performance management system remains in-
complete without the interpretation of KPIs as feed-
back for:

e |dentifying unforeseen barriers or challenges

e Acquiring new information and data in new
contexts

e Refining and updating the digital transforma-
tion plan to optimise objective achievement

At the end of the assessment phase, one or more
digital actions are defined and prioritised based on
impact assessment and required time for realisa-
tion. Typically, actions that maximise impact in the
shortest time are considered first.

Conclusions, Recommendations, and

Future Research

Spending projections for digital transformation in
the future indicate massive investments. At the
same time, digital transformation projects seem to
have horrific failure rates, so focusing on supporting
analyses, business cases, processes, project man-
agement, and governance structures that increase
the likelihood of positive outcomes is a sensible en-
deavour. Given these considerations of the value po-
tential of digital in business transformation and high
failure rates, the challenge is to extract competitive
value from the digital of everything.

The Digital Transformation Canvas is useful for
clarifying and providing input to businesses’ strat-
egies and results. It identifies four relevant steps:
First is understanding the big picture, including the
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Figure 7: The expanded Digital Transformation CanvasTM
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competitive landscape, threats and opportunities
in business and technology, business model per-
formance and key success factors. The second is
to create an overview of the company’s digital as-
sets, including digital talents, digital infrastructure,
and the digital ecosystem, as well as the needs and
availability in the future. Third, regarding digital ac-
tions, companies must match opportunities and
threats with digital potentials and potential action
strategies such as business fine-tuning, business
innovation, business generation, and doing business
somewhere else. Fourth, the digital strategy and de-
ployment plans are set, including goals, targets, and
KPIs), so that management control and feedback are
made possible through testing, learning, adjusting,
and improving mechanisms.

In addition to these practical implications, the re-
search implications of the Digital Transformation
Canvas are as a research tool for studying the suc-
cesses and failures of digital transformation. First,
the Digital Transformation Canvas can be a model
for linking digital transformation actions to financial
firm performance. Second, it depicts various char-
acteristics that could serve as latent variables for
further quantitative empirical testing.
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BUSINESS MODELS

Generative Al and Al-Based Business Model Innovation

A conversation with Oliver Gassmann and Naomi Haefner -

interviewed by Christian Nielsen

Oliver Gassmann (0G) and Christian Nielsen (CN)
convened at the Business Model Conference in Bolo-
gna, where he gave the opening keynote on business
model innovation. His emphasis has been on digital
technologies and generative Al as game changers
for companies - and their business models. We com-
pleted the interview with Oliver and Naomi online
after the conference. They work together at the Uni-
versity of St. Gallen on several research projects on
Al-based business models and how Al will influence
business model innovation in future years.

CN: Can you explain generative Al and why it is es-
sential?

0G: Certainly. Generative Al is a branch of artificial
intelligence that uses neural networks to create new
content like images, text, video, and music based on
patterns it learns from large amounts of data. It is
significant because it replaces routines, automates
creativity, and has diverse applications across all
fields of the value chain. Forecasts on the productiv-
ity gains through Al go into trillions of dollars during

the next decade. According to the McKinsey fore-
cast, by 2030.

CN: How do you see generative Al evolving in the
near future?

0G: The future of generative Al looks promising. We
will see improvements in the quality and variety of
content it produces due to better neural networks.
It will work more alongside humans, enhancing crea-
tivity rather than replacing it. In our paper from 2021
(Haefner et al., 2021), we addressed the role of Al in
innovation processes. However, Chat GPT's rise in
2022 exceeded all forecasts regarding its impact.
Interesting is the speed of the progress. In 2012,
modern Al arose with the breakthrough of the Alex
Net (cf. Alom et al., 2018), a convolutional neural net-
work for visual pattern recognition. It started the
area of discriminative Al, for example, distinguish-
ing cats from dogs, traffic signs from billboards,
etc. Since the Open Al initiative, Chat GPT had its
breakthrough, the role of Generative Al has started
to make a difference. It is close to impossible to
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forecast its development. Every day, new applica-
tions are posted. Indeed, we can say that ethical
concerns and responsible development will become
more critical.

NH: | agree that many developments to improve im-
plementation and the responsible use of generative
Al are heading our way. It will be interesting to see
the kinds of applications that can be built once the
models successfully cover more maodalities—cur-
rently, they do text and images well—and as they
are expanded to be able to take more data like web
search into consideration. Of course, there may be
more surprises, like the original unveiling of Chat-
GPT in November 2022. The capabilities of that
model surprised even the researchers working on it,
so | am hoping more of that is to come. Aside from
improved systems, | think we will also see the prolif-
eration of open-source generative Al models, which
could potentially lead to many more companies be-
ing able to use this exciting technology.

CN: How does generative Al impact business
models?

0G: Generative Al is set to reshape business mod-
els in various ways. In creative industries, it speeds
up content creation for artists and designers. In e-
commerce, it personalises product suggestions and
even designs custom items. Businesses can also
use Al-generated content for marketing, saving time
and resources while staying innovative. To every
SME manager, | suggest experimenting with Chat-
GPT to think about enhancing communication with
customers on digital channels, improving customer
retention, developing tender offers, and managing
customer complaints. Getting a first experience and
starting with the learning journey is essential.

NH: There are many opportunities for companies
to use generative Al in ways that lead to efficiency
gains or cost reductions. These can work within
existing business models or enable potent adjust-
ments. The exciting impact of generative Al will
come from companies that can devise creative new
applications, bringing to light various possibilities
for innovating existing business models and creat-
ing entirely new ones.
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0G: There are a lot of critical statements regarding
Generative Al, primarily the phenomenon of “hal-
lucinations”. These are wrong sentences, but they
sound reasonable. However, do not forget that the
quality of the Gen Al output will increase very fast.
We are used to discussing exponential development
when we have Moore's law in mind. However, today's
development of Gen Al has a radically faster speed
than anticipated. Generally, we tend to overestimate
the effect of atechnology in the short run and under-
estimate the effect in the long run.

CN: Can you provide examples of businesses using
Generative Al effectively?

NH: Many companies are experimenting with Genera-
tive Al in various areas across the value chain. One of
the most well-known examples is coding, where many
programmers have adopted GitHub's Copilot to speed
up and improve their programming efficiency. There
are also now open-source implementations, such as
StarCoder by BigCode, which any business can use.

0G: Brands like H&M and Adidas use Generative Al to
design clothing patterns efficiently. Adobe uses Gen
Al to generate safe images for commercial use; they
are trained on millions of professional grades, li-
censed, high-resolution images and ensure that the
created content does not violate existing intellectu-
al property. Video game developers use Al to create
expansive virtual worlds effortlessly. For example,
the Korean NC Soft uses Gen Al to create dialogue
and movements based on text and sound given to it.
Huge efficiency improvements are predicted around
marketing and customer support. Most known are
Amazon and Meta, which have begun to integrate
their generative Al into their product advertising.
This will further accelerate the famous flywheel of
platform business models.

CN: What challenges might businesses face in
adopting Al, and how can they address them?

0G: Implementing Al can be resource-intensive for
smaller businesses due to the need for data and
computing power. There is also the risk of Al-gen-
erated content being mistaken for human-made,
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raising authenticity concerns. Ethical issues, like
bias in content, recruitment, and potential job dis-
placement, need careful handling.

NH: Absolutely; firms need to be ready with a suit-
able technical basis and employees who understand
the technology and can ensure it is well-implement-
ed. Running models in production requires manag-
ing data, keeping track of models, updating them,
monitoring them for bias and drift, etc. Beyond these
technical and organisational aspects, it is also cru-
cial that the company instils a data-driven culture
(Haefner et al., forthcoming). This is closely linked to
the nextissue...

0G: ...balancing automation with human creativity.
Overall, the dominant mindset remains the most
significant barrier to implementing Al on a larger
scale. Our research on the pharmaceutical industry
has shown that despite the vast productivity gaps
in pharma innovation and the demonstrated poten-
tial of Al, pharma has challenges in adopting digital
technologies (Schuhmacher et al., 2020; 2023). Al-
based companies like Insilico Medicine use the tech-
nology effectively in the drug discovery process.

CN: Can you highlight directions in generative Al?

0G: Researchers strive to make Al more creative,
producing novel content, not just mimicking what is
already there. Integrating generative Al with tech-
nologies like augmented reality opens possibilities
forimmersive experiences that blend real and virtual
seamlessly. However, | do not only want to promote
the technology. Besides the often discussed more
obvious limitations of using Al as weapons - see the
1999 movie Matrix - we have many questions: How
can we break the echo chambers accelerated by Al?
How to keep data private and prevent unauthorised
use of personal data? How can we protect ourselves
against the automated requests of Gen Al dialogues,
trying to sell me something?

In our paper on trust principles (Schéafer et al., 2023),
we investigated the tension between using data on
business models and protecting privacy. We found
four principles to support companies inimplementing
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these measures: Firstly, let privacy and data-driven
business go hand in hand. Secondly, put customers
first and turn their privacy preferences into opportu-
nities. Thirdly, align risk-management activities with
the process of digital service development. Finally,
use technology to professionalise legal processes.

Rather sooner than later, | expect, together with my
Machine Learning colleague Damian Borth, that eve-
rybody gets his or her personal Al agent whom | trust
will become the gatekeeper to manage my personal
information overload. Companies like Apple, with
strong privacy principles, will gain trust.

CN: How does Al affect the job market?

0G: Alinfluences employment, but we already had the
same fear in the seventies with the advent of industri-
al robots. We all must learn how to work with the new
technologies. Some jobs will be replaced or reduced;
others will just be enriched. In the long run, many new
types of jobs will be created, like Al ethicist, Al con-
tent curator, Alcommunication specialist, and Al data
steward - to name a few. However, in the short term,
there will be structural unemployment since not eve-
rybody can keep up with the pace of transformation.
In the words of my HBS colleague Karim Lakhani, Al
will not replace humans. Nevertheless, humans with
Al will replace humans without Al.

NH: That is right. We are already seeing that in ar-
eas where Al has become very advanced, like in the
games of Chess and Go, humans who use Al systems
to train themselves or work as centaurs with Al sys-
tems outperform the best ‘lone wolf’ human players.
In my opinion, humans will continue to play a vital
role in developing Al systems. Our ability to design Al
systems and select the most impactful and exciting
use cases will remain highly relevant.

CN: How should businesses prepare for Al integra-
tion while minimising risks?

0G: Businesses need a solid understanding of
Al capabilities and limitations. Decision-makers
should be informed about generative Al's potential.
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Responsible Al development is critical, addressing
biases in data and ensuring transparency with cus-
tomers about Al involvement in content creation.
For all companies, it is essential to become familiar
with the new technology and its disruptive potential.
Qverall, companies survive if they learn faster than
the pace of the changing environment. The speed of
change is incredible if you see the improvement of
Generative Al during the last months. So, we must
keep up with the learning process.

CN: Do you have any final advice for small business-
es starting with Al?

NH: If you still need to, start experimenting now.
The great thing about the current state of Al is that
the ecosystem has evolved enough that so many re-
sources can help everyone get started quickly. There
are cloud-based machine learning platforms like
Amazon SageMaker or similar offerings from Google
and Microsoft that can help you get started and allow
you to scale up quickly. Many external partners can
accelerate your Al journey as well. One of the critical
things to keep in mind is that there are myriad op-
tions out there, but to get lasting benefits from your
foray into Al, it is essential to focus on areas where
you can derive real business value, be that in terms
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of improving efficiency or creating new opportuni-
ties.

0G: Exactly. To summarise our advice, | suggest
thinking big, starting small, failing cheap, and learn-
ing fast.

In conclusion, Oliver Gassmann and Naomi Haefner’s
insights have shed crucial light on the forthcoming
evolution of generative Al, its transformational im-
plications for businesses, and how they can use Al
to innovate their business models. The potential ef-
fects that Al will have on business maodel innovation
and businesses will naturally be a cause of uncer-
tainty for managers (see also Massa, 2023), who will
need to analyse how Al plays into the overall digital
strategies and transformation of the company (Silvi
et al., 2023) as well as other current technological
revolutions such as Blockchains (Schmuek, 2023)and
the Metaverse (Rosenstand et al., 2023). Besides the
ethical concerns relating to the introduction of Al, po-
tential regulation could also affect companies’ opera-
tional spaces (Nielsen, 2023). A balanced approach
is crucial as we navigate these changes, leveraging
Al's potential while upholding ethical considerations.
The horizon is bright for those who harness Al's power
thoughtfully.
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JOURNAL:
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Hexa-X/6G as a General Technology Platform for Business

Model Innovation

Interviewed by Christian Nielsen

An interview about the latest mobile communica-
tions technology is naturally done on older technol-
ogy platforms, namely 4G. Initially, Petri is driving
from Oulu to Toholampi in his car, and | am on the
train to Copenhagen. After Petri arrives at his des-
tination, we switch to WiFi and record the interview
before it is transcribed by Teams software.

CN: Could you explain what 6G is all about?

PA: 6G is the latest generation of mobile commu-
nications technology to be launched to markets by
2030. It is currently at the vision stage; the United
Nations body ITU-R should decide on the global vi-
sion for 6G by the end of 2023 (Ahokangas et al.,
2023c). After that, it will enter the standardisation
and development stage, which means that it starts
the discussion of whose patients will be used as a
basis for the 6G implementations. The first 6G ser-
vices will be launched a year or two before the ex-
pected 2030 launch.

CN: What is the difference between 6G and 5G?

PA: The current latest mobile communications
technology generation in use is 5G. There are three
different versions of 5G being deployed, one for the
consumers called the enhanced mobile broadband
and then two other cases that are more for the indus-
trial or organisational users. First, massive machine-
type communications could be used, for example, in
smart cities for Internet-of-Things applications, and
the other is called ultra-reliable low latency commu-
nications that are needed, for example, in factories,
especially for robots (ITU-R, 2015). Still, it could also
be used in hospitals for medical devices. Currently,
we have enhanced mobile broadband for consumers
available in hotspots like cities and most urban ar-
eas, but not in rural areas yet. Today, approximately
20-30% of the possible 5G coverage is still 4G, so
there is a lot of growth potential.

It has yet to be determined exactly what 6G will be-
come. Still, it is expected to be increasingly used
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beyond humans by machines and autonomous
things, as well as communities and organisations,
for use cases such as immersive communications,
reliable and trustworthy communications, massive
digital twinning, sensing for sustainability, or even
connecting the unconnected. Itis also expected that
future 6G will deeply integrate with artificial intelli-
gence. For example, we have been discussing these
in our recent book, The Changing World of Mobile
Communications (Ahokangas & Aagaard, 2023).

CN: When do we expect 5G to be fully rolled out?

PA: A good question. 5G is being rolled out constant-
ly and developed further based on the original vision.
At some point, a decision will be made that the next
technology release will be called the 66.

Already, 5G and 6G will increasingly bring new kinds
of stakeholders to the mobile communications scene.
Vodafone expects that by 2030, there will be a million
private local 5G networks in Europe'. So, think about
all the possible use cases where you could go indoors
and provide private mobile connectivity to improve
the efficiency of operations. Another new opportu-
nity is sustainability sensing of the environment (Mat-
inmikko-Blue & Arslan, 2023). And then, of course,
connecting the unconnected. These are the oppor-
tunity discussions ongoing around 6G. Of course, the
commercial side of these is something that has yet to
be learned, but these examples indicate new growth
beyond the maturated consumer business.

CN: So now you explained a little bit about where
we are with 5G and the timeline for 6G. What will be
the major differences between what we can see
now, both in the consumer segment and the two in-
dustrial segments? And then what? What will we be
able to do with the 6G in the future?

PA: Well, for the consumers, the expected most like-
ly use case builds on virtual and augmented reality-
based services that require wider bandwidth and
lower latency enabled by 6G. For example, something

Thttps://www.communicationstoday.co.in/a-million-pri-
vate-5g-networks-by-2030-a-million-just-in-europe-says-
vodafone/
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that we call immersive communications. Different
use cases will be developed for industry and other
verticals, like secure zones or twinning. Companies
and cities are expected to be interested in paying
for them, especially all the communications that are
needed around and for critical infrastructures like
energy systems and logistics.

CN: So, what you are talking about here resembles
many expressions used inrelation to the metaverse
(which is covered in greater detail in this special is-
sue in Rosenstand et al., 2023).

PA: Yes, exactly. They are the first steps towards the
metaverse.

Concerning this, something is based on novel tech-
nical capabilities, like the combination of commu-
nications and sensing, which is new (Uusitalo et al.,
2021). When communications go to higher spectrum
bands, radios can be turned into radars that can
sense the environment and even recognise people.
These features come in handy in metaverse applica-
tions.

It is important to note that there are many regula-
tions around sensing and when communications and
artificial intelligence are combined. These regula-
tions will impact the business models and business
model innovation.

CN: I know that you have developed business mod-
els for 6G companies. How will 6G influence busi-
ness model innovation for companies using 6G?

PA: First of all, 6G is a new kind of general-purpose
technology for which the innovation landscape will
change. No single company can do 6G innovation
alone, but as a part of an ecosystem: ecosystemic
effortis needed to create seamless services and de-
vices around BG connectivity (Yrjola et al., 2022).

The key thing here is that to profit from 6G innova-
tion, companies need to change from the traditional
single-company-controlled logic of discrete or ena-
bling technologies into surviving in the ecosystemic
context of integrated general-purpose technology
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platform infrastructures that comprise connectivity,
cloud services, and artificial intelligence (Haefner
and Gassmann, 2023; Ahokangas et al., 2023a). Al-
ready, organisations like cloud service providers are
selling connectivity bundled with the cloud services
or everything else that you can do with the cloud.

So, the innovation of the potential of 66 lies in the
combination of connectivity with all the other types
of data usage (Hurmelinna-Laukkanen & Yrj6la, 2023).
A good example is context data, meaning the location
of activities or contextual awareness of what is hap-
pening in the environment. That kind of data collect-
ed, analysed, reported, and utilised for different kinds
of services form the basis for different context busi-
ness models. Also, context-related business models
could form the basis for monetising privacy as a ser-
vice with the help of artificial intelligence.

CN: So this means that for business model inno-
vation, you have to think more about ecosystems,
which Lingens (2023) goes into detail with?

PA: Exactly. Business models and ecosystem inno-
vation will become inseparable in this context (see
Ricart 2023). So now the question is, how do you
create platforms that attract service providers? And
then the question also is how to enable lock-in with
consumers or whatever type of customers you might
have. To me, business model innovation-related
theories like the ‘'nice’ framework - novelty, lock-in,
complementarity and efficiency (Amit & Zott, 2001)
- or discussions around business model content,
structure and governance (Zott & Amit, 2010; Foss,
2023) might have completely different meanings
in ecosystemic general-purpose technology cases
compared to traditional focal-company-specific
cases.

CN: What should be done next in 6G planning, es-
pecially considering value creation, delivery, and
capture with 6G?

PA: Of course, the customerisalways important. The
guestion is how you ensure the continuity of the ser-
vices you build. Technically and architecture-wise,
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things still need to be done to enable new business
models.

Continuing the 5G architecture, we are now in a situ-
ation where the system’s control point is the mobile
network operator. | see that to be something that
might change in the future. The over-the-top Inter-
net players with lots of content might have com-
pletely different ideas of how to commercialise 6G
connectivity, as they can also monetise connectivity
as a part of their services.

And then there is the question of all the different de-
vices to be used in the future. It will be about more
than just mobile phones; connectivity will merge
with very different types of devices in the future. It is
already in all new cars and can be in whatever kind of
future devices, including virtual glasses or clothing.

CN: So, you talk about the future here. What type
of research will be needed before we are ready to
move into 6G commercialisation?

PA: Technical development is, of course, one thing.
The other side that should concern business model
researchersisregulation. | think there are three ele-
ments to understanding business model innovation
in high and new technology contexts.

Technology is there to enable things, so we need
to understand what it may bring us and how it may
evolve (Ahokangas et al, 2023). Then, of course, nu-
merous regulatory aspects need to be considered.

Spectrum regulation is one in the telecom sector,
but also all the competition regulation, platform
regulation, data regulation, consumer rights regula-
tion, sustainability regulation, artificial intelligence
regulation, cybersecurity regulation, and requlations
related to national sovereignty, to mention a few.

Regulation increases and gets more complex all the
time. If and when you are doing business model and
business model innovation research, understanding
the regulatory context and its impacts on business-
esiscrucial.
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CN: | am delighted that you mentioned that requ-
lation would significantly affect business model
innovation (because it is the theme of another con-
tribution to this special issue (see Nielsen, 2023).

PA: This is what | have asked myself. Our new book,
“The Changing World of Mobile Communications: 5G,
6G, and the Future of Digital Services”, explores this,
among others(Ahokangas & Aagaard, 2023).

However, | see a crucial thing as a beyond-regulation
thing: sustainability and resilience, especially social
and societal sustainability and resilience (Ahokangas
et al. 2023b). How should mobile communications
support them? How do we ensure that 6G infrastruc-
tures are sustainable and support social and societal
sustainability and resilience?

Think of critical infrastructures which call for cy-
bersecurity and raise national sovereignty-related
concerns. Privacy and security concerns depend on
cultural differences and are reflected in how data
ownership, for example, and privacy and security are
seen in Europe, the US, or China (Ahokangas et al.
2023b).

CN: So, there is also a cultural aspect here?

PA: So yes. Social and societal values differ, putting
pressure on how you do business model innovation.
It's not possible to have the same business models
globally. Social and societal differences between
countries influence how you practice business.
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If you think about this discussion on the backlash
on internationalisation because of what has hap-
pened during the past 20 years, this becomes evi-
dent. Many jobs have been transferred to the east,
and now they are required to come back. The global
turmoil and political situation also influence how you
can do business and with whom you do business.

It'salready beensaidin Europe that we should collab-
orate with like-minded countries. To make sure that
our values prevail. This whole business innovation
landscape has changed and becomes not only some-
thing that you think about as how to commercialise a
technology, but you have to consider the requlation,
values, and national interests much more.

CN: And for 6G, this means what?

PA: Connectivity is already the backbone of all digi-
talisation in modern society. Ubiquitous, affordable,
and trustworthy connectivity is increasing in impor-
tance from that kind of perspective and combined
with artificial intelligence, we will see new opportu-
nities arising. But then, the question is how can we
utilise those opportunities because there is so much
regulation. We have variety and differences in values
globally. We have global 5G. My concern is do we get
global 6G. I'm not completely sure of that now. From
the innovation perspective, this strongly influences
the scalability and replicability of business models
and their sustainability in the long term.
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How Blockchain Disrupts Business Model Innovation Counting

on Lock-In Effects

A conversation with Kilian Schmiick
- interviewed by Christian Nielsen

Kilian and | meet at Gliver Gassmann’s office in St.
Gallen at the Institute for Technology Management.
Kilian, QOliver's former PhD student, focused on de-
centralised platform architectures. At the time of
the interview, Kilian worked at Siemens to support
their digital platform and data strategies. In the
meantime, however, he has commenced his own
start-up adventure.

The interview is opened with a short question:
What is blockchain, and what does it do?

Certainly! When examining the concept of block-
chain, itis beneficial to approach it from both a tech-
nical and a business standpoint.

Fromatechnical perspective, blockchainisadistrib-
uted digital ledger technology that meticulously re-
cords and verifies transactions across a network of
multiple nodes. This decentralised system system-
atically links blocks, which are individual records,
securely through cryptographic techniques. Cru-
cially, consensus mechanisms like proof of work or

proof of stake ensure unanimous agreement among
participants regarding the legitimacy of recorded
transactions, eliminating the need for a centralised
authority (see also the discussion on regulation in
Nielsen, 2023).

From a business standpoint, one particularly in-
triguing aspect arises. Implementing blockchain
technologies facilitates the emergence of what is
known as Web3 (Rosenstand et al., 2023), enabling
the execution of digital ownership transactions
throughout the network without the reliance on a
central intermediary. In the previous iterations,
Web1and Web?2, which were founded on the inter-
net, only transactions of digital information could
be carried out in a disintermediated and scalable
manner. However, transactions involving the trans-
fer of ownership always necessitate the involve-
ment of a central authority. For instance, when
utilising platforms like PayPal, users solely provide
digital information to the platform regarding their
desired transaction, while the execution itself
becomes part of PayPal's accounting processes.
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Consequently, a challenging intermediary factor is
present. However, this paradigm is being reshaped
with the advent of Web3. Through blockchain, own-
ership transactions can now be decentralised and
made scalable, paving the way for novel business
opportunities, particularly in the realm of industrial
Internet-of-things.

What is blockchain not, and what is the difference
between blockchain and cryptocurrencies?

The topic of blockchain and its applications requires
a nuanced understanding. It is important to note
that blockchain is not a technology that should be
indiscriminately implemented for all transactional
processes, particularly within secure and trusted
environments. For instance, when transactions
occur within a company that maintains robust ac-
counting practices and internal controls, the adop-
tion of blockchain may be optional. In such cases,
any fraudulent activity would be readily detectable
and ultimately self-defeating, rendering blockchain
implementation redundant. Therefore, the true
value of blockchain technology lies in its ability to
address trustless spaces, particularly in situations
where different companies with conflicting inter-
ests are involved.

It is crucial to distinguish cryptocurrencies as just
onefacet of blockchaintechnology, specifically when
the network is publicly accessible. Cryptocurrencies
primarily serve as coordination tools or incentive
mechanisms within the blockchain ecosystem. Un-
fortunately, the hype surrounding cryptocurrencies,
especially during the COVID-19 pandemic, has had a
detrimental effect and does not adequately encap-
sulate the full technological potential of blockchain.
Regrettably, the largely unregulated market environ-
ment surrounding cryptocurrencies has been ex-
ploited for various fraudulent schemes. However, it
is important to acknowledge legitimate representa-
tives in the space, such as Bitcoin, Ethereum, or
Polkadot. In these cases, the inherent tokens within
the network serve as effective mechanisms for in-
centivisation or to support network governance,
exemplifying the genuine value and purpose of cryp-
tocurrencies beyond the negative connotations as-
sociated with fraud (Schmtick, 2022).
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What is the current development phase of block-
chain, and which developments are expected in the
near future?

| believe two parallel development streams are
progressing concurrently in the blockchain space.
Firstly, blockchain protocols have continued ad-
vancement, with a discernible process of technolog-
ical refinement and a natural filtration of projects.
Many blockchain protocols that gained momen-
tum solely through hype are now facing financial
challenges, while only the most serious and robust
projects are persistently evolving. This selective
process ensures that the focus remains on projects
with genuine potential and technological merit.

Simultaneously, industrial companies are actively
involved in implementing blockchain technology
and preparing for the advent of Web3. They carefully
examine and experiment with the most promising
applications within a protected framework to opti-
mise their potential benefits. This preparation en-
tails considering the implications for their business
models and corporate strategies as they recognise
the transformative power of blockchain and the up-
coming Web3 paradigm, possibly even spurred by 6G
technologies (Ahokangas, 2023).

Inmyview, these two development streams will even-
tually converge. The most high-performing block-
chain protocols, refined through rigorous selection,
will align with the genuinely relevant industrial use
cases. Particularly in the realm of B2B multi-party
data sharing constellations, | anticipate a conver-
gence where the best-performing blockchain proto-
cols will be utilised. This convergence will pave the
way for robust and secure solutions that facilitate
efficient and trusted data sharing among multiple
parties within the industrial landscape.

Concerning the general perception of recent de-
velopments in Blockchain, what are the apparent
research gaps we need to explore further in the
relationships between Blockchain and Business
Model Innovation?

As | indicated above regarding potential application
areas, also relevant research gaps lie in the interplay
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between companies rather than covering the in-
ternal perspectives of companies. This becomes
significantly pronounced when companies find
themselves in a competitive situation alongside the
imperative for cooperation, thus giving rise to con-
flicting interests. In these complex constellations,
commonly called “coopetition,” blockchain may have
a significant and positive impact.

By harnessing the inherent properties of block-
chain, such as transparency, traceability, and im-
mutability, alongside the implementation of smart
contracts, decentralised relationships can ef-
fectively address complexities and foster trust,
even amid competitive dynamics. This adaptabil-
ity will be advantageous in a world where de- and
re-internationalisation happens often (Sort et al.,
2023). Notably, there is a discernible shift away
from a paradigm of pure competition towards a
more collaborative model, which finds resonance
within platform ecosystems operating in the B2B
context. An illustrative example of this shift can
be seen in the co-development of federated plat-
form ecosystems like Catena-X. Within such eco-
systems, stakeholders must internally justify their
resource investments while directing efficient and
targeted contributions to the partner network (see
also Silvi et al., 2023). However, the intricacies sur-
rounding contribution games in these scenarios re-
main largely unexplored. This is where blockchain
technology holds potential value, as it can provide
valuable insights for measuring and evaluating con-
tribution efficiency, thereby facilitating effective
resource allocation (Schmiick, 2022).

Furthermore, the matter of decentralised platform
governance emerges as a pivotal consideration. As
co-opetition intensifies within platform ecosystems,
decision-making processes necessitate an approach
that embraces democratic principles. Here, block-
chaincanserve asaneutral trustee, ensuring fairness
and upholding integrity in decision-making while con-
currently dispersing authority (Schmtick et al., 2021).
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So, where does that leave you regarding the core
implications for practitioners regarding where to
apply blockchain?

When considering the application of blockchain
technology, we can distil it into three fundamental
circumstances where it holds meaningful relevance.
Firstly, it is pertinent in business constellations in-
volving cross-organization value transfersand carry-
ing potential conflicts of interest. In such scenarios,
blockchain's inherent function of providing neutral
trust becomes particularly valuable.

Secondly, blockchain technology's decentralised
and neutral nature finds its natural fit within plat-
form ecosystems, especially when addressing BB
relationships. Unlike end-consumers, businesses
often have a heightened need for data sovereign-
ty, which can be achieved by implementing data
usage policies and their consistent enforcement
via smart contracts. These smart contracts ena-
ble predefined and automatically executed if-then
relationships within the decentralised network,
ensuring data integrity and enhancing participant
trust.

Lastly, blockchain-supported transactions should
exhibit a comparatively higher ratio of value to vol-
ume. This consideration is crucial because it is only
in such cases that the additional operational com-
plexity of decentralised platforms or networks can
be justified. By aligning the value-to-volume ratio,
blockchain technology can demonstrate its efficien-
cy and viability as a cost-effective solution for facili-
tating secure and transparent transactions.

As such, what are the core implications related to
platform economics?

We are delving into the realm of decentralised plat-
forms, where blockchain seamlessly integrates into
the core operational mechanisms of these platforms.
Blockchain truly unleashes its full potential within the
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decentralised network structure (see also Lingens,
2023). Consequently, platforms themselves inevitably
adopt a certain level of decentralisation. Thought-
ful implementation of this approach can profoundly
influence the power dynamics within a platform. For
instance, a central platform sponsor can no longer
amass the same level of information asymmetry, a
shift that greatly benefits the remaining stakehold-
ers, particularly in the B2B context. As a result, a
strong incentive emerges to dismantle data silos, as
the platform fosters greater trust and collaboration.
In the Industrial Internet-of-Things realm, we are
witnessing a notable shift away from centralised
data monopolies towards federated or decentralised
multi-party data sharing. However, it is vital to under-
score the significance of platform governance in this
context. Afitting analogy can be drawn to the realm of
politics. Just as establishing more democracy neces-
sitates arobust constitution, the same principle holds
true for platforms. The more decentralised a platform
becomes, the more pivotal platform governance be-
comes (Schmick and Gilgen, 2021). It must strike a
delicate balance, ensuring optimal platform liquidity
while safequarding maximum user data sovereignty.
The governance framework plays a crucial role in up-
holding these dual objectives.

Concluding Remarks

In conclusion, Blockchain technology introduces
trusted and distributed interdependencies within
ecosystems. Consequently, it mitigates the lock-in
effects experienced by users, which influenced the
success of network effects as a significant value
driver in various digital business model configura-
tions. As relationships transcend from a Web?2 and
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platform-centric to a Web3 and user-centric per-
spective (see also Rosenstand et al., 2023), value
mechanisms and ecosystems incorporating block-
chain must account for this transformative aspect.

The challenges associated with Blockchain pre-
dominantly lie in the organisation and governance
structure (cf. Foss, 2023), presenting a range of
game-changing dynamics for business model inno-
vation. In the last few decades, the internet, plat-
forms and ecosystems disrupted incumbent and
non-digital firms with digitalisation and digital busi-
ness models. Now, blockchains are disrupting plat-
form business models and ecosystem management.
In this context, blockchain technologies contribute
to democratising platforms and ecosystems, provid-
ing them with reach and ease of access. Dal Mas et
al. (2020) identify four ways blockchains can lead to
more sustainable business models (see also Ricart,
2023). First, asset tokenisation allow for participa-
tive business models where stakeholders can take
part in each other’s decisions. Second, transpar-
ency creates social proof and can drive consumer
behaviour. Third, reduced transaction costs through
disintermediation allow for the utilisation of unused
resources, reducing waste. Finally, the distributed
ledger allows distributed investments and profits,
allowing more people to participate in a given busi-
ness idea investment.

In conclusion, blockchain is not the same as crypto-
currencies. Blockchain serves as a digitally compli-
ant trustee for cross-organization relationships that
may characterised by conflict of interest. It ensures
secure and reliable management of digital assets,
reinforcing the notion that blockchain encompasses
more than just financial transactions.
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Metaverse and Society 5.0: Pivotal for Future Business

Model Innovation

Abstract

The area of interest is future business model innovation in Society 5.0. Thisis important as the tran-
sition from Society 4.0 to Society 5.0 is happening at an exponential pace driven by the Metaverse.
Thus, the research questionis: how should companies think and do business model innovation in the
Society 5.0/ Metaverse space? The method is conceptual, where the business model characteristics
of Society 1.0 to 4.0 are empirically stated for inductive arguments for equivalent characteristics of
Society 5.0. Thisis framed with Society 5.0 theory, Metaverse theory, and Osterwalder and Pigneur’s
nine business model building blocks from their iconic Business Model Canvas (BMC). The contribu-
tion is a framework cross-tabulating Society 1.0 to Society 5.0 with the nine BMC elements. Finally, a
discussion is provided with findings and implications for managers regarding business model inno-
vation, new businesses, outcome logic, ecospheres, and currencies.

Introduction

According to Taran et al.(2022), based on the work of
Keeley et al. (2013), business model innovation holds
promise for the most significant value creation po-
tential. Civilisation, as we know it, is on the verge of
transitioning from Society 4.0, the industrial society,
to the super smart Society 5.0. In a recent report,
McKinsey & Company (2022) estimates that by 2030,
the Metaverse has the potential to generate up to
USD 5 trillion in value. The metaverse is a megatrend
and one way to encompass the digital future, in

which economic and political barriers of the current
Internet could be overcome. As such, the metaverse
is a candidate to become the next generation of the
Internet, a possible interface or platform of Web 3.0.
(Ritterbusch and Teichmann, 2023), it holds promise
for catalysing future business model innovation.

The field of business model innovation has matured
considerably in the last decade, and the business
model discipline has undergone some distinct de-
velopment stages (Zott et al., 2011; Nielsen et al.,

Keywords: Metaverse, Society 5.0, business madel innovation, foresight
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2018). According to (Aagaard & Nielsen, 2021), the
fifth research stage relates to the role of business
models in times of increased instability in society
and the uncertainties associated with these. With
the intent to identify critical trajectories towards a
2030 horizon, Aagaard & Nielsen (2021) argue that
business model innovation must be able to provide
value for society because while technology may
solve problems, value is created through its inclu-
sion in viable and scalable business models that live
up to the norms and standards expected by socie-
ty. We also see new tendencies emerge around the
globe where a human-centric approach is expected
to be an integral part of technological innovation
and business model innovation - e.qg., Japan's policy
on Society 5.0 (Japan Cabinet Office, 2016) and the
European Commission’s policy brief on Industry 5.0
(Breque et al., 2021). The logic behind this tendency
to include the human-centric perspective is that the
current way of working for society has created giant
leaps in technological innovation and stretched the
boundary for what earlier was considered almost im-
possible, but aspects of social innovation and focus
on the societal development and aligning society to
these many innovations have been down-prioritized
(Gershenfeld et al., 2017).

The metaverse can significantly create a more hu-
man-centred, sustainable, and inclusive society by
introducing new technologies that improve people’s
lives and create a better world. This article describes
the relationship between the metaverse and Society
5.0 and the types of technologies and mechanisms
they rely on. The research question we discuss and
unfold is: How should companies think and do busi-
ness model innovation in the Society 5.0 / metaverse
space?

As part of our response to this research question,
we develop a framework which can be used to de-
velop strategies for business model innovation in
the metaverse/Society 5.0 context. The remain-
der of this article is organised as follows: First, the
metaverse isintroduced, followed by an introduction
to Society 5.0 that includes a depiction of different
types of value creation. The fourth section introduc-
es our framework for business model innovation in
the metaverse and Society 5.0, and the conclusion
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provides avenues for future research and spotting
new business opportunities.

Introducing the Metaverse

In its most basic form, the Metaverse includes three
features: 1) a sense of immersion, 2) real-time in-
teractivity, and 3) user agency. Ultimately, the full
version of the metaverse will include platforms and
devices that work seamlessly with each other, allow-
ing thousands of people to interact simultaneously
and use cases that go well beyond gaming. To some
extent, the Metaverse is already present in limited
form in online video games and virtual worlds as the
Web 3.0 iteration of the internet supports online 3-D
virtual environments through conventional person-
al computing and virtual and augmented realities.
Companies are already using tools and methodolo-
gies associated with the Metaverse. For example,
Boeing uses the Metaverse to design and test new
aircraft. Siemens uses it to create digital twins, as
a virtual representation of the physical objects and
systems of its factories and production lines, used to
simulate, analyse, and control its counterpart. Gen-
eral Motors uses the metaverse to train its workers
to assemble new vehicles.

The Metaverse concept was first introduced in Ste-
phenson's novel “Snow Crash” (Stephenson, 1992),
describing a 3D virtual reality populated by avatars
of real people. To this end, the metaverse refers to
a virtual reality existing beyond reality (Key et al.,
2021). In common parlance, the Metaverse often re-
fers to a world created by a creator, where the users
must “live” under the creator’s rules (Hwang & Chien,
2022). As the metaverse is an emerging technol-
ogy, the concept is not consistently defined. Thus,
a broader definition should be applied, including a
broad range of immersive technologies such as vir-
tual, augmented, and mixed reality (Vistisen et al.,
2023), where mixed reality allows interactions be-
tween real and digital objects.

From a business perspective, Metaverse is often
defined as a platform for activity. To this end, Meta,
formerly known as Facebook, defines it as a place
to “connect, work, play, learn, and shop” (Meta, n.d.).
However, researchers tend to define the Metaverse
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with platform-independent characteristics, as seen
in the 28 research definitions in a structured litera-
ture review by Ritterbusch and Teichmann (2023).
Their study illuminates a highly interdisciplinary
interest in the phenomena, including arts and hu-
manities, business management, accounting, com-
puter science, engineering, environmental science,
medicine, and social science (ibid.). To encompass
both a platform and platform-independent perspec-
tive, they suggest “... that the metaverse will be a
single three-dimensional online environment with
many metaverse platforms, in which each metaverse
platform is embodied in the form of virtual spaces”
(ibid.,p. 12375).

The Metaverse is still inits infancy but holds promise
of substantial change for many industries. For exam-
ple, the Metaverse can be used in manufacturing to
create digital twins of factories and production lines
to simulate and optimise production processes. The
same could go for ships and aircraft; in logistics,
the Metaverse can track the movement of goods
and materials in real-time. In the retail sector, the
Metaverse would lead to virtual stores where cus-
tomers can browse and purchase products immer-
sively. In education and healthcare, the Metaverse
can improve accessibility and quality in training,
learning, and interaction. In addition to these spe-
cific industry applications, the Metaverse will likely
have a broader impact on how we work, learn, and
socialise. For example, the Metaverse enables and
enhances remote work as we know it today, attend-
ing virtual conferences and other events without
travelling. It could also create new social networking
opportunities and foster collaboration between peo-
ple from different cultures.

The market size of the Metaverse is growing expo-
nentially, doubling nearly every second year. Here, it
is defined “... as the next iteration of the internet, the
metaverse is where physical and digital worlds come
together” (Statista, n.d.). From USD 19 billion in 2021
to an estimated 100 billion USD in 2026. Following
this broad market definition from Statista, we are
close to another megatrend, namely Society 5.0, as
a concept originated from the Japan Cabinet Office.
Society 5.0 is defined as a “... human-centred soci-
ety that balances economic advancement with the
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resolution of social problems by a system that highly
integrates cyberspace and physical space” (Japan
Cabinet Office, n.d), where cyberspace is equivalent
to virtual reality. The last part of the definition, “... a
system that highly integrates cyberspace and physi-
cal space,” is equivalent to the market perspective
on the Metaverse, where the physical and digital
worlds come together. Therefore, it can be argued
that the Metaverse is the very technology that con-
stitutes the future infrastructure of Society 5.0. The
logic is, hence, that the Metaverse and Society 5.0
are two closely related concepts bound by the pres-
ence of technological advances such as 6G (Ahokan-
gas, 2023), AR, XR, digital twins, web3, digital assets,
NFTs(Schmtck, 2023), and Generative Al (Haefner &
Gassmann, 2023).

Introducing Society 5.0

Since the early ages, we have seen different arche-
types of society that have emerged, mixed with a
new archetype, and continued this trajectory, where
what was useful was kept, what was no longer func-
tional was abandoned, and what was new was adopt-
edand putinuse. Thelogic with these societal shifts
is that new societal movements emerge to solve the
problems created within the existing and prior soci-
etal forms (Huang et al., 2022).

Society 1.0 is often referred to as the ‘hunter-gath-
erer society’. This societal form was characterised
as a non-productive economy, focusing on gather-
ing food and surviving by finding food, fishing, and
hunting. The transition to Society 2.0 occurred as
knowledge was created about agriculture and farm-
ing. This societal form is often referred to as ‘the
agricultural society’. The logical transition from 1.0
to 2.0 occurred because the hunter-gatherer soci-
ety could not provide enough food for the increasing
population. Therefore, the 2.0 way of living solved
the problem that the 1.0 form could not. In the ag-
ricultural society, living standards increased as the
food supply became self-sufficient. Therefore, new
activities came into focus, such as weaving fabrics
and creating pottery like in ceramics. In this era, we
saw the first industrial revolution with light industry.
This development led to a barter economy between
large groups of families and settlers.
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In the transition towards Society 3.0 - the ‘indus-
trial society’ - the invention and application of
machines and more advanced technology (com-
pared to, e.g., axes, shovels, and needles) began
to replace many of the hitherto manual labour pro-
cesses. Here, we saw the second industrial revo-
lution and the beginning of heavy industry and the
use of, e.q., chemicals. Small factories started to
sprout, and the Industrial Revolution started with
machines and factories, e.g., related to the textile
industry. What also occurred in Society 3.0 was
the establishment of critical infrastructure such
as ports, railways, and roads and, in addition to
this, electricity, water, and sanitary installationsin
households. Moreover, an essential aspect at this
point was that people started gaining rights. At this
point, we witnessed the third industrial revolution
with the introduction of computers and the Inter-
net to large companies and universities. Currently,
we are in Society 4.0, the information society’rec-
ognised by individuals having access to their own
ICT devices, the development of |oT, automated
manufacturing, Machine Learning, and Augmented
Reality. These technologies represent the fourth
industrial revolution, which is taking place as we
write this chapter.

Currently, we can instantly share information, inter-
act, and know what happens when it happens, and
it also, to some extent, is possible for us to forecast
tendencies. The problems that our way of living in
society 4.0 has created are, e.qg., a high degree of
environmental impact, mass consumption of scarce
resources, and nations around the globe, where dif-
ferences between living standards and quality of
life have not developed the same pace as technol-
ogy (i.e., Japan Cabinet Office, 2016; Gershenfeld
et al., 2017; Huang et al., 2022; Breque et al., 2021).
The down-prioritised focus - at least in the early
stages of Society 4.0 has led to a new emerging ten-
dency: Society b.0. In the last decade, we have been
introduced to the 17 United Nations Sustainable
Development Goals, and Japan and the European
Commission have put human-centricity on the po-
litical agenda for solving the problems we have cre-
ated ourselves.
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Society 5.0 - the super smart society

We currently stand on the edge of a transition to-
wards Society 5.0, which is referred to as a ‘super
smart society’(Japan Cabinet Office, 2016; Huang et
al., 2022) and ‘the imagination society’ (Keidanren,
2018). Society 5.0 is, as mentioned, defined as:

"A human-centred society that balances eco-
nomic advancement with the resolution of so-
cial problems by a system that highly integrates
cyberspace and physical space.”(Japan Cabinet
Office, 2016).

Central to Society 5.0 is creating a balance between
economic development and solving societal issues.
The outcomes and potentials associated with Soci-
ety 5.0 include improving citizens’ health and well-
being, attracting and retaining talent, and ensuring
long-term prosperity. The ambition is that it is now
time to grab the social aspects of innovation and let
both technological- and social innovation co-evolve
much closer and better than we have seen until now.
Hence, collaboration and co-production have be-
come new ways of working across administrative
and sectoral boundaries (Brix et al., 2020). While the
Society 5.0 movement could seem like a far-away
abstraction, it is possible already to see tendencies
where this'new way of working'is taking place. In the
region of Eindhoven in the Netherlands, a range of
local companies and organisations from both public,
private, and third-sector organisations have cre-
ated a large-scale collaboration with a shared vision
for the region, where close collaboration, common
strategies, and alike have been developed to solve
the problems of the region, e.q., attracting a critical
mass of talents for the tech-companies. This con-
crete example of a movement that can be defined
as a small-scale society 5.0 is called ‘Brainport Eind-
hoven(n.d.)- the home of Pioneers.

With the increasing attention towards the mix of
cyberspace and physical space, we already see the
Metaverse as an approach to turn data into things
and things into data to create more value and better
lives (Gershenfeld et al., 2017; Nielsen & Brix, 2023).
One of the tendencies that are forecasted to shift
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is, e.g., the movement from economies of scale and
the efficiency pervasion towards focusing on value-
creation in the word's broadest terms. Our evidence
for this postulate can be found in the European Com-
mission’s policy brief (Breque et al., 2021).

“Industry 5.01 recognises the power of industry
to achieve societal goals beyond jobs and growth
to become a resilient provider of prosperity by
making production respect the boundaries of
our planet and placing the wellbeing of the in-
dustry worker at the centre of the production
process.”(Breque et al., 2021, p.14)

Value creation - private value, public value, and
outcome logic

While the value-creation construct is a central part
of business models in general, where the notion of
the value proposition towards the user of a given
product/service/technology also plays a central
role, and it captures the way value is delivered, cap-
tured (Osterwalder & Pigneur, 2010), and according
to Nielsen (2023a) also dispersed among the stake-
holders of a company. Our logic is that when we ap-
ply a Society 5.0 filter on the current understanding
of value-creation about business models, we might
benefit from applying the distinction between pri-
vate value and public value (Moore, 1995) and intro-
ducing the perspectives of outcome logic (Funnel &
Rogers, 2011). The business model innovation pro-
cess can capture more societal and social nuances
if the business model's value construct is further
unfolded and elaborated with this inspiration from
sociology and political science.

Private and Public Value

The classic distinction between private and public
value is that private organisations create private
value, for example, growth and new jobs. In contrast,
public organisations create public value, such as
service delivery to citizens, where the citizens, us-
ers of services and alike experience the service(s) to
be meaningful and valuable (Moore, 1995). There is,
however, more to it than what is stated in this dis-
tinction (Try and Radnor, 2007). Our point is that the

'The European Commission's policy brief does explicitly
mention Society 5.0
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business model innovation literature is already en-
riched by knowledge and intellectual development
in the ‘private value’ perspective, which we have just
unfolded above. However, we can potentially find
new value-related themes in the business model lit-
erature by delving into the literature on public value,
co-production, and outcome logic (Durose et al.,
2015; Brix et al., 2020). The critical aspect of public
value is that organisations who (co-)produce pub-
lic value, on the one hand, must focus intensely on
internal efficiency and effectiveness, implying that
waste, in the broadest term, must be avoided. While
having this internal focus, it is also essential that the
organisation’s way of working and what they create
live up to the expectations of users (and citizens in
general), e.g., related to sustainability, the UN SDGs,
and the UN Global Compact. Therefore, the same
organisations, on the other hand, must ensure that
the services(and the artefacts related to these) they
make available are relevant and valuable to the citi-
zensand users(Colon & Guérin-Schneider, 2015). The
logic is that no oneis better off with services that do
not work or matter. As a third parameter, thisimplies
that organisations must continuously evaluate if and
how they live up to their strategies and what they
have promised in these strategies, and also - ideal
typically - to include users in this evaluation (Moore,
2019). The premise for this perspective is that if
the organisation does not live up to its promise, or
if the users or citizens, in general, are sceptical in
this regard, value conflict or perhaps even value de-
struction could potentially occur (Nabatchi, 2018).
This implies that organisations must unfold critical
outcome logic explicitly related to the value creation
expected to materialise in their business model.

Outcome logic

An outcome logic - also known as the effect logic -
is an explicit account of not only the concrete out-
put that is created because of a range of activities
(e.g., a product) but also the effect that this product
will have on the medium and long term on the users,
on the environment, socially, etc. (Pawson & Tilley,
1997; Kringelum & Brix, 2020). Our point is that when
political ambitions such as the definitions found by
the European Commission stage well-being, etc.,
explicitly, it is also essential that organisations
start including this line of thinking in their business
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Table 1.

A product is pro-
duced, e.g., a hear-
ing aid

The hearing aid is sold/
given to a user.

The user starts hearing
(better), experiences to be
better included in conver-
sations, and perhaps also
feels safer when walking
because of warning sounds
might better be heard.

The user might find it
easier to socialise in
general and take more
active partin sports,
and / or other hobbies,
and hence increase the
feeling of inclusion in lo-
cal community.

The user’s individual well-
beingisincreased, s/he
becomes physically and
mentally healthier and the
degree of democracy is
higher since the user can
engage in dialogue easier
than before.

Table 1: Anillustrative example of an outcome logic (Source: Authors’ development)

models and reporting, perhaps as a new account-
ability measure. Table Tgives anillustrative short ex-
ample of an outcome logic for inspiration.

We believe that adding a public value outcome logic
when revisiting existing business models or recog-
nising opportunities for new business models is a
relevant and potentially soon-required avenue.

Analysis: BM perspectives on the

Metaverse and Society 5.0

We are currently leaping into a super-smart and
human-centred society. An essential aspect of this
definition is the focus on ‘highly integrating cyber-
space and physical space’, where the Metaverse
plays a key role cf. our perspectives above. In Soci-
ety 5.0, the digital and real-world interact - thisis the
Metaverse. The digital and real-world interactions
play a vital role in the transformation towards Soci-
ety 5.0 in several ways. Regarding personalisation,
the Metaverse can be used to create tailored expe-
riences for individuals in, for example, healthcare,
education, and entertainment. The Metaverse can
also play aroleinreducing our environmental impact
through virtual meetings, conferences, or virtual ex-
periences instead of travelling.
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Regarding inclusivity, the Metaverse can be used to
make our society more inclusive and accessible to
everyone. Forexample, people with disabilities could
participate in activities they would otherwise be un-
able to do through Metaverse technologies. Qverall,
the Metaverse has the potential to play a significant
rolein helping to create a more human-centred, sus-
tainable, and inclusive society. The Metaverse and
Society 5.0 also focus on how technology improves
people’s lives and creates a better world.

As argued above, the Metaverse is the future infra-
structure of Society 5.0 and, thus, also a system
needed to operate and communicate in Society 5.0
and its businesses. From a communication science
perspective, the following accumulative progression
from Society 1.0 to 5.0 can be arqued regarding soci-
ety format, communication activity, involved parties
in communication, spatial distance, and infrastruc-
ture.

The ambition is not a media historical contribution,
as this is a well-established field (e.g., Finnemann,
2005). This article investigates the framing of Soci-
ety 5.0 and its infrastructure according to business
models. To this end, we leverage the nine elements
of Osterwalder and Pigneur’s Business Model Can-
vas (BMC) for developing, describing, and analysing
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1.0 Hunter-gatherer Speak Person-to-person Close Prey & plants  Air

2.0 Agrarian Write Person-to-person Distant Yield Postal

3.0 Industrial Print Person-to-people Distributed Goods Publishers
4.0 Information Browse  People-to-people Digital Service Internet
5.0 Smart Immerge Alsto people Virtual Intelligence Metaverse

Table 2. Cross-tabulation of society-format and media history. (Source: Authors’ development)

business models: Customer segments, Value Prop-
ositions, Channels, Customer Relationships, Rev-
enue Streams, Key Resources, Key Activities, Key
Partnerships, and Cost Structure (Osterwalder &
Pigneur, 2010).

We argue that each of the nine BMC elements has
different qualities regarding success in different so-
ciety formats. The methaod is thus inductive, as we
from business history know the accumulative quali-
ties from Society 1.0 to 4.0, and we use this knowl-
edge to extrapolate suggestions for accumulative
business model qualities in the upcoming Society
5.0. The suggested general qualities, both from his-
tory, today, and in the future, are suggestions and,
thus, to some extent, examples that can be debated.
The contribution is an imaginative framework for
developing business models for Society 5.0 with the
Metaverse as the most important communication
infrastructure. In the following, we give examples of
each element from the business model canvas.

Customer segments
They identify the different groups of people or or-
ganisations a business aims to serve. The customer
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segments align with the involved and spatial col-
umns from Table 2. In the hunter-gatherer Society
1.0 with close person-to-person involvement, cus-
tomer-to-customer (C2C) models were the norm.
The agrarian Society 2.0 extended this to distant
person-to-person involvement, allowing business-
to-customer (B2C) models to be developed. Then,
with the industrial Society 3.0 with distributed per-
son-to-people (one-to-many) involvement, a mar-
ket for business-to-business (B2B) arose. Moreover,
with the information Society 4.0, online people-to-
people (many-to-many) involvement is leveraged
for platform economy with hybrid forms of earlier
business models such as business-to-business-to-
customer (Hybrid) models. Because Al is involved
in communication in the Metaverse, we will see Al-
2-Hybrid models emerge in the smart Society 5.0.

Value Proposition

The unique value that a business offers to its cus-
tomers. Generally, this follows the primary ex-
changed values of different societies outlined in
Table 2. In the hunter-gatherer Society 1.0, the value
was natural resources in the form of prey and plants,
and the value proposition for offering this was simply
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survival. In the agrarian Society 2.0, the value was
cultivated resources in the form of yield from, e.qg.,
farming and mining, resulting in quantity as an
emerging value proposition. In industrial Society
3.0, where the value was in mass-produced goods,
convenience emerged as a value proposition. Today,
in information Society 4.0, where value comes in
the form of services, the value proposition is trans-
formative. Taking this further into the smart Society
5.0, where the value is intelligence, whether artifi-
cial, human, or hybrid, the value proposition will be
different forms of meaning, probably in the form of
artificial or mixed minds. Another essential aspect
that will become increasingly important is the dual
focus on both private value and public value and the
ability of (and expectations too) organisations to op-
erationalise the outcome logics of how their supply
impact business, society, and wellbeing.

Channels

The various ways a business delivers its value propo-
sition to customers. In general, the channels align
with the customer segments of the societies. In the
hunter-gatherer Society 1.0 with C2C businesses,
the channels were personal. This evolved into mar-
kets as a new general channel where business own-
ers could sell directly to customers (B2C) in seasons
when yield was harvested. The following industrial
Society 3.0 with mass-produced goods was not sea-
son-dependent, and thus, permanent shops for B2C
became the norm. Today’'s information Society 4.0 is
characterised by the exponential growth of internet
trade through online channels with hybrid business
models such as platforms for sharingeconomy. From
the definition of Metaverse with many virtual spaces
primarily owned by different businesses(Teichmann,
2023), a virtual space will probably be the future pri-
mary channel for Al delivering value propositions to
hybrid customer segments.

Customer relationships

The type of relationship a business establishes
with a customer. Customer relationship is gener-
ally aligned with the channels that characterise a
society. In the hunter-gatherer Society 1.0, per-
sonal channels were established as ad hoc cus-
tomer relationships. Later, in the agrarian Society
2.0 with marketplaces, customer relationships were
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established through merchants. In the industry So-
ciety 3.0 with shops, customer relationships are es-
tablished through shops offering standard goods.
Today, in Information Society 4.0, mass customised
services are expected. Following this forward, chan-
nels for mass-individualised tailor-made offers will
be expected.

Revenue streams

The way a business makes money from its custom-
ers. The revenue stream generally aligns with the
society format and value from Table 2. In the hunt-
er-gatherer Society 1.0, where prey & plants were
valued, money or income, or broader speaking rev-
enue, was generated from barter. Trade generated
revenue in the agrarian Society 2.0, where yield was
valued. Later, delivery generated revenue in the in-
dustrial Society 3.0, where goods were valued. In
today’s information Society 4.0, where services are
valued, subscription generates revenue. Following
this into the smart Society 5.0, where intelligence is
valued as a commodity, revenue will be generated by
artificial or hybrid minds.

Key resources

The critical resources required to operate the busi-
ness, deliver the value proposition, maintain cus-
tomer relationships, and achieve profitability. The
essential resources are aligned with the source of the
value from Table 2. So, in the hunter-gatherer Society
1.0, the source of prey & plants was nature, thus the
critical resource. Later, in the agrarian Society 2.0,
the source of yield was cultivated nature as the key
resource. Then, in Industrial Society 3.0, the source
of goods was the factory and thus the key resource.
Today's information Society 4.0 is characterised by
services, where the source for this is data as the key
resource. Taking this further into the smart Society
5.0, where the value is intelligence, the source is al-
gorithms generating information as the key resource.

Key activities

The essential activities or operations required to
achieve the business objectives. This aligns with
how key resources are leveraged to create value
propositions. In the hunter-gatherer Society 1.0, the
key activity hunt & collect created the value propo-
sition of survival in nature. In the agrarian Society
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CUSTOMER SEGMENTS  (C2C B2C
VALUE PROPOSITION  Survival Status
CHANNELS Personal Markets
CUSTOMER Ad hoc Merchants
RELATIONSHIPS

REVENUE STREAMS  Barter Trade
KEY RESOURCES Nature Cultivated
KEY ACTIVITIES Hunt & collect Extracting
KEY PARTNERSHIPS  Tribes Guilds
COST STRUCTURE Health Workers

B2B Hybrid Al-2-Hybrid
Convenience Transformative Meaning
Shops Online Virtual
space
Standard Customized Tailor-made
Delivery Subscription Minds
Factory Data Algorithms
Producing Analysing Sensing
Value chains  Ecosystems Ecospheres
Material Computing Mental

Table 3: Summary of business model analysis of Society 5.0 (Source: Authors’ development)

2.0, where the key resources were cultivated, the
value proposition of status was created through
the key activity of extracting yield from e.g., farms
or mines. Then, in industrial Society 3.0, the key
activity became producing goods from factories,
hence creating scales of economy and lower costs
that made it possible for more consumers to afford
such goods as the value propositions. In today's in-
formation Society 4.0, where the value proposition

70

is transformative, the key activity is analysing key
data resources. Projecting this into the smart Soci-
ety 5.0 where the key resources are algorithms, the
value proposition is meaning created by sensing as
the key activity.

Key partnerships
The organisations, suppliers, or other entities a
business collaborates with to achieve its objectives.
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In general, the key partnerships are aligned with the
governance behind the performance of key activities
leveraging key resources. To this end, the hunter-
gatherer Society 1.0 was characterised by tribes as
the key partnerships protecting its members and a
platform for organising hunt & collect from nature.
Then, in the agrarian Society 2.0, key partners were
organised in guilds developing and sharing meth-
ods of extracting from a cultivated nature. In the
following industrial Society 3.0, key partnerships
were organised in value chains. Today, in the Infor-
mation Society 4.0, value chains have emerged into
value systems as loosely coupled value chains, also
termed ecosystems, where key partnerships are
configured to leverage data for analysis. Extending
this thinking into the smart Society 5.0 with loosely
coupled ecosystems (see also Lingens 2023 and Ri-
cart, 2023), resulting in ecosystems of ecosystems,
also termed ecospheres (Rosenstand, 2021, 2023),
where platforms for partnerships are configured to
leverage algorithms.

Cost structure

The significant costs and expenses associated with
operating the business. This aligns with the prereg-
uisite for the key activities. In the hunter-gatherer
Society 1.0, the prerequisite for hunt & collect was
physical health as the cost structure. Then, the cost
structure became workers as the prerequisite for
extracting in the agrarian Society 2.0. The following
industrial Society 3.0 cost structure was raw mate-
rial as a prerequisite for producing goods. In today's
information Society 4.0, digital computing is the
prerequisite for analysing data. Taking this further
into the smart Society 5.0, the prerequisite for sens-
ing is a healthy human and artificial psyche - mental
health.

Summary of historical ideal types of business
model components throughout time

Summarising the logic and perspectives from sec-
tion 4.1, the following patterns emerge in Table 3.

Discussion and Implications
The section discusses and provides implications
to our article’s research question, 'How should
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companies think and do business model innovation in
the Society 5.0 and the Metaverse space? We discuss
four relevant business model innovation trajectories
based on articulations of the Metaverse and Society
5.0 and our illustration of how they are connected to
key business model elements.

The Metaverse as a space to create (new) busi-
ness

Leaning on the above analysis, successful business
model innovation in Society 5.0 will need to provide
meaningful value propositions in virtual space(s).
The logic is that customers are increasingly entering
virtual reality where new offerings are made, e.g., it
is possible to check out a rental apartment from the
other side of the globe before accepting the lease. We
also see that some customer segments are adopting
hybrid versions of former physical products/services
when offered. In the Central Region of Denmark, a
theatre has started using virtual reality as part of the
physical performances, where VR goggles are used
by the audience to ‘travel back in time" and experi-
ence past local historical events. This implies that
successful value propositions must simultaneously
be viable in the real world and be created to allow
for integration in cyberspace or vice versa. Compu-
tational power, Al, and AR (and other new technolo-
gies)will be able to create tailored individual solutions
and experiences in real time for customers in virtual
spaces. Revenues, too, will be challenged. They will
be algorithm-based, and factoring in technology, pay-
per-use or pay-per-intensity and pay-per-calculated
satisfaction will be viable revenue models.

In Society 5,0, technology plays a positive role in
the planet's and citizens' wellbeing. It can create
proximity in mixed spaces, ensuring access and af-
fordability to different geographies and customer
segments. In the future, the Metaverse, using these
mechanisms, can also improve citizen engagement
and democratic processes, which are at the core of
Society 5.0.

Implications for managers

Based on these perspectives, we claim that manag-
ers must consider value propositions that are creat-
edinthevirtual space orare accessible through both
real and virtual channels, and they should consider
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how the virtual and real access channels enrich one
another rather than cannibalising each other (see
also Nielsen & Lund, 2018).

Articulation of outcome logics

Pressures to document private and public value out-
comes are well underway (Breque et al., 2019) and
will be significant in the entrance to Society 5.0. Un-
derstanding and showcasing concrete examples of
outcome logic associated with activities in business
and how they form business model innovation will
become strategic success parameters, especially in
recognition of opportunities for new business mod-
els (Brix & Jakobsen, 2015). Outcome logic includes
a focus on welfare and the health and well-being of
citizens, of which the technologies that enable the
Metaverse, such as 6G, Al, and digital twins, will be
pivotal. Outcome logic will also be a game-changer
inrepurposing products and services for society and
the environment.

Implications for managers

Based on these perspectives, we claim managers
must consider citizen-inclusive business model in-
novation with a net-positive societal outcome.

From ecosystems to ecospheres

DLT and NFTs, including Blockchain technology,
will create ecosystem interdependencies that can
become trusted and distributed, e.qg., ecospheres
(Rosenstand, 2023). Lock-in effects for custom-
ers are a vital value driver in many current business
model configurations (Taran et al., 2016), which will
be mitigated with these new technologies. In such
a situation, companies will need to create business
models that are less dependent on close relation-
ships (Peronard & Brix, 2018), or they will need to
create additional interactions to mitigate the as-
sociated risks. NFTs and the Metaverse complicate
the organisation and governance structure. First,
platforms and ecosystems disrupted incumbent
and non-digital firms concerning business model
innovation. Now, we have the Metaverse and NFTs
disrupting platform business models and making
ecosystem management and governance difficult.

The Metaverse and NFTs can enable democracy
and democratic processes by helping societies
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with more accessible and more convenient access
to knowledge, platforms, and business-to-business
ecosystems. From an ecosystem perspective, busi-
ness model innovation must focus on joint value
propositions that draw the customers into the eco-
system, where several firms jointly meet the cus-
tomers'jobs to be done (Christensen, 2016).

Implications for managers

For business model innovation, managers must
leave behind the perspective of their firm as the
central node. Also, the availability of smart tech-
nologies, instant connection, communication, and
computational power will enable solutions with indi-
vidual utility.

Normalising new currencies

In the virtual space, it is not given that only traditional
currencies will flow as part of the revenue streams
between organisations and their customers. Adopt-
ing new and safe payment methods will open new
markets and transactions. NFTs provide digitally
compliant trustees for monetary transactions, and
blockchain offers digitally compliant trustees with
data.

Implications for managers

Based on these perspectives, we claim that man-
agers must enable the creation of business models
where blockchain and NFTs are standard compo-
nents in linking individual consumers to value of-
ferings from ecosphere-based, and often virtual,
“producers”.

Conclusion

This article articulated how companies should think
and do business model innovation in Society 5.0 and
the Metaverse space. The theoretical implications of
our discussions point towards several aspects that
need further scrutiny. Business model innovation
researchers should study how value propositions in
the Metaverse evolve and how they factor in the po-
tential cannibalisation of different access channels.
Also, the effects of DLT and NFTs on customer lock-
in are valid for further probing because the lock-in
effect has been crucial to so many successful busi-
ness model innovations in the last decade. Also,



Journal of Business Models (2023), Vol. 11, No. 3, pp. 62-76

future research trajectories will welcome the theori-
sation of business models in ecospheres. The impli-
cations for managers are that many rules of thumb
and good examples of the last period might offer dif-
ferent probabilities of success in the Metaverse or
Society 5.0.

The metaverse is anew and rapidly developing arena
full of novel technologies that managers, academ-
ics, or consumers still need to develop or under-
stand fully. This poses challenges. The Metaverse
requires a significant amount of computing power
and bandwidth. This means that there are issues of
accessibility but also sustainability in terms of en-
ergy use. In addition, the Metaverse raises concerns
about privacy and security. For example, how will
consumer data be collected and used? How will us-
ers be protected from harassment and abuse? Final-
ly, it needs to be clarified how the Metaverse should
be reqgulated(Nielsen, 2023b).
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Abstract:

This article explores firms’ de-internationalisation and re-internationalisation through the lens of
business model innovation. The purpose is to uncover the potential of business model innovation to
enrich firms understanding of the reasons behind de-internationalisation and inspire their endeav-
our to re-internationalise. This article contributes to the research of this intersection. It supports
practitioners in enhancing their decision-making by applying business model innovation lenses to
their international business activities. Finally, it suggests and encourages further research of this

scarsely researched intersection.

Introduction

Volatility, uncertainty, complexity, and ambiquity
(VUCA) permeate today's hyper-competitive world
(Massa 2023; Taran, 2023) - and are here to stay.
Managing firms in the VUCA world has never been
more challenging (Economist, 2021), especially
considering recent global crises and pandemics
(Aagaard & Nielsen, 2021). The VUCA setting and
the hyper-competitive world dramatically affect

internationalising firms' cross-border capacities
and operating business patterns (Petersen & Welch,
2003; Welch & Luostarinen, 1988). International-
ising firms experience rapid expansions into in-
ternational markets and equally fast and abrupt
withdrawal or de-internationalization from their in-
ternational markets or business operations.; some
even contemplate re-internationalise. Under such
circumstances, firms’ cross-border capacities and
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respective operating business patterns shall be
continuously revised and adapted. This is expected
to be one of the major challenges for achieving suc-
cessful business model innovation (BMI)in the future
(Nielsen, 2023). We maintain that BMl is important in
internationalisation processes. Internationalisation,
de-internationalisation, and re-internationalisation
are all types of firms’ cross-border or international
business activities (Turcan, 2003; 2006). In our arti-
cle, we adopt this view and apply it to our analysis of
how business model configuration can help enhance
our understanding of why and how firms de- and re-
internationalise.

However, the research on the intersection of firms’
international business (internationalisation, de-in-
ternationalisation and re-internationalisation) ac-
tivities and business model innovation is still in its
infancy (Nielsen et al., 2021; Sort et al., 2021). This
article aims to shed some light on this intersection
by enhancing the current theoretical and practical
understanding of firms’ de-internationalisation and
re-internationalisation through the lenses of BMI
and setting an agenda for future research. Initially,
BMI and a typology of de-internationalisation are
introduced before a discussion of reasons for de-
internationalisation(e.g., Bernini et al., 2016; Berry,
2013; Dachs et al., 2019; Konara & Ganotakis, 2020;
Mohr et al., 2018) is presented. In the following
section, the BMI logic is applied to this process in
investigating how firms can re-start their interna-
tional growth and cross-border activities through
various re-internationalisation strategic postures
(e.g., Bernini et al., 2016; Chen et al., 2019; Javalgi
etal., 2011; Surdu et al., 2019; Welch & Welch, 2009)
that are enabled by a BMl logic. Or how BMI can be
an essential part of firms"understanding and ability
to succeed in their de- and re-internationalisation
efforts.

Business Model Innovation

Historically, the fundamental concepts of innovation
have been focused on product, process, and organi-
sational innovation (Keeley et al., 2013). Only recently
has BMI emerged as an equally robust framework for
understanding product, process, and organisation-
al innovation (Massa & Tucci, 2013), although it has
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been identified as a space of relatively high-value
creation (Nielsen, 2017). BMI has the potential to be
a game changer in the competitive landscape (Mas-
sa and Tucci, 2013 and could have a higher impact
than traditional product, process, or organisational
innovation (Keeley et al., 2013) since the empirical
reality has shown how BMI can disrupt organisations
and industries (Hwang & Christensen, 2008; Vesti et
al., 2017). Furthermore, BMl is a pivotal component
in building new capabilities in an organisation (Foss,
2023) and connection with business development,
BMI has been showntoimprove firms'decision-mak-
ing and strategic choices (Ricart, 2023).

Today, BMI is a significant competitive advantage
and cause of future benefits (Massa & Tucci, 2013;
Taran et al., 2022). It has also started to spur inter-
est in international business and how firms could
use BMI as a model or pattern for the global success
of the firm (Garcia-Alvarez & Ramirez-Garcia, 2019;
Guercini and Milanesi, 2017: Rask, 2014). Most BMI
studies focus on success stories in gaining signifi-
cant firm growth in existing and new markets. The
BMI Research on firms’ decisions to de-internation-
alise, willingly or forcefully, partly or wholly, is scarce,
and the BMI research on firms' re-internationalisa-
tionis non-existent.

De-Internationalisation

“Our single-minded concentration on internation-
alisation ignores a key fact of reality, that firms also
de-internationalise’ frequently’ (Devinney et al., 2013,
p. 81). Indeed, compared to internationalisation, de-
internationalisation is a less researched and under-
stood phenomenon, while most scholars virtually
ignore re-internationalisation. Nonetheless, there
is some interest in de-internationalisation and re-
internationalisation of the firm (e.g., Kafouros et
al., 2021), modes and reasons for de-internationali-
sation, such as de-exporting, de-franchising, de-in-
vestment and back-shoring (e.g., Bernini et al., 2016;
Berry, 2013; Dachs et al., 2019; Fraser, 2001a; Konara
& Ganotakis, 2020; Mohr et al., 2018; 2020; Soule et
al., 2014; Tang et al., 2021; Turcan, 2008) and re-in-
ternationalisation (e.g., Bernini et al., 2016; Chen et
al., 2019; Javalgi et al., 2011; Surdu et al., 2019; Welch
& Welch, 2009).
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The idea for the de-internationalisation of firms
was introduced by Welch and Luoastarinen (1988),
who argued that there was no inevitability about
the continuance of the internationalisation pro-
cess. The first attempt to define de-internationali-
sation was made by Benito and Welch (1997, p. 9) as
“any voluntary or forced actions that reduce a com-
pany’s engagement in or exposure to current cross-
border activities”. This definition poses several
challenges. Indeed, a firm's engagement in or expo-
sure to international or cross-border activities may
be reduced due to de-internationalisation. How-
ever, de-internationalisation may also lead to an
increase in the firm's concentration in or exposure
to cross-border activities (e.qg., Turcan, 2006; Chen
et al., 2019), eventually contributing to an increase
inthe firm's overall growth. Such expectations from
de-internationalisation activities that (may) dimin-
ish a firm's engagement in or exposure to cross-
border activities imply that de-internationalisation
isaharmful and undesirable phenomenon (Benito &
Welch, 1997) and perceived as a failure, as opposed
to internationalisation that is seen as growth.
These (perceived) negative properties of de-inter-
nationalisation make it undesirable or inconvenient
to research, producing sample selection bias when
only successful firms are analysed (Turcan, 2006;
Turcan et al., 2010). The latter approach, unfortu-
nately, dominates current research.

Why Firms de-Internationalise

Before we discuss why firms de-internationalise,
we will focus briefly on ‘context” and ‘modes’ of de-
internationalisation. To understand the context
within which firms de-internationalise (and eventu-
ally re-internationalise) and, hence, the motives, it
is pivotal to clarify what we mean by it. This article
defines context as “situational opportunities and
constraints that affect the occurrence and mean-
ing of organisational behaviour as well as functional
relationships between variables” (Johns, 20086, p.
386). Within this defined scope of context, we view
de-internationalisation (and re-internationalisation)
as dependent on the firm's context-tailored organi-
sational gestalt that consists of mutually support-
ive organisational system elements combined with
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appropriate resources and behavioural patterns
(Covin & Slevin, 1997) and dominant logic: a way in
which decision makers conceptualise their business
and make critical resource allocation decisions(Pra-
halad & Bettis, 1986). Once established and pursued,
a firm's context-tailored organisational gestalt and
dominant logic can act as a trap (Chesbrough, 2003)
or blinder (Prahalad, 2004), preventing the firm from
changing and unlearning its internationalisation or-
ganisational gestalt and dominant logic and eventu-
ally to de-internationalise.

Understanding how firms de-internationalise fur-
ther contributes to our understanding of why firms
de-internationalise. This relation comes to the
fore, especially when we take into account the in-
verse relationship between (i) de-internationalisa-
tion and internationalisation (Benito & Welch, 1997)
and (ii) agility and entrapment (Turcan, 2013). In dis-
cussing de-internationalisation modes, we draw on
Benito et al.'s (2009, p.1458) definition of foreign
operations modes as “the organisational arrange-
ments that a company uses to conduct international
business activities.” We also build on Turcan (2013)
and Casson (1986), who conceptualise de-interna-
tionalisation as a turning point and error-correction
mechanism, respectively. Intersecting internation-
al business and business model literature, we ex-
tend Turcan’s (2008, p. 33) framework of modes of
de-internationalisation (Figure 1). Firms that partly
withdraw from a foreign market can optimise (i)
their operations in that market, (ii) the number of
their foreign markets, and (iii) their entry modes,
switching to the ones that entail a lesser risk, cost,
and commitment. A firm may optimise its opera-
tions in a foreign market through new value offer-
ings, ways and forms of organising, or social capital
(Mellahi, 2003; Palmer & Quinn, 2007; Pauwels &
Mathyseens, 1999; Turcan, 2006; Turner & Gardiner,
2007). It is also essential to distinguish between the
de-internationalisation of ownership and the de-
internationalisation of control (e.g., Casson, 1986).
Firms may optimise their foreign markets by back-
shoring and re-shoring (Bals et al., 2015; Dachs et
al., 2019; UNCTAG, 2013).

As to the exit modes, a firm may decide to de-in-
vest, de-franchise, or de-export. De-investment
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Figure 1: Modes of de-internationalisation (Source: Adapted from Turcan (20086; 2013) and enhanced)

can be achieved through franchising, contracting
out, selling-out, leverage buy-out, spin-off, or as-
set swap (Berry, 2013; Konara & Ganotakis, 2020;
Coyne & Wright, 1986; Mohr et al., 2018; Soule et al.,
2014; Turcan, 2006). From franchising (or licensing),
a firm may switch, for example, to exporting (Fraser,
2001b) and from exporting to importing, licensing-
in, and R&D contracting (Bernini et al., 2016; Chen
et al., 2019; Crick, 2004; Jones, 1999; Pauwels &
Mathyseens, 1999), in-direct exporting and trade in
value-added (OECD, 2018). Considering what Benito
et al. (2009) call mode package and mode package
change are also pivotal. For example, Benito et al.
(2009) use the word “de-emphasise” (p.1461) when
discussing changes from a joint venture to licens-
ing and exporting. These authors also advance the
concept of mode dynamics to emphasise that the
modes “evolve in response to foreign market involve-
ment and developments over time, displaying the
characteristics of evolutionary dynamics” (Benito et
al., 2009, p. 1464).

International business literature distinguishes be-
tween external and internal factors that drive firms
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to de-internationalise (Benito & Welch, 1997; Tang et
al., 2021; Welch & Welch, 2009). A recent thematic
review of 218 de-internationalisation articles by
Tang et al.(2021) offers a glance at these drivers. For
this article, to illustrate how de-internationalisation
can be linked to re-internationalisation via business
model configuration logic, we randomly selected re-
cent (from 2000) empirical papers from the Tang et
al.(2021)list of articles to identify internal and exter-
nal drivers of de-internationalisation; the selected
papers are presented in Table 1.

The review by Tang et al. (2021) emphasises macro,
micro and cultural factors as external drivers. Ac-
cording to our brief survey, the following external
factors emerged that drive de-internationalisation:
changes in national legal and normative environ-
ments, e.qg., exchange rates, tariffs, inflation, and
ownership structures; cultural differences and phys-
ical distance; maturity of the offerin the target mar-
ket; increased attractiveness of the home or close
to home markets; increased production and trans-
portation costs; quality and availability of labour;
and collaboration constraints with and low quality
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Change of ownership

Decreased quality/profitability of the offer
Intangible assets (both quality and quantity)
Lack of innovation

Lack of international experience

Lack of technological/technical capabilities
New, more efficient production/technology

Under performing subsidiaries

Kim et al, 2019; Mohr et al., 2018

Grappi et al, 2018; Tan and Sousa, 2018
Delios and Beamish, 2001

Sui and Baum, 2014

Mohr et al, 2018

Giarratana and Torrisi, 2010

Shaver and Flyer, 2000; Sui and Baum, 2014

Tan and Sousa, 2018

Changes in national legal and normative environ-
ments (exchange rates, tariffs, inflation, ownership
structures)

Collaboration constraints (OEMs, VCs)

Cultural difference/ physical distance

Increased attractiveness of the home market
Increased production and transportation costs
Lack/poor performance of suppliers and/or distributors
Maturity of the product in the target market

Quality and availability of labour

Berry, 2013; Dhanaraj and Beamish, 2004; Fernan-
dez-Mendez et al., 2019; Gaur and Lu, 2007; Hen-
nart and Zeng, 2002; Jiang et al., 2015; Zschoche,
2016

Kim and Kim, 2018; Turcan, 2006

Malik and Zhao, 2013; Tjemkes et al., 2012
Depecik et al, 2014

Pal et al., 2018

Shaver and Flyer, 2000

Turcan, 2006

Sui and Baum, 2014; Zschohe, 2016

Table 1: De-internationalisation drivers
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or performance of value chain partners, e.g., OEMs,
VCs, suppliers, and distributors. It has to be noted
that Tang et al.'s(2021) review included the ‘quality of
partners’ as an internal driver for de-internationali-
sation. We, instead, consider the ‘quality of partners’
as an external factor.

Regarding internal drivers, the review by Tang et al.
(2021) identifies the speed of internationalisation,
product diversification, corporate governance and
ownership, and poor subsidiary performance that
drive firms to de-internationalise. A few additional
internal drivers emerged as a result of our survey.
These are decreased offer quality, lack of interna-
tional experience, and lack of technological and
technical capabilities. Innovation also emerged as
an internal driver but as a double-edged sword. On
one side, lack of innovation has been identified as an
internal factor to de-internationalise; on the other,
innovation resulting in more efficient production
and technology is also seen as a de-internationali-
sation driver.

How firms learn and utilise their prior de-interna-
tionalisation experience and related knowledge to
consider new re-internationalisation postures re-
mains an unexplored area (Bernini et al., 2016) but
is a critical question to address. Dachs and Zanker
(2014), for example, found similarities between in-
ternationalisation ~ and  de-internationalisation
motives related to quality, flexibility, capacity utili-
sation, transportation and coordination costs, lack
of infrastructure, labour cost and its quality; lack of
know-how and vicinity to R&D. Yet, here too, under-
standing the relationship between internationalisa-
tion and de-internationalisation drivers still awaits
further exploration and validation. The intersection
of the two is mainly unexplored research and prac-
tice areas: (i) internationalisation and de-interna-
tionalisation drivers, and (ii) de-internationalisation
and re-internationalisation reasons and possible so-
lutions. To start bridging this second research gap,
in linking de-internationalisation reasons with pos-
sible re-internationalisation solutions, we build on
the business model research to assist researchers
in understanding how firms may innovate and renew
their existing businesses by designing entirely new
business models or by re-configuring the existing
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structures (Massa & Tucci, 2013; Osiyevskyy & De-
wald, 2015).

A business model perspective on
de-internationalisation and re-inter-

nationalisation

Re-internationalisation of the firm will depend at
least on three key factors: 1) the firm's experience
and learning from its de-internationalisation, 2) the
nature of new (international) business opportuni-
ties, and 3) its readiness (incl., cross-border capaci-
ties and operating business patterns)to act on these
new opportunities. To re-internationalise, firms may
pursue the following distinctive paths:

- Imitate previous internationalisation (incl., or-
ganisational gestalt and dominant logic), as-
sumingthatrespective contexts'have changed.

- Imitate previous internationalisation(incl., organ-
isational gestalt and dominant logic), assuming
that respective ‘contexts’ have not changed (e.g.,
‘spooked,” a firm may commit too early to de-
internationalisation - error of commission - and
realising this error, decides to re-international-
ise, imitating previous internationalisation at-
tempts assuming the context has not changed).

- Partially imitate previous internationalisation,
adding new (or modifying existing) forms and
ways of organising, including new organisa-
tional gestalt and dominant logic.

- Design an entirely new organisational gestalt
and dominant logic previously unknown to or
untried by the firm.

From the business model perspective, these paths
could be conceptualised as “business model recon-
figuration” (Massa & Tucci, 2013) and ways of in-
novation through imitation (Foss & Saebi, 2017). To
understand how to reconfigure a business madel,
it is pivotal to understand first how it is theorised.
Qver the past decade, a growing interest has been
in identifying successful business model process
configurations (or patterns) across different indus-
tries. Identifying these configurations suggests that
decision-makers prefer to have business model pro-
cess ‘recipes” that could be generalised to develop
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successful businesses(Pateli & Giaglis, 2004). These offer, what the firm is offering; to whom the firm cre-
recipes, orideal types, aim to describe the behaviour ates value, who are the customers and how the value
of firms with specific process characteristics oper- offer is delivered to them; value infrastructure, how
ating in the real world, providing managers, prac- the firm is structured in “building” the value offer;
titioners, and academics with formulas’ that have profit formula, how the firm creates more revenue
already been tried and tested in practice (Fielt, 2014; than expenses. For this article, we will use a recent
Taran et al. 2016, 2021). framework put forward by Taran et al. (2016; 2021),

who define and conceptualise five value areas, or
Osterwalder and Pigneur (2010). (see also Gassmann five V's, to analyse a business model (Figure 2): Value
et al., 2014) introduced four value categories to aid Proposition; Value Segment; Value Configuration;
the analysis of business models. These are value Value Network; and Value Capture.
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Note: We categorised business model configurations using scale model terminology extensively used
in the existing business model literature (e.g., Johnson, 2010; Gassmann et al., 2014). We have chosen
configurations from the list of 71 configurations provided by Taran et al.(2016)(compared to Gassmann
et al.(2014), who operate with 55 configurations) based on the reasons for de-internationalisation
shown in Table 1.

Figure 2: Five-V business model reconfiguration framework
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Value proposition: a firm's offer of products and ser-
vices that satisfy customers'needs and that custom-
ersare willing to pay for (Chesbrough & Rosenbloom,
2002; Osterwalder & Pigneur, 2010). An example of
such a value proposition is‘no frills'(Figure 2), where
a firm will attempt to offer a lower price or service
than traditional offerings, which could relate to the
BMC of Ryanair.

Value segment: It is a customer segment (or seg-
ments) a firm aims to serve and how it intends to
establish customer relationships (Chesbrough &
Rosenbloom, 2002). In Figure 2, round up buyers’
exemplifies this value, where buyers are ‘rounded
up’ to gain purchase discounts and thereby attrac-
tive prices; this example can be found in the BMC
of Costco.

Value configuration: It is a mix of critical resources
which enable the firm's key activities that create,
produce, and deliver the value proposition effective-
ly to the target value segment(s) (E.g., Chesbrough
and Rosenbloom, 2002; Stahler, 2002), and the cost
structure needed to make the business model work.
‘External sales force’ is an example (Figure 2), where
a firm will use direct sales through an external sales
force to enhance its sales, as seen in the BMC of
Tupperware and Vorwerk.

Value network: It is a network of partners who en-
gage in different types of cooperation with the firm
to achieve economies of scale or scope, risk reduc-
tion, and tap into new knowledge or resources (e.g.,
Chesbrough and Rosenbloom, 2002; Hamel, 2000;
Osterwalder & Pigneur, 2010). ‘Franchising (Figure 2)
iswhere the owner willlicense their product and ser-
vice to a dealer (franchisee). Examples of this BMC
can be found in McDonald's and Starbucks.

Value Capture: How and how much the customers
pay for the products/services delivered (Baden-Full-
er & Haefliger, 2013; Baden-Fuller & Margan, 2010;
Chesbrough & Rosenbloom, 2002; Osterwalder &
Pigneur, 2010). In Figure 2, 'Freemium’illustrates ‘val-
ue capture,’where customers are offered the prima-
ry offering for free but pay for more features. Such
‘Freemium’value capture can be found in the BMC of
Skype, LinkedIn, and Youtube.
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It isimportant to note that the list of business model
configurations in Figure 2 is inspirational and not a
complete list of all possible solutions. Still, it aims
to inspire how the value areas are understood and
how business model configurations work. At the
same time, value areas and their configurations
can inspire researchers and practitioners to under-
stand how de-internationalisation can be linked to
re-internationalisation via the value areas and BM
configurations; Table 2 illustrates this relationship
(Table 2).

Understanding and learning from their de-interna-
tionalisation contexts, including de-international-
isation reasons (the left side of Table 2), firms can
employ the value areas (the middle of Table 2) to re-
configure their business models and eventually re-
internationalise (the right side of Table 2). For our
article, ontheleft side of Table 2, we present the rea-
sons for de-internationalisation derived from Table
1, with internal drivers highlighted in italics. On the
right side of Table 2, an inspiration list of business
model configurations is proposed. Firms can em-
ploy that to understand how de-internationalisation
reasons could inform firms' re-internationalisation
decisions; value areas mediate this process (Taran
et al., 2016). For illustration, we will use one internal
reason, ‘decreased quality/profitability of the offer,
and one external reason, ‘changes in national legal
and normative environments (exchange rates, tariffs,
inflation, ownership structures)’ to exemplify how
the understanding of these reasons could inform re-
internationalisation decision being mediated by the
business model configuration value areas.

BMC application to internal de-internationalisa-

tion reasons and re-internationalisation solutions
When a firm is concerned with “decreased quality/
profitability of the offer”about its'value proposition,
the root of this concern could be linked directly to
the firm's offer, e.g., too expensive, ‘diminishing
sales’ and ‘decreasing profitability.” A BMC could be
for a firm to consider a ‘no-frills' configuration to
deliver a low(er)-cost version of the offer yet main-
tain the relevance of the value of the core product
and service. If ‘decreased quality/profitability of
the offer’is related to the ‘value segment,’ then the
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Table 2

Decreased quality/profitability of the offer Value Proposition

Increased attractiveness of the home
market

Maturity of the product in the target mar-
ket

Changes in national legal and

normative environments

(exchange rates, tariffs,

inflation, ownership structures)

Decreased quality/profitability of the offer Value Segment
Increased attractiveness of the home

market

Cultural difference/ physical distance

Changes in national legal and normative

environments (exchange rates, tariffs,

inflation, ownership structures)

Cool brands: Use a high-end brand marketing for offerings,
either singly or with expert partners.

Crowdsourcing: Attain services/ideas from external ac-
tors(e.g. online communities), who add information, and
thereby create value for one another.

Full-service provider: Offer complete coverage of services
inone area.

No frills: Offer “low-cost”, low priced, service/productina
traditionally high-end offering industry.

Price reduction bundling: Package deal lower the price sum
of the single products/services.

Quality selling: High quality products sold for premium
prices (mostly R&D based).

Trusted product/service leadership: Secure sustainable
customer relationships through a continuous upgrade
platform path.

User design: The customers design their own creative
products.

Value added reseller: Offering a complete selectionina
focus products category for attractive prices.

Value bundling: Offer a package of goods/services to form
a single unique offering.

Customer focused: Pull from demand - focus on customer
needs.

Multi-sided platforms: Facilitating interactions between
two or more distinct but interdependent groups of cus-
tomers.

Robin Hood: Similar offerings are being sold at high prices
to high-income customers, but at lower prices to low-
income customers.

Round up buyers: Purchase discounts and attractive prices
are gained by rounding up buyers together.

Target the poor: The offering targets the customer posi-
tioned at the base of the pyramid.

(Continued)
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Table 2 (Continued)

Intangible assets (both quality and quantity) Value configuration
Change of ownership

Decreased quality/profitability of the offer

Lack of innovation

Lack of international experience

Lack of technological/technical capabilities

New, more efficient production/technology

Under performing subsidiaries

Cultural difference/ physical distance

Increased production and transportation
costs

Lack/poor performance of suppliers and/
or distributors

Quality and availability of labor

Changes in national legal and normative
environments (exchange rates, tariffs,
inflation, ownership structures)

New, more efficient production/technology ~ Value Network
Decreased quality/profitability of the offer

Collaboration constraints (OEMs, VCs)

Cultural difference/ physical distance

Lack/poor performance of suppliers and
distributors

Quality and availability of labour in national
legal and normative environments (ex-
change rates, tariffs, inflation, ownership
structures)
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(e)Procurement: Tendering procurement of goods/ser-
vices.

Channel maximization: Multiple channels are used for prod-
uct distribution to maximize the broadest reach possible.
Core focused: Focus on very core competencies of the firm
and outsource all other activities.

Disintermediation: Deliver a product/service directly to the
end customer.

External sales force: Aggressive external sales force moti-
vated by e.g. pyramid commission structures.

Integrator: Controlling all resources/capabilities needed to
create value within a given value chain.

Reverse innovation: Cheap products created within and

for emerging markets are also repackaged and resold in
developed nations.

Self-service: Customers gain lower prices by performing
some value creation process tasks on their own.

Trade show: Outsource some value chain functions to a 3rd
party with a well-known brand name.

Trash to cash: Used products/materials are reused/re-
cycled and sold as new offering (sustainability related).
Branded reliable commodity: Well-designed brand market-
ing.

White label: An offering created by one firm is (re)packaged
and sold by multiple marketers under varying brands.

Adaptive: Create a technology-based “ecosystem” platform
for innovations, and benefit from the investments of oth-
ers on that platform.

Barter: Exchange of offerings are with no money transfer
among partners, due to a mutual benefit from bartering.

Crowd funding: Financing of ideas are generated from the
public.

Franchising: Being part of a big chain/brand.

Inside-out: Sell or license out unused homegrown IP’s.
Integrated: The firm operates as a system integrator, by
utilizing external sources to fuel the business, and allows
unused ideas and technologies to flow to the outside.
Outside-in: Gather value (e.qg. IP; information) from external
innovation partners and/or other communities.

(Continued)
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Table 2 (Continued)

Decreased quality/profitability of the offer Value capture
Under performing subsidiaries

Increased production and transportation

costs

Changes in national legal and normative

environments (exchange rates, tariffs,

inflation, ownership structures)

Bait and hook: Offering customers inexpensive or free
initial product, an charge more for additional related
products.

Fractionalization: Customers own part of a product and
enjoy the benefit of ownership.

Freemium: Basic offerings are granted for free, and ad-
ditional offerings require payment.

Leasing: Renting products, rather than outright selling
them.

Pay what you want: Pricing a given product or service is set
by the customer.

Pay-as-you-go: Customer are charged based on actual us-
age (metered services).

Subscription club: Customers are charged based on a fix
subscription fee.

The long tail: Wide range of products are sold in low quan-
tities.

Upfront payment: Customer pay up front for their goods.

Note: In the left column, ‘reasons to de-internationalise’, the internal drivers are written in italics. The table reads’ from left to

right. Reasons for de-internationalisation are identified and assessed first. One or several de-internationalisation reasons could

then be “x-rayed” through several value areas that offer decision-makers series of opportunities for business model configura-

tions to pursue re-internationalisation of the firm. Most of the business model configurations to re-internationalise are drawn

from Taran et al. (2016); we also drew from Timmers (1998); Linder and Cantrell (2000); Johnson (2010); Osterwalder and Pigneur

(2010); Chesbrough (2006); and Gassmann et al. (2014).

Table 2: A business model perspective on the de- and re-internationalisation framework

firm aims to focus on how better to understand its
customer base and mitigate the risks associated
with its targeting. This could be achieved through
a ‘customer-focused configuration, where the firm
focuses more on customer pull and needs than push
and wholesale. When the firm infrastructure is one
of the main reasons for de-internationalisation,
the decision-maker may look into ‘value configu-
ration” and get inspiration from ‘self-service’ BMC,
where customers pay lower prices for the offer by
performing several offer-related tasks themselves,
contributing eventually to firm's profitability. If a
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firm’'s social capital is a reason for ‘decreased qual-
ity/profitability of the offer,’ leading to de-interna-
tionalisation, then through ‘value configuration, '
decision-makers may pursue ‘franchising,’ where
the seller gets higher stakes and an incentive to
perform better. ‘Decreased quality/profitability of
the offer’ could be due to the payment model of
the offer. In this case, through ‘value capture,’ the
firm may explore the ‘subscription club’ configura-
tion, where the customers are charged a monthly
fee for the offer rather than a full advance payment.
These are just a few instances that exemplify how
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an internal de-internationalisation reason, such as
‘decreased quality/profitability of the offer,” could
be understood and mitigated by business model
configuration value areas to inform decision-mak-
ers on their re-internationalisation business model
configuration opportunities.

BMC application to external de-internationalisa-
tion reasons and re-internationalisation solutions
When thanges in national legal and normative envi-
ronments’, such as higher taxes and tariffs, cause
a firm to de-internationalise, the mitigating value
area to turn to is ‘value proposition.’ Decision-mak-
ers could consider a ‘value bundling’ configuration
to mitigate these threats. Instead of selling sin-
gle items, they could focus on selling a package of
goods/services as a single offer. When incentives,
structures, and penalties toward social dimen-
sion are one of the reasons to de-internationalise,
‘'value segment’ would direct a decision-maker to
a ‘Robin Hood" configuration, where the firm will
sell the same offer to high-income customers at
higher prices and low-income customers at lower
prices. Suppose higher tariffs affect various links
and parts of the value chain, leading to de-inter-
nationalisation. In that case, the firm could assess
its 'value configuration”and opt for a ‘disintermedia-
tion” configuration to remove a link or links in the
value chain and sell directly to the end custom-
ers. The firm could also appraise its ‘value network’
and look for configurations that would assist its
partners in their growth through ‘inside-out’ con-
figuration, e.g., where the firm would sell or license
unused homegrown IPs. If ‘changes in national legal
and normative environments’ affect the ownership
of the product or service held by the customers of
the firm, decision-makers could look into the ‘value
capture’ and pursue a fractionalisation” configura-
tion, where customers would only own part of the
product or service, yet still enjoy the benefits of co-
ownership. These are just a handful of examples of
how decision-makers could use their understand-
ing of external de-internationalisation reasons to
employ business configuration value areas to as-
sess the opportunities for re-internationalisation
of the firm.
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Implications

Contribution to Theory and Practice

This article explored how BMI could enrich firms'
understanding of the reasons behind de-interna-
tionalisation and inspire their endeavour to re-in-
ternationalise. This was achieved by developing a
business model perspective on de- and re-interna-
tionalisation framework to aid practitioners in how
BMI can be employed to make sense of de-interna-
tionalisation and support the re-internationalisation
of the firm. It focuses on the relationship between
the reasons for de-internationalisation (Table 1) and
the avenues of re-internationalisation. This relation-
ship is mediated by business model configuration
(Figure 2). The conceptualisation of this relation-
ship resulted in a framework (Table 2) that conjec-
tures how business model configuration ‘value areas’
could help understand and analyse de-international-
isation reasons and inform decisions regarding re-
internationalisation business model configurations
(Chesbrough, 2006; Gassmann et al., 2014; John-
son, 2010; Linder & Cantrell, 2000; Osterwalder &
Pigneur, 2010; Taran et al., 2016; Timmers, 1998). The
emergent framework helps address at least the fol-
lowing questions:

e To what extent are firms’ decision-makers fa-
miliar with the reasons for de-internationali-
sation and the business model configurations
available to them?

e If they are, then to what extent can they experi-
ment with new business model configurations’
opportunities to enable re-internationalisation?

The answers to these questions would allow deci-
sion-makers to avoid being trapped in their domi-
nant logic. This emergent framework inspires and
helps them to ‘open the blinders’ of a dominant logic
and thus avoid prospects of failure, or at least mini-
mise such scenarios being enriched by the BMl logic
and inspiration from our emergent framework.

This framework shows how international business
and business model innovation can be combined
to stay competitive in a VUCA world. For example,
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it could be employed to analyse not only why firms
choose to de-internationalise (e.g., Table 1) but also,
through business model configuration ‘value areas’,
design a new path to re-internationalise by looking
into the how(i.e., value configurations), who(i.e., val-
ue network), what (i.e., value proposition), to whom
(value segment), and how much (value capture). As
a result, a wide range of business model configu-
rations allows decision-makers to consider many
re-internationalisation alternatives, each with its
degree of risk, costs, resources, and market com-
mitment.

Our proposed framework shall not be seen as norma-
tive, i.e., as a “cause and effect” prescription. How-
ever, instead, as a practical strategic learning toolkit
available for firms to understand the aftermath of
their de-internationalisation and as an inspiration
for different re-internationalisation avenues, they
can pursue to kick-start their cross-border activi-
ties and eventually boost their international growth.
As it is solely based on secondary data, future em-
pirical research is warned to enhance, validate, and
modify these initial proposed findings.

Future research directions

This article is the first attempt to cross-fertilise
the de-internationalisation, re-internationalisation,
and business model innovation research streams.
We posit that business model theory helps enhance
our understanding of why and how firms de-inter-
nationalise. At the same time, we foresee that the
de-internationalisation of firms will contribute to
our understanding of how firms re-configure or re-
invent their business models during failures, growth,
declines, or (strategic) departures from what is
typical or expected. We call for future conceptual
and empirical research to shed further light on this
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intersection’s theoretical, practical, and policy un-
derstanding and implications.

This could include employing empirical studies in-
vestigating the link between de-internationalisation
andre-internationalisation decisions and strategies.
Can business model configuration taxonomy be the
moderator between de and re-internationalisation
strategies? Do firms choose, through their re-inter-
nationalised strategy, to enter into similar or new
markets? Is there a learning process between the
two stages? What is the timespan between de and
re-internationalisation choices? Other perspectives
might look at the dispersion of technologies as driv-
ers of de- and re-internationalisation, for example,
Artificial Intelligence (Haefner & Gassmann, 2023),
Blockchains (Schmuek, 2023) or the Metaverse
(Rosenstand et al., 2023).

Concluding Remarks

Today’s world is as liquid and fluid as ever (Bauman,
2007) and competition is not getting less fierce. In-
ternational business has become increasingly chal-
lenging to manage when future economic trends are
highly uncertain, market changes are unpredictable,
the lifecycle of products, competencies, strategic
choices and routine working tasks are all becoming
shorter, and internal innovations make way for col-
laborative innovations increasingly taking place out-
side the firms in their networks. Decision-makers
must learn to adapt to and deal with such a fluid and
rapidly changing environment by increasing and de-
creasing their foreign market presence. BMI will be
challenged in a global VUCA world, and developing
sound de- and re-internationalisation strategies and
processes will be pivotal to future success.
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innovation. Accardingly, the topic has been gaining
attention from academics and researchers alike:
Whilst there is an ever-growing volume of academ-
ic papers, it becomes increasingly difficult to find
firms that do not claim to engage in what they call
‘ecosystems”.

However, research and practice are developingalong
different lines. This is where the idea for this article
emerged and, on a very personal note, how | come
in: | spend half of my time in academia, researching
ecosystems and trying to get published in decent
journals. The other half | spend in practice as a con-
sultant who advises firms on building up and man-
aging ecosystems and as an angel investor working
with start-ups specifically focusing on ecosystem
innovation. Whilst this might seem to be a stuck-
in-the-middle profile for many readers, it also has
an advantage. To turn weaknesses into strengths,
this article aims to bridge the gap between theory
and practice to strengthen the connection between
ecosystem management and business model inno-
vation. Inaddition, these critical topics in ecosystem
management from a practitioner’s perspective need
to be addressed more by research. Hopefully, this
can spark research activities that give practitioners
valuable insights. However, we must clarify what we
discuss before we can do so.

Why Confusion is the Common
Theme in Both Ecosystem

Research and Practice

Moore (1996) also laid the foundation for conceptu-
al chaos with his seminal paper. He introduced the
term ecosystems in the sense of groups of firms
co-evolving around innovation in a setting of com-
petition and cooperation. This might sound like a
precise definition at first. Still, it opens up a broad
field. Alliances, platforms, networks, cooperation,
co-opetition and supply chains could all be framed
as "ecosystems”. As a result, many different per-
spectives on this topic have emerged. For example,
for the term“innovation ecosystems”alone, there are
21 definitions that do not have much in common and
essentially deal with different concepts (Granstrand
& Holgersson, 2020).
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The same confusion can be found in practice. Since
cooperation is vital in today's VUCA world (Massa,
2023), large corporates and consulting firms use the
buzzword “ecosystem” for everything related to co-
operation, collaboration or, even worse, the exter-
nal environment. Co-working spaces have a “vibrant
ecosystem” instead of a network of people using
their offices. Industry associations employ a “head
of ecosystem management” who is responsible for
managing what used to be called their members.
Consulting firms offer “"ecosystem mappings” when
selling their standard sector analysis and make-or-
buy/partner decisions. Marketplaces are labelled
as ecosystems anyway, whilst the traditional multi-
channel sales approach is re-branded as an ecosys-
tem. Insurances and banks doing open innovation in
health or mobility are now building up “Ecosystem
Health” or "Ecosystem Mobility”.

Recent conceptual works managed to bring order
into the mess of the growing ecosystem field. Adner
(2017) and Jacobides et al. (2018) framed ecosys-
tems around ajoint value proposition based on com-
plementary and non-generic modules. This points
towards the two key challenges: 1) managing inter-
dependencies amongst the actors involved and the
resulting coordination efforts, and 2) achieving the
superior value proposition that constitutes the ulti-
mate purpose of the ecosystem.

This perspective is valuable to practitioners be-
cause it enables them to do what we might call
“business model innovation on steroids.” Compa-
nies developed ideas for novel value propositions
and business models in the traditional world. The
first question to askis whether this innovationisrel-
evant to customers and whether it can be expected
to generate handsome revenues. However, even if
these criteria are fully met, innovation projects will
likely be abandoned if the company needs more re-
sources or knowledge to implement them. This is
where ecosystems come in. Instead of failing to ex-
ecute a potentially successful innovation due to a
lack of skills, companies can now implement it with
the involvement of external partners who contribute
what is lacking internally. In this way, ecosystems
open the innovation funnel and create growth and
differentiation potential beyond limited in-house
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capabilities (Chesbrough, 2010). Given the increas-
ing importance of ecosystems to industrial practice,
researchers should find many opportunities to sup-
port practitioners with valuable insights on ecosys-
tem building and management. However, are they
living up to this call?

Why Academic Research on
Ecosystems is not Sufficiently
Answering the Needs of

Industry Practice

Plenty of research on ecosystems has been pub-
lished. However, this research is often not applica-
ble to real-world issues of ecosystem managers, too
specific or focusing on just very few aspects. For in-
stance, much work has been done on platform eco-
system governance, a topic where academics and
practitioners will find plenty of insights (please see
Rietveld et al., 2020; Schmeiss et al., 2019; Staub et
al., 2021 as some recent examples). However, most
ecosystem contributions need to be less generic
and abstract to prove insights that could be trans-
ferred to industry practice. For instance, Tee (2019)
delivered a conceptual framework for managing the
interdependencies of complementors. Visscher et
al. (2021) developed a high-level framework for stra-
tegic positioning in ecosystems. John & Ross (2022)
created a highly complex mathematical value crea-
tion and capture model.

On the other hand, many contributions deal with
specific questions. For instance, Dattée et al. (2018)
showed how to build ecosystems in situations of
very high uncertainty. Meulman et al. (2018) inves-
tigate how to find partners outside the immediate
network of a firm. Finally, many contributions are
devoted to new technologies and how they can be
used in managing ecosystems - for instance, block-
chain (Trabucchi et al., 2020; see also Schmuek,
2023 in this special issue). Thus, in addition to these
exemplary research clusters, there are unanswered
guestions that ecosystem managers often face and
that remain largely unanswered. | will discuss them
in more detail in the next section. Without claiming
to be exhaustive. Nevertheless, with the hope that
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practitioners can better manage their ecosystem
projects on this basis and, in the end, improve the
probability of achieving better business model inno-
vation.

Four Pathways for Research on
Improving the Link Between
Ecosystems and Business Model
Innovation Based on the Unmet
Needs of Industry Practice

Address organisational change and firm culture
as the most significant barriers to ecosystems
and business model innovation

In this sense, ecosystems are both the problem and
the answer. An ecosystem is about implementing
a novel value proposition that the firm could only
achieve through collaboration. Whilst opening up
the innovation funnel and implementing novel ideas
and business models sounds promising, this en-
deavour is challenging from a cultural perspective. It
requires a mindset shift, developing a new identity,
and acquiring novel knowledge and networks (see
Nielsen 2023 in this special issue). For example, in
a consulting project with a leading chemical com-
pany, the firm intended to build an ecosystem for car
battery recycling. This would have forced the firm to
move into the area of mobility. In other words, the
ecosystem approach would have allowed the firm to
become a significant player in mobility. Even with-
out building internal competencies in that field but
based on partnerships with mobility players. Sounds
fancy. But not for the top management of the car
company. They could not accept moving away from
the current ground, focusing on mobility custom-
ers, and orchestrating a mobility ecosystem based
on a new business model. It was not only a matter of
transforming the firm. The top management's mind-
set was the biggest hurdle before the firm could even
develop plans for this new field of business.

In my subjective experience, such change problems
are why most ecosystem initiatives in traditional
companies fail or still need to be started. On the
other hand, the ecosystem approach could be the
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problem and the answer to this question: As Lin-
gens, Miehé, and Gassmann (2021) show, companies
do not need to take on multiple roles in ecosystems
simultaneously. For example, they can act only as an
orchestrator without being a customer interface or
contributing a module to the shared value proposi-
tion; alternatively, they can only be a partner respon-
sible for a specific module without orchestrating the
ecosystem or being the customer interface. In this
way, they can benefit from the ecosystem without
involving the organisation too much. For example, if
the sales department is resistant to change or busy
and unable to build the knowledge needed to sell a
new product, the company could forgo being the
customer interface and leave that role to another
ecosystem partner. Or, if top management does not
understand the new logic, why not go the role of or-
chestrator to another company and focus on a role
that requires less identity change for the managers?

In other words, the ecosystem concept would allow
companies to choose their roles in the ecosystem
in a way that avoids internal change barriers. In this
sense, interdisciplinary research could provide an-
swers on how to achieve this. Alam et al.(2020) have
shown how companies open up to external collabo-
ration in ecosystems and how this affects corporate
culture -butatavery abstract level and without con-
crete recommendations on managing this transition
in reality. However, other researchers could follow
this path and provide answers to some highly rele-
vant questions in this direction:

How do we define roles within an ecosystem based
on the organisation’s barriers to change? (see also
Foss, 2023 in this issue) How do you weigh the cost
of overcoming barriers to change versus the oppor-
tunity cost of not adopting a particular role? What
is the cost of change required to take on a specific
role versus the additional risks of depending on a
partner to take on that role? Further research from
a psychological perspective could also look at story-
telling strategies for ecosystem managers to explain
to top management and employees why the com-
pany needs to engage in a particular ecosystem or
take on a specific role. However, these are just a few
ideas. Suppose change is one of the biggest hurdles
to ecosystem development. In that case, ecosystem
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research needs to be interdisciplinary and examine
the effect of ecosystem strategies with a strong em-
phasis on internal barriers to change!

Portfolio strategies and performance evaluation
for ecosystems

Ecosystems focus on a joint value proposition - So,
if a company’s business is based on multiple value
propositions, it could engage in multiple ecosystems
in parallel. Alternatively, the ecosysteminitiative may
be just one of many innovation projects - perhaps
there are some radical innovation projects, some
collaborations with start-ups, a corporate venturing
initiative, and some internal and more incremental
innovation projects. The ecosystem in question is
usually not a standalone project that runsin isolation
from what the company is doing next to it. Thus, an
understanding of how ecosystems can be embedded
in a portfolio of innovation projects is missing. Ini-
tiatives should be driven by ecosystem logic: corpo-
rate venturing, intra-company innovation, etc. This
also requires research on ecosystem performance
measurement to compare different projects. This
may prove even more challenging given ecosystems’
interconnected and complex nature. How can the
success of an ecosystem be measured? By looking
at financials alone? Knowledge inflow from partners
versus undesired knowledge transfer to partners
(please see Ritala et al., 2015)? Coordination effort
or additional risks due to external dependencies?
Moreover, how does this compare to innovation pro-
jects driven by more traditional, in-house approach-
es? This would be a promising area of research that
could help companies take a step forward in man-
aging ecosystems and make this concept a widely
accepted tool for innovation and strategy (see also
Ricart, 2023).

Start-ups as ecosystem drivers need investors
who understand ecosystems

Lingens, Boger and Gassmann (2021) have shown that
contrary to previous opinions, start-ups are very well
suited to take on the role of ecosystem orchestrators
and be the initiators and managers of ecosystems.
They have an inherent advantage in this regard, espe-
ciallygiventhe barriersto change of larger companies,
as explained above. However, start-ups need funding.
As an angel investor, | follow the existing beliefs of
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start-up investors and stay away from ventures with
too many external and internal dependencies. How-
ever, such dependence is one of the core problems of
ecosystems. So, suppose we want start-ups to realise
their potential as ecosystem players. In that case, we
need to understand how investors’ existing logic and
approaches must be adapted for start-ups engaging
in ecosystems.

Are there certain stages of start-up development
where investors can accept more dependencies? Is
there an optimum between exploiting the benefits of
jointinnovation and the resulting dependencies? Are
there strategies for start-ups to reduce dependen-
cies, such as using specific contractual approach-
es? Moreover, what are the best exit strategies for
a start-up whose value creation largely depends on
external partners? This opens up a new area of re-
search, especially in entrepreneurship, that can
further accelerate the growth of start-up-led eco-
systems.

How do you implement an ecosystem’s different
roles and tasks?

As mentioned above, ecosystem research still deals
with conceptual works and abstract reasoning. How-
ever, what is needed in practice is an understanding
of how to initiate, build and manage ecosystems.
Particularly, hands-on questions instead of concep-
tualisations and abstract findings are needed. Do
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practitioners need mathematical models to simu-
late the effects of complementarities on value crea-
tion and capture? Probably not. However, do they
need insights on, for instance, how to implement the
different roles in an ecosystem, deal with dependen-
cies, coordinate partners efficiently, and conduct
product development in a dependency setting with
external ecosystem partners? Yes, certainly! | find
this an exciting idea: Innovation management can
return to its roots and re-address the traditional
questions the discipline started with product de-
velopment, scaling, and idea generation - but in an
ecosystem context.

All of this would help to implement a vision for the
entire discipline: It should become a standard way
of thinking about strategy and innovation. Moreo-
ver, it is a standard tool in managers’ toolbox when
developing novel business models. In this sense,
every idea for a new business model must embrace
ecosystem thinking and factor in implementing in-
novation in a traditional or an ecosystem setting.
The multitude of roles a firm could take on in such a
setting would open up many additional growth and
innovation potentials. With that in mind, ecosys-
tem thinking would be an integral part of business
model innovation and a standard in the repertoire
of academics and practitioners. | suspect Mr Moore
would not be disappointed if his concept went such
along way.
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How Regulation Affects Business Model Innovation

Abstract

Business reqgulation is the norms, standards, principles and rules, and their enforcement governs
commerce. Firms need to be aware of the potential impacts of reqgulation on their business models,
anticipate changes in the regulatory landscape, and adapt their business models accordingly. This
article surveys seven archetypes of regulation and, from that, identifies six key reqgulatory trajec-
tories affecting business maodel innovation. The article offers a 2-by-2 model to assist managers in
coping with business model innovation reactions to both negative and positive regulatory effects.

Introduction to Types of Regulation

Affecting Companies
Consider this statement:

“Why should we be bothered with regulation?
After all, isn't business model innovation merely
a question of altering how we conduct and im-
prove our own business?”

A few decades ago, this perception might have been
a reasonable one to make. There was relative in-
dependence from regulatory pressures in a world
where the focal firm operates without much col-
laboration and interaction occurs primarily through
contractual relationships, and consumers get what

they pay for. Of course, in some industries, such as
healthcare and banking, regulations have always
been present to some extent.

In a more straightforward manner, if this is your
company's guiding perception, you are in for a big
surprise. Today, companies are affected by many dif-
ferent types of requlation in their daily operations. It
is reasonable to expect that their business models
have been developed under the current jurisdiction.
Therefore, many business owners and managers
might think this will also be the legal environment
they must consider going forward. Well, think again.
A brief look at the types of regulation affecting
companies and organisations today reveals various
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archetypes of legislation, many of which have some
overlap. Therefore, this initial exploration is not ex-
haustive and will be used as the best possible ap-
proximation considering the article’s objective.

Regulation affects business model innovation, and
Serentschy (2021) provides an initial discussion of
what regulators can do in their requlatory practices
to foster innovation rather than stifle it. This is also
the key objective of the current paper, albeit with a
particular focus on business model innovation.

The first category to consider is labour market reg-
ulation, including regulation on employment con-
tracts, notice of terminations and other regulations
concerning the right to maternity/paternity leave,
annual leave, work hours, etc. Tax regulation also
closely relates to the labour market in considering
personal salary taxes. On the other hand, is the taxa-
tion of corporate profits and transfer-pricing legis-
lation. In terms of international law, we find antitrust
regulations that encourage competition by limiting
the market power of any particular firm. Anotherarm
of labour-market requlation concernsworkplace, an-
ti-discrimination, and harassment legislation. When
considering future perspectives around corporate
stewardship and increased global transparency
around corporations’ ethical standards, legislation
around modern slavery, child labour, human rights
and community relations should be considered very
carefully going forward.

Consumer protection regulation is a second essen-
tial category to consider. This includes consumer
rights in the National Purchasing Act, as well as
advertising regulations (especially concerning chil-
dren), e-mail marketing, privacy and the General
Data Protection Regulation (GDPR). The latter is a
good example of arequlation that could sit in several
categories, asitisalso critical to data security regu-
lation. As a third cateqory, data security regulation
isan area of much attention. It includes forthcoming
Artificial Intelligence (Al) regulation from the Euro-
pean Commission, which aims to boost Al technolo-
gies while ensuring EU citizens’ safety. However, we
cannot talk about data security without introducing
the realm of cybersecurity (NIS 2 Directive, 2022)
and telecommunications requlation.
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A fourth fundamental legislation category is that of
property rights. These are fundamental to our socie-
tiesand shape alarge extent of our economy, thereby
having a significant link to commercial law. Property
rights are closely related to private rights and have
been discussed in connection with freedom and de-
mocracy. Regarding businesses, the recent focus
on asset sharing and crowdfunding has put prop-
erty rights in the spotlight regarding fostering plat-
forms for sustainable business models. Intellectual
property rights are a fifth category, including copy-
rights, trademarks and patents. They can be utilised
through licensing and other forms of permits.

The sixth category we explore is that of Financial
regulation. It includes and is related to property
rights,_commercial laws, filing requirements to the
government, Securities and Exchange Commission
regulations, and accounting and auditing regula-
tions. The latter sub-category has recently received
much attention due to the forthcoming sustain-
ability reporting and assurance standards in Europe
and internationally. At the core of the international
and European sustainability reporting standards
is a requirement to disclose information about the
business model with which the given organisation is
competing.

Lastly, we consider the category of Environmental
regulation. In light of the rising international focus
on climate change, which, for example, has led to the
European Green Deal (REF), regulation has focused on
reducing Greenhouse Gas Emissions. Furthering this,
the most recent international (REF IFRS S1) and Eu-
ropean sustainability reporting standards (REF ESRS)
introduce requirements for companies to assess
their direct and indirect energy usage and emissions
and the energy and emission used in their value chain
(Nielsen, 2023a, Sust.). This will then be required to be
anchored in a due diligence process (Nielsen, 2023a,
Sust.)so that it can be assured. While the current leg-
islation around environmental effects focuses on the
materiality of the impacts and footprint a company
has on the environment and also how environmen-
tal concerns affect the financial materiality of the
organisation, there are many other potential areas
where environmental regulation could kick in. Let's
look at the Ellen MacArthur Foundation's (2013) work
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on sustainability. Areas related to reuse, refurbish-
ing and recycling, as well as farming, feedstock and
regeneration, are areas that may be prone to further
regulation for climate change.

As hinted earlier, some requlation is relatively sta-
ble, while other areas of regulation have been on the
rise, particularly those concerning digitalisation. Six
critical regulatory trajectories appear by crossing
the seven overall regulation categories above with
the themes drawn forth by the authors in this special
issue of the Journal of Business Models. These are
discussed in the next section, followed by a trans-
formative discussion of utilising anticipated regula-
tory changes to the advantage of the business model
innovation.

Key Requlatory Trajectories for

Business Model Innovation

The viewpoint presented in this article is that requ-
lation will significantly impact business model inno-
vation, which will only increase as business model
innovation for the future is driven by technologi-
cal, data-driven and ecosystem-based movements.
Some regulations may positively affect firms' busi-
ness model innovation possibilities, while others
may have negative effects. On another dimension,
regulation can directly and indirectly impact busi-
ness model innovation.

Inan early contribution, Butenko and Larouche(2015)
argue that the legal literature concerning the inter-
play between innovation and law is split between law
and economics and law and technology. Both exist
in parallel but are largely non-intersecting. In later
research, Blind et al. (2017) studied the impact of
regulation on innovation under different degrees of
uncertainty. They found that requlation leads to low-
er innovation efficiency in high market uncertainty.
This is confirmed by Aghion et al. (2021), who find
that regulation leads to lower innovation intensity.

On the positive side are examples of direct envi-
ronmental regulation creating new markets for in-
novative solutions due to a higher demand for clean
energy technologies and intellectual property laws
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encouraging firms to invest in research and develop-
ment. Other, more indirect types of regulation may
levelthe playing field by preventing established firms
from using their size and power to stifle competi-
tion, thus creating opportunities for new entrants to
the market with innovative business models.

Regulation may negatively affect business model
innovation if it makes it more difficult for firms to
experiment with new business models or removes
incentives for taking risks. For example, financial
regulations can make it difficult for firms to devel-
op new financial products. Other problems could
be induced by the speed of legislative institutions,
whereby regulation can be slow in adapting to new
technologies. For example, regulations governing
the use of drones have needed to be faster to keep
pace with the development of drone technology.
Indirect regulation impacts business model innova-
tion, including creating new social norms influenc-
ing consumer behaviour. Another good example is
the rise of social media, which has led to greater
awareness of privacy issues, creating pressures for
businesses to commit to protecting user privacy.

This section discusses six critical regulatory trajec-
tories that are expected to influence and form busi-
ness model innovation in the future significantly.
The first three, cybersecurity, artificial intelligence
and telecommunications, are associated with tech-
nology development. In contrast, the latter three,
taxation, asset sharing and crowdfunding, and ac-
counting and environmental regulation, are primar-
ily associated with sustainability and organisational
concerns.

Cybersecurity

Given our society's greater reliance on information
networks, wireless communication and information
systems, and an increased cyber threat, cybersecu-
rity regulation will majorly affect many companies’
business model innovation opportunities. This will
concern businesses aimed at both business-to-
business segments and consumer segments. For
example, the rise of social media has led to greater
awareness of privacy issues, creating pressures for
businesses to commit to protecting user privacy,
which was in focus in the recent GDPR act.
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Gisca et al. (2023) verify that in the future, cyber-
security will become even more important in the
protection of users’ privacy and safety. Data privacy
regulations are designed to protect personal data
privacy. From a business perspective, they can im-
pact information sharing by requiring businesses to
obtain user consent before sharing their data with
third parties. For example, a car-sharing company
may be required to obtain consent from a user be-
fore sharing their driving data with an insurance
company.

On the business-to-business side, the NIS2 Direc-
tive is the EU-wide legislation on cybersecurity.
NIS stands for “Network and Information Security”,
and the directive requires EU member states to
identify entities that provide essential services
and introduce new cybersecurity measures for
these identified entities. It distinguishes between
non-critical sectors, critical sectors and sectors
of high criticality. Critical sectors are, for example,
postal and courier services, waste management
and manufacturing. Sectors of high criticality are
vital for the economy and society and rely heavily on
information and communication technology. These
include energy, transport, water, banking, financial
market infrastructures, healthcare and digital in-
frastructure.

NIS 2 will be a constraining regulation because its
function is to streamline company security and re-
porting requirements by imposing a risk manage-
ment approach. This will imply a minimum list of
basic security elements that must be applied. NIS2
reaches beyond the firm's boundaries by addressing
the security of supply chains and supplier relation-
ships by requiring individual companies to address
cybersecurity risks in the supply chains and supplier
relationships. Companies that can operate at the
highest security levels or take security levels in their
sector to a new level will be preferred partnersin Eu-
rope and internationally. Therefore, compliance with
NIS 2 will become an important value proposition
supporting business model innovation in regards
to, for example, GDPR, telecommunication, 6G,
blockchain and Al. Also, Van DBuijvenvoorde (2020)
highlights accountability requirements of related in-
novation and competition policy areas.
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Artificial Intelligence

National government agencies and supranational
agencies are currently working on legislation, formal
regulation and guidance around Artificial Intelligence
(Al). For example, the UK Government has announced
it is taking a pro-innovation and risk-based perspec-
tive to Al regulation. This means that requlators are
asked to focus on high-risk concerns and to ensure a
framework that will encourage innovation and avoid
placing unnecessary barriers in its way.

The European Commission’s Al regulation act aims
to ensure better conditions for developing and us-
ing the technology but holds a distinct consumer
protection perspective. EU operates with a high-risk
and an unacceptable risk category. Al systems that
negatively affect safety or fundamental rights are
considered high-risk. Unacceptable risk Al systems
are systems considered a threat to people. They in-
clude cognitive behavioural manipulation of people
or specific vulnerable groups such as children, so-
cial scoring and classification of people based on
behaviour, socioeconomic status or personal char-
acteristics, and real-time and remote biometric
identification systems, such as facial recognition. Al
systems found to be unacceptable are to be banned.

Al and Machine learning algorithms pose interesting
avenues to business model innovation because they
create efficiencies. As Haefner and Gassmann (2023)
argue, Al can lead to new business models and new
ways of doing business model innovation. Still, Al can
also be a part of innovating existing business models.
To give an example of this, the following question was
asked in Bard, Google's generative Al platform:

“How can we innovate Bosch so that it becomes a
more sustainable company?”

Bard answered:

e Bosch is already a global leader in sustainabil-
ity, but there is always room for improvement.
Here are some ideas for how Bosch can inno-
vate to become even more sustainable:

e Accelerate the development and commer-
cialisation of sustainable products and ser-
vices. Bosch has a strong track record of
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innovation in this area, but it needs to do
even more to bring its sustainable products
and services to market faster. For example,
Bosch could invest more in research and
development for renewable energy tech-
nologies, energy-efficient appliances, and
sustainable transportation solutions.

e Develop new circular economy business mod-
els. The circular economy is a new economic
model that aims to eliminate waste and pollu-
tion by keeping products and materials in use
foraslongas possible. Bosch caninnovate by
developing new business models that allow
it to reuse, recycle, and repair its products
more effectively. For example, Bosch could
offer leasing and take-back programs for its
products or develop new products designed
to be disassembled and recycled easily.

e Use digital technologies to improve sustain-
ability performance. Bosch is a leader in
developing digital technologies, and it can
use these technologies to improve its sus-
tainability performance and help its cus-
tomers do the same. For example, Bosch
could use artificial intelligence (Al) to opti-
mise its manufacturing processes, reduce
energy consumption, and predict and pre-
vent equipment failures. Bosch could also
develop new Al-powered services to help its
customers reduce their energy consump-
tion and carbon footprint.

e Partner with other companies and organisa-
tions to advance sustainability. Bosch can
accelerate its sustainability journey by part-
nering with other companies and organi-
sations that share its values. For example,
Bosch could partner with suppliers to de-
velop more sustainable supply chains or with
government agencies and non-profit organi-
sations to support sustainability initiatives.

e Here are some specific examples of innova-
tive sustainable solutions that Bosch is already
working on:

e Bosch is developing a new generation of
electric vehicle batteries that are more en-
ergy-dense, have a longer lifespan, and are
easier to recycle.
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e Bosch is also developing smart home sys-
tems that can help homeowners reduce
their energy consumption and carbon foot-
print.

e Bosch is working with farmers to develop
smart farming solutions that can help re-
duce the use of pesticides and fertilisers.

e Boschalsoinvestsinrenewable energy tech-
nologies like solar and wind power.

By continuing to innovate in these areas, Bosch
can become even more sustainable and help its
customers do the same.

This is a very good answer to that question. How-
ever, of course, the answer is not much new or in-
genious because generative Al feeds on existing
knowledge only. This means that the ground-break-
ing, creative, cross-fertilized perspectives must be
included. However, the test proved the point that
Al can help managers, owners and business devel-
opers on the way to identifying viable solutions and
business model innovations. The only regulatory re-
quirements on generative Al concern transparency
requirements, such as disclosing that the content
was generated by Al and acknowledging when some-
thing is based on summaries of copyrighted data.

Telecommunication

At the core of much of business model innovation
has always been information communication tech-
nology, creating reach and minimising communica-
tion costs. While 5G is being rolled out, researchers
and companies are working on the next protocol,
6G, which is expected to be in action around 2030.
5G/6G6 local networks currently lack legitimacy, and
here, requlations and regulators can act as enablers
of technology dispersion. Serentschy et al. (2023)
discuss how 5G and 6G will require new regulation in
telecommunications.

Historically, spectrum and competition regulations
have played a pivotal role in the business models
that operators apply, either allowing, delimiting, or
protecting/safeqguarding certain business models.
However, changes in the requlative and techno-
logical domains significantly impact business deci-
sions, especially the business models employed by
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the operators (Ahokangas et al., 2013). In the tele-
communications sector, regulation and sustainabil-
ity go hand in hand. They influence mobile operators’
business models through the energy efficiency of
mobile networks and the consumption of critical
and rare raw materials that indirectly and directly
set demands and limitations on business maodel in-
novation. Additionally, the critical role of mobile
communications sets demands on developing and
maintaining the security and resilience of networks
to ensure societal sustainability.

According to Ahokangas (2023), 6G has massive im-
plications for the types of business model innova-
tion that will be possible, and 6G will be an important
general platform for the technologies supporting the
Metaverse (cf. Rosenstand et al., 2023). Hexa-X and
6G will likely be a technology that can create disrup-
tion because it will allow niche entrants into markets
to focus on particular value propositions to custom-
ers, create strong niche positions and build the busi-
ness from there.

Taxation

Tax regulation and the taxation environment can sig-
nificantly impact innovation ecosystems, for exam-
ple, by providing incentives for innovation activities
within and across firm boundaries. Tax deductions
for R&D spending can make it more attractive for
businesses to invest in new technologies and prod-
ucts, leading to more vibrant and innovative ecosys-
tems. On the negative side of tax-regulation is that
complex tax rules can create uncertainty and make
it difficult for businesses to plan for the future. This
is especially true in complex ecosystem-based set-
tings, as Lingens(2023)described. When businesses
are unsure of their tax liabilities, they are less likely
to investinlong-term projects. Furthermore, tax au-
dits can be a burden on businesses and can divert
resources away from innovation.

In addition to the direct impacts of tax regulation,
tax regulation can also indirectly impact innova-
tion ecosystems. For example, tax regulation can
affect the availability of capital for businesses ei-
ther from professional investors, business angels or
banks. In periods of scarce capital, businesses tend
to invest less in innovation than otherwise. BMI can

potentially prosper from tax regulations because in-
novation in ecosystems can avoid cash shortages by
moving cash liquidity between partners and creating
efficiencies around, for example, open innovation
ecosystems. Professional investor networks are,
therefore, expected to see a surge in activity ratesin
the years to come.

Asset sharing, crowdfunding and blockchain

A part of corporate stewardship is working towards
better resource utilisation and creating fair access to
capital, technology and knowledge. Asset sharing is
one of the fundamental strategies to achieve this and
is, for example, highlighted by the Ellen MacArthur
Foundation 2013). Crowdfundingis also a key area that
could affect business model innovation, and accord-
ing to Ferrarini (2017), from a regulatory perspective,
we should distinguish between loan-based crowd-
funding and investment-based crowdfunding.

Crowdfunding platforms are subject to consumer
protection reqgulations designed to protect consum-
ers from unfair or deceptive practices. For example,
crowdfunding platforms may be required to provide
clear and transparent information about the terms
and conditions of crowdfunding campaigns. The
same goes for the terms and conditions of asset-
sharing agreements. Businesses may be required to
disclose the fees associated with asset sharing and
the risks and liabilities involved.

There are several regulatory concerns related to
asset-sharing and crowdfunding. The list below is
by no means exhaustive but rather indicative of the
types of regulation businesses need to be aware of:

1. Intellectual property regulations are designed
to protect the rights of creators and owners
of intellectual property. They can impact the
sharing of assets by restricting how assets can
be used and shared.

2. Competition regulations are designed to pro-
mote competition in the marketplace. For
example, a business may be prohibited from
entering into exclusive agreements with asset
owners that prevent other businesses from ac-
cessing those assets.
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3. Tax reqgulations are designed to ensure that
businesses pay their fair share of taxes and
may be required to pay taxes on the rental in-
come they earn from sharing their assets. Also,
crowdfunding platforms may be required to
withhold taxes on rewards that are distributed
to backers.

4. Securities regulations will affect crowdfunding
platforms that offer securities-based crowd-
funding. Crowdfunding platforms may be re-
quired to register with securities regulators
and to provide investors with disclosure docu-
ments that contain information about the issu-
er of the securities, the risks of the investment,
and the terms of the offering.

5. Anti-money laundering (AML) and know-your-
customer (KYC) reqgulations are designed to
prevent criminals from using crowdfunding
platforms and blockchains to launder money or
finance terrorist activities. The Payment Ser-
vice Directives (PSD 1 and 2) is an example of
this type of reform, such as those enabled by
Distributed Ledger Technology (blockchains),
which may require extensive legal reformin the
future.

In addition to these types of regulation, crowdfund-
ing and blockchain may also be impacted by general
business regulations, such as contract law and tort
law. As these technologies continue to develop, new
regulations will likely be introduced. The largely un-
regulated market environment surrounding crypto-
currencies has been exploited for various fraudulent
schemes. Public opinion and policy-makers will also
affect the latter because there is often a mistaken
equivalence between cryptocurrency and block-
chain. Blockchain is a unanimous agreement among
participants regarding the legitimacy of recorded
transactions, thereby eliminating the need fora cen-
tralised authority to move money.

Asset sharing has already been a major driver of BMI
for some years, and crowdfunding mechanisms have
also had interest. The move to mainstream thought
for these two mechanisms, as well as blockchain,
can help move innovation toward sustainability and
shared stewardship.

Accounting and environmental requlation

In light of the current focus on climate change, en-
vironmental and accounting reqgulations will affect
business model innovation. Companies and organi-
sations worldwide will be scrutinised to explain their
footprint on people, the planet and society and how
climate-related risks will affect their operations.
These two perspectives are also in conjunction de-
noted as double materiality (Nielsen 2023a).

Environmentalists fear that policymakers will em-
phasise the latter, outside-in perspective, also
called financial materiality. This would leave com-
panies only being required by reqgulation to report on
basic emissions, social, and governance metrics and
keep a report conveying a true picture of their foot-
print private. This is similar to the arguments made
by Nielsen and Madsen (2009) that managers will be
faced with having to select which information to re-
port. The accounting field has been down this road
of argumentation before. The question is whether
new communication technologies and media plat-
forms will be able to improve corporate accountabil-
ity this time.

Environmental regulation will focus on reducing
emissions. In the REGS model, Nielsen (2023b) pro-
vides a list of ten essential environmental aspects to
consider for the disclosure of environmental impact:

» Emissions and emission reductions, incl. GHG
» Air quality

» Energy management

» Water and waste management

» Waste and hazardous materials

» Ecological impacts

» Substitution to recycled materials

» Reusing and recycling materials

» Efficiency in materials sourcing

» Degree of green energy use

The European Sustainability Reporting Standards
(ESRS, 2023) require companies to relate their met-
rics to risks and opportunities based on their busi-
ness models, a notion that Roslender & Nielsen
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(2015) pitched while arguing that this would also
require a non-financial understanding of business
models, including an intricate understanding of the
value proposition to customers(Roslender & Nielsen
2022).

Therefore, environmental and accounting regu-
lations are intricately connected and under-
standing them properly offers potential avenues
towards business model innovation. For exam-
ple, Montemari and Nielsen (2013) illustrate how
understanding value creation flows can lead to
generating new business models, while Nielsen
et al. (2017) and Montemari et al. (2019) illustrate
the connection between performance metrics and
business models. The ten environmental aspects
above are precisely positive potential business
model innovation trajectories from challenges
posed by regulation.

Direct effects

Utilising Regulation for

Transformative Purposes

As argued in the six subsections above, regulation
can positively and negatively affect a company’s
space for viable business model innovation. While
spotting the negative consequences of regulation
is often easy, spotting the opportunities may some-
times take alittle work. From the conceptual discus-
sions, some patterns emerge. The positive nodes
are easy to identify. Some companies are provided
business opportunities in new regulations because
their products, services or technologies can be a
part of new requirements and solving jobs-to-be-
done for someone.

However, when regulation poses a challenge, a con-

straint or a restriction, you need to ask how this will
affect the value proposition to your customer. New

Indirect effects
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regulations may make some things tougher or cre-
ate barriers. Relevant business model innovation
questions are:

- How do you avoid the barriers or challenges, or
how do you prepare a service that eliminates
these barriers altogether?

- Regulation may make some activities more ex-
pensive, for example, due to excess administra-
tion. How do you share that expense burden, or
how do you invite othersin to share that burden
(customers, suppliers or even competitors?)

- How do you utilise your competencies to beat
the competition to a better value proposition
under the new regulative requirements, even
marginally?

- Given new regulations, which new types of
competitors can enter the market and disrupt
the existing industrial order? How do you part-
ner up with them, or how do you buy a stake in
their business to minimise your portfolio risk?

Faced with such uncertainties, management teams
need a process from which to organise relevant in-
formation. One way of doing this is to use the two
dimensions offered above, where the effects of reg-
ulation are split into positive and negative effects on
the one hand and direct and indirect effects on the
other. This gives the 2-by-2 matrix in Figure 1, which
can be used as a starting point for discussing how
business model innovation should be focused, con-
sidering the new regulatory context.

Concluding Remarks

What should be your business madel innovation
strategy in instances where reqgulation will have an
effect on your business opportunities? How should
you think about business model innovation, and
where do you start? Forthcoming regulations on cy-
bersecurity, Al, telecommunication, sustainability
and environmental footprints will challenge compa-
nies and their value creation. The arrival of ecosys-
tems, asset sharing and crowdfunding already have
been doing so for a while.

Intwo other contributionsto thisspecialissue, Ricart
(2023) discusses the potential of relational business
models, and Lingens (2023) discusses ecosystems.
Both support BMI in more digitally requlated mar-
kets, as the current outlook predicts. Successful
BMI will largely depend upon innovation with part-
ners, as was illustrated in Lund and Nielsen's (2014)
seminal developments on network-based business
models. Many of the negative reqgulatory effects we
see here can be related to the constraining effects
of value creation in focal firms.

Relational business models and ecosystems and the
scalability mechanisms associated with network-
based business model innovation (Nielsen & Lund,
2018) can help unlock value potentials in regulated set-
tings. According to Lund & Nielsen(2018), crucial ques-
tions that foster business model innovation include:

6. Are there potential strategic partners that can
offer features that enrich the existing value
proposition to our customers (for free) while
receiving value back themselves?

7. Are there alternative ways of generating rev-
enue?

8. Are there alternative business model configu-
rations that free the business model of existing
capacity constraints?

9. Can the business model be changed to a plat-
form for other businesses to buy into?

.Is it possible to change existing stakeholders’
roles and utilise them in simultaneous roles in
the business model?

11.Who would pay for either access to our custom-
er base or knowledge about our customers and

their characteristics?

12. How strong are the “hard to copy”, and how long
are the “time to copy” attributes of our current

value proposition towards customers?

. Which mechanisms are in place to create lock-
in of our customers?

14. How agile is our company towards threats from
new entrants or new technologies, and how

quickly would we be able to readjust?
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However, as is always the case when some problems
are solved - new problems appear on the horizon.
Among the snags and hitches that arrive with net-
work-based business models and ecosystem-based
business model innovation are elements of build-
ing and maintaining trust among strategic partners,
sharing of culture and values, and ensuring a fair
dispersion of value creation and value destruction
across all stakeholder groups.



Journal of Business Models(2023), Vol. 11, No. 3, pp. 105-116

References
Aghion, P., Bergeaud, A., & Van Reenen, J.(2021). The impact of regulation on innovation (No. w28381). National
Bureau of Economic Research.

Ahokangas, P.(2023), Hexa-X/6G as a general technology platform for business model innovation, Journal of
Business Models, Vol. 11, No. 3, pp. 51-56

Ahokangas, P., Matinmikko, M., Yrjola, S., Okkonen, H., & Casey, T.(2013). "Simple rules” for mobile network
operators’ strategic choices in future cognitive spectrum sharing networks. IEEE Wireless Communications,

20(2), 20-26.

Blind, K., Petersen, S. S., & Riillo, C. A.(2017). The impact of standards and regulation on innovation in uncertain
markets. Research policy, 46(1), 249-264.

Butenko, A., & Larouche, P.(2015). Regulation for innovativeness or regulation of innovation? Law, Innovation
and Technology, 7(1), 52-82.

Ellen MacArthur Foundation (2013). Towards the circular economy. Ellen MacArthur Foundation

ESRS(2023), European Sustainability Reporting Standards, European Commission, Brussels, 31.7.2023
Ferrarini, G.(2017). Regulating fintech: Crowdfunding and beyond. European Economy, (2), 121-142.

Gisca, 0., Matinmikko-Blue, M., Ahokangas, P., Yrj6la, S., & Gordon, J. (2023). Local 5G/6G Network Business
in Europe: Regulatory Analysis and Legitimacy Considerations. In The Changing World of Mobile Communica-

tions: 5G, 6G and the Future of Digital Services(pp. 185-220). Cham: Springer International Publishing.

Haefner, N. and 0. Gassmann (2023), Generative Al and Al-Based Business Model Innovation, Journal of Busi-
ness Models, Vol. 11, No. 3, pp. 46-50

IFRS S1(2023), IFRS Sustainability Disclosure Standard: General Requirements for Disclosure of Sustainabili-
ty-related Financial Information. Delaware: International Sustainability Standards Board.

Lingens, B. (2023), How ecosystem management will influence business model innovation: Bridging the gap
between theory and practice, Journal of Business Models, Vol. 11, No. 3, pp. 97-104

Lund, M., & Nielsen, C. (2014). The evolution of network-based business models illustrated through the case
study of an entrepreneurship project, Journal of Business Models, Vol. 2, No. 1., pp. 105-121.

Lund, M., & Nielsen, C. (2018). The Concept of Business Model Scalability. Journal of Business Models, Vol. 6,
No. T, pp. 1-18.

Montemari, M., & Nielsen, C.(2013). The role of causal maps in intellectual capital measurement and manage-
ment. Journal of Intellectual Capital, Vol. 14, No. 4, pp. 522-546.

Montemari, M., Chiucchi, M. S., Nielsen, C. (2019), Designing Performance Measurement Systems Using Busi-
ness Models, Journal of Business Models, Vol. 7, No. b, pp. 48-69



Journal of Business Models(2023), Vol. 11, No. 3, pp. 105-116

Nielsen, C.(2023a), ESG Reporting and Metrics: From Double Materiality to Key Performance Indicators, Sub-
mitted to Sustainability

Nielsen, C.(2023b), The REGS Model. Working paper, University of Bologna, available at https://ssrn.com/ab-
stract=4594453

Nielsen, C. & M.T. Madsen. 2009. Discourses of transparency in the Intellectual Capital reporting debate: Mov-
ing from generic reporting models to management defined information. Critical Perspectives on Accounting,
Vol. 20, No. 7, pp. 847-854.

Nielsen, C., & Lund, M.(2018). Building Scalable Business Models. MIT Sloan Management Review, 59(2), 65-69.

Nielsen, C., & R. Roslender, (2015). Enhancing financial reporting: the contribution of business models, British
Accounting Review, Vol. 47, No. 3, pp. 262-274.

Nielsen, C., M. Lund & P. Thomsen(2017), Killing the balanced scorecard to improve internal disclosure, Journal
of Intellectual Capital, Vol. 18, No. 1, pp. 45-62.

NIS 2 Directive (2022), EUR-Lex Document 32022L.2555

Rosenstand, C.A.F., J. Brix & C. Nielsen (2023), Metaverse and Society 5.0: Pivotal for future business model
innovation, Journal of Business Models, Vol. 11, No. 3, pp. 62-76

Roslender, R. & C. Nielsen(2022), Accounting for the value expectations of customers: re-imagining the Inte-
grated Reporting initiative, forthcoming in Critical Perspectives on Accounting

Serentschy, G., Timmers, P., & Matinmikko-Blue, M. (2023). Toward anticipatory regulation and beyond. In The
Changing World of Mobile Communications: 56, 6G and the Future of Digital Services(pp. 221-251). Cham: Spring-

er International Publishing.

Seretschy, G. (2021). The regulatory journey from a European perspective. https:/ /www.serentschy.com/
the-regulatory-journey-from-a-european-perspective/.

The European Green Deal (2019), European Commission, EUR-lex Document 52019DC0640

Van Duijvenvoorde, G. P.(2020). Towards implementation of the European Union telecom code: Ex Ante reflec-
tions. Computer and Telecommunications Law Review, 26(7), 205-215.



Journal of Business Models (2023), Vol. 11, No. 3, pp. 117-132

JOURNAL:

BUSINESS MODELS

Moving Business Models Forward for Positive Social, Environmental and
Economic Outcomes: Managing Externalities (and Internalities)
for Sustainability Innovation

Xavier Lecocq', Benoit Demil?, and Vanessa Warnier?

Abstract:

Purpose: Organisations are crafting business models to operate and be able to continue operating. While it is
now common to mention the importance of the ecosystem surrounding a focal organisation, business models
are often considered as internal configurations between resources, organisation and offers. Consequently,
the ecosystem is only convoked as a matrix for value creation for stakeholders and value capture for a fo-
cal company. In this article, we contend that ecosystems are also the place where externalities of the focal
business model operate, eventually destroying value for stakeholders. We suggest that a sustainable business
model can only be designed and implemented with a complete account of externalities, and we propose that
the business model is the key determinant between externalities and internalities.

Design/Methodology/Approach: We build on the research about business models and externalities to theorise
at the crossroads of this literature. We then draw consequences from our theoretical development and advance
business model recommendations for managers, consultants and researchers.

Findings: We propose to complete the concept of externalities with the symmetrical concept of “internalities”
to analyse and design business models. We also offer eight policies to manage (or not) externalities and iden-
tify potential consequences of these policies for the business model of the focal organisation and its ecosys-
tem. We conclude that business model thinking allows organisations to decide on what the externalities and
internalities of their business model will be and thus induce management responsibilities.

Originality/Value: Instead of focusing on business models as an internal configuration, we contend that or-
ganisations must make decisions on externalities and internalities generated by their business model. We
make propositions to design and preserve sustainable business models. Business models' future should focus

on the management of externalities.

Keywords: Business Model - Externalities - Internalities - Framework - Sustainability - Business model for sustainability - Sustain-
able business model - Impact

Please cite this paper as: Lecocq, X., Demil, B., and Warnier, V.(2023b), How Regulation Affects Business Model Innovation, Journal of
Business Models, Vol. 11, No. 3, pp. 117-132

1-3 IAE School of Management, LUMEN, University of Lille



Journal of Business Models(2023), Vol. 11, No. 3, pp. 117-132

Introduction:
The Need to Go Further on Business
Models and Sustainability

The role of business in sustainability and organisa-
tions’ responsibility for improving society and the
environment are now primarily discussed. Calls to
consider sustainability emerged more than 30 years
ago Field (see Brundtland, 1987; Turner, 1987), and
empirical evidence has progressively led compa-
nies to implement various marketing and commu-
nication initiatives to fit stakeholders’ expectations.
However, when social and environmental issues take
centre stage, it becomes essential to go further and
progressively integrate these concerns into the core
of the business model (BM hereafter) that managers
and entrepreneurs design and implement.

The BMliterature has, forawhile, proposed concepts
and frameworks to position sustainability in the pro-
cesses associated with BM innovation, from purpose
definition to BM design and BM implementation (see,
for instance, Bocken et al., 2014; Schaltegger et al.,
2016a; Schneider and ClauB, 2020; Schaltegger et
al., 2016b; Attanasio et al. 2022).

Nowadays, literature refers to business models de-
signed to ensure sustainability as “sustainable busi-
ness models” (see Bocken et al., 2014; Bocken et
al., 2019), "business model for Sustainability” (see
Schaltegger et al., 2016a) or “circular business mod-
els” (see Boldrini and Antheaume, 2021; Fehrer and
Wieland, 2021), among others. While these terms ac-
knowledge differences in points of view, they have
in common that they go beyond mere economic
logic (Laasch, 2018). For instance, Schaltegger et al.
(2016a) contend that a BM for sustainability should
create and capture value while “maintaining or re-
generating natural, social and economic capital be-
yond its organisational boundaries”(p.6).

However, the conditions to ensure this sustainability
stillneed to be more detailed. Indeed, as discussed by
Schneider and ClauB, as far as sustainability is con-
cerned, “we have minimal insight into the interactions
of these value creation processes and related choic-
es and consequences” (2020, p.385). Consequently,
we are convinced that the processes associated

with integrating sustainability into BMs need more
research. Depletion of natural resources, climate
change, social and economic precarity or pollution
associated with some BMs cannot be left aside any-
more, and this induces entrepreneurs and managers
to consider the potential negative impacts of their
activities on stakeholders (Juntunen et al., 2019; At-
tanasio et al., 2022). While externalities have seldom
been discussed in the BM literature (exceptions in-
clude Walkiewicz et al., 2021 and EI-Baz et al., 2022),
it is time to consider them when considering value
creation and value capture processes because sus-
tainability reporting requlation soon will require this
(Nielsen, 2023a).

In this article, we adopt a new point of view, focusing
on externalities and the new status they should have
in the cognitive repertoires of entrepreneurs and
managers when designing and implementing a BM.

The following section describes how BMs usually op-
erate at an original level, i.e., the extended enterprise.
This should induce how the BM literature and practice
considers loops of causes and consequences. Sec-
ond, externalities should be included in the analysis
and design of BMs. We convoke the notion of “inter-
nalities”to shedlight onthe role of BMsin the sustain-
ability of organisations and their ecosystems. Third,
we convoke the RCOV framework to illustrate the ex-
ternalities and internalities of BM. Finally, the paper
introduces several types of actions that an organisa-
tion could undertake to manage externalities.

Business Model as an “extended
enterprise” Level

The “extended enterprise” (not so extended
afterall...)

We may wonder why the concept of “externalities”
is rarely integrated into the BM literature and prac-
tices. We contend that the main reason is related to
misconceptions concerning the level of analysis as-
sociated with BMs.

Organisations are crafting and implementing BMs to
be able to operate, and the BM is often considered
as a configuration of elements interacting to create
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and capture value. Therefore, BMs are conceived
from the point of view of a focal organisation while
integrating various actors, including suppliers, dis-
tributors or customers. Thus, the BM has been de-
scribed as an original level of analysis per se, the
‘extended enterprise” (Zott & Amit, 2013). However,
we observe that the literature does not fully con-
sider this original level of analysis (see also Ricart,
2023), as BMs are usually considered internal config-
urations. Boldriniand Antheaume (2021) were among
the first-movers in treating the BM as more than at
the “extended enterprise” level. The ecosystem, en-
compassing actors with whom the organisation is
interdependent, is typically not included in the anal-
ysis or is considered another level of analysis than
the BM. This may cause problems as BM-related pro-
cesses may not be considered external actors.

The BM and the loops of cause and

consequences

Boldrini and Antheaume (2021) noted that frame-
worksandreasoningto designandanalyse BMsfocus
above all on linear material flows and need a sys-
temic perspective. As Casadesus and Ricart (2010)
and Demil and Lecocq (2010) put forward, adopting
circular reasoning is essential to understanding the
performance mechanisms of BMs, eventually includ-
ingactors from the environment. This line of reason-
ing conceives a BM as composed of loops of causes
and consequences. These loops are at the origin of
virtuous circles or vicious circles and largely explain
the performance of a given BM. For instance, scale
economies, learning effects or recycling are virtu-
ous circles within a BM.

These loops of causes and consequences (positive
or negative) are internal to the focal organisation
andinclude external actors to create inter-organisa-
tional processes (Casadesus & Ricart, 2010). Conse-
quently, BMs are intertwined and co-evolve within an
ecosystem (Lingens, 2023). A loop generated within
a BM may have consequences on another organisa-
tion and initiate another loop (with positive and neg-
ative consequences)within this organisation.

Indeed, the BM of a focal organisation generate in-
ternal loops of causes and consequences within this
organisation, and external effects on other actors

119

who become de facto included in the ecosystem.
Indeed, as Demil et al. (2018) noted, the BM itself is
enacting the ecosystem through the external effects
this BM generates. Understanding these external ef-
fects is crucial to studying and designing BM.

Considering Externalities (and
internalities) of Business Models

Externalities and their naturalisation

An externality “is an ambiguous concept” (Demsetz,
1967, p.348). In 1946, Arthur Pigou, founder of welfare
economics, described non-optimal situations (i.e.
situations in which the well-being of one individual
can be improved without worsening that of another),
highlighting the decisive role of externalities. Exter-
nalitiesarise whenone agent'sactionsimpactanoth-
er agent’s situation without this relationship being
subject to monetary compensation. Externalities
include both external costs and external benefits,
i.e. costs or benefits for external actors. Positive ex-
ternalities occur when an agent renders a service to
otheragents without being rewarded, while negative
externalities occur when an agent disadvantages
other agents without compensating for the damage.
There can be pecuniary or nonpecuniary externali-
ties, but in every case, one or several individuals or
organisations enjoy or suffer from externalities. As
Ayres and Kneese (1969) noted, externalities can be
associated with production and consumption. From
a BM point of view, positive externalities create val-
ue for stakeholders, while negative externalities de-
stroy value for stakeholders.

All externalities have in common that the market
does not consider them. In the presence of exter-
nalities, if everyone pursues their interests, the re-
sult will be a sub-optimal situation at the collective
level. Indeed, the main effect of externalities is that
the private cost differs from the collective cost or
cost for society (Demsetz, 1967). For example, when
acompany pollutes, its private cost is lower than the
cost for society since it does not include the pollu-
tionit generatesinits costs. Reasoning solely based
on the private cost, a company will produce more
than if it considered the total cost (which includes
the cost of waste treatment). The negative external-
ity will, therefore, lead to overproduction.
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Consequently, we contend that there are externali-
ties when the price of a product or service does not
include the full costs and benefits associated with
its production and consumption. Thus, externalities
are transfers of value without monetary compen-
sation that depend on the choices of other agents.
Most of the time, there are no transactions between
the agents whose activities produce externalities
and those impacted by these externalities. When an
economic agent produces or consumes, there may
be potential costs and benefitsincurred by third par-
ties who were not involved in the transaction.

Externalities are a complex phenomenon and a real
challenge for humankind. However, we can observe
several things that could be improved in using this
concept in the context of management.

First, externalities are often naturalised. Entrepre-
neurs, managers, and analysts may consider that ex-
ternalities are naturally external to the organisation’s
responsibilities and the realm of action. Indeed, many
individuals assume that what is considered outside of
the organisation’s scope is not their responsibility but
a consequence of the mere characteristics of their
sector. On the contrary, following Demil et al. (2018),
we contend that the BM defines the type and strength
of externalities that will occur for stakeholders.

Second, some externalities are only considered on
their positive side. It is the case, for instance, of ex-
ternalities based on network effects (so-called 'net-
work externalities’). Indeed, it is often assumed that
a network effect is a phenomenon whereby new us-
ers who use a product or service increase the value
of that same good or service for other agents. An ex-
ample is a communications network or a social net-
work, where each agent benefits directly from the
use of the network by a new agent. Network exter-
nalities directly or indirectly benefit the user of the
good or service. This benefit depends positively on
the number of people who have purchased the same
or a compatible good or service. However, we must
remember that traffic jams are also a negative con-
sequence of network effects.

Third, in the case of negative externalities, it is of-
ten considered primarily the State’s responsibility to

manage those externalities. Indeed, public authori-
ties may intervene through taxes and subsidies, as
they may tax activities generating negative exter-
nalities and subsidise those generating positive
externalities. We contend that the responsibility
for managing those externalities can also be con-
sidered within the organisation’s perimeter. Indeed,
we propose to include the concept of “internalities”
as a symmetry for “externalities”. Externalities are
a consequence of the choice of a BM, and the en-
trepreneur or the manager could have decided to
internalise a given consequence or a set of conse-
guences of the organisation’s activities.

Externalities: the good, the bad, the
undetermined

In a pragmatic approach, qualifying externalities
as positive or negative may be challenging. In the
meantime, A BM may generate both positive and
negative externalities. Stakeholders may accept
the coexistence of the two kinds of externalities.
However, they may not accept if negative exter-
nalities are perceived as mainly exceeding the
positive effects of the activity. For instance, in the
case of Airbnb, positive externalities associated
with the development of tourism in a given area
also come with drawbacks, such as the increasing
price of real estate for residents, depopulation of
the neighbourhood, and noise in collective housing
(Carrasco-Farré et al., 2022). Things are becoming
even more complex when we consider distinctively
each actor in the ecosystem. Some consequences
of a BM may appear negative for some stakehold-
ers and positive for others, depending on their own
BM.

Moreover, from a dynamic perspective, the dis-
tinction between the good, the bad, and the un-
determined consequences is complex, as these
conseqguences may eventually evolve. For instance,
social networks may generate positive network ex-
ternalities in the first stage and then attract many
adopters, among them haters and fake news pro-
ducers. The success of such networks may lead, in
the end, to adverse consequences on individuals
(bullying...)and the whole community. Thus, positive
consequences may become negative ones, or con-
versely.
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Managing externalities and internalities

through the BM

Because of the naturalisation of externalities gen-
erally observed, those externalities are usually con-
sidered the responsibility of the State or any other
public or collective actor. Insuch a context, the stake
of managers becomes more “how to externalise
negative consequences for my organisation?” than
“how to manage my externalities?” Organisations of-
ten seek to internalise the positive consequences
of their activities and to externalise negative con-
sequences. Thus, the performance of many organi-
sations comes from the ability to let non-voluntary
stakeholders cope with the negative consequences
of their activities.

However, it is positive to see that externalities can
be managed by the organisation and not only by pub-
lic authority. As noted by Ayres and Kneese back in
1969 concerning the production of goods, “residuals
do not necessarily have to be discharged to the envi-
ronment. In many instances, it is possible to recycle
them back into the productive system” (Kneese 1969,
p.286). Thus, externalities can become internalities
and become subject to management.

We define an“internality” to be a consequence of the
BM that the organisation is managing. We propose
that the BM of an organisation enacts if and how a
consequence is an externality or an internality. In-
deed, when an entrepreneur or a manager designs
the BM of her company, she can decide if each of the
consequences will be kept internally or externally.
This arbitrage between internality and externality is
defined by choices made to design the BM. However,
it is also important to remember that each time an
entrepreneur or a manager chooses to internalise
a consequence of its activities, it implies changing
various elements of the BM of its organisation, cre-
ating new loops of causes and consequences.

The RCOV Framework and Deciding
Between Externalities and

Internalities
Analysing or designing a BM considering loops of
causes and consequences and deciding between

externalities or internalities for the consequences
require a suitable framework.

Starting in 2004, we developed an analytical frame-
work to analyse the current BM or design and im-
plement the future BM of an organisation (Lecocq
et al., 2006; Demil & Lecocq, 2010). This frame-
work, labelled RCOV (for Resources, Competencies,
Organisation, and Value propositions), combines
parsimony with the capacity to account for the dy-
namics of relationships between components in
the BM (Casadesus-Masanell & Ricart, 2010; Demil
& Lecocq, 2010). Figure 1displays the circular RCOV
framework, which allows for the analysis that cre-
ates the various loops for performance and sustain-
ability. It differentiates from other frameworks for
BM innovation thanks to its ability to deal with plat-
form business models (Cusumano et al., 2020) and
ecosystems(Lingens, 2023) through the inclusion of
network externalities mechanisms but also through
its ability to analyse and define circular business
models (Boldrini & Antheaume, 2021). RCQOV inte-
grates, for instance, the potential successive cycles
of resource deployment, the potential reinforcing
mechanisms of scale economies, learning or tech-
nology diffusion, and, more generally, the loop ef-
fects within the value creation and value capture
processes.

Spender (2010) mentioned that rigorous frame-
works are those based on theories, something
that Foss(2023)also is concerned with. The RCOV
framework derives from Edith Penrose’s theory
of firm growth (Penrose, 1959). In this theory, the
growth of an organisation involves, in particular,
the interaction between resources (which can be
insufficiently exploited) and managers included in
organisational systems. Indeed, interactions be-
tween resources and the organisation lead to the
developing of new products and services. How-
ever, the RCOV framework also allows the inclu-
sion of other types of loops between resources,
organisation and value propositions than those
evoked in Penrose’s theory. For example, the value
propositions can yield resources capable of gen-
erating new value propositions supported by the
company’s internal and external organisations.
This is the case for Google, whose search engine
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Figure 1: The RCOV framework

(value proposition) offered to the general public
is used to collect data (resource) and to generate
new offers for companies based on advertising or
data(value propositions).

The RCOV framework comprises only three main
components (Resources and Competences, Organi-
sation, and Value Propositions)interacting together.
As a consequence, it suits complex connections be-
tween components of the BM(Boldrini & Antheaume,
2021), and it is often mentioned as suitable to cap-
ture the dynamics of the BM (Casadesus-Mansanell

& Ricart, 2010; Plé et al., 2010; Gerasymenko et al.,
2015; Ziaee et al., 2016; Boldrini and Antheaume,
2021)compared to frameworks based on a linear ap-
proach. Indeed, value creation and capture process-
es can rarely be considered linear.

The RCOV framework allows us to consider positive
and negative externalities arising from a BM. Figure
2 illustrates externalities emerging from loops of
causes and consequences when operating a given
BM. These externalities may include natural re-
source depletion, pollution, or network effects.

Natural .
TESOUNCES ettt
depletion I-r: ngmnmﬁrﬁt
Extemalities I
of Resources and Competences Polhation
CﬂﬂSlmlPtl.ﬂﬂ. I:Rcl:l
Value propositions (V) ]I:I:tﬂ:l:l.llaml extemal
l
Metwork Metwork
externalities externalities

Figure 2. Examples of externalities of a BM using the RCOV framework
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Beyond identifying externalities, managers may
decide to change their BM to internalise some
externalities, generating positive social or envi-
ronmental impact. More generally, managing ex-
ternalities is an essential activity for managers and
entrepreneurs.

Taking Responsibilities in the
Process of Business Model Design:
On Consequences, Externalities

and Internalities

Our preceding arguments lead us to consider that
the fundamental dimension when designing and
implementing a BM is the scope of responsibility it
defines. This responsibility supposes the paossibility
of free will and the ability to do otherwise (Stanford
Philosophical Encyclopedia, 2019'). Consequently,
defining the scope of responsibility depends on the
entrepreneur’s purpose or values.

Milton Friedman (1970) defined this scope very
narrowly several decades ago. He denied the in-
terest in the concept of social responsibility ex-
cept for an individual proprietor who may act to
reduce the returns of his enterprise “to exercise
his ‘social responsibility”. Friedman considered
that “there is one and only one social responsibil-
ity of business — to use its resources and engage in
activities designed to increase its profits so long as
it stays within the rules of the game, which is to say,
engages in open and free competition without de-
ception or fraud.”(p.17). In his reasoning, Friedman
excluded externalities, letting the government use
taxes and regulations to fix social and ecological
issues.

In the opposite position, some managers or aca-
demics have adopted a corporate responsibility
view in which business sector decisions must go

""Moral Responsibility, Oct 16, 2019, https://plato.stanford.edu/
entries/moral-responsibility/
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beyond the company's direct economic interests.
This responsibility supposes managerial discretion
and is driven above all by top managers who act for
positive (e.g. attention to others) or negative moti-
vations (e.qg. threat of regulation or social control)
(Swanson, 2008). Indeed, whatever their motiva-
tion, top managers define the ethical climate of the
organisation.

These debates paved the way for adopting various
positions concerning the scope of responsibility an
organisation assumes. In this article, we propose
that this scope is reflected in how a BM manages
the consequences of activities through externali-
ties and internalities. This allows us to avoid the
slippery debates on moral convictions or ethical
positions of managers and to focus on corporate
responsiveness(Ackerman & Bauer, 1976). As Swan-
son(2008) points out, “Corporate social responsive-
ness refers to how business organisations and their
agents actively interact with and manage their envi-
ronments, [whereas] corporate social responsibility
accentuates the moral obligations that business has
to society’.

Sure, it can be challenging to evaluate the respon-
sibility of an organisation in observed negative
conseqguences, as these may be produced by the in-
tertwined BMs of various actors in an ecosystem and
not only by the action of a single actor. Moreover, an
organisation can sometimes correct these external-
ities. As aptly defended by Friedman in his tribune,
managers or entrepreneurs are only experts in some
of the social problems of society.

Adopting the view that the scope of responsibility
can be apprehended by how the BM is dealing (or
not)with externalities, we identify eight policies that
could be adopted to manage (or not) negative con-
sequences of a BM (See Table 1). These policies re-
veal the scope of responsibility an entrepreneur or
anorganisation accepts(or does not)to take charge.
These policies display very differentiated levels of
engagement from the organisation; some are un-
ethical from our point of view. Most organisations
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Hiding negative externalities

Expecting the ecosystem to
manage negative externalities

Transferring the responsibility
of negative externalities

Compensating negative
externalities

Reducing negative
externalities

Avoiding negative
externalities

Transforming negative
externalities into positive
ones

Internalizing externalities

Organisation tries to hide
negative externalities

De facto transfer of the
negative externalities to
other actors

Transfer of the negative
externalities to other actors
with their agreement

Inclusion of costs to com-
pensate negative externali-
ties

Operate at smaller scale or
slightly differently to reduce
negative externalities

Change importantly the BM
to avoid a type of externali-
ties

Convert by-productsinto a
value proposition for other
actors

Innovate the BM to develop
new activities and manage
internally the externalities

Delays social pressure, taxa-
tion, requlation or prohibition
of the sector

Reduces costs

Limits risks

Reduces social pressure by
assuming that the externali-
ties are managed

Increases cost
Eventually adds new activi-
ties

May limit the growth of the
organisation

Time needed to operate ef-
fectively the new BM

May reduce costs,

May creates new sources of
revenues,

Increases legitimacy

Increases costs on the short

term,

May reduce costs and/or cre-
ate new sources of revenues

on the long term,

Increases legitimacy

Actors lack of information or
suffer from mis-information

Actors have to manage the
externalities of the focal
organisation

Actors voluntarily manage
some externalities of the fo-
cal organisation

Actors enter in the ecosystem
as they beneficiate from and/
or operate compensation
schemes

Value creation increases for
some actors and decreases
for others

Value creation increases for
some actors

Change of the ecosystem
with eventually new externali-
ties appearing

Value creation increases for
some actors, Reconfigures
the ecosystem through inter-
organisational arrangements
and coordination

Value creation increases for
some actors

Table 1: A typology of policies to manage (or not) externalities and their consequences
(from the less virtuous to the more virtuous actions)
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will use various policies simultaneously, depending
on the type of externalities.

practice to avoid the total liability of work-re-
lated accidents or occupational illness. As the

¢ Hiding negative externalities: In this situation,

the BM of an organisation produces negative
externalities, and the organisation tries to hide
them to avoid taxation or prohibition. The ar-
chetypal example is the tobacco industry, when
it made deliberate choices for decades, trying
to create addicted customers but also to foster
public ignorance and cast doubt on scientific
knowledge (Proctor, 2012). The industry invest-
ed a lot of money to produce scientific studies
to discard opposition and lobby regulators.

This policy may delay social pressure and regu-
lations but ultimately proves morally question-
able when information spreads.

Expecting the ecosystem to manage exter-
nalities: Some organisations may be aware of
their externalities but transfer the consequenc-
es of their BM (at zero price) to other actors in
the ecosystem. For example, the soft drink
industry received harsh criticism for contrib-
uting to the obesity epidemic and “The cost of
obesity alone, in treatment and lost productivity,
runs to hundreds of billions of dollars annually”
(Nestle 2015, cited in Gertner and Rifkin, 2018,
p. 164). Health costs are primarily supported
by public or private health insurance. This led
Coca-Colato communicate onintegrating well-
ness and the fight against obesity as part of its
core mission (Gertner & Rifkin, 2018).

This policy implies, among other things, that
other stakeholders “accept” to bear the costs
of externalities of the focal organisation. It also
implies that it is not concerned by its negative
externalities.

Transferring the responsibility of externali-
ties: Anorganisation may be aware of the exter-
nalities that its BM produces but may decide to
externalise or transfer some activities to other
actors of its ecosystem with their agreement.
These actors become responsible for managing
these externalities (or a part of these externali-

European Trade Union Confederation argues,
"This development [to circumvent national leg-
islation and workers'rights ] is even more visible
in subcontracting, which has become THE busi-
ness model in certain sectors. Businesses have
perfected their techniques to externalise risks
and responsibilities while maximising power
and profit” (Securing workers’ rights in subcon-
tracting chains, July 2021). The Confederation
mentions some sectors, such as food and ag-
riculture, garment industry, road transport and
construction.

This policy supposes that other actors in the
ecosystem formally accept the transfer of re-
sponsibility from the focal organisation. This
focal organisation limits its risks and reduces
social pressure by giving the impression of
managing its externalities.

Compensating negative externalities: The
focal BM includes costs to compensate for to-
tal or partial externalities. This compensation
may consist of money or actions once exter-
nalities have been observed. Referring to the
“polluter pays principle” set out in the 1992 Rio
Declaration, Grasso and Heede (2023) estimate
the negative impact of fossil fuel producers on
climate between 1988 and 2022. Their study
concludes that the cumulative cost of climate
damages attributed to the primary producers
for 2025-2050 was about S70 trillion. The au-
thors consider that these companies should
pay around $S200 billion annually until 2050 to
compensate for the climate damages and help
fight against global warming.

While attractive, this palicy raises questions
such as: Are the compensation schemes
equivalent to the costs borne by other public or
private actors? How do we distribute compen-
sation? Can money compensate for some irre-
mediable damages? The compensation policy
is generating costs for the organisation. It may

ties). For example, cascading subcontract-
ing may be viewed as an inter-organisational

2 https://www.etuc.org/sites/default/files/2022-01/
Securing7%20workers %20rights%20brochure_EN.pdf
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also induce new activities within the organisa-
tion. Compensation may also necessitate the
inclusion of new actors in the organisation’s
ecosystem. Indeed, these actors may operate
compensation for the focal organisation (for
instance, a company that wants to plant trees
is often operating with a subcontractor)or ben-
efit from this compensation (for instance, an
NGO receiving compensation from the focal
organisation).

Reducing negative externalities: While most
human activities may present negative conse-
guences, a BM may be designed to limit its ex-
ternalities. For example, ecotourism promotes
reconciliation between the conservation of na-
ture and local cultures while providing a unique
experience for visitors. Its goal is to “generate
money in an ecologically and socially friendly
way than other forms of land exploitation”(Koens
et al., 2009 p. 1226) and limit tourism's impact.
However, ecotourism still has drawbacks and
negative social, economic and ecological con-
seqguences.

This policy may limit the growth of a company
deciding toreduce its externalities with its cur-
rent BM. It may also reduce the growth of sup-
pliers, client organisations or organisations
proposing complementary products or ser-
vices. Other actors may observe anincrease in
value creation due to the reduction of negative
externalities impacting their lives or activities.

Avoiding negative externalities: Organisa-
tions may try to avoid wholly or partially gener-
ating negative consequences of their BM. To do
so, they have to innovate and change their BM.
For instance, it is the case when car manufac-
turers try to reduce the pollution generated by
the consumption of oil engines by producing
electric cars or hybrid electric cars (Helmers &
Marx, 2012).

This policy requires most of the time to design
a new BM radically different from the previous
one. It implies spotting and analysing existing
externalities to propose alternative solutions.
However, value creation tends to increase for
the actors that used to suffer from these exter-
nalities. Other externalities may appear due to
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the implementation of a new BM. For instance,
while electric vehicles decrease the carbon
footprint associated with the use of cars, the
production and lifecycle of batteries to power
electric cars have generated new environmen-
tal consequences (Lave et al., 1995). Indeed,
electric cars’ batteries make them more car-
bon-intensive to manufacture than gas cars.

Transforming negative externalities into
positive ones: An organisation can design
relationships with actors in its ecosystem to
transform negative externalities into positive
ones. For instance, the approach of industrial
ecology or circular economy promotes specifi-
cally connections between companies located
in the same area to recycle by-products of an
industrial or an agricultural process in another
company’s process (Jambou et al., 2022). In
this case, the negative externalities (pollution
or waste) become positive externalities, as by-
products of an organisation are used as inputs
by another.

This policy improves the management of ma-
terial and energy flows by encouraging co-
operation between different actors, such as
companies or households, and potentially re-
duces the costs of a BM. It may decrease a BM's
social or ecological footprint and decrease the
costs borne by some actors in the ecosystem.
Nevertheless, it requires the alignment of dif-
ferent actors'BMs in the ecosystem with formal
or informal arrangements to implement virtu-
ous inter-organisational loops.

Internalising externalities: Organisations
may explicitly internalise what used to be their
externalities or those of other stakeholders
in their ecosystem. Internalising externali-
ties can be the function of some actors in the
ecosystem, such as companies specialised
in recycling or re-using products. However, a
company may also choose to internalise the
negative consequences of its BM, which would
have become externalities if not taken serious-
ly into account. For example, the ‘extended pro-
ducer responsibility’ principle tries to solve the
piles of clothes that end up in local landfill sites
or are shipped in bulk to countries in the South.
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Fashion companies may fund textile recycling
programs by setting up recycling programs
(Fortune.com, 5/31/2023).

Such an internalisation policy increases costs
(to internalise the management of the BM con-
sequences). However, it may also decrease
other costs or create new sources of revenue in
the long term by generating new virtuous loops
within the BM of the company. For instance,
internalising externalities in the above fashion
industry creates new costs as clothes need re-
cycling. However, it also increases the cost of
overproduction for producers. It thus incites
companies to evaluate production quantities
better and to move towards high-end products
as they are concerned about recycling prod-
uctsinsurplus.

The policy of internalisation requires the ac-
quisition of new assets and the development
of new competencies. Establishing new rela-
tionships with existing actors or extending the
current ecosystem to find innovative solutions
may also be necessary. Internalising externali-
ties renders potentially the activity of some ac-
tors in the ecosystem useless.

Conclusion

The BM approach (Lecocq et al., 2010) brings an ex-
tended view of organisations by considering that a
BM defines the ecosystem in which an organisation
evolves and interacts (Demil et al., 2018; Lingens,
2023). This ecosystem is traditionally considered
from the standpoint of value creation for stakehold-
ers and value capture for the focal company. In this
article, we adopt a different perspective by consid-
ering that the ecosystem is also where the exter-
nalities of a focal BM operate, eventually generating
value destruction for stakeholders. While managers
cannot constantly evaluate the full consequences
of their BM (whether on the production side or the
consumption side), the perspective introduced here
gives a central role to their responsibility. Indeed, an
organisation may take several stances concerning

S https://fortune.com/2023/05/30/fashion-waste-recycling-
programs-epr-proposed-laws/

its externalities and ultimately decide to internalise
some negative effects of its activities. Consequent-
ly, this perspective enables participation in the de-
bate on environmental and social responsibility from
a BM perspective, giving a pragmatic account of cor-
porate responsibility.

To conclude, we can draw several implications from
our developments.

Fromanormative point of view, designing a business
model should be motivated by a potential increase in
revenues or profit and by sustainability for its eco-
system (and not only for the company itself). For
managers or entrepreneurs, this implies reviewing
the externalities produced by the BM of their com-
pany and adopting a responsible stance, consider-
ing that managing these externalities is a central
issue within their perimeter. Moreover, we suggest
that some externalities only appear in the long term
and that some unanticipated negative externalities
may occur over time. Thisimplies that managers and
researchers should adopt a dynamic view of these
phenomena.

Theoretically, we argue that externalities should not
be reified and depend, above all, on the BM design.
The design of a BM reveals choices made to assume
(or not) responsibilities, first deciding between ex-
ternalities and internalities and second deciding
how to manage the externalities once they are gen-
erated. This enables them to adopt a pragmatic ap-
proach of responsibility that is not only based on the
ethical principles supported by managers, nor on
the discourses of these managers, but on the anal-
ysis of the externalities generated by their BM and
the choices made to manage these externalities.
Conceptually, it is important to realise that negative
externalities that are appropriately managed may
end up (in the case of the most virtuous policies to
manage externalities such as ‘Avoiding negative ex-
ternalities’, "Transforming negative externalities into
positive ones’ and ‘Internalize externalities’) not be-
ing negative externalities any more (and eventually
not externalities).

From a pragmatic point of view, the responsibility of
managers or entrepreneurs is engaged when they
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decide to accept (or not) some of the consequences
of their BM and then manage these consequences
internally or externally. In this article, we provide a
typology of policies to manage (or not) externalities
and discuss their consequences on the business
model of the focal organisation and its ecosystem.
These policies are more or less virtuous (some are
immoral and very negative for the environment and
society). Our typology identifies the type of actions
organisations may undertake and allows managers
and stakeholders to work together to implement vir-
tuous practices, creating progressively better busi-
ness models.

Sure, virtuous practices for managing externalities
are not easy to implement, as they are supposed to
question the externalities produced by a given BM
and consider its impact on environmental, social
and economic outcomes. For instance, internali-
sation may cause a competitive disadvantage (on
some business dimensions)if one company internal-
ises some negative effects, whereas its competitors
do not. To avoid this competitive disadvantage, an
organisation could try to impulse best practices at
the collective level (with competitors) or could incite
public actors to regulate some business practices.
Managers should be aware that current and forth-
coming regulations may also influence the public's
perception of externalities and internalities (Niels-
en, 2023b).

Finally, considering externalities in a BM perspective
could change the rules of the competitive game. In
most sectors, some BMs are competitive vis-a-vis
more responsible BMs only because they externalise
responsibility for the consequences of their opera-
tions. In other words, they are competitive because
they do not bear the cost of their externalities. Con-
sidering these externalities could give responsible
business madel innovation a chance to flourish.
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