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Abstract

Case-based evidence suggests that, on average, firms seeking to innovate and pursue
two business models simultaneously will eventually fail. However, this contravenes
with the literature’s perception of business model innovation as a desirable means to
address disruptions shifting the basis of both value creation and capturing. Moreover,
management and organization research provides little evidence as to how incumbents
can actually achieve innovation of their business model beyond the innovation-funnel
logic. Recent business model studies have therefore suggested paying more attention

to the under-researched drivers of this specific complex social process.

Based on gaps identified in the present literature, this dissertation investigates
three particular aspects of a business model innovation project in an incumbent organi-
zation: First, the generative mechanisms that drive business model innovation; second,
the relevance of managerial cognition and the cognitive aspects of the business model;
and third, the relationship arrangement to accommodate the new and existing business
model over the course of the innovation process. Based on an abductive logic of dis-
covery, this study builds on existing process theories to elaborate a process model of
business model innovation in an incumbent context. An intensive process case-study
design serves to identify what mechanisms are operating to produce business model
innovation and how they relate to one another. Event structure analysis is used to ana-
lytically connect actors and activities traced over a twelve-year period for two innova-
tion initiatives at a single case site (RINGIER Media Corp.) with generative mecha-

nisms.

This dissertation adds to the academic literature in three ways: First, it contributes
to business model studies by elaborating on existing process theory with a proposal for
two empirically grounded tri-mechanism process model configurations of business
model innovation in an incumbent context. Second, it proposes preliminary insights
into the theory on cognition and organizational change regarding the role of the varia-
bles activated in mental models to make sense of a new business model and the rela-
tionship of those variables to threat or opportunity framing. Finally, it contributes to
the literature on organizational ambidexterity by elucidating two mechanisms that
drive the level of integration between a new and existing business model over time.
These findings provide practical implications for senior managers and innovation
champions who wish to develop, manage, and legitimize business model innovation

efforts in an incumbent context.
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Zusammenfassung

Fallstudienbasierte Analysen kommen zum Schluss, dass etablierte Unternehmen im
Durchschnitt scheitern, wenn sie versuchen gleichzeitig zwei Geschéftsmodelle, ein
bestehendes und ein neues, zu betreiben. Diese widerspricht jedoch der Wahrnehmung
von Geschéftsmodellinnovation in der Literatur. Dieser Innovationtyp gilt als geeigne-
tes Mittel zur Adressierung von Disruptionen, welche die Basis der Wertschaffung und
Wertschopfung in einem Markt veridndern. Generell bietet die Management- und Orga-
nisationsforschung wenig Anhaltspunkte dazu, wie ein etabliertes Unternehmen — {iber
die Logik des Innovationstrichters hinaus — sein Geschiftsmodell erneuern kann. Ak-
tuelle wissenschaftliche Publikationen schlagen daher vor, den vernachlédssigten Trei-

bern dieses komplexen sozialen Prozesses mehr Beachtung zu schenken.

Auf der Basis von Forschungsliicken in der Literatur untersucht diese Dissertation
drei Aspekte des Geschéftsmodellinnovationsprozesses etablierter Unternehmen: Ers-
tens, die Mechanismen die diesen Innovationstyp antreiben; zweitens, die Relevanz
der Kognition von Managern und der kognitiven Dimension von Geschéftsmodellen;
und drittens, die Art und Weise der Festlegung des Beziehungen zwischen dem beste-
henden und neuen Geschiftsmodell entlang des Innovationsprozesses. Die vorliegende
Studie stiitzt sich auf bestehende Prozesstheorien, um ein Prozessmodell fiir Ge-
schiftsmodellinnovation im Kontext bestehender Unternehmen abduktiv herzuleiten.
Die Identifikation von Mechanismen sowie deren Beziehungen stiitzt sich auf ein in-
tensives Prozessfallstudiendesign. Mittels einer Eventstrukturanalyse wurde der analy-
tische Bezug zwischen Aktivitdten von Schliisselakteuren im Innovationsprozess, die
fiir ein einzelnes Unternehmen (RINGIER AQG) iiber zwei Innovationsprojekte und 12

Jahre hinaus verfolgt wurden, und bestehenden Prozesstheorien hergestellt.

Die vorliegende Dissertation trigt in dreifacher Weise zum wissenschaftlichen
Diskurs bei: Erstens, durch die Ausarbeitung zweier empirisch basierten Prozessmo-
dellkonfigurationen; zweitens, durch Erkenntnisse liber die Rolle der Variablen, die als
Teil mentaler Modelle aktiviert werden, um ein Geschiftsmodell zu interpretieren so-
wie deren Beziehung zum Framing als Chance oder Gefahr; und drittens, durch die
Identifikation von zwei spezifischen Mechanismen, welche das Mass an Integration
zwischen dem bestehenden und neuen Geschéftsmodell iiber den Verlauf des Innova-
tionsprozesses beeinflussen. Diese Resultate haben praktische Implikationen fiir das
Topmanagement und Innovations-Champions, die in bestehenden Unternehmen Initia-

tiven fiir Geschéftsmodellinnovation entwickeln, managen oder legitimieren wollen.
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A  The research setting

1 Introduction

1.1  The phenomenon described

The market entry of new competitors into an established market rarley goes unnoticed
by incumbent organizations — especially if the entrants choose to compete in new ways
(Burgelman & Grove, 2007b) by shifting the basis of with what and how value is cre-
ated and captured simultaneously (Teece, 2010). The new way in which business is
organized (Schumpeter, 1934) that identifies the logic of how value is created and cap-

tured 1s referred to as business model innovation (Casadesus-Masanell & Zhu, 2013).

Many different industries have seen their market space invaded by new entrants
who built their competitive advantage on a new business model (Teece, 2010): For
example, in the media industry, newspaper publishers like the GUARDIAN MEDIA
GRoOUP and EDIPRESSE are being challenged by free newspapers and online news
(Markides & Oyon, 2010) and brick-and-mortar book and record stores are confronted
by Internet warehouses like AMAZON and download services like ITUNES and AUDIBLE
(Johnson, Christensen, & Kagermann, 2008; Raff, 2000). In transportation, no-frills
airlines have attacked traditional airlines like LUFTHANSA and BRITISH AIRWAYS
(Charitou & Markides, 2003), and car sharing concepts like CAR2GO and ZIPCAR
question the value proposition of traditional automotive manufacturers in metropolitan
areas (Johnson, 2010). Finally, in retailing, new online and home-delivery offers for
grocery shopping challenge traditional supermarket chains like WAITROSE and SAINS-
BURY’S (Markides & Oyon, 2010). All of these new business models are enabled by
new insights about customer needs and preferences, new technologies, or changes in

regulatory regimes (Teece, 2010).

Figure 1 illustrates that incumbent organizations faced with a new business-model
“invading” parts of their market are presented with a range of strategic options to ad-
dress the potential threat to their main business (Markides, 2008; Markides &
Charitou, 2004): They may either focus on their existing business-model and/or try to
block the market (e.g., by means of competitive action, law suits or patents), or adopt
a new business-model alongside their existing one (“play two games”™) or, even more

radically, completely migrate to a new business-model .
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Figure 1: Strategic options in light of a new business model

Focus on own BM

Block the market

Adopt new business-
model (abbr. BM)?

Play two games

Migrate to new BM

Source: Adapted from Markides (2008) and Markides and Charitou (2004).

While there are situations in which it might be perfectly reasonable for an estab-
lished industry leader to focus on its own business-model (cf. Markides, 2006), this
dissertation is about those companies that choose to innovate and manage to adopt a
new way of creating and capturing value simultaneously, also referred to as operating
dual business models (Markides & Charitou, 2004).

Empirical observation suggests that these cases are rare exceptions. Spurred by the
business success of new entrants, incumbents try to establish the new ways of creating
and capturing value alongside their existing business (Casadesus-Masanell & Zhu,
2013). BRITISH AIRWAYS and LUFTHANSA, for example, belong to this type of compa-
ny. Both incumbents chose to develop a low-cost airline of their own (“GO” by BRIT-
ISH AIRLINE and “LUFTHANSA EXPRESS”) (Graf, 2005). Yet, in spite of both estab-
lished organizations’ experience in the airline business, slack resources, and other “in-
cumbent advantages” (Iansiti, McFarlan, & Westerman, 2003), both new business
models were eventually withdrawn from the market (Gillen & Gados, 2008; Graf,
2005; Vlaar, De Vries, & Willenborg, 2005).

The failure of leading firms in innovating the basis of value creation and value
capture simultaneously seems to be the rule rather than the exception (Johnson, et al.,
2008). Case-based evidence suggests that, on average, firms seeking to innovate and

pursue two business-models simultaneously will eventually fail (Markides, 2008;
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Markides & Oyon, 2010). However, this contravenes articles in scholarly and manage-
rially oriented publications, which generally agree that business model innovation is a
preferable means to address this type of market disruption (e.g., Johnson, et al., 2008;
Pohle & Chapman, 2006; Teece, 2010; Voelpel, Leibold, Tekie, & von Krogh, 2005).

These publications point out that incumbent organizations seem to have faced this
type of disruption, i.e., events that challenge the core assumptions of their existing
business activities, more frequently in the past few decades (e.g., D'Aveni, 1995;
Hamel, 2000; Johnson, 2010). In addition, changes in regulatory regimes, technologi-
cal progress, and new insights into customer needs and preferences are enabling an
increasing number of different new business model innovations (Casadesus-Masanell
& Zhu, 2013; Teece, 2010). However, management and organization research pro-
vides little evidence as to #ow incumbents can actually achieve innovation of their
business model (Casadesus-Masanell & Ricart, 2010b; Demil & Lecocq, 2010).

This is a troubling situation given the heightened frequency of such events, which
manifest themselves as reduction in both the value captured from business activities by
a focal organization and the value created by the focal organization’s products and
services as perceived by the incumbent’s customers (Bowman & Ambrosini, 2000;
Gilbert, 2003), as well as the corporate elite’s strong interest in engaging in business-
model innovation more often in the future (IBM, 2006, 2008, 2010). Thus, several au-
thors have suggested investigating the specific process that leads to new business
models within established organization (Bucherer, Eisert, & Gassmann, 2012;
Moingeon & Lehmann-Ortega, 2010; Zott & Amit, 2007) and paying more attention to
the under-researched drivers that lead to business model innovation in an incumbent
context (Aspara, Lamberg, Laukia, & Tikkanen, 2012; Sosna, Trevinyo-Rodriguez, &
Velamuri, 2010; Svejenova, Planellas, & Vives, 2010; Zott & Amit, 2008). To the best
of the author’s knowledge, no study to date has longitudinally assessed an innovation
process that enabled an incumbent corporation to adopt a new business model along-
side its existing business from a process-research perspective. We are lacking a study
of the generative mechanisms that drive this specific complex social process (Abbott,
1990; Pajunen, 2008), which allows innovating value creation and capture at a system-
ic level (Sosna, et al., 2010; Teece, 2010)

From a managerial perspective, it is crucial to understand how different generative
mechanisms create interconnected sub-processes that determine the fate of business
model innovation projects in an incumbent context — beyond the commonplace inno-

vation-funnel logic (Tidd & Bessant, 2009) that guides action at a project level. From
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a theoretical stance, the study of the innovation process of incumbent organizations
that manage to introduce a new business model alongside their existing business offers
an interesting opportunity to elaborate existing process theory (Langley, Smallman,
Tsoukas, & Van de Ven, 2013; Lee, Mitchell, & Sablynski, 1999; Poole & Van de
Ven, 2004) and potentially identify the boundary conditions of existing work on inno-
vation process (Subramanian & Nilakanta, 1996; Van de Ven, Polley, Garoud, &
Venkataraman, 2008).

In consequence, this dissertation seeks to add to research program on business
models in strategy research (Lecocq, Demil, & Ventura, 2010) by systematically in-
vestigating three aspects of the business model innovation process that will be further
motivated in chapter A1.2: first, the generative mechanisms that drive business model
innovation process in an incumbent context; second, the role of managerial cognition
for this type of innovation process; and third, the relationship arrangement to accom-
modate the new and existing business model over the course of the innovation process.
To this end, the present study deploys an intensive process case-study design and
event structure analysis to trace and analyze the innovation behavior of key actors in
two business model innovation initiatives at a single case site over a twelve-year peri-
od (Heise, 1989; Langley, 2009). Process theories of organizational innovation and
change provide the theoretical basis for this analysis (Langley, 2009; Poole & Van de
Ven, 2004).

1.2 Motivation, research gaps and questions
The overarching motivation that guides the study presented in this dissertation is the
question of how established organizations may innovate their business model when

external developments challenge their existing ways of creating and capturing value.

At this point, the literature agrees on four aspects in connection with this motiva-
tion: First, innovating a business model is a relevant challenge from a managerial per-
spective. Changes to the dominant ways in which organizations within an industry are
used to create and capture value threaten — and to some extent puzzle — incumbents,
resulting in a possible decline in both the perceived value of what they offer and the
share of value that they manage to capture (Bowman & Ambrosini, 2000; Johnson, et
al., 2008; Teece, 2010). These shifts in the basis of competition occur more frequently
(Hamel, 2000; Johnson, 2010) and have a more global reach (Casadesus-Masanell &
Ricart, 2011).
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Second, the threat and impetus for such innovations often lie beyond and outside
of traditional market and industry structures. For example, new market entrants — both
start-ups and established organizations from different contexts — are often the innova-
tors of new business models that affect the ways incumbents create and capture value
(Amit & Zott, 2012; Burgelman & Grove, 2007a). However, in spite of the unfamiliar
background of these innovators, established organizations have a set of strategic op-
tions that allow them to respond (Casadesus-Masanell & Zhu, 2013): Innovating their

own business model is one of them.

Third, business model innovation is a desirable strategic option — serving as both a
means and an end of organizational activity. Business model innovation provides a
means to address market disruptions that challenge the basis of value creation and val-
ue capture (Markides & Oyon, 2010; Pohle & Chapman, 2006; Teece, 2010). Irrespec-
tive of the presence of market disruptions, managers perceive business model innova-
tion as a worthwhile end (cf. IBM, 2006, 2008, 2010) for at least three reasons: It “rep-
resents an often underutilized source of future value” (Amit & Zott, 2012, p. 42) com-
plementing for or substituting other innovation types (Chesbrough, 2010); it may ena-
ble extraordinary growth (Johnson, 2010; Johnson, et al., 2008); and it may result in a
more long-term competitive advantage (Amit & Zott, 2012; Casadesus-Masanell &
Ricart, 2011; McGrath, 2010).

Finally, most leading firms fail in the face of business model innovation. Johnson
and colleagues (2008) suggest this in general and Markides (2008) for incumbents that

try to run two business models at once.

Keeping in mind that business model innovation is managerially relevant, desira-
ble, comes from unexpected directions, and that most incumbents fail, this study con-
tributes to three research gaps in the existing literature that considers the business

model as the subject of innovation.

The first gap relates to the process of business model innovation. The limited re-
search available has focused on the process that leads to new business models within
organizational entities (Bucherer, et al., 2012; Moingeon & Lehmann-Ortega, 2010;
Zott & Amit, 2007). There are some descriptions of this process as well as three nor-
mative (Bucherer, 2010; Cavalcante, Kesting, & Ulhoi, 2011; McGrath, 2010) and
three empirically grounded process models (Cule & Robey, 2004; Sosna, et al., 2010;
Svejenova, et al., 2010). While these models provide us with some clues about the
path of business model innovation and a vocabulary for considering business model

change, we still know relatively little about the actual pattern of activities in the pro-
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cess of business model innovation. However, empirically establishing the pattern of an
innovation process is an essential first step toward considering the pattern’s implica-

tions for organizational outcomes (Abbott, 1990).

In addition, research on the drivers of the process that leads to business model in-
novation is still considered embryonic (Aspara, et al., 2012; Sosna, et al., 2010;
Svejenova, et al., 2010; Zott & Amit, 2008). At this point, scholarly discourse agrees
on five types of external developments (i.e., technology, customers, globaliza-
tion/liberalization, regulation, and financial constraints) that provide the opportunities
and potential to change existing business models (e.g., McGrath, 2010; Teece, 2010).
In addition, independent internal developments within and between business model
elements may shape business model change (Demil & Lecocq, 2010). Also, learning is
a very important driver of business model innovation — particularly of the trial-and-
error and double-loop sort (e.g., Sosna, et al., 2010). A number of authors have there-
fore suggested specific approaches to learn from experiments to address the levels of
uncertainty involved in projects that aim at innovating business models (e.g.,
Govindarajan & Trimble, 2004; McGrath, 2010). These investigations into the im-
portance of different types of learning among people and in organizations along the
process of business model innovation have provided us with an understanding of one
mechanism that drives this specific process. However, there are very likely multiple
drivers that go beyond the scope of a project initiative. For example, these drivers are
likely to address the cognitive barriers reflected in the decision processes of the actors
involved (e.g., Cavalcante, et al., 2011; Chesbrough, 2010; Doz & Kosonen, 2010) as
well the (temporary) coexistence of an existing and a new business model (e.g.,
Markides & Charitou, 2004; Moingeon & Lehmann-Ortega, 2010; Sosna, et al., 2010).
The identification of a broader set of relevant generative mechanisms is a necessary
prerequisite to establishing an empirically grounded process model for business model

innovation from a critical realist perspective (Ackroyd, 2009; Pajunen, 2005, 2008).

The second gap relates to the cognitive aspects of the business model (Tikkanen,
Lamberg, Parvinen, & Kallunki, 2005). Most business model conceptualizations used
to study the dynamic aspects of business models focus on their material aspects such
as the value network, value proposition, or resources and capabilities in value creation
(e.g., Demil & Lecocq, 2010). While the literature does provide a considerable list of
potential cognitive barriers to business model innovation (cf. chapter A2.3.3.2), there

has been no analysis of how cognitive aspects affect the business model innovation
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process at the level of an initiative that aims to introduce a new business model in cas-

es where new business models are successfully implemented (Aspara, et al., 2012).

Finally, the third gap pertains the connection between the old and the new business
model in an incumbent context. The business model literature calls for more longitudi-
nal research on the interaction between the existing and new business model in pro-
cesses of business model innovation (Cavalcante, et al., 2011; Moingeon & Lehmann-
Ortega, 2010; Sosna, et al., 2010). One group of authors suggests separating the new
business model from the existing business in order to minimize conflicts (e.g., Bower
& Christensen, 1995; Bucherer, et al., 2012; Govindarajan & Trimble, 2005a, 2011).
However, for the new business model to benefit from the existing organization, the
incumbent hosting the two models needs to find some way of integrating the two
(Iansiti, et al., 2003; Westerman, McFarlan, & Inansiti, 2006). Therefore, Markides
and Charitou (2004) introduced a contingent approach to competing with two business
models. In addition, the literature on ambidexterity and complex business models has
suggested ways to deal with the competing demands of exploratory and exploitative
business (Moingeon & Lehmann-Ortega, 2010; O'Reilly & Tushman, 2008; Raisch &
Birkinshaw, 2008; Raisch, Birkinshaw, Probst, & Tushman, 2009; W. K. Smith,
Binns, & Tushman, 2010). However, there is little evidence explaining the dynamism
between the new and existing business model from a longitudinal perspective (Hill &
Birkinshaw, 2008; Jansen, Tempelaar, van den Bosch, & Volberda, 2009; Raisch &
Birkinshaw, 2008).

Based on the general motivation and the above research gaps, this dissertation in-

vestigates three research questions:

1. What generative mechanisms drive the process of business model innovation
of incumbent organizations?

2. How does management cognition matter to the business model innovation pro-

cess?

3. How do incumbents accommodate the existing and the new business model
over the course of the innovation process?

The first research question, which addresses the first research gap, constitutes the
main empirical focus of this dissertation. It motivates the underlying critical realist
perspective (cf. chapter A1.4.1) and dominates the overall research design (cf. chapters
A1.4.2 and B4). The second research question contributes to the second research gap

and the third research question to the third research gap. The subjects of research ques-
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tion two and three are both important subsidiary aspects of the overall business model
innovation process that emerged from the analysis of generative mechanisms and the

relevant literature.

While this chapter has defined the focus of the present study, the next chapter ad-
dresses the question of why newspaper publishing is an adequate context for the study

of the simultaneous innovation of value creation and value capture.

1.3  Newspaper publishing as research area

This chapter gives four theoretical and methodological reasons why newspaper pub-
lishing in general, and incumbent publishers’ response to the market entry of free daily
newspapers in particular, represent are an interesting and adequate context for study-

ing business model innovation.

First, the business model of free daily newspapers that was pioneered by MTG’s
METRO in the late 1990s in Sweden (Bakker, 2002a; Vogel, 2001) is part of business
model researchers’ collective set of examples' acknowledged as the introduction of a
new business model into an established industry (Casadesus-Masanell & Ricart,
2010b; Casadesus-Masanell & Zhu, 2013; Teece, 2010). This is important because the
small-N study presented in this dissertation samples the cases to be studied on theoret-
ical rather than statistical grounds (Eisenhardt & Graebner, 2007). Scholars who en-
gage in business model research and even disagree over such basic issues as the defini-
tion of their core concept (cf. Zott, Amit, & Massa, 2011) need to be able to recognize
the study as a case of business model innovation to accept it as contribution the collec-

tive research program on business models (Demil & Lecocq, 2010).

Second, this context has received limited attention even though the business mod-
els of free newspapers are part of the collective set of examples. Hence, a study of in-
cumbent publishers’ innovation activities in response to the market entry of free dai-
lies has the potential to provide us with genuinely interesting insights and expand our

understanding of business model innovation (Siggelkow, 2007; Tsoukas, 2009).

Third, newspaper publishing is a context that, on the one hand, inherently demands
creativity — particularly on the part of journalists and editors — but whose actors, on the
other hand, display considerable reluctance to change in the face of new competition
(Bakker, 2008a; van Weezel, 2009). Overall, newspaper publishers have thrived on the

same business model for more than 100 years (Economist, 2011; Picard & Dal Zotto,

' Other prominent examples include SOUTHWEST AIRLINES and EASY JET for Aviation (Teece, 2010), and AMA-
ZON for brick-and-mortar book retailing (McGrath, 2010; Raff, 2000).
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2006). This only started to change in the face of Internet, free daily and later mobile
competition (Bakker, 2002a; Economist, 2011; Gilbert & Bower, 2002). This compla-
cency and reluctance to change is relevant for the study presented in this dissertation
from a theoretical stance. Incumbent publishers that manage to innovate in response to
competition by free newspapers may be seen as extreme cases (Pettigrew, 1990) in
terms of the barriers to business model innovation that they had to overcome
(Chesbrough, 2010). In the case of free newspapers entering the market, this was most
distressing as the competitive effects of free newspapers did materialize more instan-

taneously than for online news.

Finally, the advent of free daily newspapers has stimulated debate among both
practitioners and media management scholars. While both camps frequently evaluated
the nature and implication of this kind of newspaper from a publicist perspective, they
rarely considered the implications of free dailies from a business model perspective
(e.g., Bakker, 2002a; Bakker, 2002b; Haas, 2006; lordan & Chisholm, 2005). The ad-
vent of free daily newspaper and responses by incumbent publishers are therefore fair-
ly well documented at an industry level. However, they have not been analyzed in de-

tail and from the perspective of a single innovating incumbent publisher.

In conclusion, the newspaper business provides an interesting example, in which a
longstanding business model has experienced a sudden disruption brought to the in-
dustry by new entrants, which justifies theoretical sampling innovating incumbents
from within this context. In addition, the relevant community of business model re-
searchers acknowledges the free newspaper business model as an innovation for news-
paper publishing. Finally, the context is methodologically accessible in terms of the
documentation of major events. Chapter A3 will detail the industry context, explain
why the German-speaking part of Switzerland is exemplary, and outline the market

setting at the time of the study.

1.4  Overview of Methodology

1.4.1 A critical realist philosophy of science

Every scientific inquiry is — implicitly or explicitly — guided by an underlying philoso-
phy of science that specifies two critical aspects of research: on the one hand, it de-
fines the principle nature of the examined phenomenon, i.e., the ontology, and on the
other hand, the scientific methods and concepts used to understand it, i.e., the episte-
mology (Bechara & Van de Ven, 2007; Reed, 2009).
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Bechara and Van de Ven (2007) provide an excellent overview of prevalent philo-
sophical positions on four alternative philosophies of science” three of which are
summarized in Table 1: logical positivism, realism, and relativism. The purpose of this

chapter is not to discuss each of them all but to explain the characteristics of the stance

that this study takes: critical realist philosophy’.

Table 1: Comparison of the characteristics of alternative philosophies of science

Dimensions

Logical Positivism

Realism

Relativism

Definition Philosophical movement Philosophical movement Contemporary intellectual
inspired by empiricism, characterized by the extension movement characterized by its
instrumentalism, and positiv- of a mind-independent reality skepticism about the
ism (Vienna Circle, Berlin and the ability of a theory to foundations of Western
School). capture partial aspects of philosophy (historical

reality (conjecture realism, relativism, social
structural realism, realistic constructivism, post-
pragmatism, critical realism modernism, critical theory,
L) hermeneutics).

Ontology Objective: Reality is the Objective: Reality exists Subjective: Reality is socially
empirical world (the world of independent of our cognition. constructed.
the senses i.e., the rejection of Thus, there is no basis to
the metaphysics). reject the metaphysical

(epistemic fallacy).

Epistemology Objective: The correspond- Subjectivist: There is no Subjective: There is no
ence between our statements  predefined or predetermined privileged epistemology due to
and reality through inductive methodology or criteria to the incommensurability of
verification or deductive judge the veracity [of] our discourses.
falsification. knowledge.

Knower Positivist: The knower is inde-  Perspectivalist: The knower Constructivist: The knower is
pendent of the empirical world  has a priori cognitive in the world and cannot stand
(passive observer). frameworks which affect outside of his/her
Furthermore, the mind can his/her perception of the socio-linguistic constructs to
mirror the empirical reality. world. view it objectively.

Language Language is value free and Language is not self- Language is self-referential,

provides a means to mirror
and correspond to the
empirical world (analytic/
synthetic distinction).

referential or theory neutral
but describes, albeit partially,
the underlying mechanism
and structure of a
phenomenon.

i.e., it does not refer to any
transcendental entity beyond
itself. This presupposes its
value and interest-laden na-
ture.

Source: Adapted from Bechara and Van de Ven (2007, p. 39).

While there are different philosophical sub-streams within realism, they all rely on

two basic assumptions (Bechara & Van de Ven, 2007; Fleetwood, 2005; Tsoukas,
2009): First, the realist ontology is objective; it presupposes a reality that exists inde-
pendent of the researcher’s cognition and knowledge about reality. And second, the

realist epistemology is subjective, which has two implications: First, there is no meth-

? The authors explicitly highlight that their mapping of philosophies of science is necessarily a simplification in
the attempt to delineate prevalent stances.

3 Michael Reed (2009) presents a brief and Roy Bhaskar (2008) an extensive critique and defense of the critical
realist philosophy of science for the interested reader.
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od preferred ex ante to reveal the mechanisms driving social processes in reality —
however, some methods might better fit certain phenomena. Second, the researcher’s
knowledge about the world is socially constructed (Fleetwood, 2005; Miller & Tsang,
2011).

The sub-streams within realist philosophy exhibit an affinity toward either positiv-
ism or relativism, which serve as extreme poles when mapping the above three philos-
ophies of science (Bechara & Van de Ven, 2007). Roy Bhaskar substantially devel-
oped critical realism, the perspective assumed here, as a middle ground between posi-
tivism and relativism from the 1970s onward (Bechara & Van de Ven, 2007; Bhaskar,
2008; Reed, 2009). Despite being relatively new, it is finding increasing support as a
philosophical movement among social scientists including management and organiza-
tion studies (Miller & Tsang, 2011; Reed, 2009). Moreover, it informs much of the
longitudinal, event, and process research (Ackroyd, 2009; Langley, 2009; Pajunen,
2005, 2008; Poole, Van de Ven, Dooley, & Holmes, 2000).

Critical realism sets itself apart from other philosophies of science in three aspects
that ultimately matter for the research strategy and choice of methodology for this
study of the business model innovation process: social ontology, causality, and expla-

nation.

Social ontology. Critical realists put a strong emphasis on the conceptual distinc-
tion between ontology and epistemology since the maintain that “the way in which we
define the world and how it works has profound implications for how we acquire
knowledge about it” (Reed, 2009, p. 433). Ontology, in this sense, has primacy over
epistemology from a critical realist perspective because the ontological assumptions
dictate “what it means to ‘describe’, ‘understand’, and ‘explain’” (Reed, 2009, p. 433).

In contrast to what positivism and relativism would argue, this social reality is nei-
ther fully accessible in terms of a discrete set of empirical observations nor fully done
justice by analyzing reality as a social construction (Miller & Tsang, 2011). Critical
realists maintain that reality consists of the resources and practices we use in the con-
struction of knowledge about it as well as the social reality of entities, activities, pro-
cesses, and mechanisms existing and operating in different strata or domains of social
ontology (Reed, 2009).

Bhaskar’s (2008) stratified view of social ontology, which has been adopted in
management and organization studies (e.g., Fleetwood, 2005; Pajunen, 2005; Tsoukas,

2009), distinguishes three interrelated domains: The empirical domain is the level of
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reality that is directly or indirectly perceptible by the researcher — for example, by
means of measurement instruments or direct observation; the actual domain consist of
events and activities that may or may not be observed; and the real domain consists of
unobservable mechanisms whose generative powers induce phenomena in the actual
and empirical domain (Miller & Tsang, 2011; Reed, 2009).

Social causality. The stratified social ontology predisposes critical realist research
toward explanations of social causality that identifies generative mechanisms that pro-
duce phenomena of interest (Reed, 2009) such as organizational change, innovation or
changes in an institutional field. However, the workings of a mechanism that produce
events need not materialize (Miller & Tsang, 2011); rather they have to be thought of
as causal tendencies or potential powers that co-determine phenomena in the actual
and empirical domain in complex interaction across time and space (Reed, 2009). In
addition, these ‘“generative mechanisms are embedded and operate within different
levels of reality that range from the more abstract and complex to the more concrete
and immediate” (Reed, 2009, p. 432). Hence, we cannot equate the identification of
generative mechanisms with the inquiry on empirical regularities modeled in causal
chains (Reed, 2009).

Social explanation. The critical realist logic of explanation must accommodate
both the complex and contextually embedded relationships of multiple generative
mechanisms operating simultaneously as well as the differences in the accessibility
and range of influence of generative mechanisms located in different domains and at
different levels of analysis (Miller & Tsang, 2011; Pajunen, 2008; Reed, 2009). The
means to this end are combinations of conceptual abstraction and model building
based on “historical, structural, and interpretive forms of analysis” (Reed, 2009, p.
473). This mode of inference, the abstraction from specific instances to generalize to
the generative mechanism beyond the phenomenon, is referred to as retroduction*
(Miller & Tsang, 2011; Poole, et al., 2000).

Critical realism as such does not require the researcher to prefer certain kinds of
data (Ackroyd, 2009). However, realists require their research design to accommodate
its philosophical convictions about theorizing and what constitutes valid explanations
of phenomena (Ackroyd, 2009; Miller & Tsang, 2011). The identification of genera-
tive mechanisms that produce phenomena of interest requires the researcher to develop

an in-depth understanding of the specific instance’s historical and structural context as

* Retroduction is not to be mistaken for induction or deduction, associated with logical positivism and focused
on statistical generalization and the search for quasi-universal theories (Reed, 2009).
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well as participants’ interpretive schemes (Reed, 2009). In addition, critical realists’
preferred mode of reasoning (Reed, 2009), retroduction, requires the researcher to
work his way back from a phenomenon of interest to a contextualized specification of
a theoretical model that explains the underlying generative mechanisms (Miller &
Tsang, 2011).

These requirements should not suggest that critical realist researchers conduct only
single-case intensive ethnographic case studies. In fact and as (cf. Table 2) illustrates,
critical realist researchers have a range of preferred research designs on a continuum
between intensive and extensive designs, from case studies and action research to re-

search surveys and census data (Ackroyd, 2009).

Table 2: Research designs for realist-informed research

intensive extensive
Focus What is the How do context and mechanism... What is the
mechanism? ... typically ... historically context?
(context as given) interact? intersect? (mechanism inferred)
Researcher
role
Passive Case studies Comparative case Generative institutional  Research surveys
studies analysis and census data
Active Action Research Comparative policy  General policy
evaluation evaluation and critique
Logic of Abduction Abduction Abduction/ Abduction/
discovery retroduction retroduction

Source: Adapted from Ackroyd (2009, p. 534)

In addition, they do follow not only a retroductive, as Reed (2009) suggests, but
also an abductive logic of discovery (Ackroyd, 2009). The respective definitions are

given in Table 3.
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Table 3: Different logics of discovery for positivism and realism

Positivism Realism
Logic of Induction Deduction Abduction Retroduction
discovery
Something is a reliable a conclusion an elemental established as a

explained when generalization from

deducted from

account of a basic

distinctive process,

itis... well-attested data. known premises or process or and the conditions of
theoretical mechanisms or its existence have
postulated. something that is been elaborated.
seen as the product
of such mechanisms.
Theory is systematic data the production of Combining the ideas  answering the
developed by... collection and the law-like statements of participants, with question, what are

use of inductive
techniques to pro-
duce valid
generalizations.

in an abstract form,
from which further
testable postulates
are inferred.

recognition of the
powers and
tendencies of other
entities, to describe
a generative
process.

the conditions for the
existence of this
generative process.

Knowledge is
improved by...

searching for
associations be-
tween variables and
comparing with the
probability of a
chance outcome.

testing propositions
deduces from
theoretical
postulates; trying to
refute laws by
showing predictions
false.

building accounts of
how generative
processes work
themselves out in
given contexts.

locating accounts of
particular generative
processes in a broad
SOCio-economic
context.

Source: Adapted from Ackroyd (2009, p. 538)

In sum, the critical realist perspective has the following three main implications for

the choice of overall research design for the study of the process of business model

innovation:

l.

The selected research design must, in its versatility, allow capturing the complex
interplay of potential generative mechanisms that potentially drive the innova-
tion process for business models, and that may work across and originate from
different ontological domains.

The epistemological assumptions require the researcher to consider multiple
stakeholders’ and participants’ perspectives — preferably captured in the form of
different types of data sources to allow for triangulation. The local and contex-
tualized perceptions of innovation process participants grant access to mecha-
nisms working in the research setting.

Research observations and data are implicitly or explicitly informed by prior
knowledge and not value free. Thus, the research design has to allow for contra-

dictions, inconsistencies and multiple explanations.
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1.4.2 An intensive case-based process-research design
The study presented in this doctoral thesis builds on an intensive, longitudinal case

study at the core of a process research design. This chapter specifies the selected type
of research design, its properties, how the research design matches with the research
questions at hand as well as the status of our knowledge about the phenomenon in
question, and justifies key choices. For a detailed description of the methodology, ana-
lytical procedures, and the assessment of quality criteria, the reader is referred to chap-
ter B4.

The keyword process research designs summarizes a broad set of qualitative and
quantitative research practices that investigate how phenomena evolve over time
(Langley, 2009).

While there are a number of different taxonomies to organize this kind of research
designs (e.g., Langley, 2009; Mahoney, 2004; Sminia, 2009; Van de Ven & Poole,
2005), Mohr’s (1982) distinction between variance and process approaches to study
processes in and around organizations is probably most influential (Langley, 2009;
Poole, et al., 2000).

Studies that assume a variance approach aim to explain temporal phenomena in
the form of uniformly consistent causal statements. These statements specify the nec-
essary and sufficient conditions under which a set of independent variables determines
a certain outcome (Poole, 2004; Van de Ven, 2007). The causal relationship is thereby
assumed to hold constant over time and the process that would describe how the inde-
pendent variables bear upon the dependent variables remains a black box (Poole, et al.,
2000). Studies that assume a process approach, in contrast, are very much focused on
uncovering the contents of the black box that are believed to bring about outcomes
such as innovation or change (Poole, et al., 2000). Researchers who adhere to this kind
of research approach maintain that temporally evolving phenomena must be under-
stood in terms of the sequences of events that caused the phenomena’s appearance ra-
ther than inter-temporally consistent causal statements (Abbott, 1990; Van de Ven,

2007). Table 4 systematically compares the two approaches’.

3 Event though these two approaches are portrayed as orthogonal choice, we frequently find them both in the
study of innovation- and change-related phenomena. Poole and colleagues (2000) as well as Langley (2009)
stress the approaches’ complementary strengths.
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Table 4: Comparison of variance and process research approaches

Dimension

Variance approach

Process approach

Questions addressed

What?
(e.g., what are the antecedents/
consequences of the issue?)

How?
(e.g., how does the issue emerge,
develop, grow or terminate over time?)

Explanations Outcome-driven. Event-driven.

Entities Fixed, with varying attributes. Participate in events and may change
over time

Causality Explanations based on necessary and Explanations based on necessary

sufficient causality.

causation.

Aristotele’s causality

Efficient causality (“origin of
movement”).

Final (“outcome”), formal (“pattern”),
and efficient causality (“origin of
movement”).

Generality Depends on uniformity across contexts. = Depends on versatility across cases.

Time ordering among Immaterial. Is central and critical.

independent variables

Causation Immediate. Layered explanations and both
immediate and distal causation.

Meaning Attributes have a single meaning Entities, attributes, and events may

over time.

change in meaning over time.

Source: Adapted from Poole, Van de Ven, Dooley and Holmes (2000, p. 30ff.).

The process approach that informs this study offers four general advantages over

the variance approach when it comes to researching processes (Poole, et al., 2000):
First, it 1s a flexible mode of inquiry that allows exploring the critical features of pro-
cesses. The process approach allows researchers to investigate the path of a process in
great detail, which allows building a more detailed theory of innovation and change
and exhibits the possibility of discovering new change patterns. Second, process re-
search can uncover the temporal structure of change and provide the story of why var-
iables in variance models are related. This might ultimately lead to more actionable
theories that better include the cost of organizational change and innovation, which is
harder to capture in cross-sectional models (Langley, 2009). In line with the previous
point, the process approach develops explanations for change and innovation that
acknowledge the human action in change. Finally, the detailed data collected for pro-
cess analysis can be quantified and used for variance analysis. However, variance data

do not lend themselves to process analysis.

Poole and colleagues (2000) have specified a set of research designs suited for the
process approach and organized by the number of available cases (i.e., units of obser-
vation) and the number of observable events (i.e., data points). They are summarized
in Table 5.
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Table 5: A typology of process research designs

Few events Many events
Intensive Summary case studies Summary case studies
Few cases Phasic case studies

Time series analysis
Markov analysis

Extensive Multivariate analysis Multivariate analysis of summary data
Many cases Phasic analysis optimal matching Phasic analysis with optimal matching
Markov analysis
Time series analysis

Source: Adapted from Poole, Van de Ven, Dooley and Holmes (2000, p. 126)

The study presented in chapter B5 uses a case-study design (cf. Gerring, 2007)

with the following key characteristics:

First, the interest of the study is in how incumbent organizations innovate business
models as a temporal sequence of events. Both the realist interest in local events con-
stituted by actors and their activities (Abbott, 1990; Pajunen, 2008), as well as the still
early and nascent status of research on business model innovation processes (cf.
chapters 1.2, 2.2 and Edmondson & Mcmanus, 2007) justify analyzing a limited num-
ber cases in great depth. Hence, an intensive case study is well suited for this endeavor
(Ackroyd, 2009). In addition, the small sample takes into account that the collection of
multifaceted longitudinal data is very labor intensive (Langley, 2009; Poole, 2004) .

Second, the study analyzes the case of an incumbent organization innovating its
business model in retrospect rather than in real-time. Working backward from a
known outcome has two main advantages (Langley, 2009): The researcher is aware of
the process s/he wishes to explain and can focus data collection on elements that seem
relevant to explaining the outcome of the process in question. In addition, temporal
chronologies can be reconstructed efficiently from archival sources and interviews
with relatively predictable effort compared to real-time observation. However, Lang-
ley (2009) and other authors (e.g., Mahoney, 2004; Poole, et al., 2000) point to the
potential biases in memory and ex-post rationalization of retrospective studies. These

concerns are addressed in chapter B4.5.2, which details the case methodologies.

Third, the intended conceptual outcome (ct. Langley, 2009) of the study are fore-
most an abstract pattern of the innovation process that leads to a new business model
at the case sites, and a process model explaining business models innovation in terms
of generative mechanisms. A temporal narrative in the form of an event chronology

typically represents the first step of any process study (Abbott, 1990, 1995; Poole, et
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al., 2000). Identifying patterns within the sequence of identified events is subsequently
the next step in the apprehension of the process under study. Abbott (1990) points out
that researchers are well advised to identify patterns within event sequences before
they turn to independent variables that affect those patterns or consider the effect of
these patterns on outcome variables. It is therefore a sensible choice to start the analy-
sis of the business-model innovation process with analysis of the underlying pattern of
events. The literature (cf. Abbott, 1995) provides two broad sets of analytical tech-
niques to identify these patterns in addition to Langley’s (1999) seven sensemaking
strategies for process data. Chapter B4.4 details the use of some of them within the

case study design.

The relevance of mechanisms derives from the realist ontology explained in the
previous chapter A1.4.1. Langley (2009) suggests considering Van de Ven and Poole’s
(1995) as well as other meta-theoretical frameworks that are inherently processual in
nature in order to explain the processual pattern’s underlying logic. Chapter A2.5 will
elaborate on generic generative mechanisms that inform the analysis of the instances

of business model innovation.

Finally, the role of the researcher in this study is a passive rather than an active one
(Ackroyd, 2009). As Langley (2009) and other scholars (e.g., Ackroyd, 2009;
Pettigrew, 1990) have pointed out, intimate access to organizational data is usually
connected to some kind of reciprocal agreement between the research sites and the
researcher. To negotiate data access, the organization received the right to proofread
the study and have data sensitive to competitive issues removed. In addition, the or-
ganization agreed to participate in the study if the interviews served the case-sites as a
means to reflect the innovation process and if the organization received a detailed doc-
umentation of their innovation process and a set of recommendations for their future
innovation practices based on the analyzed experience. The researcher did not partici-
pate or interfere with the innovation process. This display of interests is in line with

the critical spirit of the realist philosophy.

In conclusion, the study presented in chapter B5 uses case-study design as part of a
process approach to study how incumbent organizations innovate their business model.
The focus on a limited number of cases fits with the present state of knowledge on this
phenomenon as well as the underlying philosophical assumptions and the intention to
open the proverbial black box of this innovation process type. The conceptual products
of this study are a generic pattern of the innovation process as well as a model of ge-

neric mechanisms that co-determine the innovation of the business model. Both the
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pattern and the mechanisms represent a contribution toward a more profound under-

standing of the dynamic aspects of business models in an incumbent context.

1.5 Contribution of the research

The present study suggests three main contributions for the academic literature that
concern three areas of an incumbent organization’s business model innovation pro-
cess: First, the generative mechanisms that drive this particular innovation process,
second, the role of organizational actors’ mental models and cognitive frames, and
third, asset stock accumulation and learning as drivers of integration between the exist-

ing and new business model.

First, this study adds a proposal for two empirically grounded process model con-
figurations of business model innovation in an incumbent context to the research pro-
gram on business models and their innovation in strategy research (cf. Lecocq, et al.,
2010). The configurations demonstrate that a set of three interrelated generative mech-
anisms (i.e., sensemaking, dialectics, and teleology) drive business model innovation

in incumbent organizations.

Second, this study suggests preliminary insights into the cognitive aspects of busi-
ness models that propose a potential addition to theory on cognition and organizational
change (cf. Aspara, et al., 2012; Gilbert, 2006; Tikkanen, et al., 2005). The variables
that are activated as parts of mental models (Huber & Lewis, 2010) in making sense of
a new and potentially disruptive business model (Weick, Sutcliffe, & Obstfeld, 2005)
advocate the co-occurrence of a sophisticated appraisal of the new business model in
terms of a differentiated mental model and a simultaneous framing the new business
model (i.e., free newspapers) as a threat and an opportunity to overcome incumbent-
specific rigidities and starting a business model innovation process (Chesbrough,
2010; Gilbert, 2005).

Finally, the study contributes a proposal of two specific mechanisms that address
the timing and reason incumbent organizations integrate or separate conflicting busi-
ness models operating in strategically related markets: The accumulation of strategic
assets (Barney, 1991; Dierickx & Cool, 1989; Markides & Williamson, 1996) by the
unit operating the new business model that benefit the existing business (Govindarajan
& Trimble, 2005b; Markides & Charitou, 2004) and organizational actors’ learning
about the new business model and its relationship with the existing business (McGrath,
2010; Sosna, et al., 2010). This provides first insights regarding a gap in the business
model (Markides & Charitou, 2004; Moingeon & Lehmann-Ortega, 2010; W. K.
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Smith, et al., 2010) and the ambidexterity literature (cf. Hill & Birkinshaw, 2008;
Raisch & Birkinshaw, 2008; Raisch, et al., 2009; Tushman, Smith, Wood, Westerman,
& O'Reilly, 2010).

In addition to the insights that this study provides to the literature, it offers three
relevant implications for the top management of incumbent organizations and organi-

zational actors championing business model innovation initiatives:

First, it raises awareness of the fact that business model innovation is driven by
three generative mechanisms. This includes the way the mental models and frames are
activated to make sense of a new business model (i.e., sensemaking), the way the in-
cumbent deals with conflict and finds a workable balance between the old and the new
business model (i.e., dialectic), and the way the organization deals with the challenges

of innovation work at an operational level (i.e., teleology).

Second, it suggests that the senior management team and innovation champions
might benefit from assessing and justifying new ways of creating and capturing value
on the basis of a business model ontology because the ontology enriches actors’ men-

tal models with a diverse set of variables, properties, and relationships.

Finally, the study proposes that managers should prepare to repeatedly assess and
justify the optimal level of integration or separation between the old and new business
model based on the accumulation of strategic assets and learning about the new busi-

ness model and its relationship with the existing business.

1.6  Synopsis and structural overview

Table 6 provides an outline of the key aspects of this dissertation. The present study is
situated in the field of business model studies in strategy research (Lecocq, et al.,
2010) and draws on seminal research on organizational innovation and change
(Casadesus-Masanell & Zhu, 2013; Van de Ven, Angle, & Poole, 2000). In broad
terms, the motivation that guides the present study is the question of how established
organizations may innovate their business model when external developments chal-
lenge their existing ways of creating and capturing value. Based on the gaps identified
in the present literature on the subject matter, the dissertation investigates three partic-
ular aspects of an incumbent organization’s business model innovation project: First,
the generative mechanisms that drive business model innovation in an incumbent con-
text (Aspara, et al., 2012; Pajunen, 2008; Sosna, et al., 2010; Svejenova, et al., 2010;
Zott & Amit, 2008); second, the relevance of managerial cognition and the cognitive

aspects of the business model (Aspara, Lamberg, Laukia, & Tikkanen, 2011; Aspara,
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et al., 2012; Tikkanen, et al., 2005); and third, the relationship arrangement to accom-
modate the new and existing business model over the course of the innovation process
(Moingeon & Lehmann-Ortega, 2010; O'Reilly & Tushman, 2008; Raisch, et al.,
2009; W. K. Smith, et al., 2010; Tushman, et al., 2010).

Table 6: Outline of the research project

Dimension Description

Field of research Business model studies in strategy research and organizational innovation.

Philosophy of science Critical realism.

Unit of analysis Business model innovation initiative by actors in an incumbent organization.

Research objective Investigating (1) generative mechanisms that drive the business model innovation
process in an incumbent context, (2) the role of managerial cognition for this type of
innovation process, and (3) the relationship arrangement to accommodate the new and
existing business model over the course of the innovation process.

Theoretical relevance Adds to the literature by (1) elaborating existing process theory with a proposal for two
empirically grounded process model configurations of business model innovation in an
incumbent context, (2) providing preliminary insights into the cognitive aspects of
business models, and (3) elucidating two mechanisms that drive the level of integration
of a new and existing business model to achieve organizational ambidexterity.

Practical relevance Alerts managers to important issues beyond the decision to innovate and the definition
of an innovation funnel, in particular, (1) the mental models and frames activated to
make sense of a new business model, (2) how to deal with conflict and find a workable
balance between the old and the new business model, and (3) the challenges of
innovation work at an operational level.

Main theoretical Process theories of organizational change and innovation.

framework

Main methodological Intensive process case-study design, event structure analysis.

approach

Industry focus Newspaper publishing, a context that had thrived on a stable business model for

several decades and experienced a sudden disruption when new market entrants
started competing on the basis of new ways of creating and capturing value.

Source: Own representation.

The underlying philosophy of science perspective, critical realism, aligns with the
conceptualization of business model innovation as a complex social process driven by
generative mechanisms (Ackroyd, 2009; Miller & Tsang, 2011; Pajunen, 2008; Reed,
2009), which are also referred to as process theories (Langley, et al., 2013; Pentland,
1999; Poole, 2004). Realism’s layered view of reality connects observable action by
individual and/or collective actors to generative mechanisms that operate in a domain
that 1s not directly accessible to the researcher’s empirical procedures (Miller & Tsang,
2011).

Based on an abductive logic of discovery (Ackroyd, 2009), this study builds on the
existing process theories that originated from comparative studies of different types of

organizational innovation and change processes (Langley, 2009; Poole & Van de Ven,
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2004) to elaborate a process model of business model innovation in an incumbent con-
text (Lee, et al., 1999). An intensive process case-study design serves to identify what
mechanisms operate to produce business model innovation and how they relate to one
another (Ackroyd, 2009; Poole, et al., 2000). Event structure analysis is deployed to
analytically connect actors and activities traced over a twelve-year period for two
business model innovation initiatives at a single case site (RINGIER media corporation)
with generative mechanisms (Heise, 1989). Newspaper publishing is a highly interest-
ing context from a theoretically sampling stance (Eisenhardt & Graebner, 2007): The
publishers thrived on a stable business model for several decades before they experi-
enced a relatively sudden disruption when new market entrants started competing with
free daily newspapers on the basis of new ways of creating and capturing value
(Bakker, 2002a; Casadesus-Masanell & Zhu, 2013; Haller, 2009a).

This dissertation adds to the academic literature in three ways: First, it contributes
to the research program on business models in strategy research (Lecocq, et al., 2010)
by elaborating existing process theory with a proposal for two empirically grounded
tri-mechanism process model configurations of business model innovation in an in-
cumbent context (Abbott, 1990; Cule & Robey, 2004; Sosna, et al., 2010). Second, it
proposes a potential addition to the theory on cognition and organizational change
(Aspara, et al., 2012; Gilbert, 2006; Tikkanen, et al., 2005) by providing preliminary
insights into the role of the variables activated in mental models to make sense of a
new business model (Huber & Lewis, 2010; Weick, et al., 2005) and the variables’
relationship with threat or opportunity framing (Gilbert, 2005, 2006; Szulanski, Doz,
& Ovetzky, 2004). Finally, it provides first insights regarding a gap in the business
model (Markides & Charitou, 2004; Moingeon & Lehmann-Ortega, 2010; W. K.
Smith, et al., 2010) and the ambidexterity literature (cf. Hill & Birkinshaw, 2008;
Raisch & Birkinshaw, 2008; Raisch, et al., 2009; Tushman, et al., 2010), elucidating
two mechanisms that drive the level of integration of a new and existing business
model to achieve organizational ambidexterity. These findings are relevant to manage-
rial practice as they alert organizational actors to the fact that business model innova-
tion in an incumbent organization requires more than the decision to innovate and the
definition and funding of an innovation-funnel-like process (Bucherer, 2010; Tidd &
Bessant, 2009).

Figure 2 provides an overview of this dissertation’s structure and is divided into
three parts: Part A describes details the research setting. This entails an outline of the

research problem, the research questions, and a synopsis of the research project in
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chapter 1, conceptual definitions of key terms, a literature review of existing work,
and the development of a research framework in chapter 2, and an overview of the
industry context in general and at the time of the study in chapter 3. Part B presents
the main body of empirical work in three chapters: chapter 4 details the case study
methodology, chapter 5 the analytical case narrative for two business model innova-
tion initiatives, and chapter 6 discusses the findings from the case analysis with refer-
ence to the three research questions guiding this research project. Finally, part C
summarizes the study’s main findings in chapter 7 and elucidates their implications
for different audiences as well as limitations and avenues for further research in chap-
ter 8.

Figure 2: Structural overview of the dissertation

A The research setting
B Case analysis

1 Introduction

Problem description and 4 Case study methodology

research gaps + Research design
Research questions and « Data collection

contribution . C Summary of findings
: +  Data Analysis and implications
Overview of methodology

Rigor and bias

7 Summary of findings

2 General theoretical and

5 Case narrative

conceptual background 8 Implications
. + Introduction to the case site
Conceptual definitions « Implications for the literature
: ot Stage-wise description of two
Review of existing work 3 . N . icati i
(BMI, innovation grocess business model innovation Implications for practice
and process theories) initiatives «+  Limitations and implications for

further research

Research framework 6 Case study discussion

Discussion of the process model
3 Industry background
. . Discussion of cognitive aspects
Overview of the industry context
Discussion of the connection

“Free” as a disruption between the old and new BM

Market setting at time of study

Source: Own representation.
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2 General theoretical and conceptual background

2.1  The business-model as a concept in research

2.1.1 Conceptual origins and diffusion
A number of scholarly review articles have tried to clarify the roots of the business-

model concept as part of their endeavor to delineate what a business model is. Yet,
these articles disagree on the business model’s conceptual origins partly because of
differences in selected time horizons and partly because of the disciplinary focus of
reviewed publications as well as the authors’ disciplinary lenses® (Baden-Fuller &
Morgan, 2010; George & Bock, 2010; Ghaziani & Ventresca, 2005; Hedman &
Kalling, 2003; Lambert & Davidson, 2012; Osterwalder, Pigneur, & Tucci, 2005;
Pateli & Giaglis, 2004; Schweizer, 2005; Shafer, Smith, & Linder, 2005; Zott, et al.,
2011).

As a part of their literature review, Bieger and Reinhold (2011) identify at least
three parallel histories of origin that coincide with different research communities:
First, management scholars seem to trace the origins back to Peter Drucker’s publica-
tions from the 1950s. Casadesus-Masanell and Ricart (2010b) maintain that Drucker’s
management capacity developed a predecessor of the business model with his “logic
of business”. Second, information systems scholars locate the roots of the concept in
business modeling of the 1970s. According to their perspective, a business model rep-
resents a simplified description of business to illustrate and communicate its operation
(Ghaziani & Ventresca, 2005; Rentmeister & Klein, 2003) that facilitates the integra-
tion between an organization’s management and information systems domain
(Hedman & Kalling, 2003; Osterwalder, et al., 2005). Finally, Baden-Fuller and Mor-
gan (2010) refer to early economists’ writings as the conceptual roots of the business
models. These texts generically describe business systems such as the guilds of the
Middle Ages or factories of the industrial revolution in late 18" century Europe. Teece
(2010) traces the lineage even further back when he argues that early societies devised

the first business model when they started engaging in barter trade.

It 1s certain that similar ideas but different connotations about a concept that we
now term “business model” have developed within different communities of research
over time (Ghaziani & Ventresca, 2005) and that interest in the concept has experi-

enced considerable growth (cf. Figure 3) particularly since the 1990s (Osterwalder, et

% Inherent limitations of the literature databases employed might also have influenced the outcome of these re-
views— despite the authors’ best methodological intentions.
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al., 2005; Zott, et al., 2011), growth that was fueled by empirical phenomena such as
the growth of the internet economy, further disintegration of value chains with activi-
ties outsourced and off-shored, and new ways of making money from customer inter-
action (Teece, 2010). This is best illustrated by a study by Ghaziani und Vetresca
(2005).

Figure 3: Articles referring to the keyword “business model”
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The two sociologists (Ghaziani & Ventresca, 2005) have analyzed meanings asso-
ciated with the term “business model” in scholarly discourse between 1975 and 2000
across different research communities. They identified and defined research communi-
ties by the disciplinary journals in which scholars had published business-model relat-
ed articles. The number of publications served as a measure to capture the intensity of
scientific discourse between different research communities. Additionally, the authors
(Ghaziani & Ventresca, 2005) identified different meanings (“frames”) associated with
the term “business model” based on a qualitative content analysis of the abstracts of

507 journal articles. Table 7 illustrates three prominent examples.

"The grey areas represent the number of academic articles indexed in the EBSCOhost database referring to
“business model” or “business model innovation” in abstract and/or title for a given year. Only articles pub-
lished in a peer-reviewed journal between January 1975 and November 2012 in the field of business and man-
agement research were included.
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Table 7: Connotations of the term “business model”

Connotation Description Exemplary descriptions

Computer/ systems  Computer-assisted “The [software] package [...] programs allow the

modeling modeling of business development and use of customized planning and
practices analysis tools. Even without computer programming
Computerized business  knowledge, the user builds relatively sophisticated
environment business models [...]. This software is an important tool”
Computer software (Small Business Computers Magazine, 1982)

Revenue model Generating revenues “The business model provides the necessary tools for
and profits the different departments to evaluate their profitability”

(Industrial Management & Data Systems, 1991)

Value Creation Creating value “The key to reconfiguring business models for the
Transaction content knowledge economy lies in understanding the new
governance, and ' currencies of value”

structure (Journal of Business Strategy, 2000)

Source: Adapted from Ghaziani and Ventresca (2005, pp. 536-538) and Bieger and Reinhold (2011, p.
15).

Ghaziani and Ventresca’s (2005) analysis demonstrates that the dominant meaning
associated with the keyword “business model” changed over the observed time period:
From 1975 to 1994, “computer/systems modeling” was the dominant association in
academic discourse framed by information systems scholars. Subsequently, from 1995
to 2000, “value creation” became the dominant connotation for the term ‘“business
model” as used by management and organization research scholars (Ghaziani &
Ventresca, 2005). The authors’ (Ghaziani & Ventresca, 2005) results indicate, howev-
er, that “value creation” did not reach the same level of dominance in academic dis-
course as had “computer/systems modeling” in previous years. However, in combina-
tion “value creation” and “revenue model” has reached an unprecedented level of

adoption across all analyzed communities of discourse (Ghaziani & Ventresca, 2005).

At present, “value creation” and “revenue model” are still important connotations
of the business model (Lambert & Davidson, 2012). The understanding that the busi-
ness model explains value creation and value capture (often referred to as revenue
model) in an integrated way may serve to unify research on business models in spite of
a proliferation of idiosyncratic definitions and parallel rather then integrated research

efforts by different communities of scholars (Zott, et al., 2011).

From a philosophical perspective, the divergence in conceptualizations and dispar-
ate research efforts in different communities do not come as a surprise. Even such
long-standing management concepts such as strategy lack a unified definition (Nag,

Hambrick, & Chen, 2007). Yet, a philosophical stance may help us to both better un-
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derstand and deal with the effects of missing unity in definition and research efforts in

two ways.

First, it allows us to determine whether there is a case for business model research
as a research community with a common purpose. The realist philosophy that informs
this study views science and the construction of knowledge as a social process
(Bechara & Van de Ven, 2007; Miller & Tsang, 2011). It is language that enables this
construction as the medium of social discourse (Nag, et al., 2007). Communities of
researchers who pursue a common research program (i.e., their purpose) share a com-
mon language and specialist knowledge that delimits them from other communities®.
Furthermore, the research program requires a critical mass of academics who believe
in its right of existence (Nag, et al., 2007). Lecoq and his colleagues (2010) argue that
there exists evidence of such a community for a research program focusing on busi-
ness models — with its own tracks at major management conferences, online networks,
and discussion panels. Even though members of the community of business model
researchers do not agree on “the ontological status of business models” (Lecocq, et al.,
2010, p. 218), there is a common core (Tsoukas, 2009) of assumptions that differenti-
ates this community’s research program from others in strategy research. These as-
sumptions cover (1.) the emphasis of value creation and capture over competitive ad-
vantage, (2.) the emphasis on interaction between different actors in value creation,
(3.) the joint consideration of the unit of business creating value for the customer with
the organizational processes required to create this value, and (4.) the emphasis on
managerial choice and entrepreneurial action over environmental determinism
(Lecocq, et al., 2010). Admittedly, the concept’s theorization and connection to strate-

gic issues is still in its infancy (Lecocq, et al., 2010; Teece, 2010).

Second, philosophical considerations help us to deal with the ongoing existentialist
debate over the business model’s “true” nature (cf. Doganova & Eyquem-Renault,
2009) and the abundance of definitions. Tsoukas (2009) argues from a Wittgensteinian
view that since concepts are socially constructed, there are no strictly correct defini-
tions with sharp boundaries. Instead, concepts are “partly bounded and partly open-
ended” (Tsoukas, 2009, p. 288): We refine and modify the conceptual boundaries in
accordance with our research purpose, and the specific instances of the concept that
we research provide the potential to learn something about the phenomenon we inves-

tigate. Thus, even though the definition of the business model is an open-ended pro-

¥ This is not to suggest that members of a research community all draw on a homogenous set of research designs
and theories (Nag, et al., 2007).
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cess, individual studies and cases shared via presentations and publications help us to
further specify the common core of the understanding of the business model in our
research community’ — given that researchers are clear about their assumptions about

and conceptualizations of the business model.

In conclusion, the business model concept as defined by the academic discourse
has developed significantly within different communities — especially since the 1990s.
From a philosophy of science perspective, it is not surprising that there is no consensus
on a single, clearly defined definition of concept. However, this perspective allows
appreciating that there is a research program with a focus on business models and that
individual studies may help us to refine the conceptual core, as long as they are clear
about their propose-driven conceptualizations. With regard to the common core, I will
argue over the next two sub-chapters that the use of the business model lies in the joint
and interrelated consideration and representation of the logic of doing business — refer-

ring to the way value is created and captured by a focal organization.

2.1.2 Influential definitions and common denominators
The number of review articles that have sought to represent the full spectrum of busi-

ness model definitions and conceptualizations has steadily grown since the early
2000s. These reviews map the multiplicity of conceptions and serve as a temporary
compendium of the state of knowledge on business models (e.g., Hedman & Kalling,
2003; Lambert & Davidson, 2012; Morris, Schindehutte, & Allen, 2005; Shafer, et al.,
2005). However, the review articles have not led to a convergence in definitions, and
integrative business model conceptualizations that tried to synthesize common ele-
ments of definitions have not been broadly adopted. The abundance of idiosyncratic
business model definitions as well as the list of different purposes that a business

model is associated with support this conclusion (Zott, et al., 2011).

The review of definitions in this chapter does not strive to cover the full spectrum
of business model definitions published in academic journals. Instead, it focuses on a
subset of twelve definitions that have proven most influential and have contributed
new ideas to business model research in management and organization studies. The
following paragraphs detail this subset presented in Table 8 and compare them along
five dimensions (cf. Bieger & Reinhold, 2011) derived from the business model litera-
ture (cf. Table 9):

? Such cases include frequently referenced examples like the low-cost airline business model by SOUTHWEST
AIRLINES and EASYJET or the introduction of APPLE’s online music store ITUNES and ecosystem (e.g.,
Chesbrough, 2010; Teece, 2010).
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1. Value creation and value capture: Does the sampled set of definitions refer to

aspects of both value creation and value capture?

2. Theoretical underpinning: On what theoretical bases have the authors of the

sampled set of definitions built their business model definitions?

3. Definition of elements: What constituent elements have the authors used to

specify their business model definitions?

4. Static / dynamic: Do the selected business model definitions reflect dynamic

aspects of a business model such as matters of change, innovation, or renewal?

5. Material / cognitive: Do the business model definitions included in the sample

specify the business model’s material and/or cognitive aspects?

Table 8: A selection of business model definitions

Authors Definitions (sorted by date of publication and number of citations) cit. '
Timmers ,Definition of a business model: An architecture for the product, service and 172
information flows, including a description of the various business actors and
their roles; and a description of the potential benefits for the various business
actors; and a description of the sources of revenues.” (1998, p. 4)
Amit & Zott ,Definition: A business model depicts the content, structure, and governance of 445

transactions designed so as to create value through the exploitation of
business opportunities. Transaction content refers to the goods or information
that are being exchanged, and to the resources and capabilities that are
required to enable the exchange. Transaction structure refers to the parties
that participate in the exchange and the ways in which these parties are linked.
Transaction structure also includes the order in which exchanges take place
(i.e., their sequencing), and the adopted exchange mechanism for enabling
transactions. The choice of transaction structure influences the flexibility,
adaptability, and scalability of the actual transactions. Finally, transaction
governance refers to the ways in which flows of information, resources, and
goods are controlled by the relevant parties. It also refers to the legal form of
organization, and to the incentives for the participants in transactions.” (2001,
p. 511)

(Table continued on next page)

' Numbers indicate publications’ total citations according to Social Science Citation Index at the end of

November 2012.
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Chesbrough  "A successful business model creates a heuristic logic that connects technical 250
& Rosen- potential with the realization of economic value. The business model unlocks
bloom latent value from a technology [...] The functions of a business model are to:

articulate the value proposition, i.e. the value created for users by the offering
based on the technology; identify a market segment, i.e. the users to whom the
technology is useful and for what purpose, and specify the revenue generation
mechanism(s) for the firm; define the structure of the value chain within the firm
required to create and distribute the offering, and determine the
complementary assets needed to support the firm's position in this chain;
estimate the cost structure and profit potential of producing the offering, given
the value proposition and value chain structure chosen; describe the position of
the firm within the value network linking suppliers and customers, including
identification of potential complementors and competitors; formulate the
competitive strategy by which the innovating firm will gain and hold advantage
over rivals. These six attributes collectively serve additional functions, namely
to justify the financial capital needed to realize the model and to define a path
to scale up the business.” (2002, pp. 529, 533-534)

Magretta “They [business models] are, at heart, stories — stories that explain how 122
enterprises work. A good business model answers Peter Drucker’s age old
questions: Who is the customer? And what does the customer value? It also
answers the fundamental questions every manager must ask: How do we
make money in this business? What it the underlying economic logic that
explains how we can deliver value to customers at an appropriate cost?”

(2002, p. 4)
Morris, “A business model is a concise representation of how an interrelated set of 89
Schinde- decision variables in the areas of venture strategy, architecture, and

hutte & Allen economics are addressed to create sustainable competitive advantage in
defined markets.” (2005, p. 727)

Tikkanen, »a business model can be conceptualized as the sum of material, objectively 23
Lamberg, existing structures and processes as well as intangible, cognitive meaning

Parvinen & structures at the level of a business organization. [...] By the material aspects

Kallunik of a business model, we refer to the tangible elements of a company’s

strategy, business network, operations, and finance and accounting. By the
cognitive aspects of a business model, we refer to the systemic meaning
structures or the belief system of a company.“ (2005, p. 790)

Johnson, "A business model, from our point of view, consists of four interlocking 24
Christensen  elements that, taken together, create and deliver value [i.e., Customer value

& Kager- proposition, Profit formula, Key resource, and Key processes]." (2008, p. 52)

mann

Teece "A business model articulates the logic and provides data and other evidence 56

that demonstrates how a business creates and delivers value to customers. It
also outlines the architecture of revenues, costs, and profits associated with
the business enterprise delivering that value." (2010, p. 173)

Zott & Amit "Building on existing literature [i.e., Amit & Zott (2001)], we conceptualize a 22
firm’s business model as a system of interdependent activities that transcends
the focal firm and spans its boundaries." (2010, p. 216)

Casadesus- "a business model, we argue, is a reflection of the firm’s realized strategy [...] 20
Masanell & We contend that they are composed of two different sets of elements: (a) the
Ricart concrete choices made by management about how the organization must

operate, and (b) the consequences of these choices [...] The particular set of
choices an organization makes about policies, assets and governance - and
their associated consequences - are the organization’s business model,
because they determine ‘the logic of the firm, the way it operates and how it
creates value for its stakeholders." (2010b, pp. 195, 198, 201)

(Table continued on next page)
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Doz & “Business models can be defined both objectively and subjectively. Objectively 10
Kosonen they are sets of structured and interdependent operational relationships

between a firm and its customers, suppliers, complementors, partners and

other stakeholders, and among its internal units and departments (functions,

staff, operating units, etc). [...] But, for the firm’s management, business

models also function as a subjective representation [...] as cognitive structures

providing a theory of how to set boundaries to the firm, of how to create value,

and how to organise its internal structure and governance” (2010, pp. 371-372)

Svejenova, “business models are [...] organizational devices that reveal a company’s 4
Planellas & logic for creating and capturing value, and also its approach to constant
Vives renewal” (2010, p. 409)

Note: “Cit.” denotes citations. Source: Own representation, for quotes see text.

The selected business model definitions all refer to aspects of value creation and
value capture. Amit and Zott’s (2001) stands out from the rest of the definitions be-
cause it views value capture as an essential, complementary yet distinct concept from
the business model. More recently, however, Zott, Amit and Massa (2011) acknowl-
edged the business model’s “dual focus on value creation and value capture” (p. 1037).
In essence, a business model explains how a focal unit of analysis — such as an organi-
zation, a network, or an individual — creates value for a certain group of customers and
appropriates value from this act at the same time. The definitions’ emphasis on these
value aspects corresponds with conclusions from recent reviews that value creation
and value capture are emerging as a common theme in business model research
(Lambert & Davidson, 2012; Zott, et al., 2011).

Table 9 (p. 32) illustrates the diversity of theories applied to underpin business
model definitions. However, the majority of reviewed business model definitions are
not explicitly based on theoretical frameworks. Conceptualizations without explicit
theoretical foundation are either “interdisciplinary” in the sense that they draw on ex-
isting concepts from strategy, entrepreneurship, and technology management research
(i.e., Casadesus-Masanell & Ricart, 2010b; Chesbrough & Rosenbloom, 2002; Doz &
Kosonen, 2010; Teece, 2010; Tikkanen, et al., 2005), or they are based on assumptions
of strategic choice theories (cf. Bieger & Reinhold, 2011), with the management opti-
mizing fit between the choice variables that constitute the business model and its ex-
ternal context (i.e., Johnson, et al., 2008; Magretta, 2002; Svejenova, et al., 2010).
Definitions with a theoretical foundation are either based on a single, integrative theo-
ry (i.e., Timmers, 1998; Zott & Amit, 2010) or on different theories underpinning the

various elements of a business model (i.e., Amit & Zott, 2001; Morris, et al., 2005).
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Table 9: Comparison of selected business model definitions

Authors Value Theoretical Definition of Static / Material /
Creation & underpinning Elements Dynamic Cognitive
Capture
Timmers both Value chain analysis Architecture (product, static material
service, and
information flow)
Benefits for various
business actors
Revenue sources
Amit & Zott both'" Value chain analysis Transaction content static material
Schumpeterian Transaction structure
Innovation Transaction
Resource-based view governance
Theory of strategic
networks
Transaction cost
economics
Chesbrough & both Interdisciplinary Market static both
Rosenbloom Value proposition
Value chain
Cost and profit
Value network
Competitive strategy
Magretta both Strategic choice Customer static material
Value proposition
Ways to produce/
deliver value to
customers
Revenue Model
Morris, both Value chain analysis Value proposition static material
Schindehutte Strategic choice Customer
& Allen Theory of strategic Internal processes and
networks competences
Resource-based view  Market positioning
Transaction cost Economic model
economics Entrepreneur/ investor
Schumpeterian inno- factors
vation
Systems theory
Tikkanen, both Interdisciplinary Strategy and structure static both
Lamberg, Operations
Parvinen & Network
Kallunik Finance & accounting
Belief system
Johnson, both Strategic choice Customer value static material
Christensen & proposition
Kagermann Profit formula
Key resources
Key processes
Teece both Interdisciplinary Value proposition static material

Customer
Revenue model

(Table continued on next page)

"' When considered together with a complementary revenue model (cf. Amit & Zott, 2001, p. 515).
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Zott & Amit both'? Activity systems Transaction content static material
Transaction structure
Transaction
governance
Casadesus- both' Interdisciplinary Choices static material
Masanell & Consequences
Ricart
Doz & both Interdisciplinary Set of structured, static both
Kosonen interdependent
relationships
Svejenova, both Strategic choice Activities dynamic material
Planellas & Organizing
Vives Resources

Source: Own representation.

Teece (2010) traces the lack of a coherent theoretical foundation for the business
model back to two causes: On the one hand, traditional economic theories explaining
markets do not require business-model-based thinking: They assume perfect competi-
tion, transparent markets, “strong property rights, the costless transfer of information,
perfect arbitrage, and no innovation” (Teece, 2010, p. 175). Defining the value to offer
in terms of products and services as well as the way to capture value are non-complex
tasks in such an environment. On the other hand, Teece (2010) argues that the business
model has not found its rightful place in organization, strategy and marketing research.
In part, this is due to the fact that the business model has not been unambiguously de-
lineated from well-established concepts such as strategy (Bieger & Reinhold, 2011).

Most authors include business model elements labeled “value creation” and “reve-
nue model” or “value capture” in their business model ontologies, but the delineation
of business model elements varies in terms of the level of abstraction, detail and com-
plexity. In part, these differences result from the heterogeneity in the theoretical em-
bedment of business model conceptualizations. Unlike the rest of the selected defini-
tions, Casadesus-Masanell and Ricart’s (2010b) business model conceptualization
does not ex-ante define the included business model elements. Instead, the authors
suggest determining key choices and consequences on a case-by-case basis. While this
ex-post approach allows accounting for case-based peculiarities, it complicates com-

paring business model across units of observation (cf. Demil & Lecocq, 2010).

1> When considered together with Amit and Zott (2001)

1 Casadesus-Masanell and Ricart (2010b) include aspects of value creation and capture in their network repre-
sentations.
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All but one definition in Table 8§ are static business model conceptualizations de-
signed to represent a cross-sectional “snap-shot” of different business-model elements
and consistent architecture. Only Svejenova and colleagues’ (2010) business model
definition is inherently dynamic with its reference to renewal. While all definitions
might serve to capture change in the business model over time, some are inherently
more dynamic because of their theoretical underpinning. For example, those conceptu-
alizations that draw on the resource-based theory of the firm in a Penrosian tradition
are presented with a constant change in resources that alters the business model — albe-

it mostly in small steps (Demil & Lecocq, 2010).

Finally, the majority of definitions in Table 8 conceptualize the business model as
a collection of material elements such as markets, customers, products and services,
revenue sources, and activities (e.g., Chesbrough & Rosenbloom, 2002; Svejenova, et
al., 2010; Zott & Amit, 2010). More recently, there has been an increase in awareness
that the cognitive meanings associated with these material elements also matter for our
understanding of the business model. Tikkanen and colleagues (2005) as well as Doz
and Kosonen (2010) include both material and cognitive aspects in their business
model definitions. Other authors such as Teece (2010) and Chesbrough and Rosen-
bloom (2002) do not incorporate cognitive aspects directly into their business model
definition but point out that the business model reflects managers’ central assumptions

and hypotheses about value creation and value capture.

This brief review of twelve recent and influential definitions of the business model
has demonstrated that authors indeed tend to converge on a common conceptual un-
derstanding. The definitions center around the idea of value creation and value capture
for different units of analysis. However, these definitions identify different constituent
elements of a business model, are heterogeneous in their theoretical underpinning, and
differ to the extent that they include cognitive aspects as part of a business model. It
would be beneficial to have a single, comprehensive conceptualization of the business
model for the collective learning process. Nonetheless, studies on business models do
make a contribution to the collective research program (Lecocq, et al., 2010) as long as
they build on a clearly specified and operationalized business model conceptualization
that centers around the idea of value creation and value capture. After all, the business
model has some unique uses and functions that justify it as a unit of analysis in organi-

zation and management studies.
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2.1.3 Use and function in organization and management studies
Charles Baden-Fuller and Mary Morgan’s (2010) conceptual piece on business models

as models, which investigates the concept’s usefulness, refers to three different model-
type uses'* a business model can assume in research: first, as a description of kind,

second, as a model organism, or finally, as a “recipe”.

When the business model is used as a description of kind, it acts as a simplified
depiction of the most important elements capturing the business activities of, for ex-
ample, a focal organization as well as the interaction between these elements (Baden-
Fuller & Morgan, 2010). Both the selected business model conceptualization and the
underlying theories determine what elements to include as part of the representation of

a particular business model in scale and how these elements interact.

Business models may be classified or structured in taxonomies for the purpose of
analysis (Baden-Fuller & Morgan, 2010). Business-model taxonomies describe differ-
ent classes of business model configurations in real empirical settings'’. Particularly
successful business-model configurations in certain taxonomy classes or industries
may serve as “role models” (Baden-Fuller & Morgan, 2010) for groups of companies
or even develop into dominant business-model designs (Chesbrough, 2010; Prahalad
& Bettis, 1986) such as the low-cost or sponsor-based business model configuration
(Casadesus-Masanell & Zhu, 2013). Baden-Fuller and Morgen (2010) point out that
many classifications of business models are a mix of taxonomies and typologies,
hence, a mix of empirical observation (bottom-up) and theoretically derived classes
(top-down).

The use of the business model for analytical purposes in organization and man-
agement research does bear closer resemblance to biologists’ reliance on the “model
organism’ rather than economists understanding of the mathematical model (Baden-
Fuller & Morgan, 2010). Exemplary companies like 3CoM or USA TODAY serve re-
searchers as instances of entire populations of analogous business models (e.g.,
Chesbrough, 2010; W. K. Smith, et al., 2010). An analysis of specificities of these cas-
es enables researchers to develop theories and concepts that analytically generalize to

an entire population of similar business models.

'* Doganova and Eyquem-Renault (2009) point out that these three uses basically refer to the dictionary defini-
tion of any type of model.

'> As these taxonomies are based on empirical observation, they may change and develop over time (Bieger &
Reinhold, 2011).
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Finally, the third way in which business models are used is referred to as “recipes”
(Baden-Fuller & Morgan, 2010; Sabatier, Mangematin, & Rousselle, 2010): Success-
ful and ideally modeled business model configurations are imitated with regards to the
configuration of business model elements (“ingredients) and the underlying principles

“cook”, “bake”, “fry” etc.) to ensure a certain degree of planning security in business
model change or innovation projects. However, the successful implementation of the
business model “recipe” is dependent on the implicit knowledge and the capability set
of the “cook” (Baden-Fuller & Morgan, 2010). With this conceptualization as “reci-
pes”, Baden-Fuller and Morgan (2010) imply, on the one hand, that business models
may be copied to a certain degree. On the other hand, they also point out that there are
many different possibilities for crafting a working business model based on a given set
of “ingredients”.

Beyond those three uses of business models identified by Baden-Fuller and Mor-
gan (2010), the concept is useful for four more reasons. The business model helps us
to better understand new practices, it refreshes our view on certain traditional phenom-
ena in strategy research, it emphasizes the role of managerial action and choice, and it

embraces a system-wide view of innovation and change.

The business model is a useful unit of analysis to explain relatively new practices
that for example arise at the intersection of converging industries where cross-
boundary competitors break the existing industry rules (Burgelman & Grove, 2007a;
McGrath, 2010) or when value co-creation and capture happens at a system-level with
a flexible integration of actors on both the supply and demand side of a market
(Lecocq, et al., 2010; Zott & Amit, 2010). The business model makes sense of these
practices with its more flexible focus on value creation and value capture across ac-
tors’ boundaries and its ability to explain value creation even for non-economic value

types (e.g., Lecocq, et al., 2010; Yunus, Moingeon, & Lehmann-Ortega, 2010).

In addition, the business model perspective refreshes our view on some traditional
phenomena in strategy research. With reference to Amit and Zott’s work (2001, 2012),
Lecocq and collegues (2010) point out, that the relevance of business model configura-
tions for performance outcomes, superior rents, and competitive advantage has gained
recognition in strategy research. Moreover, the business model concept emphasizes the
role of learning and experimentation in highly dynamic and complex environments
(McGrath, 2010). The business model’s focus on value creation for customers puts
more emphasis on outside-in aspects of business, which complements the inside-out

focus on opportunity exploitation propagated by the resource-based view of the firm
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(Barney, 1995; McGrath, 2010). The business model sensitizes strategy research to the
dynamics of competitive advantage, providing us with a structured way to identify
value creation and capture’s sustainability and a potential means to identify new, fa-

vorable competitive positions (McGrath, 2010).

Another aspect of the business model’s usefulness derives from its systemic char-
acter. The integration and co-specialization of the business model elements as well as
their entire architecture — which makes up the business model — is another common
theme of business model research (Zott, et al., 2011). While one might argue that the
business model tries to describe too much at one time, its advantage over other con-
cepts is that it captures the configuration of business model elements as well as their
interdependencies in a comprehensive analysis of value creation and capture
(Casadesus-Masanell & Ricart, 2010b; Teece, 2010; Voelpel, Leibold, & Tekie, 2004;
Zott & Amit, 2010). Moreover, if the concept is used in studies of innovation and
change, the business model allows a better understanding of system-wide changes to
the ways a focal organization creates and captures values for its different stakeholders
(Demil & Lecocq, 2010) — which is the focus of this study.

Finally, both McGrath (2010) and Lecocq and colleagues (2010) stress the fact that
business model research emphasizes the role of managerial action and choice — be-
yond the choice of an initial industry positioning that is hard to change at a later point
in time. This preference toward action is especially appealing to realist researchers
who maintain that actions of actors on different levels are the main drivers of any so-

cial process (cf. chapter 1.4.1).

2.1.4 Problems and shortcomings associated with the concept
The business model has received a critical level of acceptance in organization and

management studies, with articles that center on this concept appearing in high-status
academic journals (e.g., Casadesus-Masanell & Zhu, 2013; Zott & Amit, 2007; Zott, et
al., 2011). Nonetheless, three main points of criticism persist which will be addressed

below.

The first point of criticism concerns the definition of the business model. The term
“business model” has been referred to as “murky” (Porter, 2001) and *“the most sloppi-
ly used term” (Magretta, 2002, p. 8) in strategy research'®. Indeed, considerable ambi-

guity still surrounds the business model concept (Lecocq, et al., 2010), but definitions

'® This is especially true for the term’s first surge of popularity during the ,,dotcom* years (Svejenova, et al.,
2010).
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and operationalization in empirical studies have substantially improved and started
centering on a set of common themes (Zott, et al., 2011). Of these themes, the business
model’s notion as a comprehensive description of value creation and capture seems
most prevalent (cf. chapter 2.1.2). In addition, present studies use the term “business
model” when either detailing an explicit conceptualization or referencing an article
that deals with the essentialist business model question (i.e., what are business mod-
els?) (Doganova & Eyquem-Renault, 2009).

The second point of criticism is related to the first and pertains to the business
model’s theoretical foundations. Teece (2010) highlights the interdisciplinary nature
of the business model concept. The concept has developed within different, loosely
connected research communities (i.e., strategy, entrepreneurship, information systems,
marketing, etc.), which has rendered the business model an orphan concept that “lacks
an intellectual home” (Teece, 2010, p. 176). However, in line with the more specific
business model definitions and operationalization mentioned above, researchers are
also giving the theoretical foundation more thought. At present, studies draw on multi-
ple existing, rather than a single new theory to motivate their business model concepts
(Lecocq, et al., 2010). This is also the route traveled by this study.

The final point of criticism refers to the blurry conceptual delineation of the busi-
ness model from other incumbent concepts such as strategy or the value chain. This is
related to the definitional issue dealt with under point one. Without a clear definition,
the delineation from other concepts in organization and management research remains
a problem. Ramon Casadesus-Masanell and Joan Ricart (2010b) have given this issue
the most thought. They positioned their business model conceptualization within a
clear nested hierarchy: An organization’s strategy determines the range of possible
business model configurations, which in turn define the possible space for tactical ma-
neuvers (Casadesus-Masanell & Ricart, 2010b). Independent of the precise delineation
of any two concepts, logically, researchers may keep the concepts either distinct or
overlapping, and if they overlap, they may occupy a non-hierarchical relationship or
align in a hierarchical, nested fashion. Given these options and the dependence of the
delineation on the selected business model conceptualization, there needs to be more

conceptual work on this last point of criticism.

In order to respond to these points of criticism as far as the present state of
knowledge and the scope of this study allow, the following chapter details the choice

and conceptualization of the business model definition that underpins the subsequent
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study of business model innovation. Moreover, it elaborates on the business model’s

relationship with alternative concepts that matter for the study at hand.

2.2 The value-based business-model ontology

The study presented in chapter B5 builds on Bieger and Reinhold’s (2011)"" value-
based business model conceptualization'®. The value-based business model is a useful
conceptualization and a sensitive choice to study the innovation of a business model
for three critical reasons: First, the definition is consistently conceptualized around the
ideas of value creation and value capture; second, the conceptualization details both
value creation and capture in multiple business model elements that are grounded in
existing theoretical frameworks (cf. Table 10); and finally, the value-based business

model is inherently dynamic by including an element of business development and

change, which is helpful as this study focuses on business model innovation.

Table 10: Theoretical foundation of business model element

Business model
element

Theoretical foundation
(concepts/theories)

Essential references

Value proposition

Customer value
Customer equity
Utility theory

(J. B. Smith & Colgate, 2007; Woodruff, 1997)
(Matzler, 2000; Rust, Lemon, & Zeithaml, 2004)
(Bowman & Ambrosini, 2000)

Value creation

Resource-based view
Transaction cost economics
Game theory

Value chain/network

(Barney, 1991; Wernerfelt, 1995)

(David & Han, 2004; O. Williamson, 1981)
(Brandenburger & Stuart Jr, 1996)

(Allee, 2008; Porter, 1998)

Value communication
and transfer

Customer value
Transactional/relational marketing

(cf. value proposition)

(Morgan & Hunt, 1994; Pels, Coviello, & Brodie,
2000)

Value capture

Customer value

Customer equity

Resource-based view

Industrial Organization Economics

(cf. value proposition)

(cf. value proposition)

(cf. value creation)

(Lepak, Smith, & Taylor, 2007; Porter, 1980)

Value dissemination

Stakeholder theory

(Kochan & Rubinstein, 2000; Post, Preston, &
Sachs, 2002)

Value development

Architectural innovation

(Henderson & Clark, 1990)

Source: Own representation.

'" The subsequent chapters A2.2.1 and A2.2.2 are mostly identical with sections of a book chapter that the author
published with Prof. Dr. Thomas Bieger (2011, pp. 31-60). The author wishes to acknowledge his gratitude for
the permission to use these materials as part of this study. Substantial deviations from the original are indicat-
ed.

'8 While their description of their business model conceptualization has been tailored for a practitioner and MBA
student audience, the subsequent chapters detail the concept for research use.
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2.2.1 Overview
The value-based business model was designed to describe business activities of a focal

organization in a holistic and integrated way. The business model consists of generic,
predefined elements. The generic nature of these business model elements — including
their respective underlying lower-level concepts — renders the concept applicable to

any industry or organizational context (cf. Demil & Lecocq, 2010).

The value-based business model builds on the central premise that the primary ob-
jective of any organization is to create monetary and non-monetary value for its stake-
holders (such as customers, suppliers, employees, investors, the public, etc.) as well as
the organization itself (Lepak, et al., 2007; Slater, 1997). Based on this premise, we
define the business-model as follows:

A business model describes the core logic of value creation of an organization. More
precisely, a business model (1.) determines what an organization offers that is of value
to the customer (i.e., the value proposition), (2.) how it creates value within a value
network, (3.) how it communicates and transfers this value to customers, (4.) how it
captures the created value in form of revenues and profit, (5.) how the value is dissem-
inated within the organization and among stakeholders, and finally, (6.) how the value
is developed to ensure sustainable value creation in the future.

This definition includes six business model elements (cf. Figure 4), each of which
will be detailed in following sub-chapter: The first element, the value proposition, de-
fines which products will deliver value for specific customer (groups) in addressing
these customers’ distinct needs. The ‘product’ includes material and immaterial prod-
ucts as well as services and bundles of both products and services or any other “unit of
business” (McGrath, 2010). The second element, value creation, specifies how the
value proposition is fulfilled, i.e., how the value is created for the target customers by
means of internal and external resources and capabilities in a value network. The third
element, value communication and transfer, addresses the channels that serve the focal
organization of the business model to communicate with its customers and to distrib-
ute the products. These channels may be designed both from the focal organization to
the customer as well as from the customer to the focal organization. The focus lies on
how value 1s communicated and transferred to customers. The fourth element, value
capture, delineates how the focal organization may capture the value that customers
gain from products, in the sense delineated above, in the form of revenues. The fifth
element, value dissemination, identifies how the value that the focal organization cap-

tures, is disseminated within the organization and the value network (including its
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stakeholders) in order to secure the business model’s financial sustainably and ensure
cooperative value creation. The final element, value development, refers to the dyna-
mic aspects of the business model. It defines how the focal organization develops the
business model both in qualitative and quantitative terms as well as on an evolutionary

and revolutionary basis.

Figure 4: The value-based business model

Value proposition

/ \

Value development Value creation

Value communication
and transfer

\ /

Value capture

Value dissemination

Source: Bieger and Reinhold (2011, p. 33).

Whether the configuration of a specific business model will result in a competitive
advantage of some sort does not only rely on the specification of the individual busi-
ness model elements; optimizing the systemic interaction of business model elements
matters just as much (Teece, 2010). Some configurations of business model elements
will only be of limited compatibility with each other. We therefore need an integrated
perspective on all six business-model elements to ensure synergetic processes and de-

cision-making.
2.2.2 Business model elements and their theoretical foundation
2.2.2.1 Value proposition

The value proposition defines what products, services, or combinations thereof are of-
fered by a focal organization to distinct groups of customers.
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The definition of a specific value for a relevant customer group in the form of a prod-
uct, a service, or any combination thereof — sometimes also referred to as “unit of
business” (McGrath, 2010) — is the outside-in starting point of any business model de-

sign or analysis.

The value that a customer derives from a specific unit of business — i.e., the cus-
tomer value — results from comparing a product’s benefits with its associated costs in
relation to the customer value forgone from alternative and rival offerings that would
have addressed the same job to be done (Woodruff, 1997). This value assessment of an
offering from the customer’s perspective is subjective and determines his/her willing-
ness to pay (Bowman & Ambrosini, 2000)". In addition, customers do not only incur
this value at the brief moment of purchase or consumption for many products. There-
fore, customer value needs to be managed along the entire buying and consumption
cycle (J. B. Smith & Colgate, 2007; Zeithaml, 1988).

Smith and Colgate (2007) provide an integrated framework that synthesizes exist-
ing conceptualizations of customer value in four value categories that the unit of busi-
ness of any value positions may address. Table 11 provides a description and dimen-

sions for the four categories of customer value.

Table 11: Categories of customer value

Functional/
instrumental value

Experiential/
hedonic value

Symbolic/
expressive value

Cost/
sacrifice value

Descriptions

“concerned with the
extent to which a
product (good or
service) has desired
characteristics, is useful,
or performs a desired
function”

“concerned with the
extent to which a
product creates
appropriate experienc-
es, feelings, and
emotions for the
customer”

“concerned with the
extent to which
customers attach or
associate psychological
meaning to a product”

“concerned with ...
[minimizing] the cost
and other sacrifices that
may be involved in the
purchase, ownership,
and use of a product”

Dimensions

¢ Correct/accurate
attributes

* Appropriate
performance

* Appropriate
outcomes

* Sensory value
* Emotional value

¢ Sociallrelational
value

* Epistemic value

* Self-identity/worth
* Personal meaning
* Self-expression

* Social meaning

* Conditional meaning

* Economic costs

* Psychological costs
* Personal investment
* Risk

Source: Adapted from Smith and Colgate’s (2007, pp. 11-14) customer value framework.

' Note that Bowman and Ambrosini (2000) use a different terminology. They refer to customer value (i.e., the
subjective use derived from a product) with the term “use value” and to the realized customer payments as
captured by the quantitative aspects of customer equity with the term “exchange value”.
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The value proposition specifies the sources of value not only in the form of plain
products or services. The above dimensions of value categories can be specified for
entire product systems that range from plain products to product ranges, product-
service bundles, integrated problem solutions, project management, and finally to the

customer experience of the purchase and consumption environment (Belz, 1997; J. B.
Smith & Colgate, 2007).

Figure 5: Performance and customer system

SERVICE MARKET
6 Emotional profile and customer experience
5 integrated project management
4 Service integration
3 Services |
2 Product range |
1 Product system | o B o — o
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e st EBE
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|
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PERFORMANCE SYSTEM CUSTOMER SYSTEM

Source: Adapted from Belz (1997, p. 23).

The needs and requirements of particular customer segments or single customers
serve as the point of reference for the specification of the performance system (Belz &
Bieger, 2004) illustrated in Figure 5: The plain product that stands at the core of a
product system can cater to the needs of several customer segments, but the more dif-
ferentiated and detailed the outer layers of the product system become, the more close-
ly focused the value proposition becomes to a specific customer (group). Table 12
summarizes five design principles for performance systems.
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Table 12: Design principles for performance systems

Principle Description

Integration The integrative design of the layers of a performance system should create
synergies that benefit the customer.

Charging Services derived from the performance system should be designed in a way that
allows the focal organization to charge the customer and thus capture a share of
the value.

Participation and dialogue The design of an integrated performance system is based on collaboration with

cooperation partners and in dialogue with customers.

Evolution Performance and customer systems need to account for changes in customer
needs and competitive market conditions.

Relevance The designed performance system should address high priority customer needs.

Source: Adapted from Belz und Bieger (2004, p. 44).

The value proposition not only focuses on what matters for the customer (i.e., how
value dimensions materialize in a product system), but also on which customers matter
for the focal organization. Customers’ relevance for the design of a focal organiza-
tion’s business model is captured by the concept of customer equity. Customer equity
refers to the sum of all contributions that a specific customer makes to the contribution
of an organization’s goals (e.g., profitability, growth, and longevity) (Belz & Bieger,
2004). The equation®’ to calculate these contributions adds up to the sum of a custom-
er’s contribution to the positive cash flows of a focal organization (Rust, et al., 2004).
However, qualitative criteria such as the centrality of certain customers as opinion
leaders in a customer community complement the quantitative customer equity as-
sessment. While these customers significantly contribute to achieving the focal organi-
zation’s goals, they may add very little in terms of free cash flow. However, the expe-
rience of Bottom-of-the-Pyramid business models (e.g., J. Anderson & Kupp, 2008; J.
Anderson & Markides, 2007; Hart & Christensen, 2002) and the Long-tail principle
(e.g., Elberse, 2008) teach us that many customers with small contributions may be
just as relevant as a few big clients who make up most of a focal organization’s free
cash flow.

Note that the monetary contributions captured by customer equity measurement
are for most instances not equal to a customer’s willingness to pay based on his/her
subjective assessment of the unit of business’ customer value (Bowman & Ambrosini,
2000). The difference between the customer’s payment and the subjective value as-
signed to the unit of business denotes consumer surplus. Based on a not strictly ration-

al version of utility theory, Bowman and Ambrosini (2000) argue ceteris paribus that

2% Kumar and George (2007) review alternative ways of calculating customer equity.
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customers will spend their money on the unit of business that will provide them with
the largest customer surplus. The unit of business itself thereby denotes a certain con-

figuration of customer value dimensions in Smith and Colgate’s (2007) framework.
2.2.2.2 Value creation

Value creation defines how the focal organization fulfills the value proposition by
means of its own and external resources and capabilities in a value network.

When the business model literature (e.g., Zott, et al., 2011) or organization and man-
agement literature in general (e.g., Lepak, et al., 2007; Pitelis, 2009) refers to value
creation, it uses the term as a summary category for what is being offered to a particu-
lar customer group and the way this offering is being produced. However, the business
model element termed “value creation” in the value-based business model does not
focus on the “what” and “who” (i.e., the aspects addressed by the value proposition)

but on #ow value is created.

This understanding of value creation as a business model element is based on the
inside-out resource-based theory of the firm 21 (Barney, 1991; Penrose, 1959;
Wernerfelt, 1984, 1995). It conceptualizes “firms as bundles of resources and capabili-
ties” (Amit & Schoemaker, 1993, p. 33) that result from these resources (Salvato,
2009) and builds on four central premises (Lewin, Weigelt, & Emery, 2004): First,
resources are heterogeneous (Dierickx & Cool, 1989); second, unique and inimitable
resources exist that can be exploited for superior rents (Barney, 1991); third, competi-
tion for these resources and their mobility are limited (Peteraf, 1993); and finally, dy-
namic capabilities such as the creation and integration of new knowledge and know-
how are central to developing new capabilities (Barreto, 2010; Teece, Pisano, &
Shuen, 1997). In this light, a focal organization creates value in a business model when
it transforms the input to its production process into sources of customer value
(Bowman & Ambrosini, 2000).

Resources are the input factors to the organizational production process, which are
then transformed to products and services as specified by the value proposition (Amit
& Schoemaker, 1993). Resources broadly fall into two categories: tangible resources
(e.g., raw materials, production facilities, and funds) and intangible resources (e.g.,
knowledge and reputation) (Hall, 1992; Huff, Floyd, Sherman, & Terjesen, 2009).

2 For a discussion of the usefullness and limitations of the resource-based view refer to Priem and Butler
(2001a, 2001b) and Barney (2001).
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While case and context specific, both tangible and intangible resources can be key to
deriving a competitive advantage from a business model (Johnson, et al., 2008; Teece,
2010). Johnson and colleagues (2008) provide an exemplary list that includes “people,
technology, products, equipment, information, channels, partnerships, alliances, and
brands” (p. 54).

Capabilities refer to the focal organization’s knowledge-based processes that ena-
ble the organization to use its resources’ services purposefully (Amit & Schoemaker,
1993; Demil & Lecocq, 2010). In contrast to resources, capabilities are firm specific
and non-tradable because they develop from a complex process of interaction between
different firm resources (Grant, 1991; Makadok, 2001). Raff (2000) and Tripsas and
Gavetti (2000) provide two examples of how core capabilities mattered to the evolu-
tion and performance of the business model of American bookselling and Kodak re-
spectively.

The key managerial choices for this business model element center on the question
of how to organize value creation given the focal organization’s resources and capabil-
ities. This requires specifying the activities the focal organization carries out in the
value chain (Porter, 1998) and determining how to organize cooperation and co-
production with partners, suppliers and potentially customers in a value network
(Ansari & Krop, 2012; Stabell & Fjeldstad, 1998).

Knyphausen-Aufsess and Meinhardt (2002) and Schweizer (2005) identify four
different roles in a value chain (cf. Porter, 1998) around which a focal organization
might assume to structure its value creation activities in a business model** (cf. Figure
6): The specialist or layer player is focused on a single value chain activity that it op-
erates across different value chains (Schweizer, 2005). The layer player’s resources
and capabilities are specialized for its specific activity set and allow realizing econo-
mies of scale. In addition, the specialization across value chains often enables above
average quality. However, if the layer player lacks direct end customer access, it is
highly dependent on other organizations that either coordinate the value chains to

which the layer player contributes or that act as gate keepers to end customers.

22 Both publications build on Heuskel (1999) as the origin of this typology.
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Figure 6: Functions within a value chain
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Source: Adapted from Knyphausen-Aufsess and Meinhardt (2002, p. 73).

The integrator is in control of an entire value chain (Schweizer, 2005). It inte-
grates the resources and capabilities necessary to conduct the entire set of value crea-
tion activities within a single focal organization. Hence, this arrangement is optimized
for both economies of scope and low transaction cost. However, the stretch of a single
focal organization over the entire value chain might come at a quality and cost disad-

vantage, for example, compared to layer players.

The market maker targets several value chains, just as the layer player (Schweizer,
2005). However, market makers act as a broker between value chains. Their set of re-
sources and skills is focused on providing and bundling information as well as mediat-
ing access to different value chain participants. Despite their central position, market
makers run the risk that participants that used to rely on the brokerage services of the

market maker, find ways of direct interaction — rendering the market maker obsolete.

The orchestrator controls the better part of a value chain — just as integrators
(Schweizer, 2005). However, the orchestrator does not attempt to consolidate all value
creation activities within a single organization. It outsources activities to specialized
partner organizations with specialized resources and capability sets for the respective
parts in order to draw on their relative cost and quality advantages. While the orches-
trator tries to combine the benefits of controlling most of a value chain with specializa-
tion benefits, the market maker faces high levels of transaction cost and dependency

on specialized partner organizations.
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Stabell and Fjeldstad (1998) in general, and Peppard and Rylander (2006) for mo-
bile operator business models, have pointed to the limits of the value chain analysis
when analyzing non-manufacturing firms, co-opetition or co-production with custom-
ers and partner organizations. The value chain is specialized to identify a sequence of
key activities that are necessary to turn inputs into a specific product (Stabell &
Fjeldstad, 1998). The value-based business model therefore suggest complementing
the value chain with a value network analysis that identifies the simultaneous and in-
terdependent contributions of key actors in the value creation process (Allee, 2008;
Ansari & Krop, 2012; Hamel, 2000; Peppard & Rylander, 2006; Shafer, et al., 2005).

Along with the choice of position and function within the value network, the focal
organization has to determine ways to integrate external resources and capabilities into
the value creation of its business model. The organization may access this external
input to value creation through market transactions, cooperation, a strategic alliance,
or integration. Transaction cost economics (Coase, 1937; O. Williamson, 1979, 1981)
and game theory (Saloner, 1991) provide the theoretical arguments to decide on the

intensity and governance of cooperation.

Transaction cost economics™ explains the choice of transaction mode between hi-
erarchical and market-based relationships on the basis of transaction cost optimization
relying on three central premises (Lewin, et al., 2004): First, economic actors display
opportunistic behavior to maximize their own good; second, economic actors are
boundedly rational; and finally, efficient transaction structure and governance may

serve as a cornerstone of competitive advantage (O. Williamson, 1979, 1991).

The choice of a suitable transaction arrangement is contingent on three factors
(Klein, Crawford, & Alchian, 1978; O. Williamson, 1979, 1983): First, specificity re-
fers to the degree the focal organization has to invest in resources and capabilities that
are tied to and specified for particular transactions. On an aggregate level, Williamson
(1981) distinguishes between site specificity (e.g., when natural resources are tied to a
specific geographic location) and asset specificity (e.g., production machinery or per-
sonnel with a transaction-specific skill set). Second; uncertainty is concerned with po-
tentially adverse effects that uncertain environmental events or transaction partners’
behaviors might have on the focal organization’s transaction outcome (Rindfleisch &
Heide, 1997). Finally, the frequency of transactions matters with regard to specializa-

tion effects and returns from economies of scale (O. Williamson, 1981). As illustrated

 For a discussion of the theory’s limitations and an assessment of transaction cost economics’ empirical support
refer to David and Han (2004).
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in Figure 7, the more frequent, uncertain, and specific transactions are, the more suita-
ble a hierarchical transaction arrangement to protect the transaction partners’ interests

1S.

Figure 7: Choice of transaction governance and structure
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Source: Bieger and Reinhold (2011, p. 41).

Game theory allows modeling the decision behavior of actors engaging in transac-
tions based on uncertainty consideration and the number of rounds played
(Brandenburger & Stuart Jr, 1996; Nalebuff & Brandenburger, 1996; Saloner, 1991):
In a single round game, each transaction partner opportunistically maximizes his/her
own gain; however, if a game takes several rounds, transaction partners need to take
the opposite party’s response (i.e., cooperation or retaliation) to their own behavior
into account. This is why hierarchical and hybrid forms of cooperation define sanction

measures in case of misconduct by either transaction party.

Of course, any decision made on how to specifically create value must be designed
with reference to the target customer groups and the promises upheld in the value

proposition.
2.2.2.3 Value communication and transfer

Value communication and transfer determines how a focal organization communicates
with its customers and how the value proposition is delivered via a transfer between the
focal organization and its customers.
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While the transactions and interaction on the supply side of a business model are
the focus of the value creation element, value communication and transfer is preoccu-
pied with the communication and transfers between a focal organization and its cus-

tomers on the business model’s demand side.

Managerial choices for this business model element fall into two areas: first, the
communication between a focal organization and its customers, and second, the trans-
fer and/or procurement of the unit of business that has been specified in the value
proposition. Both types of channels can be unidirectional or bidirectional and thus al-
low flows from the focal organization to customers as well as vice-versa. The use of
several channels for value communication and transfer requires tight integration, as
customers tend to swap channels along the buying cycle (Day, 2011; Neslin et al.,
20006).

Framing customer communication is at the core of the marketing domain. Table 13

summarizes managerial choices regarding the design of value communication.

Table 13: Key managerial choices regarding value communication

Decision Description

Communication goals Non-monetary objectives: What effects (information, change in attitude,
remembrance etc.) does the communication aim for?

Monetary objectives: What sales-oriented objectives does the communication

pursue?
Communication recipient What target recipients does the communication address (who: existing, potential
customers, cooperation partners, opinion leaders, etc.; how many customers etc.)
Communication budget What quantity of resources is available for a specific communication purpose?
Communication content How should the communication’s message be designed in terms of content

(factual, emotional) and visualization?

Communication channels What communication channels (print, tv, radio, internet, product placement,
point-of-sales, billboard ad displays, etc.) target the selected recipients best to
convey the intended message given the communication’s goals and budget?

Source: Adapted from Kotler and Keller (2009, p. 538 et sqq.).

The focal organization’s communication with customers can be either transaction-
or relationship-oriented (Gummesson, 1987; Morgan & Hunt, 1994; Pels, et al., 2000):
Transactional marketing measures target short-term transactions with target custom-
ers; relational marketing measures, however, try to build a stable long-term relation-
ship with a customer in order to avoid customer migration, create a lock-in (Pressey &
Mathews, 2000), ensure recurrent purchases, and eventually, over time, increase the
share of wallet (Cooil, Keiningham, Aksoy, & Hsu, 2007). In addition, the cost of cus-

tomer acquisition and transactions are spread over a series of transactions, and com-
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mitted repeat-customers engage in positive word of mouth (Hennig-Thurau, Gwinner,
& Gremler, 2002).

Figure 8 illustrates the generic stages of a buying process (Bieger, 2004), starting
with the initial interest and then progressing through the evaluation of alternative of-
ferings and the purchase decision, to the usage of the product/service, all of which are
accompanied by communication, sales and distribution measures. For many product
categories, the customer enters re-purchase after the usage stage. At that point, the cus-
tomer builds on his/her previous experience with both the value delivered by the unit
of business as well as the focal organization that stands behind the value proposition,

which simplifies the buying process considerably (Bieger et al., 2004).

Figure 8: Buying and selling cycle
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Source: Bieger (2004, p. 64).

The progress of information and communication technologies (e.g., web 2.0 devel-
oper platforms) enables focal organizations to communicatively include their custom-
ers in the value creation process on an unprecedented scale — as co-producers
(Wikstrom, 1996). Companies such as LEGO, IKEA, and THREADLESS, for example,
use customers’ conceptual designs and suggestions to individualize and design new
products (e.g., Antorini, Muniz, & Askildsen, 2012).

The distribution channels define the focal organization’s access to its customers
that 1s required to fulfill the value proposition (Kotler & Keller, 2009). For example,
the distribution channels may take the form of a product sale at a point-of-sales, the
provision of a service to a specific customer at a service point, or the sales of digital

goods like software or electronic magazines over an e-commerce platform. In addition,
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the channels may also detail the delivery or pick-up of products and services as well as
the procurement of information goods using electronic channels — especially for dis-
embodied, knowledge-based services. Table 14 summarizes key managerial choices

for designing value transfer.

Table 14: Key managerial choices regarding value transfer

Decision Description

Distribution goals What are the acquisition-related objectives of the distribution system (relationship of
channel members and task division)?

What physical and logistics objectives does the distribution system need to fulfill
(transport, storage, delivery, etc.)?

What characteristics of the unit of business and the customers are relevant for the
design of the distribution system?

Distribution members By means of which members in the distribution channel (e.g., corporate sales
representatives, wholesalers, retailers, or cooperation partners) will the focal
organization transfer the unit of business?

Distribution flow How is the flow within the distribution channel designed: direct or indirect (i.e., number
and type of distribution members); intensive (i.e., optimizing geographical reach),
selective (i.e., some selected intermediaries) or exclusive (very few intermediaries)?

What effect does the design of the distribution channel have on capital requirements,
cost and revenues?

Source: Adapted from Kotler and Keller (2009, p. 450 et sqq.).

In line with the above considerations of relational and transactional marketing, dis-
tribution channels can also be designed for a long-term relationship with the customer
(Lusch & Brown, 1996; Nevin, 1995; Weitz & Jap, 1995). Bieger (2004) advises de-
signing the distribution channels over the entire customer buying cycle. In this pro-
cess, communication and transfer of the unit of business become increasingly inter-
twined — especially in the case of high-involvement goods, which depend on
knowledge or information to a considerable extent. For example, the customer who
has his beloved motorcycle serviced at a dealership might receive information on the

latest motorsports trends while s/he is waiting.

Smith and Colgate (2007) point out that both the communication between the focal
organization and customers as well as the transfer of the unit of business serve as a
source of customer value: communication, for example, informs and educates the cus-
tomer about the value proposition’s functional traits (functional/instrumental value) or
it assists customers in their buying decision (cost/sacrifice value); transfer via distribu-
tion channels contributes, for example, to customer satisfaction via the design of the
procurement process (experiential’hedonic value) or by providing psychological cov-
erage by means of a parcel tracking service to follow the delivery progress of an ex-

pensive new electronic gadget (cost/sacrifice value) (J. B. Smith & Colgate, 2007).
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Decisions regarding value communication and transfer prove particularly challeng-
ing for the design of bottom-of-the pyramid business models in third world and devel-
oping countries (J. Anderson & Markides, 2007): Wholesale chains are lacking, road
and rail networks are insufficiently developed and impassable at certain times of the
year, and certain classes of the population are difficult to reach with traditional mass
media communication. Companies like TATA and HINDUSTAN LEVER in India or
SMART COMMUNICATIONS in the Philippines devised alternative approaches to value
communication and transfer than we are used to in the triad markets in order to guar-
antee communication with their customers and the delivery of the value proposition (J.
Anderson & Kupp, 2008; J. Anderson & Markides, 2007; Hart & Christensen, 2002;
Prahalad & Hart, 2002): micro-franchises (very small outlets run by students or stay-
at-home moms/dads as a sideline), product drop-off by plane, billboards on auto-
rickshaws, selling and shipping cars as DIY-kits to local dealers, and artist groups that

perform in rural villages to educate people about the use and usage of certain products.
2.2.2.4 Value capture

Value capture defines how the value the focal organization creates for the targeted cus-
tomers is appropriated and flows back to the organization in the form of revenues.

The focal organization’s revenues are determined by the monetary transactions with
the suppliers of input to its production process and prices realized from exchanges
with customers (Bowman & Ambrosini, 2000). The resource-based theory of the firm
explains how firms can use specific types of resources to prevent value slippage** to
competitors because they serve as an isolating mechanism (Barney, 1991; Lepak, et
al., 2007). Hence, these resources and the associated capabilities enable the focal or-
ganization to offer a value proposition that the customer associates with superior cus-
tomer surplus (Bowman & Ambrosini, 2000). However, the outcomes of the transac-
tions with suppliers and customers are also a function of the bargaining power of in-
volved parties (Bowman & Ambrosini, 2000) as argued in the industrial organization

economics literature (Porter, 1980).

The “value capture” business model element distinguishes value appropriation on
two different levels: capturing customer value (1* level) and appropriating shareholder
or the focal organization’s value (2™ level), which results from the former. On the first

level, target customers need to recognize the customer surplus that a value proposition

* Svejenova and colleagues (2010) demonstrate for an individual entrepreneur’s business model that not all
value slippage is necessarily unintended or disadvantageous.
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offers in order for customer equity to materialize in the form of revenues (Bowman &
Ambrosini, 2000). Moreover, the focal organization needs to devise ways to appropri-

ate the value created.

The basic equation that determines revenues resulting from transactions in a busi-
ness model is price times volume (Johnson, et al., 2008). The focal organization’s fo-
cus lies either on the volume-side of the equation when it concentrates on high volume
low margin transaction or on the price-side of the equation when it targets a market
niche with a highly differentiated value proposition (Johnson, 2010). Thus, Johnson
(2010) points out that volume not only refers to the number of product, but also the
number of targeted customers, (re-)purchasing frequency, and the number of transac-

tion per customer.

The design of revenue streams to capture value within a business model can be
structured along eight dimensions (Bieger, Riiegg-Stiirm, & Rohr, 2002; Casadesus-
Masanell & Zhu, 2013; Johnson, 2010), as Figure 9 illustrates.

Figure 9: Dimensions to design revenue streams

Main performance Auxiliary performance
Charge per item Flat rate charge
Transaction-based price Usability price
Fixed price Variable price
Single payment Payment in installments
Purchase Funding
Advanced payment Payment after value transfer
Direct payment Payment via third parties

Source: Adapted from Bieger, Riiegg-Stiirm and von Rohr (2002), Casadesus-Masanell and Zhu
(2013), and Johnson (2010).

First, a focal organization can generate its revenues from its main or auxiliary per-
formances (cf. performance system, Figure 5, p. 43). For example, an integrated ski
resort may offer its day ticket at a low price if this measure attracts customers whom
the organization can charge a price premium for services in its ski and snowboard
rental centers and who frequent its restaurants with higher profit margins (Bieger, et
al., 2002). Second, the products and services consumed at the ski resort may be

charged per item or at a flat rate.

Third, the price attached to the unit of business maybe transaction-based for the

actual use of a product or service (e.g., the amount of network data consumed or the
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number of minutes of connectivity for mobile service) or on the basis of general usa-

bility — without limits to the number of transactions (Bieger, et al., 2002).

Moreover, the focal organization may price its unit of business at a fixed or varia-
ble price. The price may vary with demand characteristics or customer equity, as is the
case for airfares. In addition, business models that build on a high number of low-
income customers rely less on single payment than on installments and, sixth, the ex-
amples given in the literature favor funding over purchases (e.g., Prahalad & Hart,
2002).

Seventh, the payment for the received value may be due at the time of value trans-
fer or in advance. This is, for example, one of the advantages of Amazon’s online
bookstore over traditional book wholesalers (Johnson, 2010). Finally, the payment for
the value that the customer received may flow directly from the customer to the focal
organization or may be financed or sponsored indirectly via third parties (Casadesus-
Masanell & Zhu, 2013).

Besides selling products and services to customers, to whom the above dimensions
refer, the focal organization may also realize customer equity by monetizing access to
attractive customers. For example, airlines that sell their tickets to customers over the
phone refer their customers to car rental companies. At the end of the pitch for the air-
line ticket, the clerk offers to put the customer through to a car rental sales representa-
tive. If the customer agrees to be connected, the airline realized the value derived from
its prime customer access by means of a compensation contract with the car rental
company.

On the second level, the value creation business model element defines the focal
organization’s value. As Figure 10 illustrates, the focal organization’s value is deter-
mined on the basis of discounted free cash flows, which calculate the organization’s
value as the total of realized customer equity and thus realized free cash flow per cus-
tomer (Matzler, 2000). The organization’s value can be monetized either internally or
externally: internally by multiplying the business model, for example, by leveraging
the business model configuration in a franchise system or by building on brand exten-
sions; externally, the shareholders may realize the organization’s value in part or total

by selling their share of the company.
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Figure 10: Customer value, customer equity and the organization’s value
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2.2.2.5 Value dissemination

Value dissemination determines how the appropriated value is disseminated to the fo-
cal organization’s stakeholders in order to ensure the business model’s sustainability in
terms of funding and the value creation partners’ willingness to cooperate.

The target of value capture is not just the focal organization itself. It appropriates value
for different stakeholders such as business owners, employees, suppliers or a broader
public (Lepak, et al., 2007). In this process, the focal organization devises a “fair”
scheme to disseminate the value it captured from its customers in order to motivate the
organization’s stakeholders to contribute to its business model on a long-term basis
(Kochan & Rubinstein, 2000; Post, et al., 2002).

Three circumstances exemplify the relevance of value dissemination. First, not on-
ly direct stakeholders such as one’s suppliers and employees that affect the resource
base and contribute to value creation affect the viability of a business model (Post, et
al., 2002). For example, the focal organization’s business-to-business customers’ end
customers matter and need to be motivated to support the business model at hand. The
same is true for a supplier’s shareholder, on whose technological solution the focal
organization critically relies. Hence, the dissemination of value is much more complex
than the set of dyadic direct relationships in value creation might imply (Rowley,

1997). Second, the increasing emphasis on intangible sources of value in the
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knowledge and networked economy (Achrol & Kotler, 1999; Powell & Snellman,
2004) implies that value can be disseminated in forms other than the monetary. Stake-
holders may be motivated to contribute to and support a business model in exchange
for attention, reputation, or information (e.g., MacMillan, Money, Downing, &
Hillenbrand, 2005). Finally, information and communication technology facilitates
public interest groups to organize and voice their concerns in the socio-political sphere
(Post, et al., 2002). At the same time, these groups may either directly affect demand
for a business model’s value proposition or impact relevant legislation that affects the
business model. Therefore, value dissemination considers regional value creation and

benefits for local communities.

Figure 11 provides an exemplary illustration of a network of stakeholders and il-
lustrates some potential relationships in relation to three strategically relevant layers
based on Post, Preston and Sachs’ (2002) extended enterprise framework: the resource
base, industry-market structure and the socio-political arena. In their framework,
stakeholders “are individuals and constituencies that contribute either voluntarily or
involuntarily, to its [the focal organization’s] wealth-creating capacity and activities

and who are therefore its potential beneficiaries and/or risk bearers” (Post, et al., 2002,
p. 8).

Figure 11: Exemplary stakeholder network to consider for value dissemination
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Value dissemination has to be managed in a way that allows both motivating rele-
vant stakeholders to support the business model as well as for the focal organization to
retain sufficient value in order to grow and develop the business model (Lepak, et al.,
2007). Thus, devising the share of captured value to which partners in the value net-
work are entitled is a challenging task. Three criteria may guide the assessment of a
stakeholder’s share in value dissemination (Bowman & Ambrosini, 2000; de Reuver,
Bouwman, & Haaker, 2009; Kochan & Rubinstein, 2000): First, the cost the value
network partner incurs by contributing necessary resources and putting them at risk;
second, the network partner’s contribution to the value network’s overall attractive-
ness (e.g., contributing reputation, information, innovation or value of an option) and
to the specific value creation process; and finally, the perceived power the network

partner has over the focal organization and the value network.

The decision process that determines value dissemination follows a hierarchical, a
cooperative or a market logic (Ring & Van de Ven, 1992). For example, in the produc-
tion of physical goods like automotive products, it is commonplace for a focal organi-
zation that steers the value network and controls customer access to define value dis-
semination hierarchically. For other value propositions such as those referring to tour-
istic or transportation services, customer access is decentralized and value dissemina-
tion is organized following cooperative or market logic (e.g., Flagestad & Hope,
2001). Airlines within strategic alliance networks, for example, define pro-rates to dis-
seminate value (e.g., Whalen, 2007). However, outside of these alliance networks,

compensation for flight routs is determined by industry standards.
2.2.2.6 Value development

Value development describes how the focal organization develops value creation and
capture within the business model and how it develops and innovates the business
model on an evolutionary and revolutionary basis to account for changes in general
conditions.

Value development entails the dynamic aspects of the value-based business mod-
el”. Two reasons justify relevance of these aspects for the viability of any business
model configuration: First, it is essential to optimize a business model from the focal

organization’s perspective. A number of authors (e.g., Chesbrough, 2010; McGrath,

> Note: Due to its research focus this chapter excludes Johnson’s (2010) and Johnson and colleagues’ (2008)
normative explanation on the succession of innovation types and advice on situations that call for business
model changes, which was a part of Bieger and Reinhold’s (2011) original chapter.
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2010; Sosna, et al., 2010) have pointed out that business models are subject to learning
and optimization in implementation because the assumptions underlying the initial
business model draft need validation and adjustments. However, also incumbent busi-
ness models once learned are not perfectly stable and rigid as Demil and Lococq
(2010) explain based on the resource-based theory of the firm: A value network partic-
ipant’s resources exhibit unrealized service potential that allow the optimization and
development of existing value propositions and as knowledge evolves, this resource
exhibits the same potentials. Secondly, from an outside perspective, the context of val-
ue creation and capture is in constant flux. The business model needs to adapt to
changes deriving from altered or new legislation and regulation, technological innova-
tion, shifting priorities in customer needs (Teece, 2010) or competitors introducing
new business models (Casadesus-Masanell & Zhu, 2013). For example, new technolo-
gies may shift the power of actors in a value network or weaken the isolation mecha-

nism used to capture value from customers.

To change or innovate a business model is no easy endeavor. The systemic inter-
dependence of co-specialized business model elements implies that a change in an el-
ement alters the balance of the business model architecture (Teece, 2010; Zott & Amit,
2010). The argument that leads to this conclusion is the insight that only a business
model that is optimized as a system will lead to a competitive advantage recognized by

customers as consumer surplus (Teece, 2010).

The value-based business model distinguishes three modes of value development
based on the degree of change in business model elements and the overall business
model architecture®*: quantitative growth, evolutionary and revolutionary development
(ctf. Figure 12). These three modes are based on Zollenkop’s (2006) adaptation of
Henderson and Clark’s (1990) systematization of product innovation by change in
components or architecture. The focal organization’s existing business model serves as
a point of reference to judge the degree of change in both elements and architecture
(N. Anderson, De Dreu, & Nijstad, 2004). Hence, while revolutionary change might
require a huge change effort on behalf of the focal organization, other organizations
might already deploy a similar business model. Therefore, the result of the revolution-

ary value development mode may or may not represent a world novelty.

%% The way this business model element has been conceived does not intend to imply any a-priori conception of
business model innovation. In line with other authors, we argue (only) that business models are not necessarily
stable and that they may change a little or a lot.
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Figure 12: Modes of value development

Business model elements

no change incremental change radical change
)
-
@ . .
5 Revolutionary Revolutionary
s development development
£
s
[
£
2
[ %]
2 e
s 2
©
= <
© &} ) ) .
| T Evolutionary Evolutionary Revolutionary
3 5 development development development
El§
")} —
o g
Q L
£
"]
=]
[
S
§ Quantiative Evolutionary
° growth development
c
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Quantitative growth refers to an expansion of business activities within an existing
business model — that is, without modification of existing business model elements or
architecture. The focal organization might realize this through an increase in sales to
existing customers (in terms of volume and frequency) or by geographic expansion.
The prime driver for quantitative growth is the potential to increase the focal organiza-

tion’s value through increased free cash flows.

Evolutionary development refers to an incremental change that occurs at least in ei-
ther business model elements or architecture. For example, the focal organization
might incrementally change its performance system based on product innovations that
were facilitated by new technologies, as traditional mobile phone manufacturers did
when they added the first smart features to their existing handsets (J. Anderson &
Jonsson, 2006). Other examples of incremental changes include the migration of a
low-cost business model from one industry to another (e.g., EASYCINEMA) (Yip, 2004)
or modification of value capture mechanisms by South American low-cost airlines
offering low-income customers fares that could be paid in installments (Umbeck,

2009). Drivers of evolutionary development and factors that motivate these kinds of
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changes are mostly product and service lifecycles as well as changes in contextual fac-
tors — besides optimizing the focal organization’s value. Demil and Lecocq (2010)
point out that evolutionary development may be the result of both voluntary efforts
and emergent changes resulting from uncoordinated business model element adjust-

ments.

If a change to a business model is at least incremental on one of the axes in Figure
12 and at the same time revolutionary on the other axis, the change is referred to as
revolutionary development. Characteristic for this type of business model change is
that — from the focal organization’s point of view — the value proposition both ad-
dresses new markets or needs and creates new forms of customer value. Examples of
revolutionary development include AMAZON’s business model for book retailing
(Raff, 2000), DELL’s on-demand PC configuration for the personal computer industry
(Magretta, 2002), and the low-cost, point-to-point no frills flight offers by EASYJET
and RYANAIR for the European aviation market (Casadesus-Masanell & Ricart, 2010b;
Markides, 2008). While technology is an important driver of revolutionary change, it
is not the only one (Chesbrough, 2007; Teece, 2010). Changes in contextual factors
(e.g., regulation, competition, technological environment, and customer needs) or ini-
tiatives from within the focal organizations might serve as an impetus to change the

logic of value creation and capture.

2.2.3 Relationship of business model and strategy
As a relatively new concept in the field of organization and management studies, the

business model has to demonstrate its unique value and delimit itself from longstand-
ing concepts — in particular from strategy. Subsequently, I distinguish three types of
conceptual relationships on a set theoretical basis (cf. Figure 13) to discuss the busi-
ness model’s relationship with strategy (i.e., complementary concepts, overlapping
concepts, and nested concepts) before the value-based business model’s relationship to

strategy is specified.
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Figure 13: Relationship of business model and strategy

Complementary concepts  Overlapping concepts Nested concepts

Zott and Amit (2008) Morris et al. (2005) Casadesus-Masanell Chesbrough and Bieger and
Magretta (2002) and Ricart (2010) Rosenbloom (2002) Reinhold (2011)
Teece (2010) Shafer et al. (2005) Tikkanen et al. (2005)

Richardson (2008)

Note: “BM” denotes business model; “S” denotes strategy,; “Scr” denotes corporate strategy, “Scp”
denotes competitive strategy. Source: Adapted from Seddon, Lewis, Freeman, and Shanks (2004, p.
428)

It is uncontested at this point that the idea of a business model concept as dis-
cussed in the literature reviewed in chapter A2.1 has some relation to strategy and stra-
tegic issues (cf. Zott, et al., 2011). The business model is associated with central con-
cepts and theories of strategy research and the value-based business model is no ex-
ception. However, scholars disagree on the type of strategy and the business model’s
relationship®’.

Zott and Amit (2008), Magretta (2002), and Teece (2010) argue for a complemen-
tary conceptualization of the business model and strategy. In possibly the only empiri-
cal test of the difference between the business model and product-market strategy, Zott
and Amit (2008) conclude that the two concepts are of a complementary nature. How-
ever, this does not settle the discussion. The results hold for their definition of a busi-
ness model (cf. Amit & Zott, 2001), which does not include the value proposition or
elements of value capture that are a critical part of many other definitions (e.g.,
Chesbrough & Rosenbloom, 2002; Johnson, et al., 2008; Magretta, 2002). Moreover,
the operationalization of product-market strategy includes cost leadership and differen-
tiation strategy and market-entry timing to ultimately achieve competitive advantage
but excludes the choice of geographic markets, customers, and products to sell (Zott &
Amit, 2008). However, these last three elements, which are part of product-market
strategy in Zott and Amit’s (2008) view, pertain to the target of value creation in other

authors’ business model conceptualizations. Thus, the transfer of Zott and Amit’s

" The controversial discussion among Strategy scholars in a professional development workshop on business
model innovation and competitive advantage at the 2012 Academy of Management Meeting may serve as an-
ecdotal evidence to support this point.
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(2008) findings to other authors’ business model conceptualizations is limited. With
caution we may infer, though, that the competitive positioning is complementary to the
design of value creation activities by the focal organization and a network of coopera-
tion partners. Magretta (2002) echoes this last point when she states that strategy com-
plements the decision she includes in the business model domain with an explanation
of “how you will do better than your rivals” (p. 6). Finally, for Teece (2010), the busi-
ness model and strategy complement each other such that the insights from strategic
analysis inform the design of the business model. He maintains that the business mod-

el is much more generic than a granular business strategy (Teece, 2010).

Morris and colleagues (2005) take yet a different stance because they conceptual-
ize the business model and strategy as overlapping concepts. The authors emphasize
that the business model “is not a strategy but includes a number of strategic elements”
(Morris, et al., 2005, p. 727). The definition of business strategy the authors employ is
not very clear, but they do quote a list of “central ideas in business strategy” (Morris,
et al., 2005, p. 729) on which they rely. While Morris and colleagues’ (2005) business
conceptualization is created with reference to strategy, it seems to put more emphasis

on value creation and capture than their notion of strategy.

The final group of authors maintains that strategy and the business model relate in
a nested fashion, with one higher-level concept subsuming the other. On the one hand,
Casadesus-Masanell and Ricart (2010b), Shafer and colleagues (2005), and Richard-
son (2008) argue that strategy — as a higher-level concept — encompasses the business
model. Casadesus-Masanell and Ricart (2010b) conceptualize the business model as a
set of choices and consequences that reflect management’s strategic decisions. As eve-
ry organization has made some decisions that resulted in consequences — at least when
it started operations — every organization operates a business model (Casadesus-
Masanell & Ricart, 2010b). However, the authors point out that not every organization
has an explicit strategy. Strategy is a broader, higher-level concept that the authors
define as ““a contingent plan of action [...] that entails designing business models (and
redesigning them as contingencies occur) to allow the organization to reach its goals”
(Casadesus-Masanell & Ricart, 2010b, p. 205). The ex-post definition of the business
model as a set of choices and consequences limits the transfer of this nested conceptu-
alization to other definitions. Especially the fact that elements that other definitions
would include in the realm of the value proposition are included in tactics hampers
direct comparisons. Shafer and colleagues (2005) view the business model also as a

reflection of strategic choice. They argue as well that a given strategy might enable
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multiple business model configurations (Shafer, et al., 2005). However, unlike
Casadesus-Masanell and Ricart (2010b), they put more emphasis on the business mod-
el’s role between managers’ strategic choices and the implementation of these choices
on an operational level (Shafer, et al., 2005). In a similar vein, Richardson (2008) ar-
gues that business models “intermediate between the firm’s abstract theory of how to
compete, and the myriad of details in its operations” (p. 134). Unlike the other two,
Richardson (2008) details value creation and value capture in ways that are more
common. However, he is not as clear as Casadesus-Masanell and Ricart (2010b) as to
what extent strategy goes beyond what the business model specifies (Richardson,
2008).

On the other hand, Chesbrough and Rosenbloom (2002) and Tikkanen and col-
leagues (2005) conceive nestedness the other way around: Strategy is part of the busi-
ness model. Chesbrough and Rosenbloom (2002) include competitive strategy as one
of the elements of their business model concept. However, the authors maintain that
the business model and a general notion of strategy differ in three critical aspects
(Chesbrough & Rosenbloom, 2002): The business model puts more emphasis on value
creation and is less concerned about the potential impact of competition on value cap-
ture; the business model is less concerned with the origins of its resources than strate-
gy; and the business model assumes a less perfect view of economic actors’ rationality
and information than the traditional strategic planning school. Finally, Tikkanen and
colleagues (2005) include strategy as a business model element that influences the
configuration of all other business model elements — in their case, organizational struc-

ture, network relationships, operations and finance/accounting.

The review of the three types of relationships between the business model and
strategy demonstrates that the conceptualization of this relationship is contingent on
the details of the individual author’s definitions of both the business model and strate-
gy. There is, at this point, no definitive and universal answer to the question of how
the business model relates to strategy. Thus, based on this contingency, the subsequent
paragraphs detail the specification of this very relationship for the value-based busi-

ness model.

The value-based business model relates to two different levels of strategy: It shares
a nested relationship with corporate strategy and an overlapping relationship with
competitive strategy. Corporate strategy refers to high-level strategy that defines the
focal organization’s purpose, major policies and goals as well as the contingent plans
to achieve these goals (Andrews, 2003; Casadesus-Masanell & Ricart, 2010b; Quinn,
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2003). The definition of organizational purpose, which specifies what business the
focal organization perceives itself to be in, together with the contingent plan define the
potential scope for value creation and capture, which can be addressed by different

business model configurations (Casadesus-Masanell & Ricart, 2010b).

Although the business model represents a specification of strategic choices on the
corporate level, it is — on a lower level — not equivalent to competitive strategy. In-
stead, the value-based business model and competitive strategy (Zott & Amit, 2008)
overlap. Both concepts cover what units of business to sell to what customers and what
value the customer might derive from a purchase (i.e., the value proposition). Yet, the
value-based business model puts more emphasis on the outside-in perspective and has
a more multilayered view of customer value. The aspects that conceptually differenti-
ate the value-based business model from competitive strategy are the external orienta-
tion in value creation and transfer as well as its emphasis on value capture, dissemina-
tion, and development. Thus, the value-based business model mediates between ab-
stract strategic choice and decisions on an operational level (cf. Richardson, 2008;
Shafer, et al., 2005) when it consistently explains the logic of value creation and cap-
ture of the focal organization. Competitive strategy, on the other hand, is conceptually
exclusive in its focus on competition and market positioning (Casadesus-Masanell &
Ricart, 2010b; Chesbrough, 2002).

In line with Casadesus-Masanell and Ricart (2010b), we maintain that every organ-
ization has a business model but not necessarily a strategy. Because the value-based
business model specifies the logic of value creation and capture, a business owner
might set up his or her business model unconsciously when he or she starts producing
goods at a workshop which are then being sold to customers on a market. Doing so
does not, however, imply that he or she has considered her overall business goals or
evaluated responses in terms of policy change in case contextual conditions of the
business should change. Finally, this also implies that business models may also de-

velop emergently and outside of top-down driven planning (Demil & Lecocq, 2010).

In conclusion, strategy generally serves as a frame of reference for the develop-
ment and the definition of the (value-based) business model. The selected business
model allows identifying part of the realized strategy, but a single strategy may ac-
commodate various contingent business model configurations (Casadesus-Masanell &
Ricart, 2010b). The business model is not just a simplified depiction of a strategy but

rather a specification of the realized strategy detailing selected elements of a business
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model ontology. Hence, developing a business model may benefit from a meaningful

integration of strategic and business model planning (cf. Teece, 2010).

2.3  The business model as unit of analysis for innovation

2.3.1 Conceptual definition of business model innovation
The literature has considered the business model concept in the context of innovation

in two different yet related ways (Zott, et al., 2011): either as a “vehicle” for other in-
novation types (cf. Chesbrough, 2010) or as a subject of innovation in its own right
(ctf. Teece, 2010). This chapter focuses on the business model as the subject of innova-
tion as it provides an overview of conceptual definitions of business model innovation
and demonstrates. As I will argue, business model innovation refers to a change in
business model elements and architecture that affects both how the focal organization

creates and appropriates value.

Given the heterogeneity of definitions for the business model (cf. chapter 2.1.2), it
comes as no surprise that research on business models has not converged on a single
coherent conceptualization for business model innovation. Scholarly publications that
do define business model innovation — as opposed to publications that deal with the
dynamic aspects of business models and do not (e.g., Johnson, et al., 2008; Voelpel, et
al., 2004) — can be characterized along six criteria: degree of innovativeness, object of
reference, intentionality, comprehensiveness, rhythm, and reference to value crea-
tion/capture. Table 15 details eight definitions of business model innovation that have

been selected for their impact and comprehensiveness along these criteria.

Aspara and colleagues (2010) include two elements in their conceptualization of
business model innovation: “to create novel value by challenging existing industry-
specific business models, roles, and relations in certain geographic market areas” and
“to provide entirely new value to certain people and/or organizations (customers)” (p.
47). These two elements constitute a two-dimensional questionnaire item that opera-
tionalizes a focal organization’s strategic emphasis on the business model in a study by
Aspara and colleagues (2010). The focus of these authors’ study is on differences in
the performance implications of an emphasis on either business model innovation or
business model replication. Both elements refer to the creation of radically new value,
albeit one for customers and the other in the process of value creation. However, the

co-specialization of these elements is not considered.
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Bucherer and colleagues’ (2012) definition of business model innovation is more
generic. The authors refer to business model innovation “as a process that deliberately
changes the core elements of a firm and its business logic” (Bucherer, et al., 2012, p.
184) and “change[s] the rules of the game” (p. 183). Hence, this definition refers to a
planned change in both the elements of the business model as well as its architecture.
It seems reasonable to assume that Bucherer and colleagues (2012) used the same un-
derlying business model definition (i.e., the nine elements by Osterwalder and
Pigneur’s (2009)) as Bucherer (2010) in her dissertation because both publications
detail the same cases. With this definition and ontology in mind, Bucherer and col-
leagues’ (2012) understanding of business model innovation refers to changes in both
value creation and value capture. Finally, the cases the authors review involve both
radical and incremental change to the business model with reference to either markets

or the focal organization’s industry.

Casadesus-Masanell and Zhu (2013) explain business model innovation as a con-
temporary equivalent of Schumpeter’s (1934) fifth innovation type “new ways to or-
ganize business” (Casadesus-Masanell & Zhu, 2013, p. 464). The authors point to the
system-wide reach of this innovation type as they detail the conceptualization: “busi-
ness model innovation refers to the search for new logics of the firm and new ways to
create and capture value for its stakeholders; it focuses primarily on finding new ways
to generate revenues and define value propositions for customers, suppliers, and part-
ners” (Casadesus-Masanell & Zhu, 2013, p. 464). This recent definition of business
model innovation in a top-tier journal refers to the phenomenon as both a matter of

value creation and value capture.

Demil and Lecocq (2010) apply a transformational perspective to business models
“where the BM is considered as a concept or a tool to address change and focus on
innovation” (p. 228). In line with their Penrosian business model conception, the au-
thors perceive organizations to be in a state of permanent disequilibrium (Demil &
Lecocq, 2010). This causes permanent change to business models that may be either
episodic and radical or continuous and incremental in nature. Demil and Lecocq
(2010) suggest that incremental and continuous changes to business models are more
common. In addition, radical innovation emergently follows from the accumulation of
several incremental business model adaptations. In that sense, business model innova-
tion may evolve emergently from unintended small changes or from planned initia-
tives. Even though the authors refrain from explicitly referring to the notion of busi-

ness model architecture, they refer to the systemic nature of the business model con-
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struct and highlight that it is of importance to consider the mutual influence of changes
in one business model element on the others (Demil & Lecocq, 2010). Finally, the el-
ements that are subject to change in business model innovation pertain to value crea-

tion as well as value capture.

Gambardella and McGahan (2010) conceive business model innovation to be ,,a
novel approach to commercializing its [i.e., the focal organization’s] underlying as-
sets” (p. 263). This brief definition focuses on radical (i.e., novel) ways to capture val-
ue. In addition, the authors detail change in elements of the business model only
(Gambardella & McGahan, 2010). There is no reference to the business model archi-

tecture.

For Markides (2006), a “Business-model innovation is the discovery of a funda-
mentally different business model in an existing business” (p. 20). From this perspec-
tive, a new business model only qualifies as an innovation if it increases an organiza-
tion’s sales potential through additional sales to existing customers or access to new
markets and customer segments (Markides, 2006). In addition, Markides (2006) em-
phasizes that organizations innovating a business model are not those that discover
new products or services; they redefine the value proposition and the delivery of the
value promise. Hence, the author judges the business model’s novelty in absolute
terms, i.e. with reference to existing business model(s) in an organization’s respective
market (Markides, 2006). In his view, only radically new business models qualify for
business model innovations. In this publication, Markides (2006) associates business
model innovation mainly with value creation. However, his underlying business model

conceptualization includes aspects of value capture as well (cf. Markides, 2008).

Mitchell and Coles (2003) identify business model innovation by the number of el-
ements that change in a given business model. When a focal organization replaces at
least four elements of its business model to “provide products or service offerings to
customers and end users that were not previously available, we refer to those replace-
ments as business model innovation” (Mitchell & Coles, 2003, p. 17). With this defini-
tion, Mitchell and Coles (2003) address radical changes to the value creation whose
novelty is judged with reference to the focal organization’s competition. Unlike the
other definitions of Table 15, the authors are very specific about the number of ele-
ments that need to be replaced in order for a change initiative to qualify as business
model innovation. Yet, there is no reference to business model architecture and the

interaction effects that might appear when business model elements change.
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Zott and Amit (2007) conceive business model innovation as a complement to oth-
er innovation types such as new “products and services, methods of production, distri-
bution or marketing, and markets” (p. 184). In this sense, the authors (Zott & Amit,
2007) suggest, like Casadesus-Masanell and Zhu (2013), that business model innova-
tion is equivalent to Schumpeter’s (1934) fifth innovation type. Zott and Amit (2007)
maintain that business model innovations either create new value within existing mar-
kets or create novel markets. Even though the authors exclude the revenue model from
their business model conceptualization (Amit & Zott, 2001), Zott and Amit’s (2007)
understanding of business model innovation refers to both value creation and value
capture. In particular, the authors are concerned with entrepreneurial rents resulting
from business model innovation and mechanisms that affect the focal organization’s
ability to appropriate these rents (Zott & Amit, 2007). Moreover, they include the
complementary revenue model in their considerations to evaluate the prospects of
business model innovation initiatives (Amit & Zott, 2012). The changes associated
with business model innovation may be either incremental or radical. However, no
matter how big or small the changes, the authors emphasize the importance of taking
an integrated approach to innovation that considers not only the elements but also the

systemic architecture of the innovated business model (Amit & Zott, 2012).

In conclusion, this review of definitions demonstrates the heterogeneity of concep-
tualizations for business model innovation. They vary in part with the authors’ under-
standing of the business model concept and, of course, in part with the respective pub-
lication’s purpose. Mostly, however, the variety of these mainly normative conceptual-
izations reveals a need for more empirical research on business model innovation. The
conceptual definitions and especially the transfer of concepts from other types of in-
novations (cf. Subramanian & Nilakanta, 1996) need to be verified across different
empirical studies and contexts to establish business model innovation as a distinct type

of innovation.

Based on the above review, I subsequently elaborate the definition of business
model innovation that informs this study. It is based on two assumptions: First, the
conceptualization of business model innovation is open-ended (cf. Tsoukas, 2009);
second, its conceptualization depends on the underlying definition of the business
model. In addition, the definition details the object of reference to judge novelty, how
value creation and capture are accounted for, as well as the relevance of business mod-

el elements and their co-specialization.
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Business model innovation refers to a business model configuration that specifies new
ways to create and capture value for the focal organization, its customers, and other
stakeholders.

This definition builds on Casadesus-Masanell and Zhu’s (2013) and Zott and
Amit’s (2007) emphasis on change in both value creation and appropriation. With ref-
erence to the value-based business model, a business model innovation requires the
focal organization to change at least one element pertaining to value creation (i.e., val-
ue proposition, value creation, or value communication and transfer) and one element
referring to value capture (i.e., value capture or value dissemination). Change within
just one business model element is not classified as business model innovation
(Henderson & Clark, 1990; Zollenkop, 2006). In addition, the systemic nature of the
business model concept (Amit & Zott, 2012; Teece, 2010) implies that business model
innovation refers to situations where the change in business model elements alters the

element’s interaction as captured by the business model architecture.

I deviate from some of the reviewed definitions with regard to the object of refer-
ence to judge a business model’s innovativeness. Since the focus of this study lies on
incumbent organization’s innovation processes, the prime object of reference to judge
a business model configuration’s novelty is the incumbent business model of the focal
organization and not the market or the industry. The logic for this relative conceptual-
ization of novelty (cf. N. Anderson, et al., 2004) is twofold: On the one hand, absolute
novelty, i.e. innovations that are “new to the world”, are very rare and hard to justify
as a criterion to judge innovations in general. Most innovations emerge from adopting,
adapting, and recombining existing ideas (e.g., Abernathy & Clark, 1985; Van de Ven,
1986). On the other hand, absolute innovations rarely originate from established indus-
try leaders due to a number of problems associated with incumbency (e.g., Leonard-
Barton, 1992; Tripsas & Gavetti, 2000) and are likely to be introduced by new entrants
that bring the new business model to the incumbents’ attention (Casadesus-Masanell &
Zhu, 2013; Chesbrough, 2010).

In sum, the business model is a meaningful perspective for matters of innovation
because it allows researchers to appreciate the innovation of value creation and capture
at a systemic level (Sosna, et al., 2010; Teece, 2010). From a practical and dynamic
perspective, business model innovation matters for what it can teach us about the dy-
namics of competitive advantage and organizational success (Casadesus-Masanell &
Ricart, 2010b; Teece, 2010).
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The subsequent two chapters detail how business model innovation relates to other
innovation types and provide an overview of major contributions on business model

innovation in management and organization studies.

2.3.2 Relations with other types of innovations
In principle, new business models and business model change may build on other in-

novation types such as product innovation, process innovation or technological inno-
vation (Demil & Lecocq, 2010; Teece, 2010). However, business model innovation
also occurs independent of those innovation types (Bucherer, et al., 2012; Santos,
Spector, & Van der Heyden, 2009). The subsequent paragraphs detail the relationship
between business model innovation and five other innovation types with which it is
frequently associated: product and process innovation, technological innovation, stra-

tegic innovation, and value innovation.

Conceptually, product and process innovation differ from business model innova-
tion in that they relate to change within a single business model element without
changes to the other elements or the over all business model architecture (Henderson
& Clark, 1990; Zollenkop, 2006). Product innovation refers to change in the value
proposition, and process innovation effectuates change in the value creation element of
the value-based business model that allow exploiting the focal organizations underly-
ing resources more efficiently (Demil & Lecocq, 2010). In a detailed, case-based dis-
cussion of business model and product innovation, Bucherer and colleagues (2012)
highlight that business model innovation differs from product innovation in its reliance
on top management support, in terms of the broader scale of organizational impact,
and in the detailed innovation process steps. However, the authors also suggest that
they resemble one another in terms of resistance to change, the role of innovation
champions, the chaotic and non-linear innovation process, and potential conflicts be-
tween the old and the new (Bucherer, et al., 2012). In addition, Markides (2006) em-
phasizes that business model innovators are usually not those who invent new products
or services but rather “redefine what an existing product or service is and how it is
provided to the customer” (p. 20). Finally, Bock and colleagues (2012) concluded
from an analysis of the 2006 IBM CEO Survey (cf. Pohle & Chapman, 2006) that pri-
or success of business model change is not a reliable predictor for future business
model innovation efforts, whereas learning effects do matter for product and process

innovation.
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Technological innovation has no commercial value unless it is made marketable in
a business model (Chesbrough, 2010; Chesbrough & Rosenbloom, 2002). Teece
(2010) thus highlights that the inventor needs to pay careful attention to business mod-
el design and implementation to capture the value from technological innovations.
This does not only include selling technologies embedded in products or services but
also hybrid and intellectual property licensing-based business models (Desyllas &
Sako, 2013; Gambardella & McGahan, 2010; Teece, 2010). While new technology is
an important trigger for new business models, it is neither strictly necessary to com-
mercialize new technology by means of business model innovation nor do business
model innovations solely rely on technological novelties (Chesbrough, 2007; Teece,
2010). Moreover, Markides (2006) points out that business model innovations differ
from disruptive technological innovations with regard to their implications for incum-
bents. While technological innovations come to replace existing technologies in the
market, according to Christensen and Raynor (2003), Markides (2006) suggests that
business model innovation may “grow to a respectable size” (p. 21) but subsequently
coexists with the old ways of competing instead of replacing them completely. Despite
these differences, McGrath (2010) indicates that technology innovation and business
model innovation do share some similarities with regard to the importance of experi-
mentation and the establishment of new dominant designs (cf. Prahalad & Bettis,
1986).

Strategic innovation applies the concepts of innovation to the realm of (corporate)
strategy (Schlegelmilch, Diamantopoulos, & Kreuz, 2003). While some authors (e.g.,
Markides, 2006) refer to business model innovation and strategic innovation as fun-
damentally the same, the conceptualization of business model innovation as well as the
specified relationship of strategy and the business model imply a different, nested rela-
tionship (cf. chapter A2.2.3). In contrast to business model innovation, strategic inno-
vation emphasizes the identification of new competitive positions that allow serving
new or neglected customers and breaking out of existing competition and establishing
a new market (Hamel, 1998a, 1998b; Markides, 1997; Schlegelmilch, et al., 2003). In
this context, the business model details the contingent strategic choices of how to cre-
ate and capture value in novel ways (Schlegelmilch, et al., 2003). However, the busi-
ness model literature suggests that not all business model innovations are this radical
nor driven by planned strategic processes (e.g., Bucherer, et al., 2012; Demil &
Lecocq, 2010).
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Finally, value innovation, is related to strategic innovation (Schlegelmilch, et al.,
2003). The emphasis of this innovation type also lies on the identification of new
competitive positions, but it focuses on how to provide new or superior value through
the reconfiguration of products and services (Kim & Mauborgne, 1997, 1999) rather
than conceptualizing the focal organization’s entire business model. Thus, value inno-

vation is more an approach to redefine the value proposition of a business model.

In conclusion, product and process innovation as well as value innovation each re-
fer to novelty-oriented change within a single business model element. New or exist-
ing business models may serve as vehicles to commercialize new technologies. Final-
ly, business model innovation represents a specification of strategic innovation though
not every business model innovation need be as radical as the definition of strategic

innovation implies.

2.3.3 Review of existing work on business model innovation
Research on business model innovation is still nascent (Lambert & Davidson, 2012).

This chapter provides a structured overview of what we know about business model
innovation at this point. The structure is provided by five central constructs that matter
to the management of innovation (Van de Ven, 1986) across innovation types (Crossan
& Apaydin, 2010; Van de Ven & Angle, 2000): ideas, people, transactions, context,
and outcomes. The focus of the publications included is positively biased toward those

that explain business model innovation of incumbent organizations.

2.3.3.1 Business model innovations as the development of new ideas

New ideas are the outcome of invention. However, innovation includes both the pro-
cess to develop these new ideas, in our case new business model configurations, and
their implementation (Van de Ven & Angle, 2000). Existing business model research
suggests clues for the external and internal impetus of business model innovation, and
the paths of new business model development as well as some mechanisms that might

drive business model innovation.

External drivers of business model innovation and change are among the phenom-
ena that have received most attention in the business model literature, which is logical
given that these developments beyond the boundaries of existing firms, particularly the
internet and associated information and communication technology, spurred the initial
interest in the business model concept (e.g., Day, 2011; Hamel, 1998a; Teece, 2010).
On an aggregate level, the literature identifies five external drivers of business model

innovation and change: technology, customer needs/preferences, globalization/ liberal-
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ization, regulation, and financial constraints. While all these drivers are out of the fo-
cal organization’s control, some may take the form of external jolts disrupting indus-
tries unforeseen. However, others such as the arrival of new entrants or increasing cost

of scarce natural resources may be anticipated (Demil & Lecocq, 2010).

First, a technology’s value (cf. Chesbrough & Rosenbloom, 2002) for business
model innovation derives from its contribution to the efficiency and effectiveness in
creating value for customers and capturing value for the focal organization and its
stakeholders. New technologies often allow satisfying customer needs in new or better
ways (Teece, 2010). These technologies may either be very specialized with limited
application or general-purpose technologies that serve as platforms for a range of new
business models (Gambardella & McGahan, 2010). Johnson (2008) and Bower and
Christensen (1995; Christensen & Bower, 1996) address the notion of disruptive tech-
nologies in business model innovation. Disruptive technologies wrapped in a new
business model stress different performance attributes® than existing offerings, but
they still perform at sufficient levels on traditional attributes, which may challenge
incumbent business (Gilbert, 2003). And Day (2011), finally, points to technology’s
implications for value communication and transfer: New technology has increased the
number of customer touch points as well as the channels to communicate with and

transfer goods and services between the focal organization and its customer base.

Second, new business models are often based on “some ‘deep truth’ about the fun-
damental needs of customers” (Teece, 2010, p. 188) and how existing offerings are
neglecting or insufficiently addressing those needs. This gap between customers needs
and the value derived from existing offerings is subject to change with shifts in social
norms and trends that alter customer preferences (McGrath, 2010). Anthony, Eyring,
and Gibson (2006) suggest that a business model may harness insights about custom-
ers needs in three ways: first, by addressing an unmet need with a convenient value
proposition; second, by developing acceptable value propositions for low-end custom-
ers at a low price point; or finally, by facilitating market access for customers previ-
ously excluded from consumption on a market. These insights are particularly valuable
in the challenging environment of social enterprises and bottom-of-the pyramid mar-
kets (Casadesus-Masanell & Ricart, 2010b; Thompson & MacMillan, 2010; Yunus, et
al., 2010).

% This does not imply that business model innovation shares all of disruptive technology’s features as an innova-
tion type (cf. Markides, 2006).
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Third, the globalization of markets and value creation as well as the liberalization
of trading regimes has been a driver of business model innovation (Teece, 2010). Yet
innovation does not only take the form of multinationals entering emerging markets.
Williamson (2010) maintains that large corporations from emerging markets are also
taking over business from the triad’s incumbents by means of a downward pressure on
supplier pricing and labor rates. In addition, the realization of network effects across
liberalized national markets has fostered the entry of new rivals competing on the basis

of lean, low-cost business models (Casadesus-Masanell & Ricart, 2010b).

Fourth, and in addition to treaties and national law legislating international busi-
ness, regulation generally determines the set of legally acceptable ways to create and
capture value in new and existing industries (McGrath, 2010). Regulation’s impetus
for business model innovation and change may derive from both a deregulation and re-

regulation.

Finally, financial constraints on both the demand and supply side of an economy
may alter the importance of certain technologies, customer value dimensions as well as

the viability of business models relying on those aspects (McGrath, 2010).

De Reuver and collegues (2009) illustrate for the context of new technology start-
ups that new business models are subject to multiple, simultaneous external drivers
that vary in terms of their presence and influence on business model innovation and

change.

Internal drivers of business model innovation and change include managerial “de-
cision processes ... [as well as] the consequences of the dynamics within or between
core components” (Demil & Lecocq, 2010, p. 236) of a business model. While busi-
ness models research has a tendency to favor managerial action and strategic choice
(Lecocq, et al., 2010), the internal drivers of business model innovation have received
less attention than their perhaps more readily observable external counterparts

(Aspara, et al.; Sosna, et al., 2010; Svejenova, et al., 2010).

First, business model innovation as the result of deliberate actions by visionary
managers or entrepreneurs is acknowledged as one possible source of successful busi-
ness model transformation (Demil & Lecocq, 2010). For example, Johnson (2010) and
Johnson and colleagues (2008) provide a number of examples of companies that will-
fully innovated aspects of their business model including PROCTER & GAMBLE, TATA,
and Dow CORNING. However, the complexity of business models as interdependent

systems of elements may yield unanticipated effects as the result of purposeful mana-
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gerial behavior (Demil & Lecocq, 2010). They include spillovers, value slippage, and
vicious or virtuous circles (Casadesus-Masanell & Ricart, 2010b; Raff, 2000;
Svejenova, et al., 2010). How managers potentially act as drivers and barriers in pro-
cesses of business model innovation and change is discussed in a later section focusing

on the role of people in business model innovation (cf. chapter A2.3.3.2).

Second, change in business models as a result of independent developments within
single business model elements or resulting from interactions between business model
elements has primarily been covered by Demil and Lecocq (2010). Table 16 summa-
rizes exemplary developments within and between business model elements that may

cause this type of business model evolution.

Table 16: Examples for dynamics within or between business model elements

Dynamics Examples

Independent development within ~ Network externalities

single business model element Accumulation of reputation
Experience accumulated by employees
Bureaucratization of structure
Economies of scales related to products
Synergies from complementary resources
Increase in knowledge about the use of resources

Interactions between Revenues extracted from the value proposition may enable the acquisition of
business model elements further resources, which in turn allows modifying value creation

Source: Adapted from Demil and Lococq (2010, p. 238).

As a conclusion for both types of drivers of business model innovation and change,
Rita McGrath (2010) notes that “while it is usually quite possible to detect such trends
and changes, it is difficult to know in advance how best to take advantage of them via

business model innovation” (p. 253).

The precise path the development of a new business model will take is difficult to
predict because of the great number of unknowns at the outset of this type of innova-
tion process (McGrath, 2010) as well as because of the occurrence of sudden shocks
and process’ non-linear gestalt (Bucherer, et al., 2012). The trajectory of the develop-
ment path of a new business model is likely path-dependent (McGrath, 2010; Teece,
2010) and determined by intentional decisions as well as emergent developments and

un-/intended consequences (Demil & Lecocq, 2010).

To date, business model research has produced three normative and three empiri-
cally grounded models that aim to prescribe or explain the path of a business model

innovation. They focus on different levels of analysis and aspects of business model
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innovation: In the first normative model, McGrath (2010) suggests that the business
model innovation process is ideally structured by a sequence of small experiments that
facilitate learning about a business model’s many unknowns and minimize the finan-
cial outlay for these experiments at the same time. Her discovery-driven approach fo-
cuses on trial-and-error learning at the level of the innovation project. In a second
normative model, Bucherer (2010) proposes that the business model innovation pro-
cess ideally follows four consecutive stages: analysis, design, implementation and con-
trol. The main drivers of this project-level development of a new business model are
manager’s teleological decision and planning processes. In the first empirical model,
Cule and Robey (2004) present a three-stage transition model based on a single case
study of an equipment manufacturer with customer service that changed to become a
service provider supported by some equipment manufacturing. The authors suggest
that the new business model follows the stages of creation, destruction and unification
driven by the “purposive actions of knowledgeable actors” (Cule & Robey, 2004, p.
252) and conflict between the old and new model at the organizational level. The se-
cond empirical model is based on a longitudinal analysis of NATURHOUSE, a Spanish
dietary products business, by Sosna and colleagues (2010). The authors’ model is
based on the entrepreneurial venture proceeds in four stages: an initial design and test
of a business model, followed by business model development, scaling up, and finally
growth through organizational learning (Sosna, et al., 2010). The process is driven by
double and single-loop learning (cf. Argyris & Schon, 1978) as well as a trial-and-
error learning logic. Sosna and colleagues’ (2010) case description recently served a
third normative model by Cavalcante and colleagues (2011) to illustrate their life-
cycle-like typology of business model changes: creation, extension, revision, and ter-
mination. Finally, in the third empirical model, Svejenova and colleagues (Svejenova,
et al., 2010) propose that business model innovation is also a viable perspective at the
level of an individual actor. The authors suggest for the case of a Spanish chef that his
quest for creative freedom and his creative response to available external opportunities
and resources drove change in his (focal organization’s) business model. The stages of

business model development coincide with the individual’s tenure and career progress.

While these models provide us with some clues about the path of business model
innovation and a vocabulary for thinking about business model change, we still know
relatively little about the mechanisms that drive both business model conceptualization
and implementation as well as their interactions (Aspara, et al., 2011; Bucherer, et al.,
2012; Cavalcante, et al., 2011; Chesbrough & Rosenbloom, 2002; Moingeon &
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Lehmann-Ortega, 2010; Morris, et al., 2005; Svejenova, et al., 2010) — particularly for
non-technology-driven business model innovations and incumbent organizations
(Sosna, et al., 2010; Zott & Amit, 2007).

2.3.3.2 People in business model innovation

People® contribute their productive and creative energy as well their knowledge and
mental models to the creation and implementation of new ideas (Van de Ven & Angle,
2000). The interpretive schemes and contributed energy levels result from people’s
“backgrounds, experiences, and activities that occupy their attention” (Van de Ven &
Angle, 2000, p. 15). The body of business model literature deals with people as both
drivers and barriers to business model innovation. Learning and other capabilities spe-
cific to business model innovation have been the main interest of publications dealing
with people as drivers of innovation. The existing literature lists a lack of ownership as

well as cognitive barriers as the relevant barriers to business model innovation.

Any innovation requires some form of learning by the people involved with the
creation and implementation of the new idea. The design of a new business model re-
quires insights about processes, technologies and actors involved in value creation and
value capture (e.g., customers and suppliers) as well as creativity (Teece, 2010). A
significant portion of the knowledge required may not exist yet or take a tacit form (cf.
Nonaka & Takeuchi, 1995) and therefore require learning and experimentation on the
part of the innovating project team (McGrath, 2010; Teece, 2010). In addition, the
multiplicity of uncertain variables at the outset complicates business model innovation.
They necessitate working with best guesses and learning as well as adjustments on
both the value creation and capture side of a business model (Chesbrough, 2010;
Teece, 2010). Thus, learning is not confined to the focal organization but may occur in

interaction with value creation partners (McGrath, 2010).

The reasons for the high degree of uncertainty involved in business model innova-
tion projects traces back to the fact that this type of innovation transcends or redefines
existing market or industry boundaries, reshapes product recipes, and addresses latent
needs and emerging trends (McGrath, 2010; Teece, 2010). Moreover, the interdepend-
encies of design choices in business model elements as well as resulting virtuous or
vicious circles are hard to fully anticipate at the outset of a business model innovation
project (Casadesus-Masanell & Ricart, 2010b; Sosna, et al., 2010).

** In terms of terminology, people are preferred over individuals since most innovation projects are too complex
to be handled by a single person (Van de Ven & Angle, 2000).
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With reference to insights from the management of technological innovations (e.g.,
Bower & Christensen, 1995; Christensen & Bower, 1996), authors such as Rita
McGrath (2010) and Henry Chesbrough (2010) suggest that the emergence of a new
dominant business model design (cf. Prahalad & Bettis, 1986) requires a significant
series of experiments, most of which will fail. However, these failures — unlike mis-
takes — provide valuable opportunities to learn and allow verifying the premises de-
fined as well as informed guesses made at the outset of a business model innovation
project (Chesbrough, 2010).

The most detailed and comprehensive study on the role of learning in business
model innovation is Sosna and colleagues’ (2010) NATURHOUSE case study of drivers
and antecedents of the business model innovation process. The authors apply an organ-
izational learning perspective and trace a business model innovation initiative at a
Spanish company that was launched in response to market liberalization and a fiercer
competitive environment (Sosna, et al., 2010). Sosna and colleagues (2010) emphasize
different types of learning as the process unfolds, knowledge transfer between individ-
uals and the organization, and the particular importance of trial-and-error learning for
business model innovation. The authors identify two distinct learning phases in the
business model innovation process (Sosna, et al., 2010): First, at the exploratory stage,
an initial business model is designed and tested in small experiments in response to a
critical incident in the company’s environment. An entrepreneurial mind and the resil-
ience necessary to cope with adversity and to keep the change initiative alive despite
potential criticism and failure of early experiments are important at this stage. Double-
loop learning allows change process leaders to fine-tune the initial business model and
to develop a more comprehensive understanding of the systemic interrelationships of
business model elements and the environment. Second, at the implementation stage,
the refined initial business model is scaled up and the knowledge that has been ac-
quired thus far is translated into organizational knowledge (Sosna, et al., 2010). The
knowledge is implemented in terms of routine processes and systems. Further explora-
tion is still needed to sustain organizational growth, however, changes made at this

stage are rather the result of single-loop learning.

Several authors have suggested approaches to facilitate and systematize learning
and experimentation, which have been highlighted as relevant in both normative and
empirical contributions. Table 17 summarizes these approaches and their respective

main authors.
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Table 17: Approaches to experimentation and learning

Technique

Basic idea (Source)

Business model
maps

“This modelling approach provides a pro-active way to actually experiment with alternative
business models, by enabling firms to simulate various possibilities before committing to
specific investmentsin reality. It also has the great virtue of explicitly visualizing the
processes underlying a business model.” (Chesbrough, 2010, p. 359)

Theory-focused
planning

“A presumption of reliable predictability is not an appropriate premise for planning within
strategic experiments. When the future is unkowable, the foremost planning objective must
be learning, not accountability. [...] Learning follows from the dilligent analysis of disparities
between predictions and outcomes, with specific attention to the stories, models or theories
upon which the predictions are based.” (Govindarajan & Trimble, 2004, p. 70)

Rule breaking

“Breaking rules creates opportunities, but also increases the risks. The critical factor is an
exact knowledge of the rules that shape one’s own line of business and the various
corporate functions. Only then can one, as systematically as possible, assess where there
might be valid opportunities to deviate from these rules in a manner that adds greater
success.” (zu Knyphausen-Aufsess, Bickhoff, & Bieger, 2006, p. 370)

Discovery-driven

“The goal of a discovery-driven plan is therefore to learn as much as possible at the lowest

planning possible cost, bringing us back to the theme of experimentation. Discovery-driven planning
processes demand that business model assumptions are both articulated and tested.”
(McGrath, 2010, p. 258)

Effectuation “Effectuation begins with a given set of causes, consisting of (mostly) unalterable

characteristics and circumstances of the decision maker, and the focus is on choosing
among alternative (desirable) effects that can be produced with the given set of means,
thereby eliminating the assumption of preexistent goals.” (Sarasvathy, 2001, p. 259)
“There is a strong bias in effectuation for action over analysis, because there may be
insufficient data available to analyze one’s way towards a new business model: without
action, no new data will be forthcoming.“ (Chesbrough, 2010, pp. 360-361)

Template process

“Simple combinations of high-level strategic questions can produce a wide range of
potential business models. [...] The questions [...] represent a series of decisions, each of
which has a set of possible outcomes. This template lays out various possible outcomes
within the business model structure.” (Sinfield, Calder, McConnell, & Colson, 2012, p. 87)

Sense testing

“A systemic sense-testing tool [...] helps managers to grasp the concept of adapting and
creating business models for strategic inflection. This tool assists managers in discerning if
the industry is ripe for dramatic change, and, if so, if it is plausible for the company to create
or reinvent its business model. The four key dimensions [...] are: sensing the possibilities of
new customer value proposition(s); sensing the impact and proper utilization of technology;
sensing the configuration of industry value chains and/or business system infrastructure;
and sensing the sustainability of the potential/ reinvented business model.” (Voelpel, et al.,
2005, p. 42)

Source: Own representation.

The other capabilities that previous publications have suggested as mattering for

business model innovation and change can be organized around Teece’s (2007) three
capacities at the heart of the dynamic capabilities framework™: sensing, seizing and

managing threats, and transformation.

First, sensing refers to activities that enable a focal organization to identify, learn
about, and interpret external and internal developments that pose threats to the existing
business model or open up new opportunities (Demil & Lecocq, 2010; Teece, 2007).
On the one hand, this requires exploration of new technologies, changing customer

preferences and latent customer needs, and on the other hand, anticipating changes to

3% For a discussion of contributions to and critique of the dynamic capabilities research refer to Barreto (2010).
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the value network and industry caused, for example, by changes in trade regulation
(Teece, 2007). Understanding the systemic nature and impact of such changes on the
business model is an especially delicate matter and crucial capability (Demil &
Lecocq, 2010). The capabilities to create and discover opportunities may reside both
within individuals as well as groups and organizational processes (Teece, 2007). Teece
(2007) maintains that especially sensemaking of information about opportunities and
threats is a top management task. Doz and Kosonen (2010) also include this kind of
capability in their agenda for business model renewal. The authors specify five leader-
ship activities to sensitize managers to threats and opportunities to their existing busi-
ness model (i.e., anticipating, experimenting, distancing, abstracting, reframing) (Doz
& Kosonen, 2010).

Second, seizing refers to a focal organization’s capacity to select and implement a
business model that addresses changed circumstances and new opportunities (Teece,
2007). Besides the design of the new business model’', Teece (2007) highlights the
importance of efforts to avoid, “bias, delusion, deception, and hubris” (p. 1333). To
overcome these biases is highly challenging — both cognitively and in terms of the re-
quired level of decision-making discipline (cf. Cavalcante, et al., 2011) — but “(1) de-
signing organizational structures, incentives, and routines, to catalyze and reward crea-
tive action; and (2) developing routines to enable the continual shedding of established
assets and routines that no longer yield value” (Teece, 2007, p. 1333) appear to be

promising pathways identified by prior studies.

While Teece (2007) acknowledges the delineation and implementation of a new
business model as a vital foundation of dynamic capabilities, he remains vague on how
to achieve this end. Other authors have started to fill in this gap and addressed the fol-
lowing issues: the management, transfer, and fluidity of resources (Danneels, 2011;
Doz & Kosonen, 2010; Govindarajan & Trimble, 2005a), shaping mechanisms for
value creation and capture (Svejenova, et al., 2010), learning and unlearning
(Govindarajan & Trimble, 2005a; Sosna, et al., 2010), and the role of innovation

champions (Bucherer, et al., 2012).

Finally, the management of threats and transformation alludes to activities aimed
at managing a business model’s internal consistency and its transformation to meet
threats and the need for operational efficiency (Teece, 2007). Demil and Lecocq

(2010) suggest that the management of a business model is a matter of dynamic con-

*! That includes decisions on firm boundaries, product ontologies and considerations of co-specialization and
other value network aspects according to the definition used in this study.
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sistency: adjusting the business model elements and architecture to meet changes with-
in the model as well as in the focal organization’s environment. The basis for these
adaptations is a consequent monitoring of risk and uncertainties in the focal organiza-
tion’s environment as well as of internal drifts (Demil & Lecocq, 2010). Doz and
Kosonen (2010) identify a set of managerial skills to enable far-reaching changes to
achieve consistency. Under the term leadership unity (i.e., dialoguing, revealing, inte-
grating, aligning, and caring) they summarize actions that enable the necessary “per-
sonal adjustment and collective commitments” (Doz & Kosonen, 2010, p. 371) to
transform business models. While chief executive officers certainly are important for
business model innovation (e.g., Govindarajan & Trimble, 2011), allocating responsi-
bility for business model innovation efforts to a management position is not a straight-
forward task (Chesbrough, 2010): it requires a balance between necessary authority,
time and incentives in terms of tenure, and fondness of as well as attachment to the

prevalent business model.

Overall, the capabilities associated with sensing, seizing and managing threats and
transformation are unlikely to reside within a single individual (Teece, 2007). Hence,
they require collaboration on behalf of both management and project teams that over-
see and develop business model innovation. This particularly applies to business mod-
els that try to harness paradoxical demands (W. K. Smith, et al., 2010; W. K. Smith &
Lewis, 2011).

The first people-related barrier stems from a lack of ownership for business model
innovation. Most organizations are not familiar with an institutional assigned respon-
sibility’” that monitors and develops this innovation type (Chesbrough, 2010). The
above considerations on the allocation of responsibility for business model innovation
apply to this matter in reverse logic.

The second barrier derives from people’s cognitive abilities and willingness re-
flected in the decision processes that determine the fate of business model innovation.
The existing literature has identified three inabilities that hinder business model inno-
vation: First, Johnson and colleagues (2008) maintain that few organizations compre-
hend their existing business model well enough, which is, however, a necessary pre-
cursor to purposive business model innovation and change. Second, Bucherer and col-
leagues (2012) argue that managers struggle to fully comprehend the threats and op-

portunities that new ways of creating and capturing value entail. Complacency might

32 To address this deficiency, Teece (2010), for example, suggests integrating strategic and business model plan-
ning processes.
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inhibit the reception of discrepant signals (Day, 2011; McGrath, 2010). However,
framing (as opportunity or threat) is essential to unlock rigidities in resources and rou-
tines (Gilbert, 2005; Szulanski, et al., 2004). Finally, Chesbrough (2010) points out
that it is very difficult to identify what “the right new business model ought to be”
(Chesbrough, 2010, p. 359).

Even if managers realize what new business model they might develop and im-
plement, they may be unwilling to do so for a number of reasons. They may be unwill-
ing to (a) cannibalize existing business (Teece, 2010), (b) upset business partners and
other stakeholders (Johnson, et al., 2008; Teece, 2010), (¢) redistribute, develop, aban-
don or acquire resources (Bucherer, et al., 2012; Danneels, 2011; McGrath, 2010;
Tripsas & Gavetti, 2000; Zott & Amit, 2010), (d) accept shifts in power (Aspara, et al.,
2012; Sosna, et al., 2010), (e) question routines (Gilbert, 2005; Teece, 2007), (f) target
different customers (Markides, 2006; McGrath, 2010), (g) rethink their price points
(Johnson, et al., 2008; McGrath, 2010), (h) challenge their identity (Bouchikhi &
Kimberly, 2003; Teece, 2010; Tripsas, 2009), and (i) reveal the new business model
configuration to potential rivals (Casadesus-Masanell & Zhu, 2013).

In sum, rigid mental models (Huber & Lewis, 2010) that represent the cognitive
aspects of a business model (Aspara, et al., 2011; Tikkanen, et al., 2005) drive people
toward favoring the existing, dominant logic of wvalue creation and capture
(Chesbrough, 2010). This cognitive aspect of business model management has yet to
receive more systematic attention (e.g., Aspara, et al., 2012; Moingeon & Lehmann-
Ortega, 2010; Sosna, et al., 2010; Tripsas & Gavetti, 2000).

2.3.3.3 Transactions in business model innovation

Transactions refer to the different relationships that the people engage in as part of
their business model innovation efforts (Van de Ven & Angle, 2000). Among other
dimensions, these relationships may take hierarchical or collegial forms and rely on
formal contracts and artifacts or implicit agreements between individuals, groups or
institutional entities (Van de Ven & Angle, 2000). The literature on business models
has devoted very limited attention™ to this aspect of innovation. Transactions may
drive business model innovation either when they serve as source of new ideas that

enter the innovation process or when they enable the realization of new business mod-

3 In contrast, the role of transactions has been of great scholarly interest in defining the business model concept
(cf. chapters A2.1 and A2.2).
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el configurations. However, they may also hinder business model innovation, for ex-

ample, by withdrawing project support or limiting access to resources.

The contribution of transactions to business model innovation and change has
mainly been covered under the aspect of open innovation. One aspect of Henry
Chesbrough’s (e.g., 2003; 2007) work 1is the integration of new ideas into business
models to benefit from a “division of innovation labor” (Chesbrough, 2006, p. 2). The
integration of external innovation capabilities via co-development (Chesbrough &
Schwartz, 2007) or external knowledge via innovation intermediaries (Chesbrough,
2006) may open up paths to business model innovation. On the basis of a crowdsourc-
ing platform case study, Chanal and Caron-Fasan (2010) reason that the design of the

incentive structure is particularly relevant to this type of open innovation.

In addition, transactions may also contribute to business model innovation by ena-
bling new business model configurations. For example, Dahan and colleagues (2010)
demonstrate how the cooperation between for-profit and non-profit organizations

might enable the creation of new business models in developing countries.

However, transactions may handicap business model innovation when transaction
partners either beyond or within the focal organization withhold or withdraw necessary
resources on which the business model innovation effort relies (Casadesus-Masanell &
Ricart, 2010b; Govindarajan & Trimble, 2005b; Johnson, et al., 2008).

2.3.3.4 Context in business model innovation

People develop new ideas in a context. The context refers to the intra-organizational
and external institutional setting (e.g., market structures) in which people innovate and
share ideas (Van de Ven & Angle, 2000). The internal context of business model in-
novation efforts has been of interest to business model research with regard to the lev-
el of organizational integration and separation between an existing and a new business
model in established organizations. Authors disagree on the organizational setting that
best supports business model innovation endeavors. In contrast, little attention has
been devoted to the strategic context of business model innovation. Of course, the in-
ternal context may not only support but also impede innovation efforts. The external
context’s role as a driver of business model innovation has already been discussed in
chapter 2.3.3.1. This chapter therefore focuses on the external context’s role as a barri-
er to business model innovation. External shocks, competition, availability of industry

assets and infrastructure, or legitimation issues may dampen innovation efforts.
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Two types of internal contexts are particularly relevant to business model innova-
tion: the strategic context and the organizational context. Strategic context maps out
the scope of strategic behavior as defined top-down by corporate strategy (cf.
Burgelman, 1983a; Burgelman, 1983c). The strategic context is relevant to business
model innovation given that the business model concept shares a nested relationship
with strategy (cf. chapter 2.2.3); yet, business model innovation efforts may develop
both in- and outside of the existing strategic context (Demil & Lecocq, 2010). While
business model literature has highlighted the role of management capabilities in (re-
)shaping strategic context (e.g., Doz & Kosonen, 2010), there is no specific evidence
on how strategic context might be devised to generally serve business model innova-
tion. In contrast, strategic context as cognitive maps has been dealt with as a barrier to

business model innovation (cf. chapter 2.3.3.2).

Organizational context (cf. Chandler, 1962; Lawrence & Lorsch, 1967) refers to
the formal®®, structural arrangement in which a business model innovation effort is
embedded. From an analysis of the 2006 IMB Global CEO Survey data (cf. IBM,
2006), Bock and colleagues (2012) conclude that “organizational design and structure
are critical features of business model innovation” (Bock, et al., 2012, p. 299) because
it delineates tradeoffs between freeing managerial attention to realize opportunities
and maintaining control over critical operations. The most prominent solution to estab-
lishing a new business model initiative is an independent organizational unit (e.g.,
Bower & Christensen, 1995; Bucherer, et al., 2012; Govindarajan & Trimble, 2005a,
2011) (i.e., “the innovator’s solution”) (Christensen & Raynor, 2003). However, there
is doubt that the setup of such an initiative can be considered a one-time decision min-
imizing dependencies (e.g., Westerman, et al., 2006). Hence, Markides and Charitou
(2004) call for a contingent approach that tailors the organizational context to meet the
level of conflict between the new and existing business model as well as their interde-
pendencies. After all, investment logic dictates that an incumbent organization that
chooses to innovate should be able to harness some kind of incumbent advantage over
new entrants (Iansiti, et al., 2003). However, the organizational context impedes the
development of a new business model within an existing organization when it incen-

tivizes or motivates people’s unwillingness or inability to support and contribute to the

** Business model literature (implicitly) addresses the informal structure of organizations, whose essence is or-
ganizational culture (cf. Teece, 1996), under the aspect of cognitive aspects of decision processes (cf. chapter
A2.3.3.2).
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business model innovation effort (Chesbrough, 2010; Govindarajan & Trimble, 2005b;
Markides, 2008).

The business model literature has a somewhat positive bias toward the external
context. It primarily deals with the opportunities that change of technologies, customer
needs, regulation, etc. present to potential business model innovators (cf. chapter
2.3.3.2). Business model innovation initiatives take a considerable amount of time
(Chesbrough, 2010; Markides, 2008) and external shocks (e.g., severe economic crisis
or unprecedented shift in industry regulation) may question the financial viability and
underlying assumptions of such an endeavor. Competition may defer business model
innovations as rivals secure access to key resources (e.g., by means of intellectual
property rights or other exclusive contracts) (Teece, 2010), rapidly imitate and market
business models in development (Casadesus-Masanell & Zhu, 2013), or disrupt the
business model innovation in an even more radical way (Markides, 2006) — for exam-
ple, by crossing industry barriers (Burgelman & Grove, 2007a). In addition, a new
business model that reshapes existing rules of business and markets may find re-
sistance from existing industry infrastructure (e.g., regulatory boards that govern in-
dustry standards) or struggle with the absence of industry assets (e.g., informed and
educated customers) (Van de Ven, et al., 2008). Finally, the business model innovation
may struggle to gain legitimacy with stakeholders in the focal organization’s wider
context (Post, et al., 2002; Zimmerman & Zeitz, 2002).

2.3.3.5 Outcomes in business model innovation

The outcomes of innovation processes are typically judged after the development
and implementation of new ideas (Van de Ven & Angle, 2000). Van de Ven and Angle
(2000) point out that this judgment is linked to a pro-innovation bias: We only refer to
“successfully” implemented ideas as innovations; everything else is considered a mis-
take. On the positive side, the literature considers the positive impact of business mod-
el innovation on the focal organization and its stakeholders and the design of business
models for a positive outcome of value creation and value capture. On the other side,
the business model literature deals with the size and timing of outcomes of business
model innovation as well as the selection of outcome measures as barriers to business
model innovation.

In principle, any change to a business model element has the potential to increase
or decrease the overall financial outcome of the focal organization’s business model

(Demil & Lecocq, 2010). However, business model innovation is associated with three
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particular positive outcomes including Schumpeterian rents (Zott & Amit, 2007), com-
petitive advantage (McGrath, 2010; Teece, 2007, 2010) and firm survival (Markides,
2006; Sosna, et al., 2010).

The literature offers some advice on how to design new business models for these
kinds of outcomes. Amit and Zott (2001, 2012) suggest four design themes for busi-
ness model innovation: novelty (i.e., harness new value creation and capture), lock-in
(i.e., create switching costs for customers and incentive for co-producers of value),
complementaries (i.e., profit from the value-added of interdependent offerings), and
efficiency (i.e., saving cost through co-specialization of business model elements).
Hence, if well designed, new business models may benefit from virtuous circles
(Casadesus-Masanell & Ricart, 2010b, 2011; Govindarajan & Gupta, 2001).
Chesbrough (2010) adds that “a mediocre technology pursued within a great business
model may [even] be more valuable than a great technology exploited via a mediocre
business model” (p. 355).

To what extent a new business model contributes to a relatively sustainable com-
petitive advantage depends first on its reliance on resources and capabilities that are
hard to imitate, and second, on the business model’s opacity (Teece, 2010). Opacity
refers to how obvious a business model’s critical features and implementation are to an
outside observer (Teece, 2010). While business models as such are generally not pa-
tentable to protect competitive advantage, some of the crucial underlying business
methods might qualify for patent protection — at least in the United States (Desyllas &
Sako, 2013).

In the long term, business model innovation may prove beneficial for incumbent
organizations (Casadesus-Masanell & Zhu, 2013; Markides, 2006) — even though
there are situations in which it makes perfect sense not to embrace it (Markides &
Oyon, 2010). This is not to say that every business model innovation completely trans-
forms or renews an existing organization. Rather, organizations may also be conceived
as business model portfolios (Aspara, et al., 2011, 2012; Sabatier, et al., 2010).

Finally, new business models not only generate value for the focal organization but
also intentionally and unintentionally for a wider group of stakeholders through mech-
anisms such as value spill and slippage (Svejenova, et al., 2010). For example,
Casadesus-Masanell and Ricart (2010a) argue that business model innovation may

benefit the competitiveness and prosperity of entire geographic regions.
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In the business model literature, outcomes may act as barriers to business model
innovation for three reasons: size of outcomes, timing, and the selection of outcome
measures. First, the initial financial contribution of the new business model is likely to
be considerably lower than that of the existing business (Chesbrough, 2010). Hence, a
manager’s wish to allocate resources to the most profitable use may choke off early
business model innovation proposals as well as implementation efforts (Chesbrough,
2010).

Second, the decision processes of organizations are generally not designed to tol-
erate discovery-driven planning, which learns about outcomes on the go and accepts
temporary dips in total value created (Chesbrough, 2010; McGrath, 2010). Instead,
organizational budgeting and planning processes rely on forecasting and strict out-
come monitoring, which find the uncertainty of business model innovation and time to
break even harder to tolerate (Chesbrough, 2007).

Finally, Johnson and colleagues (2008) and Govindarajan and Trimble (2005a,
2005b) point out that that the existing rules, metrics and norms that define tolerable
returns on investment, gross margins, etc. may well suffocate business model innova-
tion initiatives. Govindarajan and Trimble (2005a) thus suggest that the new business

model needs a “dashboard” of its own.

As a summary point, Aspara and colleagues (2010) conclude from a survey of 545
Finnish firms that a sole emphasis on business model innovation may not benefit or-
ganizations as much as a combination of business model innovation and replication.
Despite the methodological concerns that the authors highlight themselves (Aspara, et
al., 2010), their findings make the important point that business model innovation is

not always the preferable option and associated with the most positive outcome.

2.4  Conceptualizations of innovation and change process

2.4.1 Purpose, overview and definition
Organizational actors that engage in or manage innovation have to deal with the phe-

nomenon’s uncertainty, complexity, and messiness (Pavitt, 2006; Van de Ven, et al.,
2008). The path from an original idea to an implemented innovation is frequently “it-
erative, non-linear [...] disjunctive, cyclical, and stressful to those involved” (N.
Anderson, et al., 2004, p. 152). In this context, process models serve these actors as
mental models (cf. Huber & Lewis, 2010) to structure and comprehend the innovation
process as well as to develop a shared understanding and to decide upon their actions
(Tidd & Bessant, 2009).
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The conceptualization of process models for innovation faces a tradeoff between
simplicity and adequacy of representation (Tidd, 2006; Tidd & Bessant, 2009): On the
one hand, overly simplistic models may mistakenly focus the management of innova-
tion on limited aspects; on the other hand, excessively realistic representations may not
provide enough structure and guidance to cognitively navigate the messy innovation
process and fail to separate relevant management issues from the noise of implementa-

tion struggles.

Scholars have developed a number of process models for product innovation, tech-
nological innovation, and innovation endeavors in general. Rothwell (1992) and Tidd
(2006) organize the progress of these models in generations, and Read (2000) in terms
of their openness and linearity (cf. Table 18). While many authors agree that there is
some simple, logical sequence to the basic process, these models have become more
complex and incorporated more interactions between stages and activities over time
(Pavitt, 2006; Tidd & Bessant, 2009; Van de Ven, et al., 2008).

Table 18: Development of innovation process models

Generation Description

1+2 Linear sequence A » B —>» C
Over-simplified, sequential model, driven
by either technology push or need pull
3 Coupling / stage model A » 8 —» ¢ > b —» E
Extend linear models by including feedback ’_> l l l ¢ _‘
loops and interaction between stages
4 Integrated model q : : A : : [
Emphasizing the parallel activities at ] X B X .
different stages, integrating functions; ; i . ;
some integration of suppliers/customers 1 ' ! ¢ I, ’
4 D! —
H 1 1 E E : }—}
T coordination
5 System integration and networking Stake- | | les| Stake

Integration of internal and external
collaboration, continuous and flexible
innovation.

Focal organization

Note: Letters A through E denote generic stages/functions in the innovation process.
Source: Adapted from Read (2000), Rothwell (1992, 1994), and Tidd (2006).

Representing an important milestone and key driver towards more complex inno-
vation models were the Minnesota Studies on the management of innovation (Tidd &
Bessant, 2009; Van de Ven, et al., 2000). Much of what we know about innovation
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processes derives from Van de Ven and colleagues’ (Van de Ven & Angle, 2000)
analysis of fourteen longitudinal innovation process studies for different types of inno-

vations at multiple levels and across different organizational settings.

The subsequent section reviews the six existing process models to describe busi-
ness model innovation with regard to their contribution to the management of a pro-
cess of business model innovation. In addition, the process model that resulted from
the Minnesota Studies is discussed. It serves the case study analysis in chapter BS as a
point of reference because it was (a) conceptualized to apply to innovation processes
in general (Van de Ven, et al., 2008) and (b) provides the definition of an innovation

process that informs this study (Poole, et al., 2000, p. 100):

“The process of innovation was defined as the development of new ideas by people
who engage in fransactions (or relationships) with others within a changing environ-
mental context and who change their behaviors based on the outcomes of their actions.”

The review in this chapter concludes that the existing models provide important
hints for project management. Nonetheless, there is a need to analyze the specific
structure of business model innovation processes in real-life, longitudinal cases in or-
der to theorize this very process in terms of its underlying drivers and identify its

unique characteristics (cf. Sosna, et al., 2010).

2.4.2 Review of process models for business model innovation
Table 19 summarizes the six existing process models for the business model innova-

tion process and highlights the underlying drivers, process steps, and the empirical

basis.

Table 19: Process models for business model innovation

Author Empirical Driving Description

basis mechanism
Cule & Robey 1 longitudinal Top management  The case company undergoes a BM transformation
(2004) case study decision process;  from manufacturing to service provider (1990 to 1997)

Conflict between across three stages: creation (i.e., top management
(organizational new BM and old develops new structure and BM), destruction (i.e.,

level) structure as well lay-offs, new CEOQ, new structure and incentive
as employee systems), and unification (i.e., rollout of new model
behavior across organization).
P t . J| Conflict and >
fﬁ:;’;‘; ° »  CREATION b sn » DESTRUCTION —| Emergence » UNIFICATION ¥ Flux

(Table continued on next page)
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Bucherer Normative Life-cycle of BM. The model is based on a review of process models and
(2010) model based on proceeds in four stages: analysis (i.e., assessment of
other innovation present BM as well as threats/opportunities), design
models (i.e., devise and evaluate BMI scenarios),
implementation (i.e., realize new BM), and control (i.e.,
(organizational monitor new BM and initiate new life cycle if necessary).
level)
Business model life-cycle management ‘
ANALYSIS DESIGN M LEEN CONTROL @
McGrath Normative Learning (trial- The model is based on the premise to maximize
(2010) model and-error). learning while minimizing the cost of innovation projects
under uncertainty. After the formulation of the initial
(organizational idea, the model works backward, defining success,
level) necessary revenues, metrics and assumptions before
designing experiments and evaluating them. Granted
the assumptions have been met, the innovation is then
scaled up.
v
e Dore, af o of Cmicans (S al Reimote Loy Scaeus
statement assumptions
Sosna et al. 1 longitudinal Learning (single-/  The case company develops, grows and franchises a
(2010) case study double-loop; trial-  captive retailer business model in the dietary products
and-error). business (1986 to 2007 across two phases each
(organizational consisting of two stages: design and test of initial
level) concept (i.e., first BM conception in response to
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concept to profitability), scale up (i.e., expand and
multiply refined BM), and grow and learn (i.e., further
growth and continuous adjustment to the BM).
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periods by two mechanisms on an aggregate level: (a)
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Cavalcante et Normative Implicit: The model depicts changes to business models in a
al. (2011) model life cycle of BM life-cycle like fashion that follows four steps: creation
(i.e., realization of an initial business idea), extension
(organizational (i.e., quantitative growth and extension of the business
level) model to exploit and explore), revision (i.e., remove

parts of the BM and replace them with others to extend
life expectancy), and termination (i.e., abandon BM)

Business model

/ REVISION
Business > Business model Business model Business model

ideas CREATION EXTENSION l "| EXTENSION

A

v

Businessmodel | ________________. |
TERMINATION

Source: Own representation.

The models developed by Cule & Robey (2004), Sosna and colleagues (2010), and
Svejenova and colleagues (2010) are each based on the analysis of a single longitudi-
nal case study. In contrast, Bucherer (2010), McGrath (2010), and Cavalcante and col-
leagues (2011) present normative models — without explicit empirical basis. Bucher-
er’s model (2010) is based on a comparison of existing models from innovation man-
agement and has been evaluated with managers of seven companies interested in busi-
ness model innovation. McGrath’s model (2010) is based on the discovery-driven
planning approach that she developed together with Ian MacMillian based on real-
option reasoning (McGrath & MacMillan, 1995). Finally, Calvacante and colleagues’s
model (2011) implicitly draw on a life-cycle concept of business model change and

renewal to conceptualize four types of business model change.

The conceptualizations of these models bear resemblance to the third generation of
innovation models as described in chapter A2.4.1: They include related sequences of
stages that are in part iterative and connected via feedback loops. While Cule and
Robey’s model (2004) only applies to organizational transformations, Bucherer
(2010), McGrath (2010), Sosna and colleagues (2010), and Cavalcante and colleagues
(2011) have conceived their models to apply to both the organizational level as well as
the level of a single project initiative. Svejenova and colleagues’ model (2010) specifi-
cally focuses on the level of an individual entrepreneur as well as the explanatory
mechanisms that drive the business model development. For their case analysis, the
stages of business model development are of secondary importance (Svejenova, et al.,
2010).
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Learning features as the most prominent mechanism explaining the progression of
the business model innovation process. Experimentation and trial-and-error learning
feature prominently in Sosna and colleagues’ (2010) as well as McGrath’s (2010) pro-
cess models. In addition, learning is also an important element of the teleological deci-
sion process (Van de Ven & Poole, 1995) included in Cule and Robey’s process model
(2004). The life-cycle mechanism is featured explicitly in Bucher’s and implicitly in
Cavalcante and colleagues’ (2011) process model. In line with Hamel’s (2000) and
Chesbrough’s (2007) notion that “no great business model lasts forever” (p. 15),
Bucher (2010) and Cavalcante and colleagues (2011) suggest an immanent or external-
ly opposed control of the business model innovation process (Poole & Van de Ven,
2004). In contrast, the remaining three mechanisms are only included once: (a) the
dialectic conflict between the existing structures and the new business model (Cule &
Robey, 2004), (b) the creative response to external opportunities and resources based
on the entrepreneurs underlying motivation (Svejenova, et al., 2010), and (c) the value
captured by the existing business model leading to resource accumulation (Svejenova,
et al., 2010).

In conclusion, most existing models of the business model innovation process rely
on a single explanatory mechanism. In line with a realist perspective, there are, how-
evere, likely to be several mechanisms operating simultaneously at different levels
especially in incumbent contexts (Pajunen, 2008). While learning is particularly rele-
vant to innovation, models relying exclusively on learning explanations face the limi-
tations of partial process models (Tidd & Bessant, 2009). The existing models that do
include two mechanisms to explain business model change are limited in their unit of
analysis. Arguably, the reason for this limitation stems from the choice of cases. The
fact that those models are based on a single case study is most likely connected to the
laborious nature of longitudinal process studies (Langley, 2009; Poole, et al., 2000).
Thus, overall, there is a need to analyze the process of business model innovation lon-
gitudinally in a real-life setting to craft a process model that identifies how different
mechanisms interact to produce this type of innovation (Cavalcante, et al., 2011;
Sosna, et al., 2010).

2.4.3 The Minnesota Model
The Minnesota process model represents the gist of fourteen longitudinal process stud-

ies of different innovation types investigating in different institutional contexts and at
different levels of analysis (Van de Ven & Angle, 2000). The Minnesota Studies rep-

resent the largest set of longitudinal innovation process studies applying a common
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framework of core constructs (i.e., people, ideas, transactions, outcomes, and context).
The common framework enabled researchers to draw conclusions across innovation
types (Van de Ven, et al., 2008), resulting in a process model that is depicted in Figure
14. If business model innovation shares relevant characteristics with the technological,
organizational, and administrative innovations that the Minnesota Model is based on
(Van de Ven & Angle, 2000), this general process model ought to apply to changes in
value creation and value capture. Note that this model is descriptive. The aggregation
of common elements of innovation processes does not entail explanations in terms of

driving mechanisms.

Figure 14: The Minnesota Model
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Source: Van de Ven , Polley, Garoud, and Venkataraman (2008, p. 25).

Van de Ven and colleagues (2008) divide the progression of innovation initiatives
into three periods: initiation, development, and implementation. The subsequent de-
scription of these periods is based on the final report of the Minnesota Studies (Van de
Ven, et al., 2008):

The initiation period starts with (1.) gestation, in which seemingly unrelated
events over an extended period of time preluded what is to become the innovation ini-
tiative. Most often, innovations are not the brainchild of a single inventor with a bril-
liant idea at a precisely defined moment in time. (2.) Shocks within or external to the

focal organization motivate actors to focus their innovation efforts. For business model
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innovation efforts, Markides (2008) suggests that shocks are necessary to overcome
inertia. Subsequently, the innovation initiative requires the support of resource control-
lers to start developing. (3.) Plans serve as “sales vehicles” (Van de Ven, et al., 2008,
p. 23) to negotiate project support but projections are often very uncertain. The busi-
ness model literature is aware of the problems involved in planning for business model

innovation and has thus suggested alternative planning models (e.g., McGrath, 2010).

The development period starts when people start developing the innovation pro-
ject. The initial idea (4.) proliferates “into numerous ideas and activities that proceed
in divergent, parallel, and convergent paths of development” (Van de Ven, et al., 2008,
p. 23). If controlled, rational planning approaches to business model innovation would
welcome the proliferation of ideas early in the process (e.g., Bucherer, 2010). Howev-
er, the innovation process is not as well behaved and is fraught with (5.) setbacks that
result from events beyond the control of the innovation team and alter the project’s
underlying assumptions. Problems arise from discrepancies between the development
of the innovation project and resource requirements as well as anticipated outcomes —
especially after the end of an initial “grace period” (Van de Ven, et al., 2008, p. 24).
What makes this matter even worse is a (6.) shift of the criteria that resource control-
lers and project members use to assess the innovation effort. Johnson and colleagues
(2008) and Govindarajan and Trimble (2005a) covered the impeding effects of key
metrics used in incumbent organizations on business model innovation endeavors and
how the innovating unit needs a different set of criteria. (7.) The people involved in the
innovation endeavor and their contributed energy levels change over time. Innovation
team members and managers have multiple responsibilities or they are drawn to dif-
ferent projects. Chesbrough (2010) alluded to this problem of tenure and the assign-
ment of responsibility for business model innovation in incumbent contexts. (8.) Re-
source controllers and top management frequently influence the path innovation de-
velopment taking on different roles. Van de Ven and colleagues (2008) stress the fact
that all their cases required resource controller or top management intervention to re-
solve significant problems in the innovation process. While the business model litera-
ture is specific on the requirement for top management endorsement of business model
innovation initiatives (e.g., Chesbrough, 2010; Govindarajan & Trimble, 2005a), there
has been no systematic attention to the types of management interventions in such ini-
tiatives. Aside from the internal development and network, the innovation team is re-
quired to establish (9.) relationships with external actors. Van de Ven and colleagues

(2008) maintain that these relationships may “lock innovation units into specific



A The research setting 97

courses of action that often result in unintended consequences” (p. 24). In addition, the
development and implementation of new ideas often requires the joint (10.) develop-

ment of infrastructures with private and public actors or institutions.

The final period of the innovation process is implementation or termination. (11.)
The adoption and implementation of the innovation is not just the final state of the in-
novation process; it happens throughout the developmental period as the “new” and
the “old” are linked and integrated. The Minnesota Studies concluded from their set of
studies that the “new” and the “old” most often integrate or overlap rather than that the
“new” completely transforming or replacing the “old” (Schroeder, Van de Ven,
Scudder, & Polley, 2000). The relationship of an existing and a new business model is
still an area of open debate (cf. chapter A2.2.2.4). Finally, the innovation process is
(12.) terminated when resources are depleted or withdrawn from the project based on
resource controllers’ or top management’s assessment of the project’s success or fail-
ure. This attribution does “significantly influence the fate of innovation and the careers

of innovation participants” (Van de Ven, et al., 2008, p. 24).

Overall, the Minnesota model of the innovation process suggests a more realistic
picture of an innovation path that deviates from simple linear sequence or stage mod-
els. While this picture increases awareness of the difficulties involved in the manage-
ment, it is less specific in its advice on “exactly what to do and how an innovation will
turn out” (Van de Ven, et al., 2008). A process model that combines the event-based
more realistic picture of the innovation process with underlying generative mecha-
nisms that explain the progress of the innovation endeavor has the potential to advance
our understanding of business model innovation and the management of key processes
in navigating “the unchartered river” (Van de Ven, et al., 2008, p. viii) that is innova-

tion.

2.5 Generative mechanisms

2.5.1 Definition and relevance of generative mechanisms
Chapter Al1.4.1 introduced generative mechanisms as a distinctive feature of realist

research. This section details the definition of these mechanisms and their relevance to

the study of business model innovation process.

The parallel use of mechanism-based explanations in different scientific disci-
plines has resulted in an abundance of definitions delineating generative mechanisms
(Hedstrom & Ylikoski, 2010). The study presented in this dissertation assumes a defi-
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nition of generative mechanisms that organization scholars have deemed useful for

management and organization studies (Pajunen, 2008; Tsoukas, 2009):

“Mechanisms consist of entities (with their properties) and the activities that these enti-
ties engage in, either by themselves or in concert with other entities. These activities
bring about change, and the type of change brought about depends on the properties of
the entities and how the entities are organized spatially and temporally.” (Hedstrom,
2005, emphasis added)

Entities and activities form the central elements of this definition. Entities are “the
objects in the mechanisms” (Pajunen, 2008, p. 1451). Entities are individuals (e.g.,
manager, entrepreneur or firm owner) or collective actors (e.g., entire organizations or
institutions) that may activate — either as a loose combination or in tight coordination —
mechanisms that in turn produce certain outcomes. The activation results from enti-
ties’ activities — 1.e., from “what these entities do” (Pajunen, 2008, p. 1452) — and var-
ies with their relative size, force and other characteristics. Together, the temporal and
spatial order of entities as well as related activities provide the explanatory key to in-
novation and change in processual research designs (Pajunen, 2008; Van de Ven,
1992; Van de Ven & Poole, 2005). This order is captured as a sequence of events that
mark the path of an empirical case under study through space (Abbott, 1990, 1995).

The relevance of mechanism-based explanations to process research stems from
the central role they take in realist epistemology. Realist perspective informs much of
the process research and comparative historical analysis (Miller & Tsang, 2011;
Pajunen, 2005; Poole, et al., 2000). This epistemological perspective holds that social
phenomena are linked by causal relationships and that causal explanations are the cen-
tral form of social explanation (Pajunen, 2005). Therefore, realist research centers on
identifying causal mechanisms that produce outcomes of interest as the result of psy-

chological, physical or social processes.

Unfortunately, generative mechanisms are not directly accessible to the researcher.
Generative mechanisms reside in another stratum (cf. Figure 15), termed the real do-
main, which exists independently of a researcher’s knowledge of it (Miller & Tsang,
2011). The working of the mechanisms materializes in the form of directly or indirect-
ly observable events in the empirical domain (Miller & Tsang, 2011). Event observa-
tions allow framing social phenomena in models of the underlying mechanisms de-
rived from the process’ “micro-foundations” — 1i.e., entities and their activities
(Pajunen, 2008). However, Miller and Tsang (2011) point out that not all potentially

possible events belonging to the actual domain — located in between the real and em-
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pirical domain — materialize. Instead, materialized events are the result of all mecha-

nisms operating at a given point in time.

Figure 15: Layered view of reality

Empirical domain: observable events

Actual domain: possible events

R
Real domain: generative mechanisms

v

Time

Note: Ovals denote realized events; ovals in dotted lines represent possible but not realized events.
Source: Own representation based on Bhaskar’s (2008) stratified view of reality.

Note that the notion of micro-foundations as well as the realist focus on entities
and activities to identify generative mechanisms is not premised on radical individual-
ism or reductionism (Pajunen, 2008): Neither individual action alone nor in additive
aggregation exhaustively explains the outcome of every possible process. In contrast,
mechanisms operate at different levels and in different directions (Miller & Tsang,
2011): downward, upward or lateral. Pajunen (2008) therefore suggests conceiving
organizational mechanisms as a part-whole relationship with at least two levels: The
higher-level mechanism is essential to understanding the relevance of entities and ac-
tivities on the level below; at the same time, the lower-level entities and activities are

key to appreciating the higher level mechanism operating in context.

Van de Ven and Poole take this idea even a step further when they suggest concep-
tualizing multi-mechanism models to explain phenomena of organizational innovation
and change (Poole, 2004; Van de Ven & Poole, 1995). Based a comparative analysis
of fourteen longitudinal innovation process studies for different innovation types (i.e.,
the Minnesota Studies, cf. chapter A2.4.3), the authors suggest four basic generative
mechanisms (“motors”) to serve as building blocks for process theory development

(Van de Ven & Poole, 1995): life-cycle mechanisms (based on an immanent predeter-
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minism), teleological mechanisms (based on purposeful enactment), dialectic mecha-
nism (based on confrontation of opposing positions and resolution in synthesis), and
evolutionary mechanisms (based on a pattern of variation, selection, and retention).
While these mechanisms have successfully stimulated process theorizing (e.g., Cule &
Robey, 2004), other authors have pointed out that they should not be taken as an a pri-
ori finite source of process explanations (Langley, 2009; Sminia, 2009). For example,
Langley (2009) points out that other theoretical frameworks such as structuration theo-
ry (Giddens, 1984), actor-network theory (Denis, Langley, & Rouleau, 2007), sense-
making theory (Weick, 1995; Weick, et al., 2005) or complexity theory (Brown &
Eisenhardt, 1997; Houchin & MacLean, 2005) might also inform generative mecha-

nism explanations.

Poole and Van de Ven (Poole, 2004) argue that any single generative mechanism
is likely to fall short of explaining an innovation process because the process unfolds
both within as well as outside of the innovating unit — across time and space. In effect,
different combinations of generative mechanisms are required for an adequate expla-
nation (Poole & Van de Ven, 2004): e.g., different mechanisms may influence geo-
graphically disparate parts of an organization at the same time, different mechanisms
may vary in the degree to which they influence an innovation process over time, or

they may simultaneously impact an organization at different levels.

A composite process model that incorporates multiple generative mechanisms
needs to be versatile and cover three key aspects (Poole & Van de Ven, 2004): first,
mechanisms’ inter-level or spatial relationships, second, the nature and degree of
mechanisms’ mutual influence, and finally, the time scale at which mechanisms oper-
ate (cf. Table 20). Versatility” refers to the process model’s ability to explain a broad
domain of developmental patterns without requiring modification (Poole, et al., 2000).
According to Poole and colleagues (2000), the versatility of a mechanism-based ex-
planation depends on two criteria: first, the degree to which the model allows identify-
ing “family resemblance” among sequences of events beyond case idiosyncrasies; and
second, the degree to which the model enables researchers to identify generative
mechanisms across a broad range of cases. These criteria inform the conception of
process model configurations for the business model innovation process in chapter
B6.1.

33 Versatility is the central criterion to judge the value of a causal mechanism and the related process theory
independently of the building blocks or the number of levels considered (Pajunen, 2005).
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Table 20: Three key aspects in building a process model

Relationships Descriptions

Relationships at different levels

1. nested mechanism = a lower-order mechanism is closely linked with a higher-order mechanism
= the higher level mechanism serves a function at the lower level
= the lower-level, nested mechanism helps to drive the higher level mechanism

2. entangled mechanism = a lower-level and higher-level mechanism influence each other but are not
tightly linked

= the mechanisms are not synchronized and operate independently of each other

3. aggregated mechanism = |ower-level mechanisms constitute a higher-level process by aggregation
(entangled and nested mechanisms do not question how the different leveled
mechanisms come into being)

= the higher-level mechanism is strongly dependent on the lower-level
mechanism

Forms of relationships

1. direct relationships = positive relationship (linear, reinforcing)
= negative relationship (linear, dampening)
= complex relationship (non-linear)
2. indirect relationships = mediated relationship: mechanisms are linked by another process (e.g.,
because they operate in the same context such as economic crisis)

= entrained relationship: mechanisms operate independently but are
coordinated due to an external, pacing factor (e.g., calendar for organizations)

= cyclical relationship: mechanisms alternate in their impact on the change

process
Temporal relationships

1. temporal velocity = how quickly the change process progresses

2. duration = how long a process takes (controlling for velocity)

3. acceleration = whether and to what degree the temporal velocity changes

4. temporal orientation = the degree to which past, present, and/or future influence the change process

Source: Adapted from Poole and Van de Ven (2004, pp. 384-390).
2.5.2 Generic generative mechanisms

2.5.2.1 Selection and overview

The subsequent section details five mechanisms: sensemaking and the four mecha-
nisms included in Van de Ven and Pool’s (1995) framework. Table 21 provides an
upfront summary and comparison of the five mechanisms that have been selected be-
cause they matter either for the process model conceived from the case analysis (i.e.,
teleological, dialectic and sensemaking’® mechanism) or the appreciation of existing

process models (i.e., life-cycle mechanism).

*® The evolutionary mechanism is not included separately because sensemaking relies on a variant of the evolu-
tionary mechanism as chapter A2.5.2.6 will demonstrate.
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Table 21: Comparison of five generative mechanisms

Mechanism
Characteristic Life-Cycle Teleological Dialectical Evolutionary Sensemaking
Generative Regulated Planned Conflict Competition Competition
force™”
Process of Sequence of Unit perceives Unit changes Unit changes Unit changes
change stages; full problem or through coping  through random through interac-
sequence has opportunity, with or due to or planned tion between
initiation, sets goals, acts  effects of con- variation which  ecological
growth, decline, to achieve flicts, tensions,  are then se- change and
termination goals, monitors  or contradic- lected by envi- enactment that
stages outcomes tions ronmental is then selected
pressures; through combi-
effective varia- nation of retro-
tions are re- spective atten-
tained in the tion, mental
unit models, and
articulation;
plausible sto-
ries are sub-
stantiated and
retained
Is the end state  Yes; final point  Yes; by the No; end state No; end state No; end state
of the change in sequence goal emerges from emerges from emerges from
process de- process process process
fined at the
outset?
Is the path of Yes No No No No
development
predetermined?
Change Convergent Divergent Divergent Convergent Convergent
process
Concept of time  Cyclical Event Event Cyclical Cyclical

Source: Adapted from Poole and Ven de Ven (2004, p. 377) and Weick, Sutcliffe and Obstfeld (2005).

2.5.2.2 The life-cycle mechanism

The first mechanism in Van de Ven and Poole’s framework, life cycle, was pioneered
by Comte (1798-1857), Spencer (1820-1903), and Piaget (1896-1980) (Van de Ven &
Poole, 1995). This process mechanism defines change as an entity’s transition
“through a necessary sequence of stages or phases” (Poole & Van de Ven, 2004, p.
376) of a change process. What happens within these stages is predefined and con-
trolled by a natural, institutional or logical program at the outset of the process (Poole
& Van de Ven, 2004). Thus, the life-cycle motor drives change through this program

that is either externally imposed or immanent in the changing entity (Van de Ven &

3" For the sake of terminological clarity, I deviate from Poole and Van de Ven’s (2004) original terminology.
With reference to realist perspective (cf. Reed, 2009), their “theories” are termed “mechanisms” and what they
term “generative mechanisms” is referred to as “generative force”.

¥ For a discussion of divergent and convergent event sequence progressions in developmental models see Van
de Ven (1992).
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Poole, 1995). Poole and Van de Ven (2004, p. 377) refer to Cameron and Whetten’s
(1983) organizational life cycle and Greiner’s (1972) model of organizational growth
as exemplary work relying on this particular type of change mechanism. The life-cycle
mechanism is featured explicitly in Bucher’s (2010) and implicitly in Cavalcante and

colleagues’ (2011) process model of the business-model innovation process.

While change within a single stage may be continuous, the progression from one
stage to another “involves a qualitative change in the unit and sometimes in the nature
of the developmental process itself” (Poole & Van de Ven, 2004, p. 377). Yet, the
overall concept of time is cyclical: The entity runs through all stages and at the end the
cycle starts anew, with the same or a different unit that changes (Van de Ven & Poole,
1995).

Change driven by the life-cycle mechanism is convergent in nature (Van de Ven &
Poole, 1995). Conflict or divergence may well reside within the changing unit at dif-
ferent stages, but as the whole unit undergoes the change process, the final result is a
unified, complete unit (Poole & Van de Ven, 2004). To illustrate potential tension that
results in a convergent result, Poole and Ven de Ven (2004) refer to Greiner’s (1972)
conceptualization of change, which refers to crises at each stage of the change process:
Early growth, for example, is driven by creativity, but eventually needs leadership for

the second stage of growth.

The authors (Poole & Van de Ven, 2004) distinguish three variations of the basic
life-cycle mechanism by different generative force: the logical, the natural, and the
institutional life-cycle mechanism. Both logical and natural mechanisms exert a strong
influence on the sequence of stages. Poole and Van de Ven (2004) give two examples
to illustrate a necessary sequence: “later stages in a person’s life cannot occur without
earlier ones” (p. 377) (i.e., natural generative force) and a re-institutionalization may
not appear without a previous de-institutionalization (i.e., logical generative force). In
contrast, a life-cycle mechanism regulated by an institutional force (e.g., the legislative
approval process for new vaccines) is less stringent in its influence on the change pro-

cess as exceptions to the institutional rules are possible (Poole & Van de Ven, 2004).

2.5.2.3 The teleological mechanism

The second mechanism in Van de Ven and Poole’s framework, the teleological mech-
anism, was pioneered by Mead (1863-1931), Weber (1864-1920), and Simon (1916-
2001) (Van de Ven & Poole, 1995). This mechanism explains change “as a cycle of

goal formulation, implementation, evaluation, and modification of actions or goals
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based on what was learned or intended by the [unit of change]” (Poole & Van de Ven,
2004, p. 378). This process either results from purposeful action toward envisioned
outcome or retrospective social construction by individual actors (Poole & Van de
Ven, 2004). Poole and Ven de Ven (2004, p. 378) suggest that adaptive learning theo-
ries (e.g., March & Olsen, 1976) and models of intentional strategic planning and ra-
tional decision-making (e.g., Mintzberg, Raisinghani, & Theoret, 1976) rely on teleo-
logical change. The teleological mechanism also features in a number of process mod-
els of the business model innovation process (Cule & Robey, 2004; McGrath, 2010;
Sosna, et al., 2010).

The desire of the unit of analysis to solve a problem or to capitalize on an oppor-
tunity initiates the change process (Poole & Van de Ven, 2004). The unit is considered
to envision a desired goal, take action to reach it, and to monitor the progress, which

leads to the repetitive teleological cycle (Poole & Van de Ven, 2004).
Poole and Van de Ven (2004) argue that the teleological mechanism can apply to

either a single unit (e.g., a manager) of change or a number of units that are like-
minded and follow the same goal (e.g., an innovation team). Thus, the teleological
process’ path is not predetermined, yet the sequence is driven by the desired goal and
the action in its pursuit (Van de Ven & Poole, 1995). Models of this process may in-
clude different steps that a unit of change has to follow (e.g., Mintzberg, et al., 1976),
however, there are multiple paths through these stages that may be influenced by sud-
den events, or problems and opportunities that unfold along the process (Poole & Van
de Ven, 2004).

Events are the denominators of process timing for teleological change. The process
is enacted as a series of events that determine the process’ progress (Poole & Van de
Ven, 2004, p. 379). Similar to life-cycle theories, teleological change presupposes pro-
cess convergence toward an outcome (Van de Ven, 1992). This is achieved by the col-
lectively envisioned goal that drives the change process — in spite of the divergence

that may occur over the course of the process (Poole & Van de Ven, 2004).

Poole and Van de Ven (2004) distinguish two variations of teleological mecha-
nisms: processes that have been intentionally planned and processes that are post-hoc
rationalized. The authors (Poole & Van de Ven, 2004) note that “proactive processes
seem to be the most natural model for teleology for most U.S. social scientists, in view
of the common emphasis on the classical conception of rationality in the economic

decision making traditions” (p. 379). Sometimes, however, organizational actors make
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sense of situations only after a change process has unfolded. This is, for example, what

Henry Mintzberg has labeled “emergent strategy” (Mintzberg & Waters, 1985, p. 258).

Readers familiar with Weick’s (1995) conception of sensemaking will have no-
ticed that there is a considerable resemblance between the teleological mechanism and
sensemaking (e.g., the retrospective rationalization and enactment). However, chapter

A2.5.2.6 will demonstrate that these are indeed two different mechanisms.

2.5.2.4 The dialectic mechanism

The third mechanism in Van de Ven and Poole’s framework, the dialectic mechanism,
was pioneered by Hegel (1770-1831), Marx (1818-1883), and Freud (1856-1939) (Van
de Ven & Poole, 1995). This mechanism explains change as the result of conflicts be-
tween two parties: units with a thesis and units with an antithesis that will eventually
collide to form a synthesis (Poole & Van de Ven, 2004). The synthesis will provide the
new “thesis for the next cycle of dialectical progression” (Poole & Van de Ven, 2004,
p. 379). Poole and Van de Ven (p. 379) view Marx’s (1954) theory of economic de-
velopment and Sztompka’s (1994) theory of social change as exemplary work relying
on dialectic change. Cule and Robey (2004) include the dialectical mechanism in their

model of business model change.

Dialectical change is triggered by efforts to deal with contradictions, tensions and
conflicts within and around the unit of change (Poole & Van de Ven, 2004). The goal
of the dialectic process and the end-state of the changing unit are both unclear at the
outset; they emerge as the process unfolds (Poole & Van de Ven, 2004). Poole and
Van de Ven (2004) distinguish between dialectical change that is “driven by the con-
flict or contradiction itself” (p. 379) and dialectic change that “results from attempts of

the unit to resolve the conflict or tension and mitigate its negative effects” (p. 379).

As the unit of change has various ways to respond to contradictions, conflicts, and
tensions, as well as to reach synthesis, the path of dialectical change will vary from
case to case (Poole & Van de Ven, 2004; Van de Ven, 1992). Poole and Van de Ven
(2004) emphasize that while it is possible to conceptually distinguish thesis, anti-thesis

and synthesis, in reality, they are intertwined and may be identified ex-post only.

The emphasis on contradiction, conflict, and tension then explains the dialectic
mechanism’s divergent conceptualization of change processes (Poole & Van de Ven,
2004, p. 380). Therein, time is event-driven (Poole & Van de Ven, 2004): “The dialec-
tic is driven by tensions and contradictions, whose occurrence at irregular intervals

mark the significant points in the process” (p. 380).
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Poole and Van de Ven (2004) distinguish two types of dialectical mechanisms: on
the one hand, the Hegelian conflict-based process of thesis, anti-thesis and synthesis,
and on the other hand, the Bakhtinian process of tension-based dialectics. The Hegeli-
an process (cf. Poole & Van de Ven, 2004) is driven by the occurrence of an anti-
thesis opposed to the thesis, which will be simultaneously resolved in the synthesis.
The synthesis, however, is only a temporary solution to conflict as a new antithesis
will eventually arise in response to the synthesis (Poole & Van de Ven, 2004). In the
Hegelian dialectic, the unit of change often shows resistance to change and conflict
drives the movement through change process (Poole & Van de Ven, 2004). In contrast,
the Bakhtinian tension dialectic (cf. Bakhtin, 1981; Werner & Baxter, 1994, cit. in
Poole and Van de Ven, 2004) assumes change to reside in the never-ending interplay
between dual tensions (e.g., integration and differentiation or exploration and exploita-
tion) that presuppose each other (Lewis, 2000; Seo, Putnam, & Bartunek, 2004). The
dynamics of change arise from the necessary acknowledgement of both poles and the
active efforts to incorporate them both in the unit of change (W. K. Smith & Lewis,
2011).

2.5.2.5 The evolutionary mechanism

The fourth and final mechanism in Van de Ven and Poole’s framework, the evolution-
ary mechanism, was pioneered by Lamarck (1744-1829), Darwin (1809-1882), Men-
del (1822-1884), and Gould and Eldridge (1977) (Van de Ven & Poole, 1995). The
evolutionary mechanism explains change as “a repetitive sequence of variation, selec-
tion and retention” (Poole & Van de Ven, 2004, p. 380) (abbr. VSR) among units of
change that belong to a specific population (Poole & Van de Ven, 2004). VSR is a mi-
cro-level process in which characteristics of individual units experience variation, and
if this variation provides the unit with an advantage in the competition for scarce re-
sources, the variation is selected and retained in the surviving population (Poole &
Van de Ven, 2004). Hence, “populations of a species evolve and eventually prosper or
are extinguished” (Poole & Van de Ven, 2004, pp. 380-381). Poole and Van de Ven
(2004) list Weick’s (1979) theory of organizing and Aldrich’s (1979, 1999) theory of
organizational ecology as exemplary work relying on evolutionary change process
theory. None of the reviewed process models for business model innovation relies on
the evolutionary mechanism. The reason for this is most probably the bias of business
model research toward managerial action and strategic choice (Lecocq, et al., 2010).

However, the evolutionary mechanism is presented here as it matters to sensemaking,
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which will feature as one of the mechanisms in the process model configurations that
result from the case analysis in chapter BS.

Baum and Rao (2004) emphasize that VSR is quite different from its origin in bi-
ology: Variation may result at random or from intentional impulses, selection may be
driven by external environmental forces or choices by the unit of change itself, and
retention may result from natural mechanisms (e.g., individual memory) or within in-
tentionally created structures (e.g., electronic database serving as organizational
memory) (Poole & Van de Ven, 2004).

The path through the VSR sequence is “weakly predetermined” (Poole & Van de
Ven, 2004, p. 381): Shifting competitive pressures may cause several evolutionary
processes at a time and thus, the specific path through the VSR cycle is hard to deter-
mine. Moreover, with its emphasis on variation as the trigger for change, the evolu-
tionary mechanism is divergent in nature and the VSR process incorporates a cyclical
view of time that is predefined by the progression through its three sequence stages
(Poole & Van de Ven, 2004).

Poole and Van de Ven (2004) distinguish four variations of evolutionary change
theories: the Darwinian view, the Lamarckian view, the Mendelian view, and Gould’s
view. The Darwinian view (cf. Poole & Van de Ven, 2004) implies that the changing
unit’s traits are inter-generationally inherited, which means that the range of possible
variations is pre-determined at the unit’s birth through organizational inertia. Howev-
er, most scholars these days have adopted Lamarck’s perspective (cf. Poole & Van de
Ven, 2004), which allows for traits to be acquired over the unit’s lifetime by means of
imitation and learning. The Mendelian view (cf. Poole & Van de Ven, 2004) concep-
tualizes variation as the product of different ancestral resources that either reside with-
in or outside the unit that is subject to change. Variation produces new organizational
forms either as hybrids or extensions of existing arrangements (Poole & Van de Ven,
2004). Finally, Gould’s conception (cf. Poole & Van de Ven, 2004) adds a level of

hierarchy as it distinguishes between evolution within as well as across populations.

2.5.2.6 The sensemaking mechanism

The sensemaking mechanism in an organizational context “involves placing stimuli
[e.g., a disruption of the expected development of the market] into some kind of
framework [i.e., a mental model]” (Weick, 1995, p. 4) that enables organizational ac-
tors to explicitly construct events (e.g., a problematic situation such as the market en-

try of a new competitor), infer meaning from these events, and determine their actions
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(Weick, et al., 2005). Weick, Sutcliffe, and Obsfeld (2005) conceive the mechanism as
a process of intra-organizational evolution (abbr. ESR): New meaning or sense is cre-
ated in “the reciprocal relationship between ecological change and enactment” (Weick,
et al., 2005, p. 414). The multitude of meaning is subsequently subject to a selection
process that reduces equivocality and plausible meaning is retained and substantiated
(Weick, et al., 2005).

Each step in the ESR process is characterized by a number of sensemaking activi-
ties that allow dealing with ambiguity and uncertainty (Weick, 1995; Weick, et al.,
2005): At the beginning (i.e., in the interaction of ecological change and enactment)
ecological change is sensed, order enacted in the continuous flow of experience, and
externalities shape sensemaking subjects (Weick, et al., 2005). The bracketed flow of
experience is subsequently reduced by a “combination of retrospective attention, men-
tal models, and articulation [into] ... a locally plausible story” (Weick, et al., 2005, p.
414). This story is finally retained by relating it to past experience, identity, and the
story’s use “as a source of guidance for further action and interpretation” (Weick, et
al., 2005, p. 414).

The sensemaking mechanism is driven by a competition of different meanings that
develop in sensemaking occasions (Weick, et al., 2005). Ambiguity and uncertainty
are among the common occasions in which people engage in organizational sensemak-
ing (Weick, 1995): While ambiguity creates confusion because of equivocality, uncer-
tainty refers to the absence of any interpretation from the perspective of actors that
engage in sensemaking. The path through the cyclical ESR sequence is “weakly prede-
termined” (Poole & Van de Ven, 2004, p. 381) as it is the case for the evolutionary
mechanism. Besides multiple, parallel sensemaking processes at different sequence
stages, the feedback of retained meaning on enactment and selection (Weick, et al.,
2005) distinguish sensemaking from mechanisms with strong predetermined paths.
Nonetheless, change in the sensemaking mechanism is convergent as the ESR process
leads toward the retention of selected, locally plausible sense that resulted from an ini-

tially equivocal situation (Weick, et al., 2005).

At first glance, the sensemaking mechanism bears resemblance to the teleological
mechanism. However, they differ in four crucial aspects (Poole & Van de Ven, 2004;
Weick, 1995): First, while the teleological mechanism is mostly about action and deci-
sion making, sensemaking emphasizes the role of making sense and its enactment to
select and retain meaning. Second, in sensemaking, meaning is constructed in an ongo-

ing flux of experience; however, teleology suggests that the purpose is out there to be
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discovered. Third, that which is discovered in teleology serves to determine a prede-
fined outcome to which the process is geared. In contrast, the outcome of sensemaking
is not predetermined as sense and enactment are intertwined and interact. Finally,
sensemaking is more about plausibility than the accuracy on which the rational plan-

ning of certain teleological decision-processes is premised.

The overview of different process theories (i.e., generative mechanisms) in the lit-
erature on organizational change and innovation concludes this study’s review of the
general theoretical and conceptual background. Chapter A2.6 provides theoretical and

conceptual conclusions on the basis of this review.

2.6  Theoretical and conceptual conclusions

2.6.1 The research framework
In conclusion, this theoretical and conceptual background chapter has argued that the

business model is a sensible and meaningful construct that allows management and
organization researchers to conceptualize and comprehend the integrated innovation of
the way value is created (i.e., how and for whom) and the way value is captured by a

focal organization.

In the absence of a single comprehensive conceptualization, the value-based busi-
ness model (cf. chapter A2.2) will serve as the clearly specified and subsequently op-
erationalized conceptualization informing the subsequent case study, which contrib-
utes to the collective research program on business models (Lecocq, et al., 2010).
Bieger and Reinhold’s (2011) conceptualization is a reasonable choice because it cen-
ters around the idea of value creation and capture, connects the elements of the busi-
ness model to existing theoretical frameworks and concepts, and allows the describing

of the system-wide changes that business model innovation might give rise to.

With reference to existing definitions (i.e., Casadesus-Masanell & Zhu, 2013; Zott
& Amit, 2007), business model innovation has been defined as a new business model
configuration that specifies new ways to create and capture value for the focal organi-
zation, its customers, and other stakeholders. To be classified a business model inno-
vation, change in business model elements must alter the element’s interaction as cap-
tured by the business model architecture (Henderson & Clark, 1990; Zollenkop, 2006),
but these configurations need not be “new to the world”. They must qualify as innova-
tions from the focal organization’s point of view, however (cf. N. Anderson, et al.,
2004). This definition sets business model innovation apart from other innovation
types (cf. chapter A2.3.2).
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The review of existing work on business model innovation along five key con-
structs of innovation management (i.e., ideas, people, transactions, context, outcomes)
(Van de Ven, 1986) (cf. chapter A2.3.3) as well as the review of existing process mod-
els of business model innovation (cf. chapter A2.4.2) have demonstrated that we know
relatively little about the material and cognitive mechanisms that drive both business
model conceptualization and implementation as well as their respective interactions. In
addition, the dynamics of the relationship between the existing and the new business
model are as of yet subject to debate.

Figure 16 details how the conceptualizations of the business model, business mod-
el innovation, innovation process, and generative mechanisms as well as the review of
existing work are synthesized to inform the research framework that guides the subse-

quent case studies of an incumbent organization innovating its business model.

Figure 16: Research framework

Business Model Innovation Process

Empirical domain: event structure

Actual domain: pattern

BM2,

Real domain: generative mechanisms

to > 4

Note: Ovals denote realized events; ovals in dotted lines represent possible but not realized events;,
hexagons denote business models. Source: Own representation based on Bhaskar’s (2008) stratified
view of reality.

Figure 16 depicts the process of business model innovation for an incumbent or-
ganization that starts at t, with an established, implemented business model (BM1,)
and arrives at a later point in time (t;) with two business models beside each other: a
new business model (BM2,) and a later version of the old business model (BM1,). The
process itself is represented on three layers (cf. Bhaskar, 2008) and constituted of three
entities: events, patterns, and generative mechanisms. The first layer, the empirical

domain, contains a sequence of events in temporal and spatial order (depicted as con-
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nected ovals). An event represents the activity of an entity (e.g., innovation project
manager or team) (Pajunen, 2008). The case analysis will attend to events that repre-
sent a change in ideas, people, transactions, context, and outcomes (Van de Ven, 1986;
Van de Ven & Angle, 2000) in order to focus the observation of events and connect
the analysis of the business model innovation process to existing studies for different
innovation types. The second layer, the actual domain, consists of all the events that
the mechanisms working in the real domain could have activated (Miller & Tsang,
2011). Events that did not materialize in the empirical domain are represented by ovals
drawn in dotted lines. The focus here is on the pattern of events (cf. Abbott, 1990) that
do materialize in the empirical domain, as represented by the connection between the
materialized events. The pattern subsequently permits insight into which generative

mechanisms operate in the real domain on the third layer (Pajunen, 2008; Reed, 2009).

Hence, overall, the research framework combines critical realist philosophy’s lay-
ered view of reality with the process approach’s endeavor to uncover the contents of
the proverbial process “black box” (Mohr, 1982; Poole, et al., 2000) that brings about
business model innovation. The constitutents of the research framework are picked up

again in chapter B4.4 where where they are operationalized for the case study analysis.

2.6.2 A priori expectations
In addition to the research framework, the theoretical and conceptual background

chapter also allows drawing conclusions as to what to expect of the business model
innovation process based on the literature review of existing work on business model
innovation along five key constructs of innovation management (i.e., ideas, people,
transactions, context, outcomes) (Van de Ven, 1986) as well as the review of existing

process models of business model innovation.

Table 22 summarizes these a priori expectations along the five key concepts of in-
novation management. Note that these statements per concept are termed expectations
rather than propositions for the sake of conceptual clarity. Propositions regarding the
research questions based on the empirical case study and existing theory are the out-
come of the qualitative study presented in this dissertation. It is not the purpose of this

case research to test the literature’s predictions with a small-N sample.



112

2 General theoretical and conceptual background

Table 22: A priori expectations

Concept Expectation Source(s)
Idea 1. The business model innovation is not the brainchild of ~ (Van de Ven, etal., 2008)
a single innovator born at a precise moment in time.
2. Shocks mobilize and focus efforts to develop new (Van de Ven, et al., 2008)
ideas and implement a new business model.
3. The path of the innovation project is likely non-linear (Bucherer, et al., 2012; Demil & Lecocq, 2010;
(fraught with setbacks and crises) and results from a Van de Ven, et al., 2008)
mixture of emergent and intended efforts.
4. The ideas for new business model configurations are ~ (Vande Ven, etal., 2008)
likely to proliferate and develop in parallel.
5. Conflict is likely to occur between the existing busi- (Cule & Robey, 2004)
ness model (representing old ideas) and the new
business model (representing new ideas).
People 1. Business model innovation requires people to learn (Chesbrough, 2010; Teece, 2010)
about value creation and value capture.
2. People are incapable of designing the new business (Casadesus-Masanell & Ricart, 2010a; Sosna,
model in all its elements and architecture without mar- ~ etal., 2010)
ket learning.
3. Learning from successful experiments and failures (Chesbrough, 2010; McGrath, 2010)
improves people’s understanding of the new business
model configuration.
4. Innovation champions are likely to matter for the sup- ~ (Bucherer, etal., 2012)
port of the business model innovation project.
5. Business model innovation is likely to require people (Teece, 2007; Van de Ven, et al., 2008)
at different levels and in different parts of the innovat-
ing organization to contribute their skills and energy
levels for the endeavor to succeed.
6. People’s existing mental models and cognitive abilities ~ (Aspara, etal,, 2011, 2012; Chesbrough,
matter in both the perception of the opportunity to in- 2010; Tikkanen, et al., 2005)
novate and the development and implementation of a
new business model.
Transac- 1. Knowledge and other resources necessary for the (Chesbrough & Schwartz, 2007; Dahan, et al.,
tions business model innovation project may result from re- ~ 2010)
lationships with external transaction partners.
2. Relationships with transaction partners may lock the (Van de Ven, et al., 2008)
business model innovation endeavor into specific de-
velopmental paths.
Context 1. The new business model concept may develop both (Burgelman, 1983a; Demil & Lecocq, 2010)
within as well as outside of the existing strategic con-
text
2. The organizational context needs to be tailored to the ~ (Chesbrough, 2010; Govindarajan & Trimble,
relationship of units pursuing the old and new busi- 2005a; Markides & Charitou, 2004;
ness model respectively. Westerman, et al., 2006)
3. Shocks in the external context may impede business (Casadesus-Masanell & Zhu, 2013; Teece,

model innovation efforts.

2010; Van de Ven, et al., 2008)

(Table continued on next page)
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Outcomes 1. A new business model innovation concept is designed ~ (Amit & Zott, 2012)
around one or more of Amit & Zott’s design themes
(i.e., novelty, complementaries, lock-in, efficiency) .

2. Timelines and outcome criteria for a business model (Van de Ven, et al., 2008)
innovation project shift after an initial grace period.

3. The wish to allocate resources to their most profitable ~ (Chesbrough, 2010)
use threatens business model innovation projects ear-
ly in their lifetime.

4. Efforts to develop and implement a new business (Govindarajan & Trimble, 2005a; Johnson, et
model need a new set of key metrics for the initiative al., 2008)
to thrive.

Source: Own representation

The overview of a priori expectations relating to the five core concepts, which will
be revisited in the case study discussion in chapter B6.1, concludes the theoretical and
conceptual background chapter of this dissertation. Subsequently, chapter A3 will de-
tail the industry context, explain why the German-speaking part of Switzerland is ex-
emplary to study business model innovation, and outline the market setting at the time
of the study.



114 3 Industry background

3 Industry background

3.1  Overview of Swiss newspaper business

The Swiss newspaper business was selected for the study of business model innova-
tion by incumbent organizations for a number of reasons (cf. chapter A1.3). Most im-
portantly, the Swiss newspaper business represents a prime example of a market
whose incumbents were suddenly presented with new entrants that competed on the
basis of new ways to create and capture value (Haller, 2009a). The free newspaper
concept, which harnessed these new ways of competing, is recognized as business
model innovation by business model scholars (e.g., Casadesus-Masanell & Ricart,
2010b; Casadesus-Masanell & Zhu, 2013; Teece, 2010), media industry researchers
(e.g., Bakker, 2002a; Picard, 2001), and professionals (e.g., lordan & Chisholm, 2005;
Picard & Dal Zotto, 2006) alike.

The following sections provide background information on the industry context of
the business model innovation case study. In particular, they summarize key market
figures®, with a focus on the late 1990s and early 2000s, explain why free newspapers
represent the kind of stimulus for business model innovation that is of interest to this
dissertation, and set the scene of the industry-level context for the subsequent case-

study analysis.

3.1.1 Newspaper supply
Over the past century the number of daily paid newspapers in Switzerland has signifi-

cantly declined from about 400 titles in 1939 to less than 250 titles in the early 1990s
(Kradolfer, 2007). At the beginning of this period, paid daily newspapers were mostly
small, locally oriented and associated with specific political groups (Kradolfer, 2007).
However, there has been a considerable increase in concentration in the market (BFS,
2001) and today’s daily newspapers in Switzerland are mostly cross-party and cross-
regional newspapers covering international, national and local news for their target
readership (Kradolfer, 2007). In this process, formerly independent local newspapers
have become part of larger publishing groups. While these newspapers still exist in

name, their editorial offices only supply the local news section for a newspaper that

%% Note that figures in this chapter are of indicative character. The data used to compile figures and charts was
collected by a national institution monitoring media usage and circulation (WEMF), the federal office for sta-
tistics (BFS), and the World Association of Newspapers (WAN). Conceptual definitions (e.g., what constitutes
a free newspaper) and categorizations (e.g., cut-off points for age groups) varied and have been adjust-
ed/reconciled as far as possible.
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otherwise draws on the publishing group’s international and national news coverage
(Haas, 2005; Kradolfer, 2007).

While the total number of newspaper titles had ben falling since the early 20th cen-
tury, the remaining and merged newspaper titles were, until the mid-1980s, making up
for this loss through an increase in total circulation (BFS, 2010; Kradolfer, 2007).
From the mid 1980s until 2002, the total circulation of daily newspapers remained
fairly stagnant at a level above 4 billion newspapers (cf. Figure 17). Yet, average daily
circulation has been declining ever since the mid-1980s (Kradolfer, 2007). This de-
cline in circulation has not affected all paid newspaper categories in the same way
(Kradolfer, 2007): While the number of daily paid newspapers appearing four times or
more a week shrank by about a third between 1985 and 2005, the number of newspa-

pers appearing once a week, particularly Sunday newspapers, soared.

Figure 17: Average and total daily newspaper circulation
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Note: Figures for Switzerland from 1960 to 2010. Source: Based on BFS (2010).

Table 23 provides the definitions for the different newspaper types that the Swiss

industry body for media measurement (abbr. WEMF) uses to audit circulation figures
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Table 23: Newspaper typology

Typology Description Source
Daily newspaper The newspaper is available to readers on four or more days a week. (WEMF, 2012,
(“dailies”) The newspaper contains general information on current events, politics, p. 4)

the economy, and sports. The newspaper targets the general public on

a general basis and is not restricted in access.
Regional weekly The newspaper is available on three or fewer days a week. It targets (WEMF, 2012,
newspaper the general public and is not restricted in access. p. 4)
(“non-dailies”)
Sunday newspaper A newspaper available on Sundays. (WEMF, 2012,
(“Sundays”) p.4)
Free daily The newspaper is available to readers on four or more workdays at no (Haller, 2009a,
newspaper cost. Advertising revenues cover production and distribution costs. The  p. 17)
(“free daily”) newspaper contains edited sections containing general information on

current events making up no less than 40 percent of the newspaper’s

total volume of a minimum of 16 pages. The edited sections follow

journalistic principles (i.e., independence, trueness, relevance, and

general intelligibility).
Free weekly The newspaper is available on three or fewer days a week at no cost. (Bakker, 2002b,
newspapers The newspaper mainly serves “as an advertisement platform for local p. 78)

(“free sheets”)

business and [carries] some news an service for local communities”.

Source: Own representation.

The effect of concentration and mergers in the Swiss newspaper business (BFS,

2010; Kradolfer, 2007) shows in the fact, that about ten paid daily paid newspapers,
each with a circulation of roughly 100,000 copies (cf. Table 24), reach about 65 per-
cent of the Swiss population, which makes up approximately 80 percent of the total
reach of daily newspapers in Switzerland between 2001 and 2006 (Kradolfer, 2007).
Table 24 provides the circulation and readership figures for the top 10 Swiss newspa-
pers between 1998 and 2009. The media companies publishing these newspapers are
also among Switzerland’s largest publishing companies measured by their revenues.
The two largest paid daily newspapers, BLICK and TAGES ANZEIGER, have declined
considerably in circulation and lost readership between 1998 and 2009.

The majority of daily newspapers are sold on a subscription basis with home or
postal delivery service. Between 1994 and 2009, the average rate of over-the-counter
sales for daily newspapers fluctuated between 12 and 9 percent (WAN, 1999-2009).
The average cover price for subscription fluctuated between CHF 1.00 and CHF 0.85
per issue, while the average cover price for single copy sales increased from CHF 1.75
to CHF 2.10 (WAN, 1999-2009).
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Table 24: Top 10 daily newspaper circulation and readership

Newspaper 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
(Publisher) [x1000]

24 heures Readership 290 271 232 234 241 243 245 226 - - - -
(Edipresse . .

Publications Circulation 89 89 90 88 88 89 86 103 - - - -
S.A)

Aargauer Readership 250 253 221 213 - - - - - - - -
Zeitung (ced.) . .

(AZ Medien Circulation 119 119 120 118 - - - - - - - -
Gruppe)

Basler Zeitung Readership 240 245 218 210 208 226 221 210 212 188 171 169

(Basler Zeitung ) )
Medien) Circulation 15 116 115 115 109 104 101 99 99 94 93 88

Berner Zeitung  Readership 309 304 255 331 303 341 426 405 392 405 398 395
(Espace Media

Groupe) Circulation 134 135 136 137 162 163 166 167 158 213 213 200
Blick Readership 774 760 742 739 734 746 736 717 715 689 650 651
(Ringier)

Circulation 316 317 314 309 309 292 275 262 255 240 231 215
Die Sudost- Readership 253 246 232 230 228 243 249 249 245 237 232 236
schweiz
(Stdost- Circulation 144 140 138 139 139 138 145 140 140 127 127 126
schweiz
Presse)
Mittelland- Readership - - - - 361 366 381 389 449 429 414 421
zeitung
(AZ Medien Circulation - - - - 198 194 190 189 210 207 203 192
Gruppe)

Neue Luzerner Readership 283 291 273 273 258 289 290 292 294 287 280 278

Zeitung (ced.) ) .
(Neue Luzemer Circulation 132 133 133 134 134 133 134 132 131 130 129 127

Zeitung AG)

Neue Zircher Readership 435 420 308 300 297 324 316 331 312 312 291 294

Zeitun
(NZz gruppe) Circulation 162 167 169 170 170 166 155 151 147 144 127 140

St. Galler Readership 249 241 220 212 207 226 239 229 219 206 192 201
Tagblatt (ced.) ) )

(St. Galler Circulation 119 116 110 110 111 110 108 106 103 102 99 95
Tagblatt AG)

Tages Anzei- Readership 729 718 616 566 531 559 573 567 551 536 487 487
ger (Tamedia ) .

AG) Circulation 283 282 280 268 250 235 236 231 225 216 214 209
Zurcher Land- Readership - - - - - - - - 215 205 209 194
zeitung . .

(Zurcherland Circulation - - - - - - - - 110 107 104 100
Medien AG)

Total Readership 3812 3749 3317 3308 3368 3563 3676 3615 3604 3494 3324 3326

Circulation 1613 1614 1605 1588 1670 1624 1596 1580 1578 1580 1540 1492

Note: Figures for Switzerland from 1998 to 200. ced.: complete edition; “-*: missing value; Figures
for NZZ includes Swiss edition; Figures for BERNER ZEITUNG include DER BUND from 2007 on.
Source: Own representation based on WAN World Press Trends (1999-2009).
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3.1.2 Demand for advertising space

Besides subscription and single copy sales revenues, daily paid newspapers depend
largely on advertising revenues. The advertising expenditure curves in Figure 18,
which were derived from the World Association of Newspaper’s World Press Trend
Reports (WAN, 1999-2009), illustrate that newspapers received the most advertise-
ment expenditures between 1990 and 2009. However, other media, in particular televi-
sion, are closing in and newspapers have lost significantly more advertisement reve-

nues than a shift to other media such as television and the Internet would explain.

Figure 18: Advertising expenditure per media
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Note: Figures for Switzerland from 1990 to 2009. Numbers include, agency commission; exclude dis-
counts, production cost, classified advertising, Internet figures for display only. Source: Based on
WAN World Press Trends (1999-2009).

Between 2003 and 2009, the largest share of advertising revenues in daily newspa-
pers, about 61 to 76 percent, resulted from traditional ad displays (WAN, 1999-2009).
The remainder was made up of 21 to 35 percent revenues from classifieds and 1 to 6
percent from inserts (WAN, 1999-2009), as Figure 19 illustrates.
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Figure 19: Daily newspaper advertising revenue sources
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Table 25: Top Swiss advertising categories

2000 2005 2009
Categories [%] advertising Categories [%] advertising Categories [%] advertising
display display display
revenue revenue revenue
Media 134 Retail/ Trade/ 11.0 Public Sector 214
Wholesale
Automobile 11.8 Automobile 9.1 Automobile 11.8
Retail/ Trade/ 8.7 Financial/ 7.8 Events 11.2
Wholesale Assurance
Telecommuni- 71 Home / House- 4.9 Financial/ 8.6
cations/ Internet hold/ Garden Assurance
Financial/ 6.0 Tourism / 4.4 Services 6.2
Assurance Leisure Time
Services 5.3 Consumer elec- 3.7 Telecommuni- 5.7
tronic products/ cations/ Internet
Optics
Trade advice 3.5 Telecommuni- 3.3 Tourism / 4.8
cations/ Internet Leisure Time
Industry 3.4 Public Sector 2.5 Home / House- 41
associations hold/ Garden
Clothing/ Shoes 3.0 Services 2.5 Aliment 3.8
Home/ House- 3.0 Clothing/ Shoes 1.7 Industry/ Trade 3.2

hold/ Garden

Source: Based on WAN World Press Trends (2001, 2006, 2010).
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In 2006, the year the case company introduced its first free newspaper, all paid-for
and free-newspapers sold approximately 150,000 advertising pages including display
ads and classifieds but excluding inserts (WAN, 1999-2009). Most display advertise-
ments that year came from the advertisement category “Retail, Trade and Wholesale”
(WAN, 2007) just as in the previous year. Table 25 (p. 119) displays the top 10 adver-
tising categories for 2000, 2005, and 2009. Retail, trade and wholesale advertisements
matter as categories, which was particularly true in the early 2000s. Moreover, Table
26 demonstrates that the two largest Swiss retailers, MIGROS and COOP, taken together

feature as the single largest advertising client of newspapers throughout the 2000s.

Table 26: Top Swiss advertisers and advertising expenditure in newspapers

2000 2005 2009

Advertisers [CHF, m.] Advertisers [CHF, m.] Advertisers [CHF, m.]
MiGROS 113.4 MiGROS 67.2 MiGROS 71.4
Coor 78.2 Coor 56.5 Coor 46.6
Swisscom 37.7 MANOR 28.8 ALDI SUISSE 22.7
AMAG 26.9 FusTt 22.9 KONZERTVERAN- 18.2

STALTUNGEN

SCHWEIZ
FusT 24.9 Swisscom 19.2 SUNRISE 15.3
DENNER 23.6 CS GRroup 13.7 MANOR 14.6
ORANGE 23.3 DENNER 13.1 Swisscom 13.1
UBS 21.8 UBS 12.7 CITROEN 12.3
MEDIA MARKT 21.2 PosT 121 RENAULT (NISSAN) 121
MERCURI URVAL 20.4 MEDIA MARKT 11.9 MEDIA MARKT 111

Source: Based on WAN World Press Trends (2001, 2006, 2010).

Figure 20 illustrates that the total advertising expenditure on all media in percent
of Switzerland’s gross domestic product has consistently been around one percent in
the 1990s and 2000s. The Swiss gross domestic product has grown at an average of 2.6
percent over the same period (BFS, 2012). Total advertising expenditure in newspa-
pers, however, shrank by an average of 1.4 percent per year between 1990 and 2009
with the biggest annual gain (14.8 percent) in total advertising expenditure in newspa-
pers in 2006 and the biggest loss (-28.9 percent) in 2005 compared to the previous
year (WAN, 1999-2009).
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Figure 20: Newspaper advertising revenue sources
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Note. Figures for Switzerland from 1990 to 2009. Source: Based on WAN World Press Trends (1999-
2009) and BFS (2012).

3.1.3 Newspaper demand among readers
Switzerland’s population has grown from about 7.1 million people in 1998 to 7.8 mil-

lion in 2011 (WAN, 1999-2011). Figure 21 (p. 122) shows the total population distri-
bution across different age groups between 1998 and 2010%.

Swiss newspapers reached between 73 and 83 percent of the adult population in
the period between 1998 and 2011 (WAN, 1999-2011). However, in terms of media
consumption in minutes per day, newspapers only achieved consumption time figures
of about half those of radio and television programs between 1995 and 2008*' (WAN,
1999-2009), as indicated in Figure 22 (p. 122).

0 Data for 2011 by age category were not available.
* Study discontinued after 2008.
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Figure 21: Swiss population by age groups
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Figure 22: Media consumption of the Swiss population
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Note: Figures for Switzerland from 1995 to 2008. Self-declaration figures, representative sample of
Swiss population (age 18-65). Source: Based on WAN World Press Trends (1999-2009).

Three population-related trends characterized the actual and potential newspaper

readership when the first modern free dailies (Bakker, 2002a) were introduced in the

late 1990s and early 2000s: First, the number of households grew disproportionately to

population growth in Switzerland between 1990 and 2000. Single-person and single-
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parent households contributed in particular to this growth, which saw an increase to
3.12 million households in 2000 (Bauer, 2005; Fux, 2005). Second, the percentage of
people living in urban areas had grown to about 73 percent of the Swiss population,
with 1.08 million living in Zurich, 0.48 million in Basel, and 0.35 million in Berne
(Haug & Schuler, 2003). Finally, about 58 percent of the labor force commutes to
work, which takes about 20 minutes on average (Frick, Wiithrich, Zbinden, & Jeler,
2004; Haug & Schuler, 2003). The percent of commuters (including members of the
labor force and students) relying on public transport is particularly high in urban areas,
reaching levels of more than 50 percent (Frick, et al., 2004). Reliance on public
transport is not tied to particular professional categories or educational level: about 20
percent of each category, from top managers to blue-collar workers, commute by pub-
lic transport (Frick, et al., 2004).

These trends were not unique to Switzerland. Haller (2009a), Haas (Haas, 2005,
2006), and a report published by the WAN (Iordan & Chisholm, 2005) point out that
these trends were also present in other markets in which free newspapers appeared.
The following subchapter will elaborate what the “free” concept has meant for the

newspaper business and how it relates to market conditions.

3.2 “Free” as a disruption in newspaper business

The notion of “free” has found its way into the business models in different industries
(C. Anderson, 2009). Even though the basic idea of a free unit of business (e.g., a
newspaper, a cell phone or a coffee machine) is always the same, there are at least six
distinct business model configurations that have evolved a notion of “free” (McGrath,
2010), as summarized in Table 27 (p. 124).

The business model of free newspapers is built on ad-sponsoring in the above ty-
pology. Advertisers pay newspaper publishers in order to place their advertising mes-
sages and thus gain access to readers and draw readers’ attention. The basic idea of
giving away newspapers has been around for quite some time. Free broadsheets, i.e.,
free weekly newspapers, have been on the market since the second half of the 19th
century (Bakker, 2002b; Haas, 2005). However, the new daily free newspapers (“free
dailies™) that emerged in the second half of the 1990s** are a quite recent phenomenon
(Haller, 2009a).

2 Bakker (2002b) points out that there were several earlier attempts in the Netherlands and the United Kingdom
with comparable concepts that did not catch on in their respective markets.
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Table 27: Business model configurations based on “free”

Configuration

Description

Example

Advertising /
ad-sponsoring

The unit of business is given away for free in exchange for
customers’ exposure to advertisements. Advertisers pay the
supplier of the unit of business for its production.

Free newspapers, web search,
or e-mail services.

Cross- The free or very inexpensive unit of business is cross- Printers and ink cartridges or

subsidization subsidized by a complementary unit of business that is sold coffee machines and capsules.
at a high margin.

Promotion The free unit of business serves as a promotional tool foran  Artist’s free digital audio track
entirely different unit of business. advertises a concert or free

computer game promotes a
computer graphics card.

Freemium The basic version of the unit of business is given away for Professional network platforms
free and added functionality and services are sold at a cost. such as LINKEDIN or XING, or
The intention is to profit from network effects resulting froma  SKYPE Voice over IP.
high number of attracted clients and eventual upselling.

Barter The unit of business is given away for free in exchange fora  GOOGLE provides free directory
different unit of business offered at no cost by the first unit's assistance to improve its voice
recipient. recognition technology with

customer feedback.

Gratis The unit of business is offered for free because the supplier LEGO enthusiasts contribute

enjoys the act of production or the contribution made by
donating the unit of business.

their designs for new models,
experienced do-it-yourselfers

offer their advice on DIY
problems on internet platforms.

Source: Adapted from McGrath (2010, pp. 250-251).

Today’s free dailies trace their roots back to the METRO concept launched in Swe-
den’s capital, Stockholm, in February 1995 (Bakker, 2002a; Vogel, 2001). The idea
for the newspaper is believed to have originated with three Swedish students who
pitched their free newspaper concept to publishers and banks (Haas, 2006; Liiond,
2008b). Yet, the incumbent publishers and banks were reluctant to invest in the new
venture; however, an investment group with experience in media and telecommunica-
tions business was willing to fund the concept in 1994 (Bakker, 2002a; Liiond, 2008b).
In consequence, METRO free daily was published by the MODERN TIMES GROUP, the
media division of AB KINNEVIK investment group (Vogel, 2001) from 1995 to 2000
before its shares were sold and consolidated in the new, Luxembourg-based METRO
INTERNATIONAL S.A in 2000 (Bakker, 2002a).

METRO’s Stockholm edition proved tremendously successful. The free daily be-
came profitable just nine months after market launch and became the most widely read
daily newspaper in Sweden in 2000 (Vogel, 2001). Spurred on by this initial success,
the METRO newspaper has since expanded nationally and internationally (Haas, 2006).
The Czech Republic (July 1997), Hungary (February 1998), the Netherlands (June
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1999), and Switzerland (January 2000) were among the first foreign markets METRO
INTERNATIONAL entered (Haas, 2006; Haller, 2009a).

METRO’s rapid expansion attracted the attention of other publishers throughout Eu-
rope and two other chains developed free newspaper business models, which they mul-
tiplied (Vogel, 2001). ASSOCIATE NEWSPAPERS, a subsidiary of the DAILY MAIL AND
GENERAL TRUST, started publishing a free daily newspaper under the METRO brand
name in England and Scotland. METRO U K. subsequently expanded to Edinburgh and
Manchester (Vogel, 2001) and has proven very successful in the United Kingdom
(WAN, 2010). METRO INTERNATIONAL did try to gain a foothold in the United King-
dom’s newspaper market in early 2000 but stopped operations in their test market
Newcastle after just 11 month due to a lack of readership and perspective (Vogel,
2001).

The second other media group that established a series of free newspaper business-
es in a number of foreign markets was Norwegian publisher SCHIBSTED ASA (Bakker,
2002a). In 1996, SCHIBSTED ASA announced the introduction of a free newspaper in
Norway to ward off METRO INTERNATIONAL (Vogel, 2001). However, SCHIBSTED
ASA did not seriously® invest in activities related to the free newspaper business
model until 1999, when it established 20 MIN HOLDING AG in Switzerland. The hold-
ing’s purpose was to manage SCHIBSTED ASA’s European free newspaper expansion,
which in the beginning, included 20 MINUTEN in Switzerland (December 1999), 20
MINUTEN in Germany (December 1999), and 20 MINUTOS in Spain (February 2000)
(Haas, 2006; Vogel, 2001).

The prospect of and/or the actual market entry of either SCHIBSTED ASA or MET-
RO INTERNATIONAL in European markets left incumbent publishers with the task of
making sense of this new development and eventually deciding upon an adequate re-

sponse.

At the time free newspapers entered the European newspaper market, publishers of
paid newspapers found themselves in mature and slightly declining national markets
(Bakker, 2002b; WAN, 2001). Publishers’ attention was focused on the implications
of the Internet, online editions of their newspapers, and readers’ changing media usage
habits, which included accessing news for free on the internet, devoting less attention

to individual media because of multi-tasking as well as more fragmented media supply

* Vogel (2001) reports that the threat to introduce a free daily in Norway did ward METRO INTERNATIONAL off
and SCHIBSTED ASA only introduced a free newspaper in Oslo in April 1999. However, their free daily Avisl
serves mostly asa promotional platform for the publisher’s paid daily newspapers.
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(Iordan & Chisholm, 2005). However, incumbent publishers did not expect new com-

petition to come from free newspapers (Bakker, 2002b).

Iordan and Chisholm (2005) suggest that, once publishers took notice, there were
three ways for them to look at free dailies: Free dailies were considered, first, as “ordi-
nary newspapers” differentiated by price; second, as “a different kind of newspaper”
produced for a different target readership embracing new methods of production; or
finally, as “something other than a newspaper”, catering to different media consump-
tion habits and providing a different kind of value. In line with these different percep-
tions, predictions about the effects of free dailies varied from no effect, to the canni-
balization of existing newspaper readership, or the attraction of new readers and posi-
tive complementary effects on the advertising market (Bakker, 2002a; Haller, 2009a).

However, clarifying what free dailies represented and what effect they were having
was complicated by a lack of data. International associations and national institutions
monitoring media usage and newspaper circulation were dominated by traditional
newspapers and did not account for free dailies (Bakker, 2002b; Haller, 2009a). For
example, the World Press Trends Reports did not include separate figures for free dai-
lies published in Switzerland until the 2005 edition (WAN, 2005).

One factor that was likely to have shaped incumbent publishers’ expectations was
past experiences with the advent of new media (Haller, 2009a). In the past, new media
never completely replaced existing ones; yet, theoretically they possess the inherent
potential to change incumbent media’s character as stated by Riepl’s law (Bakker,
2008a; Haller, 2009a). As one of the oldest types of media, newspapers had weathered
the advent of radio and cinema in the 1920s, of television in the 1940s, and teletext in
the 1970s (Betschon, 2007; Kiing, 2008). Although this knowledge might normally
have had a calming effect, most incumbent publisher chose to respond to the advent of
free dailies actively (Haller, 2009a).

The basic strategic options that chapter Al.1 introduced based on the business
model literature are also present in two publications that systematized publishers’ ac-
tual and potential responses to competition from free dailies (cf. Bakker, 2002a;
Picard, 2001). When publishers refrain from adopting the free newspaper business
model, they could either focus on their existing newspaper business model or block
their national market. For those publishers who opt for co-existence, Picard (2001)
suggests that incumbents improve on the differentiation of their paid newspaper and
that they potentially try to attract the new readership of free dailies with new paid

products other than free newspapers. The underlying rationale of this approach is that
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free dailies target a base of hitherto non-readers that traditional newspapers were una-
ble to reach. This approach does not feature prominently in media management publi-

cations on free newspapers.

Publishers who remained out of the free dailies business and obstructed market en-
try have received more attention. Obstructionist measures included, first, legal charges
against publishers of free dailies for misuse of the term ‘“newspaper” (Holznagel,
2006) and littering, and accusations against public transport providers of engaging in
contracts with free newspaper publishers; second, the incumbent press prevented pub-
lishers from joining industry associations, advertising networks, and professional net-
works; and finally, incumbent publishers prevented the staff of free dailies from join-
ing professional networks (Picard, 2001). Fierce legal battles were, for example, one
part of the obstructionist actions employed by established German publishers between
1999 and 2001 that aimed at forcing SCHIBSTED ASA’s free daily 20 MINUTEN out of
the German test-market Cologne (Roper, 2006; Vogel, 2001).

Incumbent publishers who chose to adopt the free newspaper business model could
operate both models at once or completely migrate to the new business model. With
respect to examining those publishers who did play two games at once (cf. Markides &
Charitou, 2004), Bakker (2002a) and Picard (2001) focused most on projects that were
developed for protectionist reasons — i.e., not for the sake of developing the new busi-
ness model into a prosperous business. “Spoiler publications” (Bakker, 2002a) were,
for example, launched in Oslo (i.e., AViSl), Paris (i.e., A NOUS PARIS), Brussels (i.e.,
METRO BELGIUM), Vienna (i.e., U-EXPRESS) and Berlin (i.e., 15 UHR AKTUELL) before
SCHIBSTED ASA or METRO INTERNATIONAL could enter those markets (Haller,
2009a). Other publications such as SP!TS in Amsterdam and KOLN EXTRA in Cologne
were launched in parallel with free dailies introduced by new entrants in order to de-
fend the market against new entrants and make additional competition unattractive
(Bakker, 2002a; Vogel, 2001).

Bakker (2002a) does not include incumbent market entry for the sake of develop-
ing the new business model into a prosperous business in its local market**. However,
he does acknowledge that a free daily intended to prevent market entry might eventu-
ally be extended and become profitable (Bakker, 2002a). METRO U.K. is likely the
best example of this positive approach (cf. Picard, 2001) in the early 2000s (Bakker,
2002a).

* The foreign entrepreneurs SCHIBSTED ASA and METRO INTERNATIONAL did, of course, enter foreign markets
to make a profit on the new business model (Bakker, 2002a).
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The option of complete transformation from a traditional paid daily newspaper to a
free daily is neither included in Bakker’s (2002a) taxonomy nor in Picard’s (2001)
typology of strategic options. The SAN FRANCISCO EXAMINER provides perhaps a rare
example of a traditional newspaper that was transformed into a free daily (Russ-Mohl,
2009).

Over the years, publishers and especially METRO INTERNATIONAL and SCHIBSTED
ASA developed recipe-like concepts for their free business models. While the concepts
realized differ to a certain degree (Haller, 2009a; Iordan & Chisholm, 2005) Table 28
contrasts an archetypal traditional paid daily newspaper with an archetypal free daily
newspaper with a focus on the readers’ market®. According to Iordan and Chisholm
(2005), the main lesson of this comparison is that some truth lies indeed in all three of
the perspectives that incumbent publishers assumed. However, all of them fall short in
capturing the scope of this innovation. Free newspapers are not just a new product but

represent a business model innovation to the newspaper business (Casadesus-Masanell
& Zhu, 2013).

Table 28: Business model of an archetypal paid versus free daily newspaper

Business model Paid daily newspaper Free daily newspaper
element
Value proposition  Unit of business Unit of business

= Substantial publication (number of pp.) = Smaller number of pages

= Broad sheet or tabloid partly in color = Mostly tabloid in full color

= Layout defined by content = Content tailored to standardized layout
= Exclusive reports, investigative = General information, no opinions

journalism
Customer
Customer = Commuting working population in urban
= Extensive readership definition areas
= Higher age and education groups = Younger readership than traditional
newspapers
Customer Value
= In-depth information and culture Customer Value
= Education = Entertainment and brief information
= Diversity of opinions = Community features
= Community service = Distraction and retreat

(Table continued on next page)

* Differences in characteristics of these two business model archetypes with regard to the advertising market are
less generic and more difficult to observe for the outside researcher. Though not included here, these aspects
will matter for the case study analysis that follows.
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Value creation

Resources/ Competences

= High number of staff

= Experienced journalists

= |nvestigating original content

= Providing background and
perspectives

Value network

= Mostly integrated newspaper
production

= Few activities outsourced

Resources/ Competences

= Few young journalist and limited publishing
staff

= Rewriting and synthesizing existing
material

= Brevity and speed in tailoring content to
standard

= Design of distribution networks

Value network
= Lean operation orchestrating value

network
Coordination = |nvestigation, print, and distribution
= By trend hierarchical outsourced
Coordination
= By trend market-based
Value communi-  Communication Communication

cation and trans-
fer

= Costly advertising (incl. games, prices,
gifts, and special events)

= Mostly one-way communication from
newspaper to readers

Transfer

= Home delivery

= Single copy sales at news stands
and other outlets

= Fewer and more low cost advertising
(point of distribution measures, guerilla
marketing)

= More bi-directional communication with
reader-generated content and community
features

Transfer

= Distribution racks at public transport hubs
and public locations

= Some handout people, and rare home
delivery

Value capture

= Subscription fees

= Cover price of single copy sales

= Advertising: ad display, classifieds,
and inserts

= Newspaper handed out to readers at no
charge

= Advertising: ad display, classifieds, and
inserts

Value dissemina-
tion

Mostly an issue handled within
publishing groups owning newspapers

= Tailored to secure access to scarce re-
sources in respective market (e.g., local
print capacity or access to distribution
locations)

Value develop-
ment

Geographic expansion
= Sunday and online editions
= Line extensions

= Geographic expansion
= Online editions (often launched in parallel)
= Line extension (e.g., weekend magazine)

Source: Based on Bakker (2002a), Haas (2005), Haller (2009a) lordan and Chisholm (2005) and
Kiing (2008) complemented with own research.

There is a limited number of studies that have analyzed the net effect of the market

entries of free dailies in different national markets (Haas, 2005; Holznagel, 2006;
Vogel, 2001). Piet Bakker, a media scholar specializing in research on free newspa-
pers, analyzed the simultaneous development of free and paid daily newspapers be-
tween 1995 and 2007 with perhaps the most comprehensive datasets used to date (i.e.,
including both officially audited and complementary firm-reported figures) (Bakker,
2008a). Bakker (2008a) finds that in the 20 European countries in his sample the paid
circulation decreased by 1 to 2 percent in circulation by average per year, while free
dailies’ circulation grew by 62 percent per year on average (cf. Figure 23). From the

divergence of the overall trend curves and per country data, the author concludes that
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on average free dailies did not primarily gain their readership by substituting for tradi-

tional newspapers (Bakker, 2008a).

Figure 23: Paid and free daily newspaper circulation in 20 European countries
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Note: Countries included in northern (Sweden, Finland, Denmark, Iceland, and Norway), eastern
(Czech Republic, Hungary, and Poland), middle (Netherlands, Switzerland, United Kingdom, Bel-
gium, Austria, Germany, and Luxemburg), and southern Europe (Spain, Greece, Italy, France, and
Portugal). Source: Based on Bakker (2008a).

Conclusions on the development and prospect of free dailies are mixed. The
worldwide number of free dailies peaked in 2007 with close to 200 different titles
(Riess, 2011). Meanwhile, the number of distributed copies has declined after a high in
2008, according to the World Press Trends report, which led to speculation about the
viability of the free dailies (Haller, 2009b; Riess, 2011). However, Bakker (2010,
2011) points to an increase in the circulation number of free dailies from about 34 mil-
lion in 2009 and 2010 to 36 million distributed copies. Publishers of the World Press
Trends Report grounded their argument in a limited dataset that included a smaller
sample of national markets (Bakker, 2011). Obtaining data on the development of free

dailies for a broad sample of national markets remains an unresolved issue.

As for the individual markets, Bakker generally observes a consolidation, with one
or two profitable free dailies remaining in most European countries (Bakker, 2010).
After a rush to market™® in the mid 2000s, the surviving market leaders are profiting

from an increase in advertising rates because of the rather exclusive access they offer

* Bakker (2008b) reports about 25 of new entrants had left the market again by 2007/2008.
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advertisers to their target readership (Bakker, 2010). In some markets, such as Switzer-
land, successful free newspapers have even become the most widely read newspaper
on a regular basis (WAN, 1999-2011). In addition, most survivors seem to have built
their success around the archetype of a free daily published for commuters in the
morning, while most innovative deviations from this recipe (e.g., evening free daily,
sports free daily, and home delivery free daily) (cf. lordan & Chisholm, 2005) have
failed (Bakker, 2008b, 2010).

3.3  Market setting at the time of the study

The newspaper business in the German-speaking part of Switzerland is an exemplary
market for the development of the European paid and free newspapers both in terms of
market conditions and development (Haller, 2009a). Yet, it is unique in terms of the
intensity of market penetration by free dailies (Haller, 2009a). In particular, the market
entry timing of SCHIBSTED ASA and METRO INTERNATIONAL led to the unique situa-
tion that the incumbent Swiss publishers were faced with the simultaneous market en-
try of two new rivals competing on the basis of a new business model (Bakker, 2002a;
Haller, 2009a). Both Scandinavian free daily publishers had chosen Switzerland as a
test market for central Europe and were directly competing in Switzerland for the first
time (Haas, 2005; Haller, 2009a). However, while two free newspapers were on top of
the lead table of newspaper readership in 2011, neither of them belonged to these new

entrants.

The subsequent sections provide an industry-level summary of events that describe
the development of the Swiss daily newspaper business between 1999 and 2011. Table

29 provides an upfront summary.

Table 29: Industry-level event timeline for free dailies in Switzerland

Date Event description Source
1999 December Market launch of 20 MINUTEN in Zurich. (Haller, 2009a)
2000 January Market launch of METROPOL, published by MTG (predecessor of (Custer, 2008)
METRO INTERNATIONAL).
September METROPOL launches regional editions in Basel, Berne and other (Haller, 2009a)
cities.
October 20 MINUTEN launches regional editions in Basel and Berne. (Vogel, 2001)
2001 January METROPOL is distributed in St. Gallen. (Custer, 2008)
September METROPOL closes down regional editions and focuses on Zurich. (Haller, 2009a)

2002 February METRO INTERNATIONAL withdraws METROPOL from the Swiss market.  (Custer, 2008)

(Table continued on next page)
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2003 March Incumbent publisher TAMEDIA acquires 49.5 percent of 20 MINUTEN.  (Haller, 2009a)
2005 January TAMEDIA acquires the outstanding stake in 20 MINUTEN from (Custer, 2008)
SCHIBSTED ASA.
February For the first time, 20 MINUTEN is Switzerland’s most popular (Haller, 2009a)
newspaper in terms of readership according to officially audited
figures.
June 20 MINUTEN is distributed in St. Gallen. (Custer, 2008)
2006 May Incumbent publisher RINGIER introduces HEUTE, a free daily evening  (Custer, 2008)

newspaper in Basel, Berne, and Zurich.

September RINGIER introduces CASHDAILY, a free daily business newspaper. (Haller, 2009a)

2007 September Former member of Swiss 20 MINUTEN team launches (PUNKT).CH, a  (Custer, 2008)
free daily newspaper with early morning home delivery in Zurich,
Basel, Berne, Lucerne, and St. Gallen.

December Incumbent publishers TAMEDIA, ESPACE MEDIA, and BASLER ZEITUNG  (Custer, 2008)
launch NEws, a free daily morning newspaper distributed in Zurich,
Basel, and Berne and the midland.

2008 June RINGIER replaces HEUTE with BLICK AM ABEND. (Custer, 2008)
September (PUNKT).CH changes distribution from home delivery to standard (Haller, 2009a)
racks.
2009 March RINGIER withdraws CAsSHDAILY from the market; however, online (Personlich, 20091)
news platform remains.
May (PUNKT).CH exits the market. (Personlich, 2009I)
August BLICK AM ABEND is distributed in central and eastern Switzerland. (Personlich, 2009a)

December TAMEDIA withdraws NEwS from the market after ESPACE MEDIA and (Personlich, 20091)
BASLER ZEITUNG sold their stakes and downsized the geographic
distribution area to Zurich.

2011 September 20 MINUTEN and BLICK AM ABEND are Switzerland’s first and second (Personlich, 2011e)
most read newspapers with 1.379 million and 0.635 million readers
on a daily basis.

Note: Events only cover the development in the German-speaking part of Switzerland. Source: Own
representation.

In April 1999, SCHIBSTED ASA started its European expansion and later*’ estab-
lished the 20 MINUTEN HOLDING AG in Zurich to coordinate its European free dailies-
related activities (Haller, 2009a; Vogel, 2001). A British venture capital group, APAX,
and the Swiss A&A ACTIENBANK, two industry outsiders, partnered with SCHIBSTED
ASA since resident incumbent publishers had turned down Norwegian offers to co-
fund the free newspaper venture in Switzerland (Liiond, 2008b; Wigdorovits, 2003).
Zurich was an appealing market for four reasons (Wigdorovits, 2003): First, newspa-
pers had a high reach within the population; second, the population was highly educat-
ed and affluent; third, public transport was highly frequented across socio-

demographic groups and transport infrastructure was well developed; and finally, Zur-

7 Authors diverge on the precise date. According to the Swiss commercial register, 20 MINUTEN HOLDING AG
was established on March 6, 2000 and 20 MINUTEN HOLDING AG on August 30, 1999 (EJPD).
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ich was one of the local markets with the highest per capita advertising expenditures in
Europe. The MODERN TIMES GROUP (MTG), which published METRO, also recognized
this and had trend scouts evaluate Zurich’s potential among other European urban
markets as early as 1998 (Liiond, 2008b). However, because MTG was evaluating a
large number of markets simultaneously, they only started taking action when SCHIB-
STED ASA entered Switzerland (Liiond, 2008b).

Schibsted ASA hired a small local team consisting of two layout people and a pub-
lishing manager to develop the pilot issue of 20 MINUTEN™ for Zurich in secrecy
(Manager10, 2011; Wigdorovits, 2003). The initial concept and business plan for
Schibsted ASA’s free daily in Zurich had been developed by McKinsey consultants
(Manager10, 2011). The concept suggested a free daily focusing on national news
coverage and targeting luxury goods advertisers as well as national and international
image campaigns to counter an image that suggested “free equals worthless”
(Manager10, 2011). However, SCHIBSTED ASA granted the local team the freedom to
develop their own concept, which catered to the local readership taste — both in terms
of content and design — and suggested including displays from a broad range of adver-
tising clients as well as inserts and classifieds to broaden 20 MINUTEN’s revenue po-
tential (Manager10, 2011). The new Swedish entrant, METROPOL", meanwhile, relied
on MTG’s experience from previous internationalization and adopted their standard

recipe of national news and advertising (Haller, 2009a; Wigdorovits, 2003).
20 MINUTEN AG had planned to launch its new newspaper title in February 2000,

but when management learned that its rival, METROPOL, had acquired exclusive distri-
bution rights at all commuter railway stations in the Zurich area, it sped up its market
launch activities (Haller, 2009a; Wigdorovits, 2003). 20 MINUTEN was launched on
December 13, 1999, one and a half months before METROPOL. To market its product,
20 MINUTEN employed handout personnel and had established a distribution contract
with Zurich’s local public transport network that would allow distribution racks at

public transport stops in the Zurich area (Haller, 2009a; Wigdorovits, 2003).

In autumn 2000, both 20 MINUTEN and METROPOL expanded their market pres-
ence and launched local editions in additional cities in the German-speaking part of

Switzerland in order to gain access to the cross-regional advertising market (Haller,

*¥ The name 20 MINUTEN related to the average commuter time of 20 minutes, which had recently determined by
the Swiss Federal Statistical Office (Frick, et al., 2004; Manager10, 2011).

* The METRO brand name belonged to a Swiss business group that would not allow MTG to use the brand
(Liond, 2008b).
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2009a). By then the 20 MINUTEN management had learned that their potential advertis-
ing clients needed a newspaper to cover at least Zurich, Basel, and Berne in order to be
considered an attractive medium with an acceptable target audience penetration
(Manager10, 2011). The approaches that the two entrants selected for their geographic
expansion varied in line with their overall orientation (Haller, 2009a; Vogel, 2001):
METROPOL, with its national focus, added a single, locally tailored page to their local
editions for Basel, Berne, and other cities, while 20 MINUTEN established small local
editorial teams in Basel and Berne to produce exclusive local news sections. In addi-
tion, 20 MINUTEN was able to establish exclusive distribution contracts with local pub-

lic transport operators in Basel and Berne (Haller, 2009a).

Throughout this time, incumbent publishers did not remain inactive. TAMEDIA AG
and NZZ GROUP repositioned their free weekly gazette TAGESANZEIGER DER STADT
ZURICH in August 1999 (Haller, 2009a). The newspaper was rebranded as ZURICH-
EXPRESS, distributed Monday through Friday by handout people and distribution
racks, and the content seemed to be modeled closely after existing foreign free dailies
(Ihle, 1999). Other early measures to obstruct market entry and a subsequent profitable
development included a letter from TAMEDIA addressing 900 managers and politicians
that requested a boycott of free dailies and measures to support the “respectable press”
(Haller, 2009a, p. 108). Moreover, incumbent publishers refused to print the free dai-
lies on their printing presses, which forced 20 MINUTEN to print its newspaper in near-
by Austria (Consultant2, 2011; Wigdorovits, 2003). The publishers of BASLER
ZEITUNG in Basel and ESPACE MEDIA in Berne repositioned their free dailies
BASLERSTAB and BERNER BAR to obstruct the geographic market expansion of 20 MI-
NUTEN and METROPOL in late 2000 (Vogel, 2001). In addition, both the publishers of
free dailies themselves as well as incumbents distributing “spoiler publications”
(Bakker, 2002a) fought fierce legal battles over exclusive distribution contracts grant-
ed by public transport providers (Manager10, 2011; Vogel, 2001). Overall, however,
incumbent publishers changed their existing newspapers very little in response to the
advent of free dailies (Haller, 2009a).

METROPOL canceled its local editions in September 2001 to focus on Zurich; how-
ever, just five months later, in February 2002, METRO INTERNATIONAL abandoned the
Swiss market (Custer, 2008; Haller, 2009a). Media experts interviewed by Haller
(2009a) identified three main reasons why METROPOL fell short of METRO INTERNA-
TIONAL’s expectations: first, the obstruction measures of incumbent publishers; se-

cond, its sole reliance on national advertising campaigns despite the fragmented Swiss
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market landscape; and third, the lower level of journalistic quality delivered despite a
more respectable and higher quality appeal and a lack of competence among its local
journalists. At the same time, 20 MINUTEN had developed local journalistic compe-
tence, a content mix that was appealing to a young and affluent readership that other
media struggled to reach, as well a media cross-over concept integrating the free daily
with its internet portal, which was building a community around the newspaper
(Haller, 2009a; Wigdorovits, 2003).

Notwithstanding the market exit of the Swedish rival, 20 MINUTEN did not remain
unchallenged as the leading free daily. Incumbent publisher TAMEDIA announced its
interest in a stake in 20 MINUTEN AG in autumn 2002 and combined it with a threat to
launch EXPRESS, a free newspaper of its own in Zurich and Berne, in case 20 MI-
NUTEN AG were to turn their offer down. By then, 20 MINUTEN had reached break-

even on a monthly level and was about to become profitable (Manager10, 2011).

However, SCHIBSTED ASA had already invested more than originally intended be-
cause of the geographic market expansion in 2000. Warding off EXPRESS would have
cost another five to ten million Swiss francs (Haller, 2009a; Manager10, 2011).

1°° for

ScHIBSTED ASA and the other owners finally accepted a two-year earn-out dea
three reasons: First, TAMEDIA’s threat to launch EXPRESS was very realistic. A com-
plete concept was established and an editorial team had already started producing pilot
issues for market launch (Editor-in-Chief4, 2011; Liiond, 2008b). Second, SCHIBSTED
ASA incurred a considerable loss from abandoned operations in Germany (Vogel,
2001). Finally, SCHIBSTED ASA intended to invest the profit resulting from the earn-
out agreement in Spanish 20 MINUTOS (Manager10, 2011). As a consequence of its
stake in 20 MINUTEN, TAMEDIA canceled its EXPRESS daily newspaper on the evening

before market launch.

In January 2005, TAMEDIA acquired full control of 20 MINUTEN (Custer, 2008;
Liiond, 2008b). 20 MINUTEN remained a separate unit within TAMEDIA even though
the free daily moved into new offices at TAMEDIA headquarters the same year
(Manager9, 2011; Manager10, 2011). Due to its successful growth and geographic

expansion, 20 MINUTEN had become the most popular Swiss newspaper in terms of

%% According to estimates, Schibsted ASA and its co-financiers had expected an initial investment of CHF 20 to
25 million to break even but subsequently invested approximately CHF 75 to 85 million while TAMEDIA might
have paid between CHF 100 and 130 million for a newspaper that is highly successful and profitable today
(Biswas, 2005; Consultant2, 2011; Liiénd, 2008b; Manager10, 2011; Personlich, 2004d).
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readership figures (782,000 readers for a circulation of 329,000 copies) by February
2005.

RINGIER, publisher of the boulevard newspaper BLICK, which had lost most of its
readers since the launch of free dailies in 1999, introduced two free newspapers of its
own in 2006. In May, RINGIER introduced the first free daily evening newspaper,
HEUTE (CUSTER, 2008). HEUTE did not directly compete with 20 MINUTEN but instead
targeted commuters on their way home from work and school, providing them with
news, sports, and a service section (Haller, 2009a). The seemingly small deviation of
HEUTE’s distribution timing and market positioning in comparison to the well-
established free daily business model forced RINGIER to reinvent and reconsider large
portions of HEUTE’s business model, as the case study analysis will demonstrate. Ad-
ditionally, the evening newspaper concept was met with industry skepticism since the
German-speaking part of Switzerland had not seen a successful evening newspaper
since the late 1970s (Personlich, 2006c¢).

While HEUTE, like 20 MINUTEN, targeted a general interest readership CASHDAILY
focused on a special interest audience. The free daily business newspaper, launched in
September 2006, complemented CASH, a paid weekly business newspaper that had
been losing readership and advertising clients since the early 2000s, and a web-
platform tailored for mobile use (Custer, 2008; Haller, 2009a). CASHDAILY was also
an exception in terms of newspaper distribution. About 60,000 newspaper copies were
distributed from racks at 1,150 newsagents and 27,000 copies were directly delivered

to the workplace of registered readers (Haller, 2009a).

Besides RINGIER, a former member of the 20 MINUTEN launch team and a group of
publishers and investors had also identified sufficient economic potential to position
another free daily alongside 20 MINUTEN (Personlich, 2007h). Their company, MEDIA
PUNKT AG, launched the free daily (PUNKT).CH in September 2007 in Zurich, Basel,
Berne, Lucerne, and St. Gallen (Custer, 2008). MEDIA PUNKT AG’s concept defined
(PUNKT).CH as a free daily of high journalistic quality targeting an urban readership
and positioned more up market than 20 MINUTEN (Haller, 2009a). About 60 percent of
distributed copies were home delivered by a subsidy of the Swiss postal service to dis-
tribution racks in apartment buildings and office buildings, while handout people and
racks at public transport stops distributed the remaining 40 percent (Haller, 2009a).
The assumption behind the home delivery service was that if commuters picked up
their newspaper for their commute at home, they would not take a copy of 20 MI-
NUTEN at the train station (Haller, 2009a).
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TAMEDIA’s response to this direct competition was twofold (Haller, 2009a;
Manager9, 2011): First, 20 MINUTEN increased its newspaper circulation and moder-
ately overhauled its content and layout, and second, TAMEDIA established a new pub-
lishing company in October 2007, NP NEWS PRINT AG, in collaboration with the pub-
lishers of BERNER ZEITUNG and BASLER ZEITUNG. The purpose of this new company
was to launch yet another free daily named NEWS that would obstruct’’ (PUNKT).CH’s
business in Zurich, Basel, and Berne (Haller, 2009a). NEwWS was launched in those
three local markets in December 2007 with a concept that positioned the new free dai-
ly between 20 MINUTEN and (PUNKT).CH and mainly provided a condensed overview
of news published in TAGES ANZEIGER, BASLER ZEITUNG, and BERNER ZEITUNG
(Custer, 2008; Haller, 2009a).

In light of surging competition, RINGIER relaunched its boulevard newspaper,
BLICK, in March 2008 and three months later replaced its free daily, HEUTE, with
BLICK AM ABEND (Custer, 2008; Haller, 2009a). The new BLICK AM ABEND retained
successful elements of HEUTE but displayed more affinity toward BLICK’* and extend-
ed its target readership definition, which made combined advertisements in the paid

and free newspaper more appealing (Haller, 2009a).

Startup (PUNKT).CH was meanwhile experiencing fierce competition for local ad-
vertising clients and trouble with its home delivery service (Haller, 2009a). MEDIA
PUNKT AG therefore decided to reposition (PUNKT).CH as a me-too clone of 20 MI-
NUTEN, relying on standard distribution and content (Personlich, 2008g, 20080).

2009 was a year of market contraction, both in terms of the demand for advertising
space in newspapers and the number of free dailies published (WAN, 1999-2011). The
first free daily to leave the market was CASHDAILY in March 2009 (Personlich, 20091).
The weekly business newspaper CASH had already been withdrawn from the market in
2007 (Haller, 2009a), and beginning in spring 2009, CASH remained only as an online
platform for business and financial news (Personlich, 20091). The second free daily to
exit the market was (PUNKT).CH in May 2009 (Personlich, 20091). Since its relaunch
in 2008, (PUNKT).CH had nearly managed to double its readership, but it lacked suffi-
cient advertising revenues (Personlich, 2009h). Finally, TAMEDIA ceased publishing
NEWS in December 2009 (Personlich, 20091).

3! TAMEDIA has always denied publishing NEWS in response to (PUNKT).CH (Stadler, 2009).
2 BLICK s role in the case study as well as its business model will be detailed in chapter B5 (p. 167).
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The only free daily that did expand its operations in 2009 was BLICK AM ABEND,
which introduced new offices and local editions in central and eastern Switzerland
(Personlich, 2009a). Both the market expansion and the market exit of three out of five
competitors benefited BLICK AM ABEND. By September 2011, BLICK AM ABEND had
overtaken BLICK in terms of officially audited readership and become Switzerland’s
second most read newspaper, with 635,000 readers. 20 MINUTEN remained number
one, with 1.379 million readers for the same auditing period (Personlich, 2011e) (cf.
Figure 24). The extraordinary growth of both free titles cannibalized in part incumbent
newspapers and attracted many new and double-readers (Haller, 2009a; Masika,
2010).

Figure 24: Top two paid and free daily newspaper readership and circulation
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Note: Figures for Switzerland from 1998 to 2011. Included are 2011’s top two paid-for and free daily
newspapers. Source: Based on WAN World Press Trends (WAN, 1999-2011), WEMF (2010, 2011)
and Haas (2005).

3.4  Industry background conclusions

In conclusion, the advent of the daily free newspapers represented a disruption to in-
cumbent newspaper publishers in Switzerland. The two Scandinavian entrants, SCHIB-
STED ASA and MTG/METRO INTERNATIONAL, introduced two similar free daily
newspaper business models to the German-speaking part of Switzerland in late 1999
and 2000 (Custer, 2008) that found favorable market conditions, particularly in terms
of demographic trends (Haller, 2009a).
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The new entrants’ business models emphasized different aspects of newspaper
production — particularly cost and distribution — and underperformed on product di-
mensions that are of vital importance to a traditional quality newspaper such as the
investigation of original content and its contribution to the democratic discourse
(Bakker, 2002a; Haller, 2009a; Iordan & Chisholm, 2005; Vogel, 2001). Especially 20
MINUTEN grew quickly to become a commercial success and Switzerland’s most read
newspaper (Haller, 2009a; Personlich, 2011e). However, the business model of free
dailies did not devalue the prospect of traditional daily newspapers’ business models
on a large scale (Bakker, 2008a), as publications classifying free daily newspapers as a
disruptive innovation in Christensen’s sense (cf. Christensen, 2003) would suggest
(e.g., Wigdorovits, 2003). Instead, the development of free dailies closely resembles
Markides’ (2006) predictions on the development of new business models disrupting

an established market.

The market entry of free dailies in Switzerland presented incumbent publishers
with the challenge to make sense of a new development and act upon it. The two lead-
ing publishing houses, RINGIER and TAMEDIA, chose different paths of action (Haller,
2009a).

Initially, TAMEDIA repositioned its weekly free newspaper to ward off the Scandi-
navian entrants and asked managers and politicians for a boycott of free press (Haller,
2009a). However, later in 2003, it acquired the one new entrant that had successfully
captured the market after the first 18 months (i.e., 20 MINUTEN) and scaled it up suc-
cessfully as an independent business within the media group (Haller, 2009a). After the
takeover, TAMEDIA consequently rejuvenated 20 MINUTEN and established French and
[talian language editions in Switzerland (Haller, 2009a; Personlich, 2009d). TAMEDIA
developed two free newspaper concepts of its own along the way (Personlich, 20091):
EXPRESS, the free daily concept that threatened SCHIBSTED ASA in late 2002 and early
2003 and NEWS, the free daily marketed from late 2007 to late 2009.

In contrast, RINGIER remained rather passive during the first several years of free
daily market entry. Even though the publishing house denied 20 MINUTEN AG a con-
tract to print its newspaper (Wigdorovits, 2003) and tweaked its paid boulevard news-
paper over the years (Haller, 2009a), RINGIER only became a serious competitor in the
free daily newspaper business in May 2006. It emphasized innovation and developed a
free daily evening newspaper — even before THE LONDON PAPER and LONDON LITE
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were introduced in London™ (Haller, 2009a), and, several months later, launched its
first free daily business newspaper, CASHDAILY (Haller, 2009a).

Understanding what was required of incumbents to develop a new business model
alongside their well-established traditional newspaper business will be the focus of the

subsequent empirical section of this dissertation.

3> The EVENING STANDARD, which existed as an afternoon paid daily, only became free in late 2009 (BBC,
2009).
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B  Case analysis: a process model of business model in-
novation

4 Case study methodology
The study presented in part B of this dissertation uses a case study design as part of a

process approach to study how incumbent organizations innovate their business model.
Chapter A1.4.2 demonstrated that an intensive case study design fits the present state
of knowledge of business model innovation as well as the underlying philosophical
assumptions and the intention to open the proverbial black box of this innovation pro-

cess type.

Chapter B4 details the case-study research design and the methodological proce-
dures used as part of this design (Fitzgerald & Dopson, 2009; Yin, 2003) to identify
the generic pattern of the innovation process as well as the generic mechanisms that

co-determine the innovation of the business model.

4.1  Case study design and case selection

Case study research, unlike other research designs, lacks codified and standardized
procedures (Gibbert & Ruigrok, 2010; Yin, 2003) and encompasses a multiplicity of
methods to gather and analyze data (Fitzgerald & Dopson, 2009). This makes method-
ological transparency all the more important.

Yin (2003) and Gerring (2004, 2007) provide two dominant templates that catego-
rize different case-study designs along three dimension: the number of cases (i.e., one
or several), spatial variation (i.e., comparing different units within and/or the same
units across cases), and temporal variation (i.e., cross-sectional point in time analysis
or tracking over time). Figure 25 presents five™ potential case study designs along the-

se three dimensions.

> While Yin (2003) argues that some single cases may be rare and truly exceptional enough to justify documen-
tation with neither temporal nor spatial variation, Gerring (2004) maintains that the observation of cause and
effect require some form of variation in the portrayed dimension and that the single case without variation is
therefore logically impossible.
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Figure 25: Typology of case-study research designs
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The study presented in chapter B5.2 reports a synchronic and diachronic single
case study™ (cf. cell highlighted in grey in Figure 25) of an incumbent newspaper pub-
lishing organization that experienced a disruption to its traditional business model that
was brought to its industry by new market entrants. The incumbent publisher respond-
ed to this new situation with business model innovation. The case site selected is
RINGIER AG, an internationally operating Swiss media company whose traditional
newspaper business is focused on Switzerland. The case, i.e. the “spatially delimited
phenomenon observed [...] over some period of time” (Gerring, 2007, p. 19), is a dis-
tinct business model innovation project run by the incumbent publisher. The case
study builds on both spatial and temporal variation: RINGIER developed two business
model initiatives that established a free daily evening newspaper, which the study

tracks over a time period of 12 years, from 1999 to 2011.

Sampling RINGIER as a case site on theoretical grounds (cf. Eisenhardt &
Graebner, 2007) is connected to a tradeoff between comparability and uniqueness,
which matters for the outcome of this study (Tsoukas, 2009). In terms of comparabil-
ity to “a larg[er] class of (similar) units” (Gerring, 2004, p. 342), RINGIER’s experience
represents the class of incumbent organizations adapting a second business model
alongside their existing one by means of innovation and with the intention to develop
the new business model into a competitive venture’®. Hence, it matches the phenome-

non at the core of this dissertation. Its comparability thereby derives from the

>3 Langley and colleagues (2013) maintain that the number of temporal observations is at least equally important
to the number of case sites studied.

%% This sets innovating incumbents apart from those who simply adopt a new business model to obstruct or block
a market (e.g., Bakker, 2002a; Picard, 2001).
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acknowledgement of the phenomenon as an instance of business model innovation in
the business model literature (e.g., Casadesus-Masanell & Ricart, 2010b; Casadesus-
Masanell & Zhu, 2013), the use of generative mechanisms as explanatory constructs
(Pajunen, 2008; Tsoukas, 2009), as well as RINGIER’s incumbent characteristics (e.g.,
Ansari & Krop, 2012).

While the above arguments confirm the case study’s comparability, there are also
some unique features inherent in the selected case and context that allow extending our
understanding of business model innovation (Tsoukas, 2009). First, RINGIER is one of
the rare incumbent exceptions that managed to introduce a new business model of its
own alongside its existing business and succeeded (Markides, 2008). Second, the case
site allows unprecedented access for the study of business model innovation from a
process sociological perspective (Gopalakrishnan & Damanpour, 1997) at an organiza-
tional level in an incumbent context (Sosna, et al., 2010). This enables a more com-
prehensive view of business model innovation in terms of innovation process patterns
from initial idea to market exit (Abbott, 1990; Van de Ven, et al., 2008) and the elabo-
ration of the underlying generic mechanisms (Ackroyd, 2009; Pajunen, 2008). Third, it
is an example of a business model innovation that is technology-enabled but not first
and foremost technology-based’’ (Chesbrough, 2007; Sosna, et al., 2010). Finally, the
case study’s industry context from 1999 to 2011 represents an interesting setting. The
Swiss newspaper business in the German-speaking market experienced a relatively
sudden disruption at the beginning, when two new entrants simultaneously started
competing on the basis of two similar yet differently positioned business models
(Haller, 2009a; Vogel, 2001). The traditional newspapers of the top two publishing
companies, RINGIER and TAMEDIA, suffered the most, but only RINGIER engaged in
intense innovation efforts, while TAMEDIA chose to acquire the thriving new entrant 20
MINUTEN and developed it as a stand-alone business (Haller, 2009a). Although 20 MI-
NUTEN has become financially successful and grown to become Switzerland’s number
one newspaper in terms of readership (Haller, 2009a; Personlich, 2011e), this not pre-
dominantly technology-based business model disruption did not replace the existing
business model at a scale as large as Christensen and Raynor’s (2003) conception of

disruptive innovation would have suggested (cf. Markides, 2006).

" On the supply side of the business model, technology powers the desktop publishing systems and templates
that enable lean and cost-effective editorial and publishing processes (Schantin, 2010; Wigdorovits, 2003). On
the demand side, technology influences the user/reader behavior in terms of media consumption across differ-
ent channels and devices as well as the interaction between readers and journalists (Iordan & Chisholm, 2005).
However, the main driver of this new business model in newspaper publishing was an insight into commuter
needs (Bakker, 2002a; Haller, 2009a; Liiond, 2008D).
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4.2  Definition of a priori concepts

Existing concepts from research on business models and on innovation process in gen-
eral have informed the data collection and the analytical procedure. While an open
mind is important to intensive case-study designs, the use of a priori concepts allows
focusing data collection and reducing the risk of “death by data asphyxiation”
(Pettigrew, 1990, p. 281). Moreover, it supports building the connection between re-
search question, case study, and the existing literature (Eisenhardt, 1989; Gephart,
2004; Weick, 2007).

The study of the business model innovation process presented in chapter B5.2
builds on the value-based business model concept (cf. chapter A2.2) and a set of five
concepts that refer to the innovation process (Van de Ven, 1986; Van de Ven & Angle,
2000): ideas, people, transactions, context, and outcomes (cf. chapters A2.3.3 and

A2.4.3). Table 30 summarizes the definition of these a priori concepts.

Table 30: A priori concepts

Concept Definition Source

Idea New ideas are the outcome of invention. They are classified as an (Van de Ven &
innovation if they are deemed innovative by the people involved in their Angle, 2000)
development. Note that the new idea developed and implemented for
this study is the business model concept.

People Individuals who contribute their productive and creative energy as (Van de Ven &
well as their knowledge and mental models to the creation and Angle, 2000)
implementation of new ideas.

Transaction  Formal or informal, hierarchical or collegial, individual-, group or (Van de Ven &
institutional-level relationships that people engage in as part of the Angle, 2000)
innovation effort.

Context The intra-organizational and external institutional setting in which people  (Van de Ven &
innovate and share ideas. Angle, 2000)

Outcome Tangible results and subjective assessment of the success or failure of (Poole, et al., 2000;
an innovation project by people involved in the innovation project. Van de Ven & Angle,

2000)
Business A business model (1.) determines what an organization offers that is of (Bieger & Reinhold,
model value to the customer (i.e., the value proposition), (2.) how it creates 2011)

value within a value network, (3.) how it communicates and transfers this
value to customers, (4.) how it captures the created value in the form

of revenues and profit, (5.) how the value is disseminated within the
organization and among stakeholders, and finally, (6.) how the value is
developed to ensure sustainable value creation in the future.

Source: Own representation based on sources indicated in the table.

4.3  Data collection and sources of evidence
Qualitative and quantitative data was collected for a twelve-year retrospective period
from 1999 to 2011. The study of the business model innovation process draws on mul-

tiple sources of evidence to address biases connected to retrospective studies and tri-
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angulate data (Bennett & Elman, 2006; Eisenhardt, 1989): interviews, non-participant

observation, archival data.

In total, I conducted 32 interviews as part of this study. The first nine interviews
were exploratory in nature and targeted media management scholars familiar with the
Swiss newspaper business and specialized in free newspapers, Swiss media industry
consultants, and consultants with an academic background well versed in matters of
business model innovation identified by their doctoral dissertations. The purpose of
these exploratory interviews was to probe five points of interest: first, challenges of
the business model of Swiss daily newspapers since the 1990s and the role of free
newspapers; second, organizational responses to deal with these challenges and com-
panies that responded in particularly innovative ways according to interviewees’ per-
spectives; third, the development of free daily newspapers in Europe in general and in
Switzerland in particular; fourth, the business model of free newspapers; and finally,
critical aspects of business model innovation and business model innovation in the
media industry. The exploratory interviews, four of which were conducted on the tele-
phone and five in person, were recorded and resulted in 79 pages of transcript. They
qualitatively confirmed that free newspapers indeed represent a new business model
introduced to the Swiss newspaper business, that Switzerland is an exemplary market
to study the incumbent response to free daily newspapers, and that the case selected

responded in an innovative way.

The remaining 23 in-depth interviews were conducted with key informants in-
volved in and knowledgeable about the business model innovation efforts of RINGIER
and the incumbent’s main rival free newspaper, 20 MINUTEN. Two of the semi-
structured in-depth interviews (Punch, 2005) were conducted on the telephone upon
request of the interviewees, while the remaining 21 interviews were conducted on site
and in person. The five interviews covering 20 MINUTEN and the 18 interviews ad-
dressing RINGIER’s free newspapers included all individuals occupying the position as
innovation unit manager, editor-in-chief, and their direct superiors. Interview record-
ings with consent of the interviewees and handwritten notes resulted in 306 pages of

interviewee-approved transcript.

In addition to the interviews, non-participant observational visits were paid to the
main newsrooms of the surviving free newspapers BLICK AM ABEND and 20 MINUTEN
in 2010 and 2011. The visits allowed me to develop an understanding of the particular-
ities of newspaper production for the two titles as well as to appreciate and contextual-

ize some company-specific vocabulary and explanations made by interviewees.
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Finally, I collected archival data including both public and corporate documents.
Public documents included newspaper articles, articles and RSS-feeds from industry
magazines, industry reports and databases (incl. WAN, IFRA, and other), scholarly
publications (incl. articles, theses, and books), a blog dedicated to the development of
free newspapers by a Dutch scholar, a blog by one of the innovation project managers
documenting how he experienced the launch of one of RINGIER’s free newspapers at
the time of the market launch, as well as publicly available corporate material (incl.
websites, annual reports, and corporate history accounts). In addition, interviewees
made a range of corporate documents available that detail project milestones and doc-
ument the development of the free newspaper concepts at RINGIER and for the early
years of 20 MINUTEN - 1.e., before it was acquired by TAMEDIA.

Data collection for the intensive case study followed five steps: first, preliminary-
talks were held with key informants at RINGIER and 20 MINUTEN AG to identify poten-
tial interviewees and negotiate access to corporate information™. These talks resulted
in an initial list of interview candidates that was subsequently complemented based on
interviewees’ recommendations. Even though 20 MINUTEN does not represent a case
of incumbent innovation such as this study defines, data was collected on the evolution
of this free daily for two reasons: First, at the beginning of this study it was not obvi-
ous from an outside perspective to what extent SCHIBSTED ASA influenced 20 MI-
NUTEN’s formation. Furthermore, it was unclear to what extent TAMEDIA innovated
the free daily newspaper after its acquisition. Second, since 20 MINUTEN is the only
surviving original free daily newspaper market entrant, following its evolution allowed
retracing the market development of free dailies in Switzerland. Therefore, interviews
with key informants at 20 MINUTEN AG provided a rich context and an outside-in per-

spective on business model innovation at RINGIER.

Secondly, I conducted an initial analysis of publicly available articles and data in
industry magazines, newspapers, and scholarly publications to construct a two-page
timeline listing events that potentially mattered to the innovation process (e.g., date of
market entry and exit, introduction of new features and changes to newspapers, an-
nouncement pertaining to collaborations, change in staffing, and reported results).
These timelines served interview partners as aids to organize and remember the partic-
ular innovation processes in the semi-structured interviews. The timelines were subse-

quently amended and corrected based on interviewees’ comments.

¥ For the terms of the reciprocal arrangement, refer to the section on the role of the researcher in Chapter
Al14.2.
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Third, I conducted 13 semi-structured, in-depth interviews at RINGIER to build a
case history of the business model innovation process. Before the interviews, inter-
viewees received an introduction to the research project and a set of guiding questions.
The questions covered (a.) the interviewee’s role in the development of the free news-
papers, (b.) the development of the free newspapers (incl. origin of the idea, project
milestones, key actors, and major changes to the concept), (c.) the transactions and co-
operations necessary, (d.) the context’s influence on the project, (e.) the outcome crite-
ria and measures used, and (f.) the biggest challenges and problems along the process
as well as what the interviewee would change and leave untouched if s/he could start
anew. In the interview situation, open questions regarding the interviewee’s role and
the development of free newspaper allowed interviewees to tell their narrative of the
innovation process, while the remaining questions were used to fill gaps in the narra-
tive from the perspective of a priori concepts and the timelines helped temporally lo-
cate the narrative. Notes were written by hand during every interview and were com-
plemented with impressions and thoughts on the interview within two hours after eve-
ry meeting. Apart from rare technical difficulties, the interviews were recorded for

transcription with interviewees’ consent.

Interviewees included present and past organizational members who influenced the
course of the innovation project. Interviewees held key positions over the twelve-year
period on different organizational levels, ranging from journalist and sales manager to
editor-in-chief, CEO and members of the group executive board. Interviewees re-
viewed, formally corrected where necessary, and approved transcripts from the first
round of interviews. A similar questionnaire and the same interviewing procedure
were used for the five interviews with present and former members of 20 MINUTEN
AG and a key account manager of SWISS FEDERAL RAILWAYS in charge of negotia-
tions on one of free newspaper’s key resources: distribution locations at public

transport stations.

Fourth, I then returned to archival sources to complement the information gained
from interviews and make sure that I did not miss aspects of the innovation process
that interviewees might not have remembered. Both the information from interviews
and archival search was subsequently used to build an event narrative of the business
model innovation process for free daily evening newspapers at RINGIER (cf. chapter
B4.4).

Finally, open questions resulting from the initial analysis of event narratives were

clarified with first round RINGIER interviewees via email questionnaires. Furthermore,
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additional data that addressed missing information was collected from interviews in a
second round with four additional key informants who had not previously been availa-
ble for interviews. As before, the interviewees received an introduction to the research
project. However, this time the guiding questions focused on tensions between paid
and free newspapers at RINGIER for the relevant period and addressed missing infor-
mation regarding details of the innovation process that the interviewees might fill in

because of their role and function between 1999 and 2011.

The subsequent chapter details how the data from public and corporate archives as
well as interviews and observations were organized as the overall data set that informs
this study.

4.4  Data coding and analysis

There are no codified analytical procedures that uncover mechanisms and generate
theory per se (Langley, 1999; Pajunen, 2008). However, scholars specializing in pro-
cess research (Langley, 1999; Poole, et al., 2000) and comparative historical method-
ology (Abbott, 1990, 1995; Griffin, 1993, 2007; Mahoney, 2004) have suggested
methodological procedures to support the researcher’s discovery process and sense-
making (Langley, 1999; Pajunen, 2008).

This chapter describes the three analytical phases undertaken to derive the process
model of business model innovation from a single case study. In short, the procedure
is grounded in an analysis of the sequence pattern of events that constitute the business
model innovation process (Abbott, 1990). It preserves the innovation process as a
whole sequence and allows for both recurrent and simultaneous events (Abbott, 1995).
The analytical procedure models the event structure of the innovation process follow-
ing the logic of event structure analysis (abbr. ESA) encoded in David Heise’s (1989)
ETHNO system, which has been applied in management and organization studies
(e.g., Durand & Vaara, 2009; Pajunen, 2005; Stevenson & Greenberg, 1998).

4.4.1 Phase 1: From raw data to chronological narrative
In the beginning, I organized all digitally available public and corporate documents

collected from an archival search and interview transcripts (i.e., in total 1505 docu-
ments) in a case study database in qualitative data analysis software MAXQDA10
(Lewins & Silver, 2007). The collected physical and digital data (i.e., the data set of
this study) subsequently served to produce a coherent chronological narrative that

recounted the business model innovation process at RINGIER in chronological and spa-
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tial order (Abbott, 1990; Griffin, 1993). This narrative, produced as step 1, is the nec-

essary input to the subsequent event structure analysis (Griffin, 1993; Heise, 1989).

I used a two-step coding procedure to build the chronological narrative from raw
data. First, I analyzed the data set for incidents that indicated a change in the a priori
concepts (i.e., people, ideas, transactions, context, and outcomes) and major cyclical
activities (Poole, et al., 2000). Text passages that provided evidence of such incidents
were assigned codes from a provisional coding scheme in MAXQDA10 (Saldana,
2009). The coding scheme (cf. Table 57, p. 284) was devised on the basis of a code-
book that had been developed for one of the MIRP case studies (Poole, et al., 2000).
Each incident code indicates two things: first, what a priori concept changes, and se-
cond, the direction of change (i.e., expansion, contraction, continuation, or modifica-
tion of the concept). To establish the temporal order of incidents, I organized them in a
relational database in FILEMAKER PRO 117°. Building on recommendations by Poole
and colleagues (2000) as well as Grazman and Van de Ven (2000), every incident en-
try in the database consists of ten elements (cf. Table 31; Figure 34, p. 280): (1.) a
short incident description (i.e., title), (2.) an identification number, (3.) an extended
description based on the coded text passage in the data set, (4.) a reference to the
sources from which the incident was derived, (5.) a variable indicating the coding per-
spective (i.e., BLICK AM ABEND/HEUTE, 20 MINUTEN, or background information),
(6.) the provisional coding, (7.) the date of occurrence, (8.) a dedicated variable indi-
cating for each incident whether the date derived from the data set was precise down to
the level of a day, a month or a year®, (9.) a variable specifying the newspapers that

the incident referred to, and (10.) a field for open observations and comments.

In the second coding step, I used the database of 638 coded incidents to derive a
list of 264 chronologically ordered events. Events are higher-level theoretically mean-
ingful concepts of interest that constitute the chronological narrative in a temporally
and spatially ordered sequence (Abbott, 1990; Pentland, 1999; Poole, et al., 2000). The
information provided by different incidents was reconciled and organized in the same
database as the events. The elements defining event entries in the database deviated

from those of incidents on some points (cf. Figure 35, p. 281): First, events are not

%% The big three software packages to analyze qualitative data ATLAS.TI, MAXQDA, and NVIVO provided neither
the means to create a database of incidents and events nor to organize them by variables such as a date at the
time of this study.

% As a the database software demanded full date entry, incidents and events determined to the level of month
were assigned to the 15" day of that month; incidents and events determined to the level of year were assigned
to 15" June of that year.
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specified to a single point in time but have a start and end date. Second, the description
of events is based on incident descriptions and structured along the three-step causal
conditions, actions, and consequences. Cule and Robey (2004) used this logical chain
derived from Orlikowsksi (1993) for their narrative strategy for sensemaking from
process data (cf. Langley, 1999). Though not always fully applicable, it facilitated lo-
cating specific events in the overall sequence of the innovation process. Third, the
sources of events are incidents rather than documents or transcripts. Fourth, besides
the codes referring to newspapers, and a priori concepts, event entries were linked to
the actor type (cf. Table 58, p. 286) and organization the event description referred to,
the activity the actor engaged in (cf. Table 58, p. 286), as well as the incumbent per-
spective, which was always RINGIER for this study. Table 31 lists the elements that

define an incident or an event database entry respectively.

Table 31: Elements of an incident and event database entry

Element Incident entry Event entry ETHNO-event entry

Identification  Unique identifier Unique identifier Unique identifier

number

Date Single date / point in time Start and end date Single time index

Date Precise (document or inter- Precise (document or inter- -

qualifier view) view)

Estimate (day or month) Estimate (day or month)
Title Short description of incident Short description of event Short description
(subject and action, max. 25
characters)

Description Description of incident based Description of event based on Description of ETHNO-event
on original text passage in raw  incident description. based on event description.
data. Targeted structure for descrip-

No specific structure for de- tion: Causal conditions, ac-
scription. tions, and consequences (cf.

Cule & Robey, 2004).

(Table continued on next page)
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Source Original document or tran- Incidents the event is based Event the ETHNO-event is
script. on. based on.
Coding Coding perspective (BLICK AM Incumbent case (Ringier, Agent
ABEND, 20 MINUTEN, or Back- Tamedia) Act
grouh(.i) . - Organization Object
Provisional coding for a priori  Actor type (entity changing as result of
cNoncepts - f Activity action)
toewspapert @ incident refers Provisional coding for a priori Instrument
concepts (entity used to process the
object)
Newspaper the event refers to ;
Alignment
(part of object where action is
focused)
Setting
Product
(entity or state change pro-
duced)
Beneficiary
Comments Observations/ comments by Observation by researcher -

coder

Observations/ comments by
source

Source: Own representation with elements informed by Poole and colleagues (2000) and Heise and
Lewis (1988).

The result of this two-step coding procedure was a chronological narrative based
on a chronologically ordered event database. Three key informants double-checked the

chronological narrative to verify the result of this first analytical step.

4.4.2 Phase 2: From chronological narrative to event structure
In the second phase, I transformed the chronological narrative into a series of causal

event ties following the event structure analysis procedures encoded in ETHNO com-
puter software (Heise, 1989). ETHNO was developed for research in historical sociol-
ogy (Griffin, 1993; Heise, 1989) but its use has also been advocated for management
and organization studies (e.g., Pajunen, 2005, 2008). In addition, to the author’s best
knowledge, ETHNO is the only available software to support a reproducible interpre-
tive analysis of a longitudinal data set, which systematically considers both the data

set’s chronological and causal structure.

The basic idea of event structure analysis (abbr. ESA) is that researchers may
identify generative mechanisms that drive certain processes by formally and analyti-

cally decomposing a chronological narrative®' of events, which they then reestablish

8! Griffin (1993) refers to these chronological narratives as analytical narratives because they are “constructs
[...] that unify a number of past or contemporaneous actions and happening [...] into a coherent rational whole
that gives meaning to and explains each of its elements” (p. 1097).
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“as a causal interpretation of what happened and why it happened as it did” (Griffin &
Korstad, 1998, p. 145). The ETHNO software supports this formal analytical proce-
dure as it turns the chronological sequence of events that constitutes the business mod-
el innovation process at RINGIER for this study into a set of yes/no questions (Pajunen,
2005): The researcher has to decide for each event-to-event connection whether the
temporally preceding event is of causal relevance to a subsequent event (Griffin,
1993). In contrast to a purely narrative strategy (Langley, 1999), event structure analy-
sis enables researchers to distinguish temporal from causal relationships, which is im-
portant because the chronological order of events does not necessarily imply that tem-
porally related events are of causal significance to each other (Griffin, 1993). In addi-
tion, every step of causal interpretation is strictly reproducible (Griffin & Korstad,
1998) because it follows clear modeling principles (Heise, 1989). ETHNQO’s output is
a causal diagram that details the researcher’s process interpretation in the form of logi-
cal event-event relationships derived from the chronological narrative (Heise, 1989)
and may serve further visual analysis or temporal bracketing of process data (Langley,
1999). However, “ETHNO does not ‘discover’ causality” (Griffin, 1993, p. 1108) —
that is the analyst’s task (Griffin, 2007).

The analysis of the event structure of RINGIER’s business model innovation pro-
cess followed three steps. First, I remodeled the chronological event database from
phase 1 so that each event entry would be compatible with ETHNO’s data input re-
quirements. Table 31 (p. 150) summarizes the elements that define an ETHNO-event.
ETHNO events differ from events defined in phase 1 on three points: First, ETHNO-
events may relate only to a single point in time for the sake of chronological order
(Heise, 1989), whereas events previously could stretch over a period of time; second,
all ETHNO-events have no case indicator since they all relate to RINIGIER’s business
model innovation efforts; and finally, ETHNO-events are coded in terms of who (i.e.,
agent), does what (i.e., act), to whom (i.e., object), with what (i.e., instrument), where
(i.e., alignment and setting), to what effect (i.e., product), and who is affected (benefi-
ciary) (Heise & Lewis, 1988). As a result of this data transformation, 21 events from
phase 1 were dropped because conversation with interviewees and re-reading of raw
data made it clear that the events were not relevant to the event path’s progression
from the perspective of key informants (Heise, 1989). In addition, four of these events
were merged with other events as they pertained to the same actor and activity
(Pajunen, 2008). Overall, this resulted in a set of 243 ETHNO-events entered into
ETHNO software.
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As step two, I followed ETHNO’s procedures to determine the logical relations of
entered ETHNO-events (Heise, 1989) (cf. Figure 37, p. 283). This procedure is based
on four underlying modeling principles: First, events that represent entities and their
activities are modeled as production systems (Heise, 1989). According to the theory of
production systems developed in cognitive science by Newell and Simon (1972), the
action of entities can be expressed as if-then rules: “If a certain configuration of condi-
tions arises, then a certain production occurs” (Heise, 1989, p. 141). Note the parallel
to realist theorizing, which postulates that the interaction of working mechanisms (i.e.,
the condition) produce specific events (Miller & Tsang, 2011; Reed, 2009). The same
if-then formulation also applies to the consequences of events: “If a given production
occurs, then condition A changes state x to y” (Heise, 1989, p. 141). Hence, the out-
come of any event is a new set of conditions that in turn trigger the production of new
events in turn (Heise, 1989). Should there be a case where conditions arise that may
trigger more than one event, a strict interpretation of production systems would allow
only for the event of highest priority to be produced (Heise, 1989). However, this re-
striction is frequently lifted (Griffin, 1993). Second, ETHNO follows a single mapping
rule, which directly connects events to events — even though the theory of production
differentiates between conditions leading to events that in turn produce new conditions
that precede new events (Heise, 1989). Thus, one or several previous events serve as
necessary preconditions for the next event to materialize (Heise, 1989). This event-
event structure is closer to the way interviewees report social processes and allows
mapping the event structure as a graph with nods and branches (Heise, 1989). The
third modeling principle, priming, states that “an event should not occur until all of its
prerequisite event have occurred” (Heise, 1989, p. 143). However, this restriction may
be lifted if different sets of prerequisite events lead to the same event. Fourth, ETHNO
defines that a later event following a former in an event-event chain depletes the con-
ditions of the former event, i.e. the “occurrence of an event depletes the conditions that
prime it” (Heise, 1989, p. 143). According to this logic, an event cannot reoccur until
the conditions it created have been used up by another, successive event (Heise, 1989).
This restriction may be lifted to allow for commutations, i.e., depleting events that rep-
resent circulation relations of events (Heise, 1989). Heise provides the following ex-
ample:

“enter-a-room is a prerequisite for leave-the-room. Leave-the-room depletes enter-the-

room and also is a prerequisite for a repetition of enter-the-room. If the room is re-
entered, then that entry depletes the last leaving. Thus, after an initial first entry, leaving
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and entering are prerequisites for each other, they deplete each other, and only one
event is instantiated at a time” (Heise, 1989, p. 144).

In total I linked 240 ETHNO-events in the ETHNO version® built 10/23/2012.
From the initial sample of 243 coded ETHNO-events, three events were dropped as
they neither contributed to the understanding of the event path nor indicated the opera-
tion of underlying mechanisms. The linking decision for each yes/no question posed
by ETHNO has been reported in a separate protocol file. In total, ETHNO prompted
5,100 questions, resulting in 330 event-to-event links. The result of this procedure was

a first ETHNO output diagram (i.e., the event structure graph).

The subsequent step three involved testing, correcting, and complementing the
event-event relationships specified in step two according to the above modeling prin-
ciples (Heise, 1989) and deciding on which restraints to relax to accommodate the em-
pirical reality of the innovation process (Griffin, 1993; Heise, 1989). When testing the
event structure diagram, the single-mapping and depletion rule had to be lifted for sev-
eral well-founded event-to-event connections”. There were several occurrences where
either a single ETHNO-event is primed by two independently necessary ETHNO-
events or where a single ETHNO-event is depleted by a multitude rather than a single
subsequent ETHNO-event. To verify and complement the event structure graph, I con-
tacted first-round interviewees to question them about certain event-event links. In
addition, I conducted four more second-round interviews at RINGIER to the same end.
Based on interviewee feedback and follow-up questions, I added six ETHNO-events®*
to the analytical procedure in ETHNO and adjusted the description and links of ten
ETHNO-events in the event structure graph. These steps finally produced the second
ETHNO output diagram (cf. p. 287), which served as the basis for identifying the gen-

erative mechanisms driving the innovation process.

4.4.3 Phase 3: From event structure to process model
In the third and final phase, I generalized the case-specific event structure and associ-

ated these generalized ETHNO-events with the generative mechanisms operating in
the real domain (cf. Miller & Tsang, 2011).

621 am very thankful to David Heise, author and programmer of ETHNO, who was so kind as to adapt the 2012
version of his program to accommodate the needs of this largest study conducted in ETHNO to date.

% The number of event-to-event links that exceeds the number of connected ETHNO-events serves as an indica-
tor that the rules underlying ETHNO need reconsideration if data entry in the event-to-event linking is correct.

% To provide a clear chain of evidence that connects abstract statements to raw data, these additional events in
ETHNO are all grounded in either adapted or new incidents and events that relate to quotes in interview proto-
cols or electronic correspondence included in the MAXQDA case-study database.



B Case analysis: a process model of business model innovation 155

As a first step, | generalized the events of the corrected ETHNO-event database to
represent broader and more universal categories of events. At this point, the ETHNO-
events were still very case specific, for example, referring to detailed steps of im-
provement on the value proposition after the free newspaper’s market launch. While
this final coding resulted in more generic event descriptions (Saldana, 2009) that po-
tentially apply to a broader spectrum of business model innovation processes, it did
not alter the case-specific logic of the innovation process that is represented in the
event structure graph. Thus, this step reduced the number of ETHNO-events from 246
to 140. These 140 generalized ETHNO-events share the characterizing elements of
previous ETHNO-events with two exceptions: First, the source field refers to the un-
derlying ETHNO-events instead of lower-level events; and second, an additional field
describes how a specific generalized ETHNO-event relates to underlying generative

mechanism and represents their operation.

The final step of data analysis and coding relates coded events and generative
mechanisms that drive the business model innovation. There is no general step-wise
codifiable procedure that allows the researcher to relate mechanisms and events
(Pajunen, 2008). Following abductive logic, which Ackroyd (2009) suggests for inten-
sive case-study designs®, I compared the coded event structure with existing accounts
of generative mechanisms and memos written while initially coding the rich raw data
(Corbin & Strauss, 2008) in a number of iterative circles. Visual mapping and tem-
poral bracketing strategies both supported this analytical process (Langley, 1999).
Thus, taking the “creative leap” (Isabella, 1990, p. 12), I identified three generative
mechanisms that drive the business model innovation process at RINGIER in interac-
tion: Teleology, Dialectic, and Sensemaking. The results explained in chapter B5 pre-
sent a model of how these three mechanisms operate (Glennan, 2005; Pajunen, 2008)
to produce business model innovation for the case of an incumbent organization that

has been challenged by a new way of creating and capturing value.

5 In contrast to Ackroyd (2009), other authors (e.g., Easton, 2010) do not differentiate between retroduction and
abduction. Instead, they use either abduction or retroduction to refer to all modes of reasoning related to mech-
anisms other than induction and deduction.
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4.5 Methodology discussion and conclusion

4.5.1 Summary of research design
In conclusion, the study presented in chapter BS uses a synchronic and diachronic sin-

gle case study design (cf. chapter B4.1) as part of a process approach (Mohr, 1982;
Poole, et al., 2000) to study how incumbent organizations innovate their business
model. The use of a priori concepts (cf. chapter B4.2) connects the study to existing
research on innovation processes and provides the focus for data collection as well as

subsequent analysis.

Data collection (cf. chapter B4.3) relies on two primary sources: First, interviews
with key informants inside and outside the studied incumbent organization. Interview-
ees include present and past organization members that participated in the innovation
process at the incumbent site, in rival organizations, and new entrants as well as indus-

try experts, scholars, and consultants specialized in business models.

The second prime source is archival data collected in the form of public documents
and corporate documents, to which interviewees granted access. Together, the inter-
view transcripts and collected documents provide a solid basis to retrace critical mile-

stones and incidents that formed RINGIER’s business model innovation process.

Finally, I analyzed the collected data (cf. chapter B4.4) along three phases summa-
rized in Table 32: First, I developed a chronological event narrative that, secondly,
served to analyze the causal event structure — i.e., the pattern of the business model
innovation process. Finally, this identified pattern allowed identifying the generative
mechanisms that drive business model innovation at an incumbent organization. The
cumulative output of this analytical process is summarized in the process model,

which is presented in chapter B6.1.
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4.5.2 Addressing rigor and bias
Every piece of research should aim for “transparency, rigor, [and] contestability” (Mir

& Watson, 2001, p. 1173) in its methodology independent of the underlying philo-
sophical assumptions (Kwan & Tsang, 2001). This chapter thus discusses how quality

criteria are met and bias is addressed as part of the research design.

The methodological literature has not come up with a definitive answer to the
question of whether realist research requires a specific set of quality criteria other than
those valued in positivist research. For example, Riege (2003) and Healy and Perry
(2000) disagree over the extent to which good practice of rigorous studies map onto
construct validity, internal validity, and external validity as well as reliability. Howev-
er, as realism-specific criteria have not found widespread use in management and or-
ganization studies, the subsequent discussion adheres to the four dominant concepts of
methodological rigor (Gibbert, Ruigrok, & Wicki, 2008).

First, construct validity refers to the steps the researcher undertakes to ensure that
the employed methodology allows observing what s/he aims to (Gibbert & Ruigrok,
2010) — 1.e., ultimately, the generative mechanisms driving and explaining business
model innovation process. The research design in this chapter uses diverse sources of
evidence (i.e., public and corporate; accounts and artifacts) and different data collec-
tion methods (i.e., primary data collection in interviews and secondary data collected
from different archives) to triangulate information gathered on events that constitute
the business model innovation process (Bennett & Elman, 2006; Eisenhardt, 1989).
One source of evidence that was only accessible indirectly and in a very limited fash-
ion due to confidentiality issues was protocols of board meetings. It would have been
interesting to deconstruct these protocols to have a more direct view of top manage-
ment level sensemaking processes. With the access available, however, sensemaking
was mainly discussed with interviewees in retrospect and the results of the process
(i.e., sense) traced in documents. However, key informants accessing the protocols
clarified at least a few specific questions where information was not available from
other sources. Over and above triangulation, key informants proofreading interview
transcripts and part of the case study draft contributed to construct validity (Gibbert, et
al., 2008). Furthermore, chapters B4.3 and B4.4 establish a clear chain of evidence that
details the methodological and analytical procedures used (Gibbert, et al., 2008), how
data was accessed, collected, and interviewees were sampled, and they detail the use
of analytical software (Gibbert & Ruigrok, 2010).
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Second, internal validity refers to the steps the researcher undertakes to ensure that
his logical reasoning is coherent and persuasively supports the case study’s conclu-
sions (Gibbert, et al., 2008). In favor of internal validity, the case study builds on an
explicit research framework (Gibbert & Ruigrok, 2010) (cf. chapter A2.6.1) that re-
lates empirical domain observations of entities and their activities (i.e., events) to gen-
erative mechanisms operating in the real domain (Pajunen, 2008). Definitions are giv-
en for relevant concepts on the basis of existing work on innovation process (cf. chap-
ter A2.4 and B4.2) and conceptual work on business models (cf. chapter A2.2, A2.3,
and B4.2). In addition, multiple generative mechanisms are used in the interpretation
of the case study findings (cf. chapter B4.4) and compared to previous research
(Gibbert & Ruigrok, 2010; Yin, 2003).

Third, construct validity and internal validity are prerequisites to external validity,
which refers to the steps the researcher undertakes to ensure that the case study’s find-
ings apply to a larger population or setting than those studied (Gerring, 2004; Gibbert
& Ruigrok, 2010). The claim for the external validity of the results presented in subse-
quent chapters rests on three pillars: First, the single case study was theoretically sam-
pled to represent the phenomenon of interest to this study (cf. chapter B4.1)
(Eisenhardt & Graebner, 2007; Gibbert, et al., 2008) and the case context is described
extensively (cf. chapter A3) (Gibbert, et al., 2008). Second, the single case study
builds on existing generative mechanisms “that generalize beyond the immediate in-
stance of the phenomenon and are critical to its occurrence” (Miller & Tsang, 2011, p.
147). Finally, the single case study is an instance of heuristic generalization that allows
improvement of our understanding of existing phenomena by refining and elaborating
existing models of business model innovation in an open-ended dialog between the
particular case and the theoretical model (Tsoukas, 2004). However, the single case
study design is clearly limited in terms of statistical generalization and Yin’s (2003)
logic of replicated experiments (Tsoukas, 2004), whereas qualitative comparative
methods or even large-N studies would be more suitable to that end (Gerring, 2007,
Rihoux & Ragin, 2008).

Finally, reliability refers to the steps the researcher undertakes to make the case
study transparent and replicable (Gibbert & Ruigrok, 2010). To address transparency,
the steps undertaken to collect and analyze data as part of the case study methodology
are detailed in chapters B4.3 and B4.4 (Gibbert, et al., 2008). Furthermore, all availa-
ble documents have been organized in a case study database in MAXQDA and the
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actual name of the case site studied is indicated. Both measures support replicability of
the case study (Gibbert, et al., 2008).

In addition to these four quality criteria, three types of biases need to be addressed:

Retrospection, selection bias, and confirmation bias.

The first bias, retrospection, pertains to potential problems that relate to the use of
retrospective accounts as a source of data. Ideally, selected interviewees are key in-
formants who are knowledgeable about the innovation process in question, and willing
as well as able to provide valid and accurate accounts of what happened when RINGIER
engaged in innovation efforts (Glick, Huber, Miller, Doty, & Sutcliffe, 1990). Howev-
er, assuming interviewees’ best intentions, the accounts must be treated with caution
for three main reasons: First, there are limits to human recall (Heise, 1989). Golden
(1992) notes that accounts of specific actions and factual knowledge generally tend to
be less susceptible to faulty memory and cognitive biases than those about past beliefs
and intentions. Second, the narrative may retell the events that constitute the innova-
tion process more logically than the actual sequence was when interviewees still found
themselves in the ongoing project (Heise, 1989; Langley, 2009). Third, interviewees
may portray past experience favorably and stress specific events because they are
emotionally attached to a project, or because they want to depict their organization or
themselves in a specific light (Golden, 1992). This problem is probably more pro-
nounced given the pro-innovation bias that applies to the phenomenon under study
(Leonard-Barton, 1990). The methodology of this study addresses retrospection in a
twofold manner: the first means was triangulation, using both different kinds of
sources” and interviewing multiple key interviewees representing present and past
organization members (Golden, 1992). Second, I supported interviewee’s recall of the
innovation process by providing them with a time line of events derived from second-
ary data. In addition, more than half the interviewees entered the interview situation
with corporate documents (e.g., presentations for meetings and conceptual drafts) that
documented key events in the innovation process and that they had retrieved from their

personal archives in preparation for the interviews.

Secondly, selection bias refers to concerns about selecting the case to study on the
dependent variable (Bennett & Elman, 2006). Van de Ven and Poole (1990) generally

recommend studying processes at least in part in real time to avoid potential bias that

% For example, public documents that had been published on the websites of free newspapers but which were
closed years ago, were accessed using the Internet archiving service WAYBACKMACHINE
(http://archive.org/web/web.php).
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may result from knowing the outcome of a project beforehand. However, this is often-
times neither feasible nor necessary — in particular for realist studies. As Bennett and
Elman (2006) explain, the purpose of studies that follow a process approach is to ex-
plain the powers that connect the cause and outcome from beginning to end. The out-
come may therefore be the very motive to sample a particular case on theoretical
grounds (Langley, 2009) — such as is the case for this study.

Finally, Confirmation bias, refers to matters of guarding methodology against one-
sided evidence collection and analysis that confirms explicit or implicit assumptions
held by the researcher (Nickerson, 1998). This bias is addressed in three ways: First,
the methodology accounts for problems experienced during the research project in or-
der to avoid the impression of a smooth self-fulfilling-prophecy-like study (Gibbert &
Ruigrok, 2010). Second, the case study analysis probes for evidence that could rule out
alternative explanations (Bennett & Elman, 2006). Finally, the case analysis accounts
for multiple explanatory mechanisms, which increases the trustworthiness of the mod-
el presented (Bennett & Elman, 2006; Miller & Tsang, 2011).
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5 The process of business model innovation

5.1 Ringier and the free newspapers 1999 to 2011

The RINGIER organization started out in 1833 as a small, local print shop in northwest-
ern Switzerland (Meier & Haussler, 2010a). Over the years, RINGIER first developed
from a print shop to a national publishing house with a focus on illustrated magazines
in the early 20th century (Ringier, 2009c). In 1959, RINGIER entered the daily newspa-
per business with Switzerland’s first tabloid newspaper BLICK (Ringier, 2009¢). Ten
years later, it introduced yet another Swiss first, the Sunday newspaper
SONNTAGSBLICK (Ringier, 2009¢). While print and publishing was still its core busi-
ness in the 1980s and 1990s, RINGIER started to diversify into other media like televi-
sion and radio as well as to internationalize, with foreign ventures in Asia and Central
and Eastern Europe (Ringier, 2009¢c). Despite the addition of online activities in the
late 1990s and early 2000 and defining itself as international media corporation
(Ringier, 2000b), RINGIER continued to focus on publishing activities. At the end of
2011, RINGIER presented itself as an multinational and integrated media corporation in
fifth generation family ownership with its headquarters and home market in Zurich,
Switzerland (Ringier, 2011). The media corporation’s brand portfolio comprised print,
radio and television broad casting, and online as well as mobile media brands, all of
which are organized in three core business areas: print, entertainment, and internet
business (Ringier, 2011).

Table 33 (p. 163) summarizes RINGIER’s organizational profile at the start (i.e.,
1999), middle (i.e., 2005), and at the end of the period considered in the case study
analysis (i.e., 2011).

RINGIER launched its first daily newspaper, BLICK, on October 14, 1959 (Meier &
Haussler, 2010a; Schantin, 2010). Up to that point, RINGIER had built a reputation for
publishing illustrated weekly magazines (e.g., SCHWEIZER ILLUSTRIERTE). However,
persistent rumors about plans for a daily illustrated newspaper with the potential to
cannibalize its magazine business catalyzed RINGIER’s entry into the market for news-

papers (Meier & Haussler, 2010a).
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Table 33: Ringier’s organizational profile

Organizational profile

Year established

Legal form

1833

Joint-stock company in founder family ownership

1999

2005

2011

Geographic market
domains (by relevance)

Major business units in
Switzerland

CH (85.1%), Central and
Eastern Europe (12.3%),
Asia (2.6%)

Magazines
Newspapers

New Media
Publishing Services

CH (66%), Central and

Eastern Europe (29.8%),

Asia (4.2%)

Magazines
Newspapers
Business Media
Ringier TV
Publishing Services

CH and Germany (72.4%),
Central Europe (23.9%),
Asia Pacific and New
Markets (3.7%)

Publishing
Magazines
Newspapers
Web
Mobile
Publishing Services

Digital business
E-Commerce
Digital services

Entertainment

Employees (CH)
Total Revenue
(group-level)
Revenues Switzerland
Total print
Newspapers
(sales)
(advertising)

Number of paid-for daily
newspapers (CH)

Readership / Circulation

Flagship daily newspaper

Number of free daily
newspapers (CH)

Readership / Circulation

General interest free daily

2,800
CHF 947.0m

CHF 484.1 m
CHF 266.7 m
(CHF 121.4 m)
(CHF 117.9 m)

1

760,000 /317,000

3,243
CHF 1256.3 m

CHF 494.4 m
CHF 200.7 m
(CHF 102.5m)
(CHF 85.7 m)

1

717,000/ 262,000

0

(1 general and 1 special
interest free daily in de-
velopment)

Events
TV
Radio
Entertainment services
*3,238
CHF 1147.0 m
*CHF 357.8 m

622,000 / 206,000

635,000 /321,000

Note: * denotes figures including values for Germany where RINGIER operates a political and a cul-
tural magazine. ° denotes missing values due to aggregation of business units. Source: Own represen-
tation based on annual reports.

Because this was Switzerland’s first tabloid newspaper, RINGIER had to turn to ex-

perienced Austrian and German boulevard editors to provide training and consulting

for its novice editorial team (Meier & Hiussler, 2010a). RINGIER also drew inspiration

for the new newspaper’s content and market positioning from foreign sources: The
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British DAILY MIRROR and German BILD newspaper served as role models for RINGI-
ER’s its six-page newspaper published in autumn of 1959 (Meier & Héussler, 2010a).

The public responded to the new style of newspaper with indignation: Boulevard
journalism was labeled “un-Swiss” (Meier & Héussler, 2010a, p. 431), bans were im-
posed on selling and reading BLICK, and the new newspaper was even the subject of
discussions in parliament (Liiond, 2008a; Meier & Haussler, 2010a). Incumbent daily
press trusted in “Swiss people’s good taste and good sense” not to read this rag (Meier
& Haussler, 2010a, p. 478).

However, BLICK won over readers as “a popular paper [... for] the common man”
(Schantin, 2010, p. 3). In 1972, Ringer was Switzerland’s most widely read daily
newspaper out of 297 titles with a total circulation of about 267,000 issues (Meier &
Haussler, 2010a). Readership increase allowed the tabloid also to win favor with ad-
vertising clients. Within six years, the paid-for newspaper reached break-even and by
1973, RINGIER had its investment redeemed (Meier & Hiussler, 2010a). The volume
of the newspaper more than doubled and the editorial content shrank to approximately
45 percent of the total volume in 1972 (Meier & Héussler, 2010a). A growing editorial
team handled a broad range of (boulevard) topics, of which sports were particularly
important, and BLICK earned a reputation for its sport coverage (Meier & Haussler,
2010a).

Throughout the 1980s, BLICK proved very successful in the readers’ and advertis-
ing market. Circulation reached an all-time high in 1987, with 382,000 issues and a
readership of well over a million (Meier & Hiussler, 2010b). Financially, BLICK was
RINGIER’s “uncontested cash cow” (Meier & Haussler, 2010b, p. 800), with over the
counter sales (about 66 percent) and subscription (about 33 percent) revenues of CHF
104 million and CHF 17 million in cash flow in 1984 (Meier & Héussler, 2010b). In
the 1980s, RINGIER’s daily boulevard newspaper was sold by newsagents and in pay-
per-copy vending machines, which allowed high levels of geographic coverage and
market penetration (Meier & Héussler, 2010b). Meanwhile, content focused less on
crime and violence and, instead, on the lighter side of life as well as politics and busi-
ness news from a personal perspective, which positioned BLICK as a differentiated yet
complementary offering to traditional daily newspapers (Meier & Héussler, 2010b).

By the 1990s, BLICK’s heyday was past and the newspaper experienced increased
competitive pressure. The content and style of Swiss media moved closer toward those
of traditional boulevard titles (Meier & Haussler, 2010b). As conduct that had previ-

ously been perceived by the public as unseemly was becoming more accepted, head-
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lines in ordinary newspapers became shorter and catchier, and newspapers included
more illustrations, and made more use of color print (Liond, 2008a; Meier &
Héussler, 2010b). In the meantime, the editorial staff of BLICK tried to balance their
news product between, on the one hand, the demands of traditional boulevard journal-
ism (e.g., emotional articles, polarizing headlines, and service columns) and, on the
other hand, delivering readership content of a more serious and relevant nature (Meier
& Haéussler, 2010b). Hence, this attempt to increasingly target the occasional BLICK
reader and appeal to a broader audience weakened the flagship newspaper’s differenti-

ating value proposition (Meier & Hiussler, 2010b).

When foreign publishers entered the Swiss newspaper markets with a new busi-
ness model in late 1999 and early 2000, RINGIER — initially — seemed little affected by
the new competition because they targeted local urban markets (Hartmeier & Seibt,
2006; Meier & Haussler, 2010b). However, the free dailies provided content in a for-
mat very similar to that of a boulevard newspaper: short and succinct “news snippets”
(Meier & Haussler, 2010b, p. 921).

In 2003, a new BLICK editor-in-chief assumed office to address the decline of
RINGIER’s flagship newspaper, which was and still is closely connected to RINGIER’s
public perception (Managerl, 2011; Meier & Haussler, 2010b). That year, BLICK cir-
culation had fallen below 300,000 issues for the first time since the early 1980s (Meier
& Haussler, 2010b). The new editor-in-chief had to institute cost-cutting measures, lay
off staff, and identify ways to reposition BLICK (Meier & Héussler, 2010b). He intro-
duced a new layout, more reader-centric stories, and returned the paper’s focus to clas-
sical boulevard topics such as celebrities, sex, and crime (Meier & Haussler, 2010b).
However, the measures did not stop the decline in readership. The editor-in-chief was
not only faced with challenges from the flagship newspaper; he also had to later con-

tend with an internal contestant.

Just as SCHIBSTED ASA had introduced its first free newspaper in Switzerland in
the 1990s rather than in Norway (Vogel, 2001), RINGIER also opted to introduce its
first free daily newspaper in a foreign market. In November 2005, RINGIER launched
24 HODIN® in the Czech Republic capital of Prague (Personlich, 2005d). Even though
this foreign venture, RINGIER’s first exposure to the new free daily newspaper business

model, came at a time when the organization was developing concepts for Switzer-

7 RINGIER closed down 24 HODIN in December 2008 for economic reasons (NZZ, 2008).
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land, there were no connections between Swiss and foreign free newspaper operations
between 1999 and 2011 (Editor-in-Chiefl, 2011; Manager5, 2011).

In Switzerland, however, RINGIER project teams begam focusing work on the free
newspaper business model in 2005 (Managerl, 2011). The incumbent publisher even-
tually introduced a general interest free daily called HEUTE in May 2006 as well as a
special interest free daily titled CASHDAILY in September 2006.

The focus of the subsequent analysis rests exclusively on RINGIER’s general inter-
est (free) newspaper, HEUTE, and its successor, BLICK AM ABEND, as well as their rela-
tionship with BLICK, the incumbent’s flagship newspaper. Of all RINGIER newspapers,
BLICK had been the most prominently affected by the market entry of general interest
free dailies since 1999, which makes the relationship between HEUTE and BLICK an
interesting and extreme example to study (cf. Pettigrew, 1990). Moreover, CASHDAI-
LY did not lend itself to an analysis of the business model innovation process for three
main reasons: First, the business models of 20 MINUTEN and METROPOL never directly
competed against CASH, RINGIER’s weekly paid-for business newspaper and incum-
bent counterpart of CASHDAILY. Second, CASHDAILY was never conceived of as an
independent business model but as part of the business model of a multi-media plat-
form (Manager5, 2011). Thus, the innovation process for the free daily business model
was not separately observable. Finally, CASHDAILY’s incumbent counterpart, CASH,
was a weekly, rather than a daily, publication. The conflict potential between paid-for
weekly publications and free daily newspapers is considerably lower than the selected
cases (i.e., BLICK and HEUTE/BLICK AM ABEND) (Haller, 2009a). From a theoretical
point of view, this makes CASHDAILY and CASH less interesting cases to study (cf.
Gerring, 2007; Pettigrew, 1990).

The case analysis presented in the subsequent chapter spans the time period from
the first market entry of new rivals competing on the basis of a new business model
from 1999 until 2011. RINGIER’s behavior in response to the new business model is
investigated, business model innovation efforts starting in 2005 are tracked, and the
relationship between the old and the new business model is analyzed throughout the
entire period. However, even before the market launch of 20 MINUTEN in 1999,
RINGIER had at least three loosely connected experiences and encounters with the con-
cept of “free” in the newspaper business that were mentioned as precursors by organi-
zational actors: First, RINGIER produced a free daily newspaper for ten days in 1987 at
a general tradeshow in Basel (Journalist2, 2012). The free newspaper, titled BASLER
EXPRESS was produced from a full-fledged editorial office and print facility estab-
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lished on site at the tradeshow. The free title was distributed twice a day and contained
general news, a weather report, comments, and celebrity news. Thus, in terms of con-
tent, BASLER EXPRESS, was more than a common trade-show journal and exhibited
traits of modern free dailies (Haller, 2009a; Journalist2, 2012). The purpose of this
free press title was to showcase RINGIER’s newspapers and to educate a broader public
about newspaper production at RINGIER (Meier & Héussler, 2010b). The title was dis-
continued after the tradeshow, but the positive momentum lead to a new local insert
for BLICK covering Basel-specific reports published between 1988 and 1989
(Journalist2, 2012; Meier & Héussler, 2010b). Second, a journalist developed a news-
paper draft and a business plan for a free newspaper titled EXPRESS in spring 1994 that
was brought to the attention of the RINGIER executive board (Consultant2, 2011;
Wigdorovits, 2003). While a project team was subsequently established to substantiate
the early concept, efforts were stopped in autumn 1994 after an intervention by the
BLICK editor-in-chief, who was unwilling to risk cannibalization (Consultant2, 2011).
Third, inspired by Swedish METRO, the Zurich public transport association, ZVV, con-
tacted RINGIER and other Zurich-based publishers in 1996 about a potential collabora-
tion to launch a free commuter newspaper (working title ZURI-FLASH) on its transport
network (Bosshard, 1996). However, the project was halted for “economic, legal, and
media-political reasons” (Thle, 1996, p. 53); however, the main reason for the project’s
demise involved publishers’ limited commitment to an idea that would potentially

cannibalize their advertising revenues.

None of these early precursors at RINGIER materialized in business model innova-
tion efforts leading up to a market launch of a free press product by the incumbent
publisher. What did finally trigger and drive business model innovation is at the core

of the subsequent analysis.

5.2  Innovating the free daily’s business model at Ringier

5.2.1 Overview of process stages
To facilitate orientation throughout the following analytical case study, this chapter

provides an overview of the process model resulting from the analytical procedure de-
scribed in chapter B4. The case description covers two elements: First, RINGIER’s en-
counter with a new business model introduced to the incumbent’s industry and nation-
al newspaper market by two foreign market entrants; and secondly, RINGIER’s re-
sponse to the new ways of creating and capturing value as well as its business model

innovation efforts over time.
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Figure 26 depicts instances of generative mechanisms (cf. A2.5) working through-
out the case study’s four consecutive stages. Every cycle® (e.g., S2, D2, and T1) in
Figure 26 represents a coherent set of generalized ETHNO-events that resulted from
the abductive event structure analysis (cf. B4.4.3). “S” denotes sensemaking cycles®,
“D” indicates dialectical cycles’’, and “T” refers to teleological cycles’'. Full cycles
(e.g., S2) indicate instances of generative mechanisms that trigger and contribute to
other instances of generative mechanisms. Numbered arrows represent those primary
paths of interaction. In contrast, incomplete cycles (i.e., S1, D1, and T9) denote in-

stances of generative mechanisms that do not contribute to other mechanisms.

Two exceptions stand out from the overall picture: First, arrow 3 between T1 and
T2 is depicted in a dashed instead of a solid line because T1 only indirectly contributes
to T2 in terms of a resource transfer. However, from the local logic of innovation pro-
cess participants, these two instances are connected across stages 1 and 2. The second
exception is T7 in stage 3, including the arrows 15, 16, and 26. These elements of Fig-
ure 26 are drawn in a dashed line because they represent an independent influence on
the business model innovation process that developed within RINGIER but beyond the

scope of the innovation process.

The case description organizes the operation of different generative mechanisms

along the timeline between 1999 and 2011.

% Note the graphical reference to the research framework in Figure 16 on page 114.

% Te., ecological change is sensed and order enacted in the continuous flow of experience. With reference to
mental models, the bracketed flow of experience is subsequently reduced to “a locally plausible story [...]
which serves as a guide for further action and interpretation” (Weick, et al., 2005, p. 414).

" I.e., change results from contradiction, tension and conflict between an actor/group with a thesis and an anti-
thesis and might finally be resolved in the form of a synthesis (Poole & Van de Ven, 2004).

"' Le., an actor/group formulates a goal based on an opportunity/dissatisfaction, takes purposeful action to im-
plement the goal, monitors progress, and makes modifications based on learning (Poole & Van de Ven, 2004).
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Figure 26: Mechanisms operating throughout stage 1
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Stage 1 covers the events from MTG’s and SCHIBSTED ASA’s market entry prepa-
rations in mid-1999 to the start of RINGIER’s free-newspaper-specific innovation ef-
forts in March 2005. There were four generative mechanisms at work at this first stage
in Ringier’s process of dealing with the new free newspaper competition: Sensemak-
ing cycles were activated twice when an outside opportunity triggered sensemaking at
the highest RINGIER management levels. The first sensemaking cycle (S1) ended with-
out triggering further action. The second sensemaking instance (S2) contributed to a
dialectic cycle that favored the existing business model because previous negotiations
with SCHIBSTED ASA had not led to a favorable outcome. The teleological cycle (T1)
that worked toward new newspaper concepts also fueled the first dialectic confronta-
tion (D1) between the thesis and anti-thesis. However, the first teleological cycle end-
ed as the debate shifted in favor of the old model as part of the enactment of the out-
come of the second sensemaking cycle. Finally, the dialectical cycle ends the case
study’s first stage without triggering further action toward the development of a free

newspaper.

Stage 2 includes all events from the start of the first top-down innovation project to
develop a free newspaper at RINGIER in March 2005 to the market launch of HEUTE
(engl. today), RINGIER’s first general interest free daily in Switzerland in May 2006.
There were two sensemaking, one dialectical, and four teleological mechanisms at
work throughout stage 2. The financial success of domestic and foreign free dailies as
well as changing media consumption habits, on the one hand, and the continued
downward trend of RINGIER’s incumbent newspapers BLICK and SONNTAGSBLICK in
terms of net reach, on the other, caused RINGIER managers to reconsider their stance
on the free daily business model in the third sensemaking cycle (S3). This formally
started the innovation project team’s teleological search process, within which they
developed assumption-based options, gathered information, and developed initial first
business model ideas (T2). The new information was subsequently incorporated into
further sensemaking at the top management level, where the legitimization of in-
volvement in a free newspaper was updated and refined (S4). This sensemaking cycle
interacted with both the following operational level project development (T4, T5) and
a dialectic conflict (D2) between the old and the new business model. The conflict ma-
terialized as a result of both public attention and a BLICK journalist’s bottom-up initia-
tive to develop a free newspaper of his own (T3), which led to a more concentrated

focus on support for the anti-thesis (i.e., the free daily’s business model). Finally, the
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result of this interaction was the implementation of HEUTE newspaper (T5) as an or-

ganizationally separated unit in May 2006.

Stage 3 is comprised of the events referring to the ongoing implementation and
improvement of HEUTE starting in June 2006 and to the transition from HEUTE to a
new general interest free daily titled BLICK AM ABEND, launched as a replacement in
June 2008. One sensemaking, two dialectic, and four teleological generative mecha-
nisms operated throughout stage 3. The results of the sixth teleological mechanism
(T6) and HEUTE’s ongoing implementation and improvement were below the expecta-
tions of RINGIER’s management. In addition, the signaling of project outcomes, which
focused more on the positive readership figures and less on the lagging ad display
sales, created dissonance. Together with the BLICK editor-in-chief’s unwillingness to
maintain minimal coordination and the stagnant performance of the joint advertising
pool, the dissonance triggered the third dialectical cycle (D3). The sixth teleological
cycle contributed directly and via the third dialectical cycle to a reassessment of HEU-
TE in the fifth sensemaking cycle (S5). The new strategic context as well as new man-
agement of RINGIER SWITZERLAND installed by the seventh teleological cycle (T7)
both disfavored HEUTE. Sensemaking (S5) interacted with a new dialectical cycle (D4)
enabled by the prospect of HEUTE’s market exit. A new rationale was introduced to
allow for a more complementary relationship of the incumbent and new business mod-
el in the dialectic interaction between proponents of the thesis and anti-thesis. Project
work to develop a new free daily was initiated by a top-down-motivated eighth teleo-
logical process (T8). Finally, as the new concept was substantiated and prepared for
market launch, the designated editor-in-chief of the new BLICK AM ABEND managed
the transition from HEUTE to the new free daily as well as HEUTE’s market exit in the

ninth teleological cycle (T9).

Stage 4 covers the events that relating to the implementation and improvement ef-
fort after June 2008, and to the introduction and implementation of a single multime-
dia newsroom for all BLICK-branded newspapers (incl. the flagship incumbent news-
paper and free daily) between 2010 and 2011, which had profound implications for the
business model of the free daily. One sensemaking mechanism, one dialectical’> and
two teleological mechanisms were in operation throughout stage 4. As HEUTE had in
Summer 2006, BLICK AM ABEND entered a teleological cycle (T10) of ongoing im-

plementation and improvement after market launch. However, the adaptations to the

" Note that this instance of a generative mechanism is only depicted in stage 3 for graphical reasons. The fourth
dialectical cycle’s time index in the graphic depicts the temporal overlap with motor working in stage 4.
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initial concept were not as far-reaching as they had been for HEUTE because BLICK AM
ABEND was able to exploit what had been already learned about the production of a
free daily at RINGIER up to this point. The integration and synergies of the old and new
newspaper business model are taken further within the sixth sensemaking cycle (S6) as
a result of the developments initiated by the fifth sensemaking cycle (S5) in stage 3
and the fourth dialectical cycle (D4) in stages 3 and 4. A new business model of the
free daily as part of an integrated media platform was the outcome of newsroom inte-
gration, which changed previously unaltered aspects of free newspaper value creation

in the eleventh teleological cycle (T11).

While the above section provides only an initial, superficial overview, the subse-
quent chapters delve more deeply into the case, presenting the case narrative stage-by-
stage and offering support through first-hand evidence intertwined with theoretical
insights (Eisenhardt & Graebner, 2007). Inspired by Cule and Robey’s (2004) interpre-
tive framework, each process stage in chapters B5.2.2 to B5.2.5 is divided into three

sections (1.e., causal conditions, actions, and consequences).
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5.2.2 Stage 1: Precursor to PROJECT Z
Stage 1 in Figure 27 covers events from MTG’s and SCHIBSTED ASA’s market entry

preparations in mid-1999 to the start of RINGIER’s free-newspaper-specific innovation
efforts in March 2005.

Figure 27: Mechanisms operating throughout stage 1 (06/1999 — 02/2005)

Sensemaking

S1 S2
06/1999 01/2003
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Source: Own representation.

5.2.2.1 Starting conditions
By the late 1990s, RINGIER had produced a free daily newspaper for a ten-day period

(Meier & Haussler, 2010b), worked for about half a year on a free newspaper concept
based on a bottom-up initiative by an editor (Consultant2, 2011), and declined an offer
to collaborate with the Zurich public transport association (Ihle, 1996). However, none
of these events translated into serious business for RINGIER. Thus, until 1999, the in-
cumbent publisher had not given serious thought to the idea of a modern free daily

newspaper.

While chapter B5.1 described BLICK’s development history, Table 34 provides an
overview of the business model of RINGIER’s flagship newspaper in 1999. The busi-
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ness model establishes RINGIER’s point of reference for the later assessment of new

free newspaper competition and the development of its own free daily concepts.

Table 34: Business model configuration BLICK in 1999

Business model element BLick

Value proposition Unit of busines§ .
= Color morning newspaper in broadsheet format.

= Content structured into two books covering news, politics, business,
entertainment, sports, and services.
= Layout defined by content.

Customer

= Rural, mostly male readership aged 35 plus.

= Readership of basic to intermediate education level.

= Household income between CHF 4,000 and CHF 8,000.

Customer Value

= Switzerland-specific and international news, yellow-press content,
and original content.

= Perspective and opinion on current topics of interest in a way the
reader understands and s/he can relate to.

= Loud and emotional tone.

= Service section with personalized reader advice.

= Access to a rural target group with high reach in German-speaking
part of Switzerland as Switzerland’s most widely read newspaper.

Value creation Resources/ Competences
= High number of staff.
Experienced journalists.
Investigating original content.
Providing background and perspectives.
Integrated production (central print facilities).

Value network / Coordination

Value communication and transfer ~ Communication .
= Classical advertising mix.

= Primetime TV advertisements addressing news content.
= Reader-generated content in newspaper’s service section.

Transfer

= Newsagents and kiosks.

= Pay-per-copy vending machines.
= Postal service home delivery.

Value capture = Advertising revenues from national campaigns (i.e., German-
speaking part of Switzerland) (i.e., 39% of revenues).
= Single-copy sales (CHF 1.50 per copy) and newspaper subscriptions
(i.e., together 58% of revenues).

Source: Based on Meier and Hdussler (2010b), Facts (2007), Hiirzeler (1997, 2002), Hiirzeler and
Grieder (1997), and Journalist2 (2012).

In a number of key elements, the business model of BLICK resembled the arche-
typal paid-for daily newspaper defined in Table 28 (p. 128): First, the unit of business
was a substantial morning daily newspaper published in two books (Hiirzeler &
Grieder, 1997; Meier & Haussler, 2010b) for a readership group of high average age
(Hirzeler, 1997; Journalist2, 2012). Second, a large number of experienced journalists

produced original content for the BLICK newspaper that was produced and distributed
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by RINGIER in an integrated fashion (Journalist2, 2012). Third, the changing content of
the newspaper that featured six main sections (i.e., news, politics, business, entertain-
ments, sports, and services) required the editorial and production team to define a new
layout on a daily basis (Hiirzeler, 1997; Journalist2, 2012). Fourth, BLICK was adver-
tised to readers in classical media such as television broadcastings (Journalist2, 2012).
Fifth, readers bought the morning newspaper either as a single copy at a newsagent or
as a subscription with home delivery service (Journalist2, 2012; Meier & Haussler,
2010b). Finally, also BLICK’s revenue sources (i.e., advertising campaigns, subscrip-

tion fees, and single copy sales) matched those of traditional paid-for newspapers.

However, in contrast to Switzerland’s other leading newspapers (cf. chapter
A3.1.1) and the archetypal paid-for newspaper, the yellow press title, BLICK, displayed
four peculiarities: First, the newspaper emphasized typical yellow press content of a
loud and emotional tone (Hiirzeler, 1997, 2002; Meier & Haussler, 2010b). Thus,
BLICK put more emphasis on portraying a particular perspective to which the reader
could relate rather than equally representing the diverse spectrum of opinions
(Hirzeler, 1997; Meier & Héussler, 2010a, 2010b). Second, the newspaper was pre-
dominantly consumed by a rural male readership of a basic to medium education level
(Journalist2, 2012; WAN, 2000). Third, the newspaper featured reader-generated con-
tent and personalized advice in the service section, which was processed and produced
by a separate designated part of the editorial team (Journalist2, 2012). Finally, RINGI-
ER complemented the common means of value transfer through an extensive network
of pay-per-copy newspaper vending machines (Journalist2, 2012; Meier & Héussler,
2010b).

Table 35 details the revenue and cost breakdown for BLICK in 1999, 2005, and
2011. In 1999, BLICK found itself in a favorable financial position despite a slowly
declining readership (Ringier, 2000a). That year, the newspaper’s total revenues ex-
ceeded total cost by 12 percent (Ringier, 2013). Hence, in 1999, RINGIER was profita-
bly operating a mostly standard paid-for newspaper business model that displayed a
limited number of peculiarities predominantly induced by BLICKS’ yellow press posi-

tioning.
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Table 35: Revenue and cost breakdown for BLICK in 1999, 2005, and 2011

BLick 1999 BLick 2005 Brick 2011

Circulation 58% 62% 59%
Advertising 39% 36% 32%
Other 3% 3% 8%

Total revenues 100% 100% 100%
Printing, distribution 35% 34% 50%
Editorial 22% 25% 25%
Marketing 10% 11% 8%

Publishing 22% 23% 10%
Total cost 88% 93% 93%

Note: Rounding differences explain the deviation between sum of cost/revenues and provided totals.
Source: Based on RINGIER (2013).

5.2.2.2 Causal conditions that start process

In mid-1999, two independent teams, one established by Norwegian publisher SCHIB-
STED ASA and the other by Swedish MODERN TIMES GROUP (MTG), were preparing
the market launch of a modern free daily in Zurich for early 2000 (Haller, 2009a;
Liiond, 2008b): 20 MINUTEN and METROPOL (cf. chapter A3.3).

RINGIER’s management was already aware of METRO’s development in Sweden
(cf. Vogel, 2001) and recent market entry preparations for Switzerland when SCHIB-
STED ASA approached RINGIER to offer a 20 percent stake in its Swiss venture, 20
MINUTEN SCHWEIZ AG (Consultant2, 2011; Liiond, 2008b).

5.2.2.3 Actions

The news about both SCHIBSTED ASA’s and MTG’s Swiss operations and SCHIBSTED
ASA’s direct offer to invest in 20 MINUTEN SCHWEIZ AG triggered a first cycle of
sensemaking (S1) at RINGIER.

At the organization’s highest management level, actors discussed how to respond
to foreign entrants and their market launch preparations as well as SCHIBSTED ASA’s
investment offer. However, in retrospect, interviewees disagreed over the form of this
discussion and whether the response to free newspapers was ever an official item on a
board meeting agenda in mid-1999 (Journalist2, 2012; Manager6, 2011; Manager7,
2012). Despite this disagreement, however, they unanimously remembered how free

newspapers were perceived at the time:
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,, Free newspapers were not considered serious competition. Hence, Ringier management
neither expected them to develop into an opportunity nor into a real danger” (Manager®6,
2011)

Operating on their existing mental models (Weick, et al., 2005), RINGIER man-
agement classified the market entry of the free newspapers 20 MINUTEN and METRO-
POL as an incident of minor importance. Organizational actors assessed the new devel-
opment by drawing on their business definition and professional self-conception, as
the president of the board of directors explains:

“Our business was always classical journalism. This is why we did not take free newspa-

pers seriously — in a journalistic sense — when they first appeared.” (Hartmeier & Seibt,
2006)

In the perception of RINGIER management, free newspapers did not meet the or-
ganization’s journalistic quality standards. In their view, free newspapers underper-
formed on criteria that typically mattered to newspaper production such as the quality
of content (Manager6, 2011; Manager8, 2012). In particular, organizational actors ar-
gued that content produced by journalists is a valuable product that should not be giv-
en away for free (Journalist2, 2012; Manager8, 2012).

Hence, RINGIER management’s subsequent path of action was consistent with the
way they made sense of the ecological change facing them. They abandoned negotia-
tions with SCHIBSTED ASA involving an investment in 20 MINUTEN SCHWEIZ AG and
did not respond” to the market launch of 20 MINUTEN and METROPOL in late 1999 and
early 2000 (Consultant2, 2011; Liond, 2008b; Manager8, 2012). Thus, the first
sensemaking cycle ends without providing momentum for further generative mecha-

nisms.

In addition to introspection, three more aspects of the organizational context war-
ranted RINGIER management’s course of non-action over time: First, in August 1999,
the other two major Zurich-based incumbent publishers, TAMEDIA AG and NZZ
GROUP, repositioned their free weekly TAGESANZEIGER DER STADT ZURICH as a spoil-
er publication to obstruct the market entry of 20 MINUTEN and METROPOL’s (Bakker,
2002a; Haller, 2009a). Second, MTG’s METRO was profitable in only one market in
mid 1999 (Haas, 2006); thus, the overall economic viability of modern free dailies was
questionable (Bakker, 2008a, 2008b; Haller, 2009a). Finally, the failure of foreign-
owned free daily newspapers in Germany in July 2001 (Vogel, 2001) and METROPOL,

> Manager 8 (2012) points out that operational level changes to the flagship newspaper’s content and a short-
term experiment with early morning home delivery (Haller, 2009a) were negligible.
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which withdrew from Switzerland in February 2002 (Custer, 2008; Haller, 2009a)
seemed to confirm the RINGIER managers’ stance on free daily newspapers
(Journalist2, 2012).

The first teleological cycle (T1) of importance to the development of free daily
newspapers at RINGIER (Editor-in-Chiefl, 2011) started with a failed acquisition at-
tempt in February 2002. RINGIER sought to acquire rival publisher JEAN FREY AG,
which marketed WELTWOCHE, a prominent weekly newspaper that RINGIER was inter-
ested in (Meier & Haussler, 2010b). This acquisition attempt neither qualified as a
strategic alternative to an earlier investment in 20 MINUTEN SCHWEIZ AG nor was the
earlier course of action in response to free newspaper competition a necessary prere-
quisite to the start of this teleological cycle (Manager7, 2012). JEAN FREY AG found
itself in financial difficulties at that time, and RINGIER intended to realize the oppor-
tunity to grow its domestic newspaper business (Meier & Hiussler, 2010b). However,
RINGIER lost the bid five weeks after signing a letter of intent (Meier & Héussler,
2010b; Personlich, 2002b).

As a consequence of the lost acquisition and because the organization had been
pursuing the idea of a weekly newspaper for quite some time (Meier & Héussler,
2010b), RINGIER’s newspaper division established project resources to develop a
weekly newspaper of its own in February 2002 (Personlich, 2002b). To this end, the
incumbent publisher hired a former WELTWOCHE editor-in-chief (Personlich, 2002b).
Hence, the dissatisfaction with the failed acquisition of a rival publisher initiated a tel-
eological process (Poole & Van de Ven, 2004) aimed at developing new newspaper

concepts.

These efforts were significant for the subsequent development of free newspapers
at Ringier for two main reasons (Editor-in-Chief1, 2011): First, the newspaper division
began searching for new newspaper concepts, one of which would eventually incorpo-
rate some features of a free newspaper. This contributed to a first dialectic cycle (cf.
arrow 2 connecting T1 and D1 in Figure 27) in which the notion of “for free” con-
fronted advocates of RINGIER’s traditional paid-for newspapers. Secondly, the re-
sources established to develop new newspapers would eventually serve as the means

to develop a free daily newspaper (cf. arrow 3 connecting T1 and T2 in Figure 27).

The first teleological cycle (T1) extends over a period of three years, from Febru-
ary 2002 to February 2005 (Editor-in-Chiefl, 2011). The search for new newspaper
concepts, whose reliance on a new business model was undetermined at the beginning

of the cycle, proceeded in two waves. Public evidence of the first concept developed
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by the former WELTWOCHE editor-in-chief refers to the project as a weekly newspaper
that was ultimately not published either because the idea had lost momentum and/or
because of unresolved distribution problems (Personlich, 2002a, 2002b, 2002c¢, 2003).
Evidence of a replacement concept (project title: “Project Z”) appeared in spring 2004.
The industry journal PERSONLICH (2004h) reported that Ringier staff was working on a
pilot for a free daily newspaper titled NEUE ZEITUNG (engl. “new newspaper’’). How-
ever, a subsequent clarification that was never confirmed by RINGIER noted that NEUE
ZEITUNG would only be free as an insert in RINGIER’s paid-for newspaper, BLICK, for
the first three months after market launch, after which it would be sold by news agents
(Personlich, 20041). According to PERSONLICH (20041), the new press title was to be
published as a color tabloid, positioned as a “sophisticated newspaper” addressing an
“upper-class” readership. In spite of the project’s progress, the board of directors post-
poned the decision about NEUE ZEITUNG’s market launch (Personlich, 2004b), and in
February 2005, RINGIER’s head of the newspaper division declared that the project had
“no priority” (Personlich, 2005b). Thus, the first teleological cycle stopped when the
committee controlling the resources for project implementation intervened and redi-
rected the project resources of the newspaper division to the evaluation of free daily
newspaper options (cf. arrow 3 connecting T1 and T2 in Figure 27) (Editor-in-Chief1,
2011).

Throughout the period in which the first teleological cycle operated, two more
generative mechanisms influenced the path of free daily newspaper development at

RINGIER: a sensemaking mechanism (S2) and a dialectic mechanism (D1).

The second sensemaking cycle (S2) began like the first. Between late 2002 and ear-
ly 2003, SCHIBSTED ASA again approached Ringer management; however, this time
they were not just offering a stake in 20 MINUTEN SCHWEIZ AG. The Norwegian pub-
lisher wanted to negotiate a buy-out of its shares in Swiss free daily newspaper opera-
tions and sell 20 MINUTEN SCHWEIZ AG (Manager7, 2012; Manager10, 2011). The
reason for the offer was threefold: First, TAMEDIA AG had announced its interest in a
stake in 20 Minuten Schweiz AG in autumn 2002 and threatened to launch EXPRESS, a
free newspaper of its own if Schibsted ASA and the other investors turned their offer
down (Manager10, 2011). Second, SCHIBSTED ASA had thus far invested more in its
Swiss venture than had initially been intended and thus, reaching break-even would
take longer than anticipated (Consultant2, 2011; Liiond, 2008b; Manager10, 2011).
Moreover, warding off EXPRESS would cost yet another CHF 5-10 million (Haller,
2009a; Manager10, 2011). In addition, Schibsted ASA had experienced a loss from
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closing down free newspaper operations in Germany (Vogel, 2001) and was eager to

invest more in its Spanish operations (Consultant2, 2011; Manager10, 2011).

At RINGIER, the buy-out offer represented a new instance of sensemaking. Judging
on the basis of journalistic criteria, Ringier management still considered free newspa-
pers “journalistic fast food” of an inferior quality (Manager7, 2012). However, com-
pared to the first sensemaking cycle, economic criteria featured alongside journalistic

criteria this time:

“[RINGIER management] realized that a free newspaper could be a working business mod-
el — albeit a risky one. Free newspapers are based on a single revenue stream. That was
the one new insight” (Manager7, 2012).

Organizational actors realized that the underlying business model might be profit-
able as readers enjoyed “journalistic fast food” at times and in certain situations such
as their morning commute to work on public transport (Manager7, 2012). However,
commitment to the idea of a RINGIER free newspaper was still limited as journalistic
concerns prevailed (Editor-in-Chiefl, 2011; Journalist2, 2012; Manager7, 2012).

RINGIER’s CEO led the negotiations with SCHIBSTED ASA and welcomed the in-
vestment opportunity (Manager7, 2012; Manager10, 2011). At the time of these nego-
tiations, in 2002 and 2003, the Swiss economy was in recession (Ringier, 2003, 2004).
Overall, leading Swiss newspapers experienced a decline in advertising revenues of 25
percent in 2002 and the profit from advertising sales of RINGIER’s newspaper division
fell by CHF 11 million (i.e., about 11 percent) compared to the previous fiscal year
(Ringier, 2003). BLICK, RINGIER’s flagship newspaper, had lost 3.4 percent of its read-
ership and circulation had decreased by 2.5 percent since 19997 (WAN, 1999-2009).
Despite the decrease in newspaper revenues, pressure on newspaper operations was
modest for four reasons: BLICK and its Sunday edition SONNTAGSBLICK were still the
most widely read Swiss newspapers, which made them attractive advertising media.
Second, on average, rival newspapers suffered far more from the decrease in advertis-
ing spending (Ringier, 2003) and a decrease in readership. For example, Switzerland’s
second most widely read daily newspaper, TAGES ANZEIGER owned by TAMEDIA AG,
had lost 26 percent of its readership, with circulation shrinking by 11.3 percent (WAN,
1999-2009). Third, a new editor-in-chief was to provide the flagship daily newspaper

with new momentum (Ringier, 2003). Finally, the entire RINGIER organization man-

™ What portion of this readership loss can be attributed to competition by free dailies cannot be reproduced be-
cause of missing data (Masika, 2010).
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aged to increase its profit margin and cash flow despite a bleak economic environment
(Ringier, 2003).

RINGIER lost its bid as 20 MINUTEN’s investors opted for a contract with TAMEDIA
(Haller, 2009a). Even though the incumbent publisher’s and TAMEDIA’s offers for 20
MINUTEN SCHWEIZ AG were reportedly close, it seemed that the looming threat of the
spoiler publication EXPRESS tilted the decision in favor of TAMEDIA (Editor-in-Chief4,
2011; Liond, 2008b; Manager7, 2012; Manager10, 2011).

While the Ringier CEO characterized the failure to buy 20 MINUTEN as his biggest
mistake in 2003 (Personlich, 2004g), the unsuccessful negotiations gave proponents of
paid-for newspapers at RINGIER a boost (cf. arrow 1 connecting S2 and D1 in Figure
27) which was echoed in RINGIER employees’ subsequent legitimizations of the organ-
ization’s decision to stay out of the free daily newspaper business. Their arguments,
demonstrating the plausibility of RINGIER’s course of action at the time, surfaced in

the first dialectical cycle.

The first dialectic cycle (D1) materialized between February 2004 and February
2005, when the idea of a free newspaper produced by RINGIER found support for a
short period of time. For the first time in recent years, the notion of “for-free” was in-
corporated into a newspaper concept (cf. NEUE ZEITUNG in first teleological cycle)
(Personlich, 2004h) and had gained some support by early 2004. However, the idea of
giving away a newspaper for free represented the anti-thesis (Poole & Van de Ven,

2004) to the thesis supported by proponents of the paid-for newspaper business model.

Interviewees indicated that, at that point, the anti-thesis was probably more readily
embraced by RINGIER’s publishing than journalist staff (Journalist3, 2012; Manager7,
2012). Nonetheless, the overall support for the anti-thesis was very limited and was
not able to establish itself in 2004.

Since RINGIER had lost its bid for 20 MINUTEN and because 20 MINUTEN was
steadily gaining readership (Personlich, 2004j), the focus lay on a consistent story
(Weick, et al., 2005) that made sense of RINGIER’s focus on its existing newspaper
business and non-engagement in the free newspaper business. The following state-
ments represent the enactment of this story by RINGIER’s head of the newspaper divi-
sion in 2004. The RINGIER manager legitimized the incumbent publisher’s stance on
the basis of three main arguments: First, free and paid-for newspapers are different and
cannot be compared along established performance measures (i.e., readership and cir-

culation figures) surveyed by the industry’s audit bureau (Personlich, 2004;):
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“A free newspaper is not a paid-for newspaper. Who ever compares the two, is comparing
apples and oranges” (Weissberg, 2004).
Second, RINGIER’s flagship newspaper delivers a unique value to its readers in the
form of journalistic investigations, opinions, and emotion, which free newspapers can-

not deliver:

“Free newspapers promise readers something they cannot deliver: wholehearted journal-
ism” (Personlich, 2004c).

“[BLICK] investigates and reveals, it crafts reportages and it conducts interviews, it ana-
lyzes and it comments. BLICK means elaborate journalism. BLICK is curious, unsettling,
and sassy [...] [free newspapers in contrast] snip the endless supply of newswire messag-
es and arrange these ‘appetizers’ in neat little boxes, garnished with a few stories re-
searched on their own: Voila, the hors d’oeuvre are ready” (Weissberg, 2004).
Finally, the unique value captured by terms such as “good journalism” or “quality
journalism” requires readers’ financial contribution and readers should consider a

product that enhances such value worth paying for:

“Only good journalism makes a good newspaper possible. And that comes at a price. Dil-
igent research, a comprehensible language, exclusive stories, intelligent comments and
striking pictures: These things are not for free. This is why BLICK cannot be for free [...]
BLICK requires the reader’s financial contribution” (Weissberg, 2004).

As the account of the first teleological cycle reported, the intervention of resource
controllers ultimately led to the discontinuation of the newspaper concept NEUE
ZEITUNG (Personlich, 2004b, 2005b). The abandonment of this project in 2004 is both
an indicator of the consistent enactment of RINGIER’s stance on free newspapers after
having lost its bid for 20 MINUTEN SCHWEIZ and of the dominance of the thesis that
rejected the idea of a RINGIER-owned free newspaper at the end of the first stage of the
case study. Thus, the first dialectic cycle ends with the rejection of the anti-thesis and
without providing momentum for further action toward the development of a free

newspaper, which will begin in stage two.

5.2.2.4 Consequences and conclusion

At the end of the first stage, RINGIER was an incumbent publisher without a free news-
paper — unlike its domestic rival TAMEDIA AG. TAMEDIA AG, which had taken over
20 MINUTEN 1n 2003, started developing the free newspaper into a viable venture
(Manager9, 2011; Manager10, 2011). The free daily 20 MINUTEN (782,000 readers)
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surpassed BLICK (736,000 readers) in terms of audited readership for the first time in
autumn 2004 (Personlich, 2004f).

The thesis that free newspapers are an inferior product of low quality journalism
was dominant at RINGIER at the end of 2004; however, a number of organizational ac-
tors were aware of the possibility that free newspapers might at least be attractive from
an economic stance (Manager7, 2012). However, the fact that RINGIER had lost its the
bid for 20 MINUTEN SCHWEIZ AG in 2003 reinforced the support of the existing paid-
for newspaper business model. This position was consistently enacted when initial at-
tempts to include the notion of “for-free” were terminated and BLICK’s loss of its

number one readership position was justified and framed in 2004 (Weissberg, 2004).

Despite the argument that free dailies cannot be compared to paid-for daily news-
papers (Personlich, 2004;), RINGIER relaunched BLICK in tabloid format in mid-2004
to cater to readers’ seeming preference for more handy-sized newspapers (Personlich,
2004a, 2004¢). However, copying this successful feature of free daily newspapers in-
advertently made BLICK more similar to 20 MINUTEN, which subsequently put RINGI-
ER under more pressure (Manager3, 2011; Personlich, 2004e, 2006d).

In conclusion, there were four generative mechanisms at work at ths first stage in
Ringier’s process of dealing with the new free newspaper competition: Sensemaking
cycles were activated twice when an outside opportunity triggered sensemaking at the
highest RINGIER management levels. The first sensemaking cycle (S1) ended without
triggering further action. The second sensemaking instance (S2) contributed to a dia-
lectic cycle that favored the existing business model because previous negotiations
with SCHIBSTED ASA had not produced a favorable outcome. The teleological cycle
(T1) that worked toward new newspaper concepts also fueled the first dialectic con-
frontation (D1) between the thesis and anti-thesis, but as the debate shifted in favor of
the old model as part of the enactment of the outcome of the second sensemaking cy-
cle, the first teleological cycle discontinued. Finally, the dialectical cycle ended the
case study’s first stage without triggering further action towa