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Business model design: conceptualizing networked kee co-creation

Abstract

Purpose A common thread in the modern marketing theosash as service-dominant logic
(Vargo and Lusch, 2004) and viable systems apprv&#h (Golinelli et al, 2002), is the notion
value co-creation: the locus of value creationadamger perceived to reside within firm
boundaries but value is considered to be co-crdagttieen various actors within the networked
market. The evolution of value creation, from vatweation by the manufacturing firm to value co-
creation in a network, necessitates a corresporatingge in the concepts used to depict value
creation. The present research investigates bismedels as a broader conceptualization of value
co-creation that captures this change.

Design/methodology/approachThe topic is approached by a combination of ditere review and
interactive research (Gummesson, 2002a), incluiditegactions with managers from 12
international companies.

Findings: Business models are defined as configurationwelve interrelated elements, covering
market, offering, operational, and management vamp. The effectiveness of a business model in
value co-creation is defined by the internal comfagional fit between all business model elements
and the external configurational fit between previsland customers’ business models.

Practical implications: A firm can radically improve the value co-creatioy designing business
models that have high degree of internal and eatewnfigurational fit.

Originality/value : For a scholarly audience the article contribtivethe discussion on value co-
creation by providing a conceptualization of theihass model construct depicting the value co-
creation in a network. For a practitioner audiemoéfers ideas for improving business
performance through conscious business model dewveot.
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1 Introduction

The transition from a goods-dominated, “inside-pw#lue chain paradigm towards a knowledge-
intensive, collaborative, resource integratingueahetwork paradigm has led to a situation where
firm boundaries, as well as industry and countryrutaries, are becoming increasing permeable,
fuzzy and fleeting (Day, 1994; Dyer and Singh 1998)

This transition has evoked a keen interest in vateation. For example, the service-dominant logic
(SD logic) proposes that service is the fundamdraals of exchange and all social and economic
actors are resource integrators that interact tiromutual service provision to co-create value
(Vargo and Lusch, 2004). In a similar vein, thebléasystem approach (VSA) suggests that every
business is a system, immerged in a relationalesdriboking for viable competitive profiles
viability through interaction with other actors (@elli et al, 2002). Similar systemic view has
also been discussed in the Industrial Marketing WcRasing Group (IMP Group), resulting into
frameworks such as the actors-resources-activitedel (Hakansson and Johansson, 1992). Lately,
the service-dominant logic has suggested that rteadde spaces where firms deploy and integrate
operant and operand resources to co-create vainstead of being places where demand and
supply meet and reach equilibrium as neo-clasgicahomics suggests (Arnould, 2008; Lusch and
Vargo, 2006; Storbacket al, 2008; Vargo, 2007; Vargo and Lusch, 2008b).

A common thread in these research schools is thiem@alue co-creation: the locus of value
creation is no longer perceived to reside withmfboundaries but value is considered to be co-
created between various actors within the networkeatket. This development poses major
managerial challenges: how can the focal firm managworked value co-creation? The evolution
of value creation, from value creation by the mawtiring firm to value co-creation in a network,
necessitates a corresponding change in the congepdisto depict and manage value creation. Zott
and Amit (2008) suggest thausiness modelgepresent a broader conceptualization of value co-
creation that captures this change. Business ma@delexternally oriented and address questions
like: how to connect with factor and product maskethich parties to link to the focal actor and
what exchange mechanism to adopt, what resouraksapabilities to deploy to enable exchange
of goods or information, how to control the intdrac, and what incentives to use (Zott and Amit,
2008)?

Some business model definitions have been proposte existing literature (cf. Amit and Zott,
2001; Chesbrough and Rosenbloom, 2002; Magret@®; 20sterwaldeet al, 2005; Storbacka and
Nenonen, 2009; Zott and Amit 2008). However, theifess model research is only just emerging
with no commonly agreed definitions. In particuldre findings of Makinen and Seppéanen (2007)
indicate that there is considerable room for conedpdevelopment related to the business model
construct as the current definitions comply podhlg scientific taxonomical criteria. Additionally,
the business model construct has not yet received-spread attention in the marketing literature,
even though the construct could considerably enhietexisting discussion on value co-creation.

Thus, the purpose of this paper is to conceptuahizebusiness model construct and to discuss its
implications for the management of value co-creatioa business network. The paper is disposed
in the following way. First, we conduct a literagureview of the existing conceptualization of the
business model construct. Second, we describeetearch process and the used methods. Third,
we give a description of the developed framewor#t dascribe the configurative elements of the
business model in more detail. Fourth, we discuss the business model framework helps to



understand networked value co-creation. Finally, eemclude by identifying future research
opportunities, and managerial implications of tbgearch.

2 Business models in literature

According to the review conducted by Osterwaldeml. (2005), the term 'business model’ is a
relatively young one. It appeared the first timeamacademic article in 1957 (Bellmanal, 1957)
and it was first used in the title of an acadenniicie in 1960 (Jones, 1960). Similar constructshsu
as “business idea” (Normann 1977), and “serviceagament system” (Norman 1983) have also
been suggested earlier. However, the term gaine® male-spread popularity from the 1990’s
onwards, when business models and the changinglfcumdaries were discussed in an internet
context (Afuah, 2003; Afuah and Tucci, 2000; Ostdder, 2004). In recent years, the business
model concept has been used as a general constpletining how a firm is interacting with
suppliers, customers and partners (Zott and An@i@32. It is possible to identify several studies
discussing the business model concept in the dumanagement literature. In the present research,
a comprehensive literature review of the studiesipging conceptualizations of the business model
concept was conducted. Table 1 summarizes the fimdings of the literature review.

Table 1. Overview of existing business model ssudie

Study Year Definition of a business moel Business mod¢ concep element:
Amit & Zott 2001 “A business model depicts the cont structure, an » Content of transactio
governance of transactions designed so as to orakte « Structure of transactions
through the exploitation of business opportunities. « Governance of transactions
« Value creation desi
Chesbrough § 200z "We offer an interpretationf the business model as * Value propositio
Rosenbloom construct that mediates the value creation pratess. « Market segment

« Structure of value chain

« Cost structure and profit potential
« Position within value network

« Competitive strateg

Magrett: 200z "Business model answers thuestions such as who is t * Customer definitio
customer, what does the customer value, how do&em . Value to customer
money in this business, what is the underlying eatin logic « Revenue logic
that explains how we can deliver value to custoraeen « Economic logic
appropriate cost

Osterwaldeet 200¢ “A business model is a conceptual tool that contaisst 0« Value propositio

al. elements and their relationships and allows exprgske « Target customer
business logic of a specific firm. It is a desddptof the value « Dijstribution channel
a company offers to one or several segments obmess and . Relationship
of the architecture of the firm and its networkpaftners for  ,y/5)e configuration
creating,marketing, and delivering this value and relatiopsh, Core competency

capital, to generate profitable and sustainablerree streams.” Partner network

¢ Cost structure
* Revenue mod

Shafer 200t “Busines is fundamentally concerned with creating viand e Strategic choices (e.g. customer, vé

etal capturing returns from that value, and a modeinpk a proposition, capabilities, pricing,
representation of reality. We define a businessahasl a competitors, offering, strategy)
representation of a firm’'s underlying core logidatrategic  « Create value (incl. resources/assets,
choices for creating and capturing value withiralue processes/activities)
network.” « Capture value (incl. cost, financial aspe

profit)
* Value networ

Tikkanen 200t “We define the business model of a firm as a systemifestecs Material aspects: strategy & structu

etal in the components and related material and cognitspects.  network, operations, finance & accounting
Key components of the business model include thepemy’s « Belief system: reputational rankings,
network of relationships, operations embodied & th industry recipe, boundary beliefs, product

company’s business processes and resource basheand ontologies
finance and accounting concepts of the comp:i



Voelpel 2005 “The particular business concept (or way of doingibess) as« Customer value propositions

et al reflected by the business’s core value proposiiofof « Value network configuration
customers; its configurated value network to prewithat value. Systainable returns for stakeholders
consisting of own strategic capabilities as welbteer (e.g.
outsourced/allianced) value networks; and its oot
sustainability to reinvent itself and satisfy theltiple
objectives of is various stakeholde”

Chesbroug 2007 “The business model performs two important functiontue@ e Value propositio
creation and value capture. First, it defines @sef activities,« Target market
from procuring raw materials to satisfying the finansumer, «\/alye chain
which will yield a new product or service in sucvay that  « Revenue mechanism
there is net value created throughout the varictisiges. « Value network or ecosystem
Second, a business model captures value from mpat « Competitive strate
those activities for the firm developing and opieg it.” P 9y

Zott & Amit 2007 A business modtepictsthe conten structure, and governane Content of transactio

of transactions designed so as to create valuaghrthe « Structure of transactions
exploitation of business opportunities. A businessiel « Governance of transactions
elucidates how an organization is linked to externa « Value creation design

stakeholders, and how it engages in economic egeisawith , | inks to external stakeholders
them to create value for alxchang: partners

Johnsor 200¢ A business model consists of four interlocking edets  Customer value proposition (incl. tar
etal (customer value proposition, profit formula, kegaarces, key customer, job to be done, offering)
processes) that taken together create and delnee.v « Profit formula (incl. revenue model, cost
structure, margin model, resource
velocity)

« Key resources
« Key processes (incl. metrics, rules &
norms

Zott & Amit  200¢ “The business model can then be defintthe structure « Structure of transactio
content, and governance of transactions betweefotlaéfirm « Content of transactions
and its exchange partners. It represents a coralegattion of  « Governance of transactions
the pattern of transactional links between the faimd its « Transactional links to exchange partners
exchange partne.”

Storbacka & 200¢ “Business models are defir as configurations of interrelatt « Content of exchange & interacti
Nenonen capabilities, governing the content, process angag@ment « Process of exchange & interaction
of the interaction and exchange in dyadic valuereation.”  « Management of exchange & inactior

Even though all investigated studies propose diffedefinitions for business models, it is possible
to identify certain similarities. First, the majiyrof the business model definitions inclurestomer
value creationas one of the core elements. Customer value ore&i discussed under various
terms such as ‘value creation design’, ‘value psigan’ or ‘create value’, but the main content of
these terms is the same: the business model skeopldin how the firm creates value for its
customers. Secon@arnings logicis also mentioned in various business model defims (with
terms such as ‘profit potential’, ‘revenue modé&kvenue logic’, ‘capture value’, ‘profit formula’,

or ‘returns for stakeholders’). Thus, it can beaaded that the business model should also explain
how the firm yields a profit from its operationshifid, many business model definitions discuss the
value networkof the firm with terms such as ‘structure of valklain’, ‘partner network’, ‘value
network’, ‘links to external stakeholders’, or ‘tigactional links to exchange partners’. Therefore,
the findings of the literature review indicate thihe business model construct should be also
externally oriented and illuminate the relationshtpat the firm has with the various actors in its
value network. Fourth, various business model dedims discuss theesources and capabilities
that the firm has (with terms such as ‘core comm®te ‘resource’, ‘asset’, or ‘processes’,
‘activities’). Therefore, it can be concluded thatomprehensive business model framework should
also illustrate the resource and capability bas¢éheffirm. Finally, the majority of the analyzed
business model definitions discuss some typestrategic decisions, choices or principl&hese
decisions are discussed under terms such as ‘targgtet’, ‘target customer’, ‘position within



value network’, ‘competitive strategy’, or ‘rulesThus, the literature review indicates that the
business model construct can also explicate themstptegic decisions made by the firm.

Even though there is no commonly agreed definibbthe business model, it is possible to find
some categorizations of the existing business mittdehture. Osterwaldest al. (2005) classified
the business model articles into three categoliEs:studies that describe the business model
concept as an abstract overarching concept thatieseribe all real world businesses, (2) studies
that describe a number of different abstract tygfdsusiness models or classification schemes, and
(3) studies presenting aspects of or a concepaializ of a particular real world business model.

3 Methodology

The research discussed in this paper was carriedusing a period of eleven months. The research
involved a consortium of twelve multi-nationally erating firms from different industries: power
and automation technology, chemicals, electroritiity, printing, ICT, real estate, machinery,
metals, telecommunications, and forestry. All mgpant firms participated in the process as they
have a keen interest in exploring the business mdaev it should be conceptualized, how it
influences earnings logic, and how it can be abtivemanaged. The interaction with the
participating firms involved senior level executiiee presidents and their direct reports.

Eisenhardt (1989) has pointed out that conceptaahdéworks usually arise from the combination
of previous literature, common sense, and expegiefrt the present research we conducted
interaction research (Gummesson, 2002a), in whigltembined literature reviews with experience
and learning from field-based research with “refiex practitioners” (Gummesson, 2002b; Schon,
1983).

The research process consisted of three phasesie(pye-understanding phase aimed at collecting
the initial primary and secondary data on busimeedels and drafting a first conceptualization of

the business model construct, (2) the model dewedop phase aimed at fine-tuning the construct
conceptualization in cooperation with the participrms, and (3) the interpretation phase during

which the theoretical and managerial conclusionseweeated and the research report was written.
Between the phases we conducted two full-day reseaorkshops with 2-3 representatives from

each participating firm. This process is illustchie detail in Figure 1.

Phase 1: Pre-understanding Phase 2: Model development Phase 3:Interpretation

«Literature review *Research Workshop 1 *Refinement of Research

«Planning ofresearch \ | « || outputregardingthe \" | o || workshop2output o
methodology g || conceptualization \ | & || «Finalizing the business £

«Expertinterviews % || *Furtherliterature review 5 model construct s

«Practitioner interviews < | +Preparationof participant ¥ || conceptualization £
(each participant firm was B firm case studies, illustrating s +Extension of the literature 2
interviewed, altogether 12 S different parts of the = review based on model e
interviews) ' % business model construct % development §

+Development of the first @ || *Refiningthe e *Theoreticaland managerial | | 3
conceptualization of the & conceptualization of the | & conclusions &

( h /

business model construct business model construct /

Figure 1: Research process

During the pre-understanding phase, each partiogafirm was interviewed (all in all 12
interviews between 75 and 120 minutes) in ordeuriderstand their views on business models.
Additionally, the researchers reviewed the literatiand based on systematic combining of



literature and empirical data (Dubois and Gaddd)22Kovacs and Spens, 2005) an initial
conceptualization of the business model constrag developed. Following this work, the first
research workshop was held. This workshop was teéeat identifying additional viewpoints to the
initial business model conceptualization. Afterreeting the participants were divided into groups
and asked to relate their business models to thialiframework. During the workshop, the
researchers documented the group work resultstenddnsequent discussions, and this formed a
crucial input for further development of the busisenodel construct and its elements.

During the model development phase, the resear@drmatlyzed the output of the first workshop
with reference to a further literature review, dfatan the interviews and other data collected from
the companies during the first phase of the rebedased on this analysis, they developed a new
version of the conceptual model. In a preparation the second research workshop, each
participant company was asked to prepare a cadgg stuhow a specific element of the business
model construct works in their company. In the selceesearch workshop the participant company
case studies were presented and discussed. Bas#usomput, the emerging business model
construct and its elements were evaluated and ageelfurther.

During the interpretation phase, the authors madsgyrdahesis of the output from the second
workshop where participating companies presented studies illustrating the operationalization of
the different elements of the business model coostiThe researchers extended their literature
review as they developed the model further. Afiter final conceptualization of the business model
construct was agreed upon, the researchers distctisseheoretical and managerial conclusions.
After this, the final research report was writt@arts of the results from the research process have
been published in Storbacka (2006), and have afigenced the content of Storbaaaal (2008),

and Storbacka and Nenonen (2009).

The validity of the business model framework hasrbevaluated as the researchers have used the
framework in five interventions, where the framelvdras been used as an analytical tool in
strategy definition projects. Some alterationsh® todel have been made based on these projects
experiences.

4 Conceptualization of the business model construct

Building on the literature review and the resegyabcess carried out, we propose that the business
model framework contains three types of componetdsign principles, resources and capabilities.
The purpose of the business model construct iepoct the managerial opportunities for a focal
firm to influence value co-creation.

Design principlesare the first components of the proposed busimestel frameworkBaldwin and
Clark (2006, p. 3) define designs as ‘instructibased on knowledge that turn resources into things
that people use and value.” According to Baldwinl &lark (2006), designs are created through
purposeful human effort and that only through therey of designs can knowledge become the
basis of real goods and services. In the propossthéss model framework the design principles
guide the organizational capabilities in such a et resources can be optimally integrated in the
value co-creation processes.

The second component of the proposed business rfradetwork isresources The importance of
resources in value co-creation is highlighted mdhe S-D logic, which states that the application
of operant resources, i.e. service, is the fundamhdrasis of exchange, and that all social and
economic actors are resource integrators (VargoLasdh, 2008b). Building on Vargo and Lusch



(2008a), resources of a firm can be further divided operand and operant resources. Operand
resources are usually tangible, static resourcas rdquire some action to make them valuable
whereas operant resources are usually intangilyleandic resources that are capable of creating
value.

The third component in the proposed business nifoaielework iscapabilities Day (1994, p. 38)
defines capabilities as ‘complex bundles of slkalfel accumulated knowledge, exercised through
organizational processes, that enable firms to dipate activities and make use of their
[resources]'’. In the present research capabildares drawing on Day (1994), and Morgan and Hunt
(1999), defined as a firm’s ability to utilize itgperant resources effectively (to achieve goal).
Ramirez and Wallin (2000) and Blois and RamirezO@0have suggested a way to categorize
capabilities based on whether the value finallyatad is internally or externally focused. Internal
capabilities aim at improving the efficiency anceagtional performance of key business processes,
such as manufacturing processes. Relational (organizational) capabilities are the firm’s
abilities to effectively manage practices relatedtiie content and structure of interaction and
exchange between and supplier and customer, iferrirgy both to supplier and customer
relationships.

All of the proposed constituents of the businessleh@re present in four dimensiomaarket
offering operations andmanagementThus, the proposed business model framework stsnef
twelve interrelated elements, i.e. design pringplelated to market, resources related to market,
capabilities related to market, and so forth. Theppsed business model framework is illustrated in
Table 2.

Table 2. Business model framework

Design principles Resources Capabilities
Market Market & custome Customer Market & custome
definition & branc managemnt
Offering Offering design & earnings logic Technology Offering Ir?nggagemer
Operations Operations design Infrastruggjrrtﬁ,efuppliers ' Sourgrzj%,liere(?;juctio
Management Management system Human & financial resources Mamagt & leadership

In the proposed business model framework, the maekated design principles arearket and
customer definitionsThese design principles answer to questions aadiow the firm defines its
market, how the firm positions within that markethat is the firm’s go-to-market or channel
strategy, what are the firm’s target customers dbaseits customer definition, and how the firm has
segmented its existing and potential customer bBEse.main market resources related to markets
are customers and brand8oth types of resources have received a fainate in the modern
marketing literature, customers in the customeetagsgnagement literature (e.g. Bellal 2002;
Bolton et al. 2004; Hogan et al. 2002; Kumar aner@e 2007) and brand equity literature (e.qg.
Aaker 1992; Baldinger 1990; Farquhar 1990; Kell8®3). The main market-related capabilities
can be defined asmarket and customer managemeatamples of such capabilities are customer
and market insight processes (Day 1994) market mgakind shaping, sales and account
management, customer experience management, custel@@nship management and customer
service management.



The design principles related to offering are chltdfering design and earnings logia the
proposed business model framework. Offering desigfines the offering components available
and the possible offering configurations. Earniloggc defines how the firm makes a profit from its
operations, and it is affected by the firm’s prgilogic (selection of price carries and level ater
bundling), cost structure, and asset structure. b offering-related resource is tteehnology
and the related intellectual property rights. Thairmoffering-related capabilities amfering
management and R&D Under offering management firms execute processesh are
product/service development, and product/categ@yagement.

The operations desigieontains the design principles guiding the firrfgerations. Such principles
relate to make-or-buy decisions, the modularitypdduction processes, etc. The main resources
associated with operations are the firnmfastructure, suppliers and partnerg addition to the
physical infrastructure of factories and machirbs,firm’s infrastructure cover also items such as
information and communication technology infrasttwue and the geographical coverage of the
firm. In the current networked economy the list safppliers and partners can include various
partners such as raw material suppliers, chanmeiqya, research partners, production partners, and
so forth. Operations capabilities relate to how fine conducts itssourcing, production, and
delivery processesThese capabilities relate to supply chain managénthe capabilities needed
for manufacturing and assembly, management of #ligedty channel, and invoicing of delivered
offerings.

The design principles related to management cancdieed management systenin their
management systems, firms design various topicé ssc organizational structure, roles and
responsibilities, remuneration, and meeting stmgctduman and financial resourcese the main
resources associated with the management dimep$itme business. In addition to the existing
human resources, many firms pay a considerablatiatteto their future competence supply. The
main management capabilities in the proposed bssin@de framework are calledanagement
and leadershipCapabilities related to management and leadersinge found from e.g. planning
and control processes, human resource developmarggses, and the firm’s strategy process.

Interestingly, the research did not reveal anyrmss model design to be a superior per se. On the
contrary, the findings of the research indicatet tharious business model designs can create
equally solid financial results — if the businessdal “fits the firm and its customers”. This findin
creates a logical link to the literature on confggion. According to Meyeret al (1993),
configurations are constellations of design elesméhat commonly occur together because their
interdependence makes them fall into patterns.eMilL996, p.509) suggests that configuration
“can be defined as the degree to which an orgaaiZatelements are orchestrated and connected
by a single theme”. A key objective of configuraois to create harmony, consonance, or fit
between the elements (Meyetral, 1993: Miller, 1996; Normann, 2001). Thus, it dasaid that
effective business models are characterized bgdhégurational fit of their elements.

Elements of a configuration interact if the valdeooe element depends on the presence of the
other element; reinforce each other if the valueath element is increased by the presence of the
other element; and are independent if the valuanotlement is independent of the presence of
another element. A configuration with many elemehtst reinforce each other is can be said to
have a high degree of configurational fit (Siggeka2002). Identifying reinforcing business
models elements could enable the discovery of gergpologies or continuums for business
models (e.g. “product” vs. “solution” business misjle



A particularly interesting view of configurations the idea of equifinality (Dotgt al, 1993).
Equifinality implies that different types of confications lead to equally good end-results as leng a
they are configured in such a way that there isfigorational fit between the elements. This
indicates that there may be several “design theralesig which business model configurations can
be developed in order to achieve equal level ofigarational fit.

Therefore, it is proposed that business models Idhba viewed as constellations of design
elements that are orchestrated by a single thearéhdfmore, it is proposed that the effectiveness
of a business model in value co-creation is defingdhe internal configurational fit between all
business model elements and the external configuedtfit between provider's and customers’
business models.

5 Discussion — business models and networks

The purpose of the research was to conceptualedéikiness model construct in order to enrich
our understanding of the management of value catiore in business networks. The research
process involved a consortium of twelve firms fralifferent industries, and consisted of three
phases: (1) the pre-understanding phase aimedlattany the initial primary and secondary data
on business models and drafting a first conceatdin of the business model construct, (2) the
model development phase aimed at fine-tuning tmstcoct conceptualization in cooperation with
the participant firms, and (3) the interpretatidmpe during aimed at making the theoretical and
managerial conclusions. Based on the research,smdsas model framework was defined as a
constellation of twelve interrelated design eleragoutlining the design principles, resources and
capabilities related to market, offering, operasioand management. Additionally it was proposed
that the effectiveness of a business model in valoereation is defined by the internal
configurational fit between all business model edats and the external configurational fit between
provider's and customers’ business models.

The present research contributes to the currenketiag literature by providing a new construct
further illuminating value co-creation. Additionglithe proposed business model construct is likely
to enhance the existing network theories and maxe&figuration literature.

Various research streams within marketing concat the locus of value creation is no longer
perceived to reside within firm boundaries but ealkl co-created between various actors within the
networked market. The S-D logic (Vargo and Lus®Q4£ 2008) proposes that value is co-created
as actors interact to apply resources. Paginal (2008) provide a framework illustrating the
process of value co-creation. However, there is@ig the current value co-creation literature in
terms of explaining what kind of resources eacloracan have and what is the interface through
which actors interact to co-create value. We prephbat the business model construct answers both
these questions: it provides a framework througickviall resources and capabilities of any actor
can be presented and understood. The more in-deytbrstanding of the resources, capabilities,
and the design principles governing them allowsougain a deeper insight into value co-creation:
which actors are likely to get involved in a praeed value co-creation (i.e. compatible business
models) and how much value is likely to be co-addt.e. the internal and external configurational
fit of the business models).

Network theorists have proposed various constrtitéé characterize network actors, such as
‘network position’ (Burt, 1992; Zaheer and Bell,0X), ‘habitus’ (Fourcade, 2007), or calculative
motives (Callon, 1998). Additionally, the actorsearces-activities model (Hakansson and
Johansson, 1992) proposes that network evolvesighrenactment of activity links (the actors’



processes and practices are interlinked), resoliese(the resource configurations of actors are
interdependent), and actor bonds (there are difféfinds of bonds that influence actors in their
actions and decisions). The business model framtepravides a conceptualization of the resource
configurations of the network actors, thus enrighime existing network theories.

There is a lively discussion going on about marketeong the marketing academics. Vargo and
Lusch (2008b) argue that “what is needed is a geleeory of the market” (p. 3) and suggest that
there are opportunities to redefine the neoclakgiea on markets that is built around the notidn o
exchange value (Lusch and Vargo, 2006) and instieia#t of firms as “deploying operant and
operand resources both to co-create discursivelyireated market spaces and provide inputs for
value definition and delivery within them” (Arnoyl@008, p.21), i.e. to co-create markets and
integrate resources (Vargo, 2007) in networks,raleoto create value. Drawing on these notions
and the actors-resources-activities model propbgddakansson and Johanson (1992), the resource
integrator-resource-service model proposed by VargbLusch (2008a) and the work of Araefo

al. (2008), Storbackat al (2008) define markets as networked configuratiohsalue creating
elements: market actors, their business modelsttengractices that the market actors perform in
the market. According to Storbaclka al (2008), market actors negotiate through theirirass
models which aspects of their resource and capabiinfigurations are being used and how these
configurations interact for value co-creation. THefinition makes théusiness model a central
construct in explaining formation and the evolutiohmarket configurations: which actors have
compatible enough business models to enter commadcetrpractices and how the changes in one
actor’s business model transfer through market pcas to other actors’ business modelkeading

to an eventual change in the entire market corditgyom.

6 Limitations and suggestions for further research

The present paper proposes a conceptualizatioheobtisiness model construct, with an aim to
enrich to current understanding of value co-creaticherefore, it should be acknowledged that the
present paper is of exploratory nature and doesprmmtide normative guidance for designing
business models for improved value co-creation.ithatthlly, the model development was done in
cooperation with twelve companies, out of which teave a considerable focus on B2B
relationships. Thus, the applicability of the preed business model framework should be
investigated in various contexts in order to deteenits universal validity.

The present study opens interesting opportunitesfirther research. First, further research is

needed on the “design themes” for business modedsthere generic design themes for business
model configurations? The design literature presamncepts such as design architectures and
dominant design (Baldwin and Clark, 2006) that ddulp in identifying business model elements

that are reinforcing in nature (i.e. the value atleelement is increased by the presence of tlee oth

element) or that determine the prerequisites foemobusiness model elements. Identifying such

reinforcing or defining business models elementsildienable researchers to discover generic
typologies or continuums for business models (@mduct” vs. “solution” business models).

Second, research is also needed on the existemcenanagement of multiple parallel business
models within a single firm. This relates to thedamental concern for any organization to balance
exploitation with exploration (March, 1991). Anetdloempirical evidence suggests that firms in
business-to-business markets utilize several éiffigated business models simultaneously (e.g. one
business model focusing on producing and delivermgestment goods, and another business
model focusing on providing after-sales serviceshese investment goods). Additionally, the
modern networked markets and the dematerializaiforesources (Normann, 2001) offer various
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opportunities for business model differentiatione tliterature discusses issues like “partnering”
(Anderson and Narus, 1991) moving “from selling dqucts to selling solutions” or towards
“systems selling” (Daviest al, 2006; Dunn and Thomas, 1986; Hannaford, 1978mMn, 1996),
“moving downstream in the value chain” (Wise anduBgartner, 1999), “transitioning from
products to services” (Oliva and Kallenberg, 20@3pwever, barring the work by Markides and
Charitou (2004), there is very little academic egsk on the existence of multiple parallel business
models, the effectiveness of managing parallel fass models, the effectiveness of managing
parallel business models, or the optimal formalratevel of business model differentiation.

Finally, the findings of the present paper give Itig interesting research avenues related to market
configurations. The modern marketing literature saggested that markets are configurations
through which firms deploy and integrate operantd aperand resources to co-create value
(Arnould, 2008; Lusch and Vargo, 2006; Storbaekal, 2008; Vargo, 2007; Vargo and Lusch,
2008b). The research proposes that the businessloodstruct can be used to explain value co-
creation. In a market context, the business modestcuct can be seen as the interface through
which various actors’ resources and capabilitiesoachestrated for value co-creation.

It seems plausible to expect that the transparehtysiness models is a key attribute in effective
markets, as it makes it possible for the markebracto assess the possible fit between actors’
internal resource and capability configurations.eégiotal evidence suggests that some markets
configurations are connected to similarities in ibess logics or the compatibility of value
propositions. It seems, for instance, that markeifigurations where the focal firm is involved in
building an installed base of equipment will createonfigurational theme that involves after-sales
activities (Potts, 1988), aiming at exploiting “drect lifecycles” (Knechet al, 1993, Oliva and
Kallenberg, 2003). In the past, such market coméggan themes have been investigated under
headings such as industry logics (Prahalad, 200#)dustry recipes (Spender, 1989). We suggest
that the current market configuration literaturaildobenefit from the business model construct
when depicting the structure and the evolution afkat configurations.

7 Managerial implications

There are a couple of interesting managerial c@mmhs that can be drawn based on the present
research. First, the findings of the present papdicate that firms can radically improve value co-
creation, and thus increase their share of thereated value, by designing business models that
have a high degree of internal and external corditijpnal fit. Improved internal configurational fit
can be achieved by analyzing the twelve identifiegign elements of the business model and
modifying the potentially incompatible design elertse External configurational fit, on the other
hand, connotes the compatibility of the firm's mesis model with its customers, suppliers and
other business partners. Higher degree of exteroafigurational fit can be achieved both by
modifying the firm’s own business model and by rattg the firm’s customer, supplier and partner
portfolios.

Second, the business model framework can be usedtasl in strategy work. As the business
model framework makes visible all the design ppfes, resources and capabilities of a firm, it
provides a map through which strategies can beslatd into targeted change initiatives. Such
detailed understanding of the business model iscésly valuable when the firm seeks to alter its
strategic position in the value network (e.g. mgvirom product business to solution business) or
attempts to enter new geographical markets.
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