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Markets, Business Models and the Growth of the Firm

Introduction

The business press is full of examples of how fiuss business models to identify and frame or pEshaw
markets. Yet to-date our understanding of howrss models affect market-making has not been sslehte

in the literature. This papers sets out to exptbee use of business models in market-making thrcam
assimilation of the business model and market-ngpkterature and the examination of an illustratogese
heralded in the media as the way forward for mankaking — the case of Nintendo. Adopting an insthal
approach to market-making, we begin with an exati@naof recent theoretical developments within the
marketing discipline. These have drawn heavily oonemic sociology to explore and explain how masket
are identified, explored and created. In his saimmork, “The Laws of Markets Michell Callon (1998)
rejects the position of neo-classical economidtat understand markets purely as mechanisms for the
determination of price, and draws on Graovettet336) notion of market exchange as embedded iralsoci
structures. Callon (Callon 1998a; 1998b; Callonakt2007; Callon and Muniesa 2005) explores the
constructs of market exchange by examining thetisescthat are mobilized to make market this regard,

a central tenet of the literature is the practiasdal approach to markets. This approach is begomin
increasingly common in the field of marketing. Fotample, Finch and Acha (2008) explore how market
might be understood as emergent constructs thdveetbrough an array of practices involving diffete
forms of expertise and material devices (also Aeayjo 2007; Latour 2005). However, the practiesdd
approach reveals a tension between markets beémgified and ‘mapped’ and markets being ‘manipuaate
and created. This point is well illustrated by S8kova and Neylands (2008) examination of the mappin
process of a market for a new RE{2chnology. In their paper, Simakova and Newyl&2@D8) provide an
ethnographic account of how a firm developed amtdaed a new product, illustrating marketing pcedi
developed to map markets that end up contributmganipulating andmaking’ markets ¢.f. Araujo 2007).

Callon et al.,, (2002) highlight the iterative preseof market evolution, explaining that markets are
continuously being made and remade as a result) dhd product development processes and 2) the
construction of market ‘spaces’ where goods camdrapared and exchanged. But as Araujo (2007) and
Cochy (2008) point out, the types ‘processes’ asphces’ that form market practice are likely to be
contingent, and context specific. For example, ifss-to-business markets such as engineeringrdesig
services, are likely to draw on different spectaimrketing practices from, say business-to-consumagkets
such as retailing. Business-to-business marketagakight be more influenced by the practice of aging

the trade press, while business-to-consumer markigfist be more influenced by the effective managgme
of mass advertising campaigns. Thus, differentketaforms rely on different calculative judgemeatsd
practices, and require different assemblages adrtigp.

A second stream of literature that appears to beeroed with the issues of the assemblages of tsxigethe
business models literature. Burgeoning in the 18@0s through their association with the rapid ghoof e-
business, business models seek to find novel waysohceptualise and deliver value to customers and
consumers (Timmers 1999; Weill and Vitale 2001}k sAich, the business model approach seems totlsf tha
mapping-out and mobilizing resources and markeigadgs that are likely to achieve firm growth. Zatid
Amit (2007) define business models in terms oftibendary spanning exchange that occurs within legsin
networks and provide empirical evidence to show $ane business models are designed for markettpove
while others focus on efficiency and that this Haect implications for growth. Weill and Vita{@001:34)
define an e-business model as:

“a description of the roles and relationships amoagfirm’s consumers, customers, allies, and

suppliers that identifies the major flows of progueformation, and money, and the major benedts t

participants”

Weill and Vitale (2001) suggest that there aredhratical aspects of a business model, 1) padidg 2)
relationships and 3) flows, and propose a set diding blocks with which business models may be
constructed. These building blocks provide a mdanslesigning and framing the business network itsxd
markets. The network perspective raises imporaestions regarding the boundaries of the firmdeéd,

! For an informative critique of Callon’s work seeadjo (2007)
2 Radio Frequency Identification
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the assumption that the boundaries of the firmadrat distinguish it from the market suggests thatrharket

is ‘real’ and simply needs to be identified (noapld). But as Richardson (1972) explains, the/fivanket
dichotomy does not represent market practice. Humness network itself is, in practice, a sea afket
exchanges that blur the boundaries of the firmaufo et al. (2003) explain how firm boundaries egpto
the distribution of capabilities in the businesswugk, identifying models used by organisationsatwess
complementary and external capabilities. They deschow the connections between firms blur firm
boundaries and provide a architectural structuaé ¢heates a market exchargystem(Axelsson and Easton
1992; Potts 2001). Exchange systems might be deagemarkets within markets or if you like, supply
chains. The point that Araujo et al., (2003) mikihat this pattern of connections drives the tgraent of
capabilities within the network that in turn repoeds and transforms those connections both upstnatim
suppliers and downstream with customers. In pliser we argue that in-order to frame these aeisvio
achieve firm growth, organisations are using bussmaodels and that growth of the firm might morefuidy

be thought of in terms of ‘growth of the network’.

The objectives of this paper are threefold; fisstd provide a synthesis of the common elementsdibiine
the mapping and manipulation of markets; seconektamine the different elements of business modwals a
explore how they frame an organisation’s businessverk and markets; and third, to explore their
implications of business models for the way we ktabout the growth of the firm in the 2&entury (Araujo

et al. 2003; Penrose 1959).

The Mapping of Markets and Market Exchange

Knorr Cetina (2006) argues that the notion of mrkexditionally lies in two central ideas. Thisfiidea that
we will deal with here is the view that markets ¢@nunderstood as a price-making and resourceadithoc
mechanism. This is the neo-classical economists @nd is broadly based on the laws of supply @mdlashd
and the assumption of the rational decision makirfgpmo economicus

The second idea views markets as a mechanismdhaisshe problem of bringing together the diveasd
dispersed interests of buyers and sellers. Tkiw Yias social and relational undertones and i<&ted with
the idea of a concrete, geographic place (seexXample, Besor’s, (2004) description of the Tsufgh
market in Tokyo). This view is in line with theaslsical economists such as Adam Smith and Davidréic
(Swedberg 2003) and assumes that markdatas a natural phenomena - that ‘marketing’ isdast in part)
about identifying markets and their characteristind developing and applying marketing tools s finas
can effectively and profitably serve them. In thénse, an important role of current market praatenains
remarkably unchanged since the lat& &8ntury when Adam Smith (1981 [1776]) referredhte ‘invisible
hand’ of the market and suggested that business sulzpess the ability of organisations to map out thes
markets for exploitation.

However, taken at face value, a limitation of thisw is that it does not account for the fact tthet very
process of mapping markets is likely to affect tharkets themselves and the market practices thatgem
(Callon 1998Db; Latour 2005). Kjellberg and Helges$2008) use the metaphor of the ‘natural loolgtased
by the traditional English country gardens of ti8% tentury. These gardens were reproduced in litle wi
renaissance landscape paintings. Their point as, thike gardens, markets are constructed, shaped by
concrete activities. However, these efforts argularly concealed by the natural appearance of rthei
outcome, which is portrayed as unshaped and unaaisd....” Kjellberg and Helgesson (2008:139)
conclude tonstruction work is highly dependent on idea3hus by codifying and sharing knowledge of
markets in diagrammatic representations and deaseripmodels, firms are not only capturing what tharket

IS, but also shaping the market by including whay thvant the market to be. Alderson and Cox (194&)ke
this point commenting that we cannot ignothis interaction between the system and the presegdich
take place within it. (Kjellberg and Helgesson 2008: 142). In otherrd® the very practice of mapping
markets is also likely to mean that actors are madating them in some way.

The Manipulation of Markets and Market-Making

Callon’s (Callon 1998a; 1998b; Callon et al. 20@&llon and Muniesa 2005) investigations into what
constructs market exchange by examining the pextibat are mobilized to make markets, brings wee t
central ideas of what ‘markets’ are together —rpiiag the classical and neo-classical economicssie
Callon (1998a) recognises the interactive naturprotesses and systems bound up in the markeigasct
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used to realise business models by introducingdmeept of perfomativity. Performativity emphaszhat
social categories such as those we use to defimketsafor example, are not ‘natural’ or self-susitag but
enacted by a variety of performances and artetawgools (Araujo 2007; Callon and Muniesa 2008)this
sense, Callon’s (1998b) performativity can be vigwe ‘market-making’.

In commenting on the financial markets, Knorr-Cat{2006) examines the composite and entangledenafur
markets explaining that financial markets thougtwed as a primary framework for self-contained ecain
transactions by some, are rather a rich mixtureutitiral and global interaction patterns that eeald shape
the functioning of these markets. Knorr-Cetinagasis that the scopic systems that the financidketaare
based on provide electronic knowledge and inforomathat play a central role in market-making. TEhes
electronic co-ordinating mechanisms offer greahdparency and allow for the contextualising andkbac
projection of the market ‘reality’. Knorr-Cetinaq06) explains,

“when such mechanisms are in place, coordinatiord activities respond to the reflected,
represented reality rather than to pre-reflexivewgences.”

In this sense, knowledge systems in markets nat agliver cognitive information for decision makiagd
help in developing management instruments and ,tboisalso motivate the reproduction of these ntarke
Therefore, it seems logical that organisations tryato develop and use tools to capture markewkedge
and information and make this transparent to thémseand other firms within their business netwaie
likely to have an significant role in shaping maskeThis paper argues that business models tak@role.

Markets and Business Models

The business press is replete with discussionsrganations needing to develop or adopt new basine
models in order to thrive and prosper in globalkaets. Yet despite the first use of the term ‘bessimodel’
being traced back to the 1950’s (Bellman and CIEk7) it is only in the past decade that the teas h
become a tenet of academic interest (Schweizer)20@Hile business models have been given numerous
definitions (Amit and Zott 2001; Linder and Cantt/&00; Magretta 2002; Morris et al. 2005; Yip 2pGédur
common elements can be identified:

(1) Network StructureAlmost all of the business model literature giveseatral place to the structure
between a focal firm and the organizations with chhit transacts (Amit and Zott 2001; Mason and Leek
2008). According to Zott and Amit (2008)ht business model is a structural template thacdees the
organization of a focal firm’s transactions witH af its external constituents in factor and protoarkets.

(2) TransactionsThe business model concept is often defined imdeof transactions. For example, for
Amit and Zott (2005: 511) a business model the“structure, content and governance of transastior his
leads to the next common theme.

(3) Making Money:This came to the fore in the business model libeeaas novel revenue-generation
approaches were developed in e-business. Mera. (2005) include ‘How do we make money?’ as one of
the foundational elements of business models; TEARY) includes ‘revenue architectures’ as a kesiriess
model feature.

(4) Knowledge This is less explicitly present in the businessdal literature but it is implicit in Morrist
al.’s (2005) inclusion of ‘How we create value’ andusces of competence’ in their foundation elemeifits
business models and in Schweizer's (2005) empluasihe resource-based view as an important basis fo
classifying business models. Mason and Leek (2688)an important role for various forms of knowkedy
dynamic business models. This has important pisalgh the market-making literature that suggebts
knowledge flows within the network affect the netlwetructure and emergent market practices (AraQjov;
Finch and Acha 2008; Kjellberg and Helgesson 200&ynamic business models might therefore be
understood as market maps that are to be iteratarel interactively realised through systems ardtires.

A second important principle that is present (thHoagt always explicit) in the business model litera is the
levels at which business models operate. For ebeamforris et al. (2005) identify three distincvéds at
which business models have been applied and résehreconomic, operational and strategic. Thessde
represent a clear hierarchy. The economic levebigerned with market exchange and profit gerarati
Stewart and Zhao (200@escribe business models as Statement of how a firm will make money and
sustain its profit stream over tinie. Relevant decision variables include revenue rees, pricing
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methodologies, cost structures, margins, and eggaatlumes. In this regard, the business modebeaseen
as having parallels to the neoclassical definibba market in that it forms a representation ofrlibe actors
understand and interpret the price setting mechangf a market that they have defined.

The operational level can be understood as thetectire of the business network system. Morrialet
(2005) suggest that the focus at this level ismbarhal processes and design of infrastructureethables the
firm to create value. However, Mason and Leek (2@8phasise the importance of the inter-firm natfre
value adding systems within the business netwdrkthis regard, decision variables include productor
service delivery methods, administrative proceseesyurce flows, knowledge management, and logistic
streams both within and between firms. This pape is in keeping the Mayo and Brown (1999) dixscr
the operational level as,tlte design of key interdependent systems thatecraadl sustain a competitive
business.

Finally, the strategic level emphasizes the ovedakction in the firm's market positioning, inteteons
across organizational boundaries, and growth oppitiés. Slywotzky (1996) describes this level“dhe
totality of how a company selects its customernée and differentiates its offerings, definestdsks it will
perform itself and those it will outsource, configsl its resources, goes to market, creates utfldy
customers and captures profits.

The point that Morris et al., (2005:727) make,hattthese three levels at which business models bagn
examined represent the multiple levels at whicly e used, and represent the ‘translation’ ofhiiginess
model from a strategic intent, to operations, dndllfy to market exchange. Consider the busineseeapt
behind Dell computers. Dell sell customized cormusolutions directly to customers at competitivices.
As Morris et al., (2005/727) observe,..” the Dell business model integrates strategic idenations,
operational processes, and decisions related tmewucs. These levels are likely to be linked through
market practices.

While Morris et al., (2005) are careful to explénmat business models are not in themselves acgeity, they
do recognise that activity sets support each eleraénhe business models. This is consistent it
observations of Kjellberg and Helgesson (2008) videntify three levels of market practice; exchange
practices, representational practices and normaglipractices. Figure 1. shows the inter-relatigpsh
between these market practice categories that pimdére business model. Exchange practices reféne
concrete activities of individual economic exchasder example, presenting products, negotiatidoepror
terms of delivery. Thus it might be claimed thatleange practices may represent the set of aesvihat
occur at the economic level of the business moRepresentational practices refer to activities tioatribute
to depict markets and how they work. This setatividies creates the systems and process thaatgptre
business model (operational level). Finally, ndranag practices refer to guidelines or frames lelsthed to
suggest how markets might be reshaped, developedtared in a given direction. This represents th
strategic intent framed by the business modeleasttategic level.

Figure 1. Interactions between Three Market Practie Categories
Adapted from Kjellberg and Helgesson (2008)

Market Practices

Representational
Practices
Normalizing
Practices
Exchange
Practices

Kjellberg and Helgesson (2008) suggest that théssreht categories of market practices are linkedugh
what they call ‘translation’. They present trarisiatas,
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“a social process through which something — an ideaule, a text, a product, a technology, a clam
spreads across time and space. (Latour 1986). . ethudeo_dopick it up make an essential contribution to its
existence and survival. Such transportations ragdyl transform that which is being moved ... these
translations generate traceable associations betvpractices (c.f. Latour 2005:108)".

Kjellberg and Helgesson (2008) illustrate theirrpdiy describing the different market practicesoasged
with market segmentation, which involves, desigrangtudy, and sampling, surveying, analysing, ifieng
clusters and profiling the clusters of ‘customer¥his process produces a number of segments émabe
targeted by the firm. Each stage in the procegsiies one or more translations. The market setgnen
captured, in the ‘profiles’ replace and represdintha customers in that market. This raises t8guées. First

it illustrates that the activities, tools and instents involved in the process are as much pétteofesulting
segments as are the customers they come to repreSatond, their example explains how chains of
translations may allow representations from onéngeequal validity in others, for example, as &ibass
model might be (c.f. Callon 1986). Thus the différésets’ of activities that support each of theels at
which the business model operates, are likely thnked to one another through chains of transhatitn this
way, as the business model is ‘realised’ by ackbrsach level, the translation of their activitieshape the
business model making strategy, operations andmgsand market exchange layers of dynamic interasti

Recent media and business analysts’ reports ofehilt Co. Ltd. provides a useful illustration of wapat
organisations use business models to capture anghufae these multifaceted, multilayered intei@si. On
the 19" November 2006 Nintendo launched a new producedaWii. It is perhaps unusual for a new product
to gain such a huge amount of press comment tratinguccess and directly attributing this sucdests
‘business model'. Nintendo can take some respditgilfor this wide reporting through their careful
manipulation of PR, press releases, press confeseqed public lectures. With all this informationthe
public domain, it is possible to trace the businesglel’'s development and consequential market-ngakin
from the reporting surrounding it.

Nintendo’s Business Model and Market-Making Activiies

Nintendo Co. Ltd. is a Japan-based game consolefaanrer and producer of the Wii, a console whishs

a unique wireless controller. Wii allows game gleyto simply move the controller for onscreenaacti A
motion sensor determines positioning on the scieeB-D space (Figure 2). According to Nintendo’s
Regginald Fil-Aime, Executive VP of Sales & Markgj this disruptive technology has emerged from the
development of a new business model and the reshayimarkets, and some business analysts claim, th
entire ‘gaming industry’.

Figure 2. Playing a tennis video game with Wii

The stagnant US and the declining Japanese gaméetmaf 2003, together with escalating hardwarg an
software development costs of state-of-the-art geomsoles, forced Nintendo to question their tangatket.
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The high skill levels of gamers in the current neinlequired a high degree of commitment and investrof
time and money from customers. Mr. Fil-Ame expdairNintendo’s approach in moving away from this
traditional target market and towards market-making

“We couldn’t simply expand the [current target] nkat. If that's all we try to do, slowly this indryst
will die. It is our responsibility to make games &l skill levels. .... The idea is Wii doesn't ¢l the
conventional path of game systems. That's whatevedout; disruptive technologies, hew ways to
think about the market place, and driving the iridurward.” (Source: Sousa, 2006)

A recent press report reflects Nintendo’s markekingpoutcomes,

“Japanese women have overtaken their male countespa become the biggest users of Nintendo’s
Wii and DS machines in a seismic shift that the paomg said would “transform the video games
industry”....If the change repeats itself around tjlebe, said analysts, it could force a complete
change of business model for many of the worldtgelst games makers.(Lewis 2007)

Compare the product features of Sony's, Microsafig Nintendo's latest consoles (Figure 3). Thiehés
not been developed as a superior technology; it da¢ intend to be a best-of-breed video game denso
Nintendo is trying to bring new and non-core gantsek to gaming with new technologies incorporated
the Wii. Wii doesn’t set out to equal video gamess Wii aims at (comparatively) low cost and inténae
‘fun’.

Figure 3. Competitor Analysis of Value and Producteatures for NintendoWii

Product Features

Source:

The iterative process between the exploration ofketaand technological opportunities together wath
understanding of the business network resourcescdipabilities of the Nintendo and the marketirend
broader market practices at each of the multiplelteat which market practices occur, allowed Nidteto
develop a business model that reshaped and reddfieegaming market and thus shape the broadlytedop
‘market practices’ that begin to proliferated withthe industry. The interactions and translatiogisvben the
business model (as a developing frame and repatgenbf what the organization wanted and needeatbjp
and the market practices that supported the busimeslel at each level, are summarized in Figui&hile it
Is recognized that Figure 4 does not capture tiheptexity or the dynamic nature of the business rhadd
all the sets of market practices that supported @&ach of the various stages throughout its dpvadot, it
provides us with some initial ideas for how busge®dels are developed and in doing so, how maskets
made. In this regard, the marketing practices iafdvido can be understood as the key drivers ofrtudket
practices that are later more widely accepted hadyaming market as it evolves. Thus marketingtjmes
can be understood as a subset of broader and sidmseqgarket practices.
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Figure 4. Nintendo’s Business Model, Marketing Praiices and Market Practices

Nintendo’s Business Model

Strategic Level: Nintendo’s Marketing Practices
= Attract game developer, . .
= Build online capabilities Representational Practices:
= Build new gaming technologies = NamingWi
» Redefine markets - = " PR: reason for Wii name
Operational Level: = Market research: what
= License 3 party game non-gamers want
developers not directly tied to = | PR on Disruptive
primary product Technolodies Normalizing Practices:
= R&D Wi-Fi technologies = PR: new strategy
Economic Level: = Defining new markets
= Reduce costs = game = PRidentification of problem: more
development active participative in easy to use
= Reduce cost to customer Exchange Practices: gaming

= Low cost by using simpler graphics
and reducing risk for 3¢ party game

Gaming Market Practices developers
= Accessible
Representational Practices: = Co-ordinate network support (new
= New generation of games, online space)
products
= Redefining the Games
market

Normalizing Practices:
= New market segmentation
= Easy use gaming

Exchange Practices:
= Low costgraphics
= 34 party game developers
= Co-ordinate network support

Tentative Conclusions

This papers explores the use of business modeatsaiket-making through an assimilation of the market
making and business model literatures and the exaion of an illustrative case heralded in the raedi the
‘way forward for market making’ — the case of Nmti®. We have argued that in —order to frame market
making practices to achieve firm growth, organ@agiare using business models. The discussiorsdffeee
potential contributions to the way we think abowatrket-making and the growth of the firm.

The first contribution of this paper relates to ownderstanding of market-making (Araujo, 2007).
Specifically, we suggest the use of business mobats an impact on the way organisations map and
manipulate their markets in three ways. Businesdeats frame and hold the potential to provide aeegf
transparency both for firms themselves and forviider network (Knorr Cetina, 2006). This transpese
allows for the sharing of information and visihjliln the development of market knowledge. In g@sse,
business models offer a representational framignaf &nd space within which network actors can ifieand
explore markets within their own organisation anthwther business network actors. In this sebgsiness
models appear to be more than the sum of theis pard a useful lens through which to explore thekata
making process. It recognises the distinction betwthe network approach, which does not distitguis
between socially constructed market but recograsssmgle connected network with no boundaries; thed
idea of markets and defined and targeted, boundtsionks which form the focus of the firms activitiand
practice.

The second contribution of this paper relates ¢oltisiness model literature by helping to explithgéesets of
marketing practices that underpin and ‘realiseuaitbess model at three distinct levels (Morrislgt2905;

Kjellberg and Helgesson, 2008). Inline with therkvof Kjellberg and Helgesson, (2008), we sugglest the
sets of market practices that support each leecirderactive and interdependent and in this wagtridbutes
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to the conceptualisation of business models asrdyneonstructsd.f. Mason and Leek, 2008), rather than as
static frameworksq.f. Yip, 2004). This suggests that it might be morkpfut for organisations to focus on the
‘growth of the network’ as they develop their stgies for success rather than ‘the growth of tive’fi This
relates directly to our third contribution.

The third contribution of this paper relates to lRimson’s (1972) observation of the need to rentbee
divide between markets and firms. This paper gesisome tentative insights into how business rsodel
might provide a useful lens through which orgamisest might seek to look beyond the traditional mtames

of the firm and into the wider business networkheey try to develop not only new waysdwing things, but
new ways oBeeingthings — specifically ‘markets’(Araujo et al. 2Q0@3enrose 1959).
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