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Abstract

“A business model describes the rationale of how an organization creates, delivers and captures
value” (Osterwalde & Pigeur 2009, p. 14), but “no firm is an island” (Hakansson & Snehota 1989)!
Value is co-produced in interaction with other business partners. Firms are interlinked in certain
webs of actors, drawing on specific resources and activities at a given point in time. The set-up of
activities, actors, and resources enables the firm to work towards certain aims due to the
possibilities and limits within the network (Hékansson et al. 2009). The understanding of the
possibilities and limits of the firm and ofthe network will vary from actor to actor and will be co-
produced in interaction with other actors of the firm and with actors from other firms. At firm level
the understanding or schema of the actor can be defined as “the systems of ideas underlying an
organization’s actions and responses” (p. 10) and at network level as “schema configurations,
which are the pattern of co-adapted ideas characterising a network and which underlie its
functioning” (Welch & Wilkinson 2002, p. 10). Possibilities to produce value are a matter of how
actors perceive the possibilities and limits ofthe firm and of the interaction with other business
partners. This article discusses the challenges of the development and of taking advantage of a
business model between business partners. The main research question is how business models are
co-produced and what effects the path dependency and present understanding of a business model
will have on the creation and development of a new business model in and between firms? A case
study highlights the types of consonance and dissonance that may appear when common schema

couplings are challenged and a business model framework within networks is outlined.



Introduction

Within the last decade, a new string of research emerged in connection to the strategy and growth
literature. The new research focuses on business models (Morris et al. 2005, Osterwalder 2002,
Chesbrough and Rosenbloom 2002) and has to some extent given both rival and complementary
explanations of what drives and limits the development of firms (Zott and Amit 2007). Business
models offer a perspective on how the different functions of a firm relate to each other and at the
same time how the firm is connected to its environment (Baden-Fuller & Morgan 2010). Thereby
business models may offer a valuable understanding of how the development of a firm can be

understood; internally, externally and interactively driven.

Even though a firm may initiate development internally, this cannot be done in isolation from the
environment (Hakansson & Snehota 1989, 1995). Firms have a variety of relationships with other
actors that are to be maintained, developed or terminated (Dwyer, Schurr, and Oh’s 1987, Havila &
Wilkinson 2002, Tahtinen and Halinen 2002, Rickne 2006, Powell et al. 1996). The activities of a
firm cannot be understood from the perspective of a single company and its aims and actions; the
actions of a single company are based on its interpretation of its own paths and the previous actions
of specific others and on its anticipation of the possible re-actions and re-re-actions of these specific
others in the future (Ford and Hikansson IMP Journal vol. 1.) How firms connect to their
environment is therefore of importance and constitute a key element in business models (Barabba
1998, pp. 34-59, Osterwalder 2004; Morries et al. 2005). In the business model literature, it has
been discussed only to a limited extent what and how value is offered to various stakeholders and
what system the firm uses to create and deliver the value (Seddon et. al. 2004). The understanding
of how actors in the environment of the firm influence the business model and its development
represents a gap in the existing knowledge (Zott and Amit 2007, 2010). Therefore, in the following,

the aim is to further investigate the questions:

1. How business models are co-produced?
2. What effects does path dependency and present understanding of business model have on
the creation and development of a new business model in and between firms, and

3. What are the challenges in this process?

The article is structured as follows. First section describes the state of the art of business models

with particular focus on definitions, elements in the business models, and how they are supposed to



work. Secondly, business models are discussed from a relationship perspective, and a relationship
framework on business models is offered. Thirdly, a case demonstrating how firms interact and co-
produce a business model is introduced and analysed. Finally, the possibilities and limitations of a

business model are discussed!
Business models

Together with the e-commerce hype in the 1990s grew an interest for business models (Bienstock et
al. 2002). After the collapse of the dot-com bubble, the interest for business models and how the
concept of business models could be linked to other concepts prevailed, i.e. strategy (Seddom et al.
2004). From an interactive perspective on industrial exchange, the growing body of knowledge
included a number of interesting features characterizing business models. One feature is the
understanding of the firm, what constitutes it and how it is linked together. Another feature is the
linkage between a firm and its surroundings and how it is supposed to interact with them. To
address these two issues, the first step will be to look at the definitions of business models.
Secondly, the elements which are said to constitute a firm, seen from a business model view, will be
discussed. As a part of this, an analysis of how a business model works will be included. Finally,
the foundations of business models will be discussed from an interactive perspective on industrial
exchange. The discussion will build on the ARA model (Hékansson and Snehota 1989, 1995)
(Hékansson & Waluszewski 2002) and Welch and Wilkinson’s Schema coupling concept (Welch &
Wilkinson 2002).

Business models: Definitions

Both in academia and in business practice, the interest for business models have been growing. In a
study by Braccini and Spagnoletti (2008), 261 academic articles were identified. A number of
different understandings of business models have emerged. In the following, often cited definitions
within management are highlighted and the content is extracted to give an understanding of the

main ingredients of the models.

A very general definition is offered by Magretta (2002) "a system, how the pieces of business fit
together” (Magretta 2002, p. 436). This definition points out that business models and their parts
should fit together. A more detailed definition of the elements of the firm and how they are linked
together is proposed by Osterwalder and Pigneur; “business model is a conceptual tool containing a

set of objects, concepts and their relationships with the objective to express the business logic of a



specific firm" (Osterwalder and Pigneur 2005, p.5). The definition helps to clear how a business
model works as it introduces objects as well as concepts and their relationships. Furthermore, it

points out that it is seen as important to express the business model explicitly.

Linder and Cantrell (2002) say less about the internal elements of the firm and come close to the
definition by Margetta, but they contribute by introducing the aim of the firm through value
creation; “a real business model is the organization’s core logic for creating value” (Linder &
Cantrell 2002, p. 54). Chesbrough (2006) sees a business model as highly connected to the value
concept as he defines a business model in the following manner: “a business model performs two
important functions as far as the commercialization of an invention is concerned. These functions

are: Value creation and value capture” (Chesbrough 2006, p. 108).

A more elaborated definition is put forward by Seddom et al. (2004) as they make the connection
with the surroundings more explicit than the previous definitions; A4 business model outlines the
essential details of a firm’s value for its various stakeholders and the activity system the firm uses to
create and deliver value to its customers” (Seddom et al. 2004, p. 429). A definition close to
Seddom et al.’s definition is advocated by Zott and Amit (2008) as they highlight both the firm’s
internally and externally related elements of a business model. “The business model is a structural
template of how a focal firm transacts with customers, partners, and vendors, that is, how it
chooses to connect with factor and product markets. It refers to the overall gestalt of these possibly

interlinked boundary-spanning transactions”. (Zott & Amit 2008, p 3).

Osterwalde, one of the most prominent researchers within business models, seems to have changed
his understanding of what a business model is as he included later the notion of the importance of
value creation; “A business model describes the rationale of how an organization creates, delivers
and captures value” (Osterwalde & Pigneur 2009, p. 14). Several definitions of a business model
exist. Generally, the definitions of a business model include four main issues: Links with the

surroundings, links within the firm, aims towards the surroundings, and aims of the firm (see figure

D).

Figure 1: The Business model, Content and linkages
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Note: Some of the sentences may appear under different headings as they relate to more than one

issue of business models. Sources; Magretta (2002), Osterwalder and Pigneur (2005), Linder and
Cantrell (2002), Seddom et al. (2004), Zott and Amit ( 2008), and Morris et al. (2005).

The overall functionality seems to give the overall understanding or logic behind the business

model. The view is holistic; it gives the core idea behind the firm as well as an integrated

understanding of all elements or issues in connection to a business model. Linking to the

surroundings is about the inner and outer life of the firm. The firm itself is defined as an interlinked

system, and focus is on the firm and its surroundings from the view of a focal firm. The aim of a

firm 1s to give and gain value from different stakeholders. The view of the firm seems to be that of a

partly open system. Inputs and outputs are important factors, but the firm has the ability to decide

what changes should be made. And yet at the same time the firm is able to influence the

surroundings.




Business models: Elements in a business model and how it works

Different descriptions of how firms are said to work have been outlined (Morris et al. 2005,
Osterwalde & Pigeur 2009, Doganova and Eyquem-Renault 2009, Johnson et al. 2008). In the
following, two different approaches on how businesses are supposed to come alive will be

introduced, demonstrating the broadness in the area.

Osterwalde & Pigeur (2009) developed a framework that contains 9 elements: network partners, key
resources, key activities, cost structure, value proposition, distribution channels, client relationships,
revenue flows, and client segments. As the actual business model described by these 9 elements can
be quite different, the patterns and its emergence will differ. The process is situational driven by
external and internal factors such as new market or technological opportunities, supplier and client
linkages, and internal weaknesses, strengths, and aims. The design process of the business model is
explained as a three step approach: 1) researching and understanding, 2) designing business model
prototypes and 3) implementing business model design. The approach demonstrates a managerial

design approach having a focal firm as the fix point.

Doganova and Eyquem-Renault (2009) see business models as something having both a more
rational device and a more subjective device servicing different purposes: “business model works as
both a calculative and a narrative device. It allows entrepreneurs to explore a market and to bring
their innovation — a new product, a new venture and the network that supports it — into existence”
(Doganova and Eyquem-Renault 2009 p. 1560). A business model is said to include a number of
issues close to what is seen in a business plan, but also an explanation of how the business model
may work “in action”! The business model is a flexible device helping to address different
stakeholders in a performative manner. Used like this, the business model helps to develop the core

idea and to create linkages within the firm and with the surroundings.
As it appears from this, different perspectives exist on how business models come into existence, an
issue which we will look into in the following from the view of an interactive understanding of

business exchange.

An interactive perspective on business models



The growing body of research in business model also called for scepticism. Porter (2001, p. 73) has
been very critical and described business models as “an invitation for faulty thinking and self-
delusion” which is a leftover from the dotcom era. We understand the concerns of Porter, but one
reason for the “fuzziness” of the term may derive from the circumstances that business evolved in a
number of disciplines and was adapted to totally different approaches (Braccini and Spagnoletti,
2008).

We will follow along Gallon et al. (2007) as well as Callon and Muniesa (2005) who see business
models as a fruitful “market device” helping to understand how firms can relate to markets. On the
other side we will extend the perspective on business models from an intra-organizational
perspective to contain also an inter-organizational perspective. Firms do not operate in isolation;
they interconnect through a web of actors with whom they cooperate (Hikansson & Snehota, 1995).
In accordance with Hakansson and Waluszewski (2002), we see the ability to cooperate as a crucial
ability to put a business model into existence! “When a new business unit starts to grow, it
becomes substantiated into a resource that exists in terms of certain facilities, producing certain
products. Due to its interaction with other units, the business unit is also embedding those others
into the resources. This embedding includes knowledge about the others and also the ability to work
together with them” (Hakansson & Waluszewski, 2002, p. 564). In other words path dependencies
exist. Resources may be useful in many ways and activity links may be created due to the common
knowledge at hand (Dosi, 1988). This knowledge offers the opportunity to exploit and to create

value, however, at the same time restricts firms’ possibility to change.

The ability to cooperate with firms emerges through activity links, actor bonds and resource ties,
but as stated by Welch & Wilkinson (2002) also through a “shared network logic”. This shared
logic emerges through the sense making process in which actors try to rationalize the activities
taking place and the adoptions made. Actors gradually learn what does and what does not work in
given setting, i.e. dyad and network. Through this learning process actors share and shape the
understanding of the world. The outcome of the process is a mutual understanding or schema.
Schema is synonym for shared meanings, logics, norms, theories, recipes, etc. (Welch and
Wilkinson 2002). By the actors this is seen as the construction of reality. In the same vein we see a
business model as a common understanding of reality among actors, but not only in the narrow
sense as in the intra-organizational models but also including an inter-organizational perspective.

Business models are mental models or schema about reality and must be analyzed accordingly.



Along the same lines Hikansson et al. (2009) argued that it is often seen in accordance with the
following proposition; “The success of the company depends on the economic efficiency of its
“business model” which is and should be the result of intentional and conscious design”
(Hékansson et al. 2009, p. 156). However, when actors act in networks they will do this in
accordance with the schemas which were evolved through interaction. Therefore our understanding
of schema or business models is in line with the proposed revised proposition by Hékansson et al.
(2009) “An actor’s attributes and identity in each of its business relationships is continuously
changing. Actors do not evolve autonomously, they co-evolve with specific others. Each actor is

unique and each has unique requirements for success. Success for a business actor is time

dependent, relationship specific and determined by the way that the actor co-evolves with others”

(Hékansson et al, p. 157).

Business models must make sense for the firm and its relationships (Maitlis, 2005). Firms have to
understand themselves i relation to their surroundings and the path they are following. Changes in
business models may not just be a matter of construction from a one-sided perspective. Firms have
to understand the previous choices and the implications of these choices for the future. Making
sense of the firm and its surroundings is based on the understanding of the firms’ resources and
activities and the ability to change these. Within the individual firm the understanding of how
resources can be used and what activities can be undertaken will vary. In the same way the firm will
be burdened by the existing relationships (Haakansson and Snehota(1998) and how these are
perceived when contemplating to facilitate changes in the existing business model. Changes in a
business model are not only an internal undertaking of a firm but also a change in the relationships
of the firm (Hékansson & Snehota, 1995). A new business model therefore means a change in a
focal firm, in the focal firm’s relationship with other firms and in other firms’ business models (see

figure 2).

Figure 2 Business models in and between firms
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In other words, when a new business model is considered this will affect the business logic or
schema at different levels; schema (firm level), schema couplings (relationship level) and schema
configurations (network level) (Welch and Wilkinson 2002). In a firm and in its relationships with
other firms there will be different understandings of reality. Sensemaking can be said to facilitate
the process of understanding and outcomes of high complexity making it possible to act
deliberately. According to Heider (1958) there will be an urge to achieve a consonant
understanding of reality. Actors will prefer knowledge that fits into a common understanding of
reality. Knowledge, that does not fit, will create dissonance, i.e. unease. Actors will therefore try to
align knowledge. Along the same lines Welch and Wilkinson (2002) argued that “Schema
couplings are driven by the desire for people to maintain consonance among their various
cognitions, including those related to the ongoing experience of interactions with the relationship
partner.”(p. 33). Introduction of a new business model challenges the existing business model and
may therefore lead to dissonance at the different levels. In the following a case study will highlight
central issues in the process of sharing and shaping a business model. In particular the case will
demonstrate how schema is discussed in a focal firm, how schema couplings among two firms will

have to be designed and how this holds implications for schema configurations in the network.

Method

In order to get an understanding of how business models may come to life and how they are co-
produced in relationships, a case study was conducted (Eisenhardt, & Graebner 2007). The overall
aim is to get a general understanding of the phenomenon, but also to get a more in-depth
understanding of the complex problems at stake. Based on the case the aim is to identify theoretical
and practical implications (Dubois & Gibbert, 2010). The case is based on interviews and
information from the internet and the business press. Due to that the interaction process was not
seen as very satisfactory it was not possible to get information from the service provider (TSP). As

the case merely most be seen as an generic example of how business models are co-produced and
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what the challenges in this process are, we don’t see the limited data as problem for the overall
understanding of interaction process. Although it has the disadvantage of being one-sided. The case
description, analysis and implications were validated by the European producer (EP). The follows

case reports on interactions processes taking place over a three year period.
Case

At a certain point in time, a European Producer (EP) had realized that severe technology changes
were happening in the industry, and in order to follow the development in the industry the firm
needed to respond to the changes and modify its business model accordingly, as a new value had to
be offered to the customer. Furthermore, for a period of time the firm wanted to move into a new
segment which the adoption of the new technology only made more urgent and which called for

changes in the existing business model.

When EP started investigating the new technology and how it should be incorporated and change
the business model of the firm, a few technological solutions were already emerging on the market.
The solution consisted of a device (Full Scale) combined with a service, and the solution also
includes a legal market access component. The firm was faced with the question what value it
should offer, to which segment this value should be offered and whether it should develop a
solution on its own or gain access to one of the solutions already available on the market. The

market launch of a new promising solution was imminent.

Internally, EP made an effort to develop a solution of its own. Having this would provide a number
of advantages seen from EP’s point of view. First, it would provide a new platform for competition
as having an own solution would contain a new device as well as service. Secondly, it would give
independence on other providers. Thirdly, it could become a new profit centre. Within EP several

actors were involved in the process of developing the new technology.
Round 1

A very different new solution was developed by a service provider (TSP), a newly established firm.
The TSP solution was of a high quality, faster and easier to use than other solutions available. TSP

contacted EP with the intention to form a relationship.

Round 1:
The service offered by TSP was limited and the technology was neither fully developed nor yet
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launched. EP was in search for new solutions with an interest to be in control.

TSP EP
- Management/sales initiates contact to EP - Business development sees possibilities in
- The actors at TSP want to share/get access the new service and technology
to resources from EP and to further develop - Product development shows only limited
their technology and service interest in TSP. They want to explore the
- Actors see the possibilities to coordinate market and to stay in control by creating
activities own solution.
- Aims of the actors: Market access, establish - Competing solutions seem to be further
a network developed than the offer by TSP. Thus
Use brand value of EP. product cooperation with TSP is seen as too
- TSP approachesthe market with a new risky.
technology and service that is very different - Management: no need for cooperation yet.
from the dominant market solution. They also view the technology and service
as a possible new profit centre.

The solution by TSP was turned down, and EP pursued developing its own device and service. Top
executives at EP had great interest in the possibility to open a new market, i.e. to earn money from
the service. At EP it is generally agreed that some adjustments of the business model may be
necessary. The actors within the various functions at EP reveal different understandings of what
should happen and how a new business model should be developed. The product development
department does not see any need to involve a new actor in the development of a new technical
solution that will change the business model. The management at EP has a similar view but for
different reasons, as it wants to get a large share of the pie, that is to get the rights of the new
developed solution. The business development department perceives a need for a cooperative
approach towards the development of the service as in the opinion of this department EP does not
have the necessary skills and understanding of the market to develop the service. The service
offered by TSP therefore fits into the business development department schema, whereas the offer

by TSP does not fit into the schema of the product development department and top management.

Round 1; Business model and schemas at EP

Consonance Dissonance
New business model Business development Product development
Management
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Round 2

On the second occasion when EP and TSP interacted this was on the initiative of the business
developers at EP. The business developers saw the potential in the new TSP product which had now
been launched and was gaining momentum in the market. Competing products of a technologically
different composition and at this stage more comprehensive in their service offerings, were still to
be found but without momentum in the market. The business developers suspected that the various
departments and the management at EP would be ready to pursue opportunities other than
developing a new solution on their own. EP was close to committing itself to build and launch a
new product containing the technology needed, but still missed key elements of the solution. More
people at EP realized that it would be difficult for the firm to successfully offer the service solution
as they had no previous experience. EP offered TSP to integrate the service and technology of TSP
in the product of EP, without the branding of TSP, which was turned down by TSP.

The required changes in technology and service started to show the potential consequence to the
organization. New competences were needed and other competences would turn obsolete, which
caused even more resistance. Furthermore, EP was restricted by its existing relationships with

parties that could not provide any solution to the service problem.

Another actor entered the scene when the purchasing department at EP required that alternative
solutions to any component be available before signing new supplier agreements. A major problem
from the point of view of the purchasing department was a “locked in situation” that could emerge

if the TSP service solution is chosen.

Round 2:
TSP has launched its product, the service of TSP has been further developed and the firm has gained
market success. However the management at EP still does not see the service of TSP as sufficiently
developed and the opportunity it represents.
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- Management: Open for potential - Business development: Initiates contact to
cooperation, but meanwhile had market T SP. Still wants the solution and thinks that
success, still wants to enlarge the market. EP is ready for cooperation

- Overall the market seems to grow fast and - Purchasing: wants dual suppliers — TSP is
various other markets seem more “the one and only solution”
interesting. - Management: Finds possibilities in the T SP

solution, but hesitates to change procedures.
Management still sees it as an option to
make an own solution. Sub-suppliers can be
used in this setup. Limited dependency is
seen as important.

- Product development has become more open
towards integrating a service (solution)
similar to the one offered by TSP

The business development department promoted the idea of taking advantage of the solution
(service) offered by TSP. The product development department and the management moved
towards a new business model which includes a provider like TSP. However, the role of TSP has to
be very limited and clearly defined according to the management of EP. The management does not
want to allow co-branding of EP and TSP’s service. Making TSP the sole provider of a service does
not fit into the purchasing schema which includes at least two providers of any component

(solution).

Round 2; Business model and schemas at EP

Consonance Dissonance

New business model Business development Purchasing

Management
I

Product development
|

Round 3

On the third occasion when the two companies interacted, EP had launched its first version of the
Full Scale device, but without the service. Developing the service offered by TSP caused problems

and was expensive and EP did not manage to do so. Meanwhile TSP had become widely recognized
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on the market, and major players had shown interest in the TSP solution. The new Full Scale device
by EP without the service did not achieve high volumes. Volume is an essential factor to be able to
earn money from the service; however EP had been less interested in this circunstance compared to
having its own branding possibilities and being independent on others. After having analyzed the
weaknesses of the Full Scale programme, the executives of EP saw the possibilities in the TSP
solution. As EP had turned TSP down twice and the market possibilities for the TSP solution were
growing fast, TSP showed no interest in continued talks with EP. Furthermore, TSP achieved
success with another business model, in which TSP offers its service in combination with another

technology. EP is no longer as an attractive partner.

The challenge now faced by EP is that the dominating business model seems to be the one including
at least three heavily interrelated actors: a service developer, a service provider and an equipment

producer, and EP did not succeed in creating such a set-up.

Round 3:
TSP has become a well established global company with a business model that no longer matches the
business model offered to EP. EP is now willing to and interested in aligning to the business model
offered by TSP, but TSP is not willing to restart cooperation.

TSP EP

- Management: Still wants to grow and grows - Management: initiates contact to TSP
fast, but is not interested in contact with EP. - Business development department and
TSP does not even want to participate in product development department are
meetings. interested in cooperation, and purchasing

- TSP has changed its business model and is department is overruled.
now approaching a different customer
segment

The management at EP has come to the conclusion that solution of TSP will be dominating the
market and that EP has to change its business model accordingly. The purchasing department still
sees problens in being dependent on one supplier, and product development still wants to play a

larger role in the development/adjustment of the service (solution).

Round 3; Business model and schemas at EP

Consonance Dissonance
New business model Business development Purchasing
Management Product development
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The three interaction episodes took place over a 3 year period. TSP seems to have succeeded on a
new fast growing global market. The process affected the search for new business opportunities and

the business model which was the eventual output for TSP.

As EP showed no interest at the start of TSP’s market entry, EP seems to have missed the chance to
be among the first firms having success with the new service and device and this line of business.
EP failed to reach the desired segment with a new value offer. The actors of EP failed to agree on a

mutual understanding on the new device and service.
Discussion

It is a main argument that firms are path dependent and that schemas understood as business models
cannot be seen in isolation from the relationships with other firms. In the course of time firms make
a number of choices that enable them to enter into relationships with other firms and take advantage
of resources in interconnections with other firms. This hampers the future possibilities for

developing the firm, a particular relationship and a network.
Firm

The case illustrates that the various departments within EP hold different understandings of what
effect the new changed business model will have on the company and the departments and what
solution they should pursue. One of the departments (business development) wants to follow the
new service provider and break with the existing business logic in the company, whereas other
departments want to develop a firm specific solution. Thus the idea ofa new business model being
created through joint effort with a partner was not in the beginning a part of the common
understanding or schema. Part of the hesitation can be related to the firm’s path. It relates to the way
in which the firm traditionally perceived itself as an independent provider of own solutions and not
having previously had what can be named co-branding; it also relates to the actors, resources and
activities of the company. Pursuing the new business model would demand accruing new as well as
changing and liquidating existing resources and activities. Without a strong managerial commitment
this proved difficult to conduct. The path dependency results in difficulties in interpreting the

changes in the market, or, formulated differently, the firm is restricted by previous choices and this
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also narrows the possibilities to sense new solutions. The case underpinned the argument that it

takes time and interaction within the firm to reach a more common schema.

The interpretation of the offer by TSP was subjectively based on the understanding of the present
business model by the dominant actors within EP. The business developers had a hard time to open

the minds of EP for other solutions (and through this for a new business model).
Relationship

EP and TSP are struggling with the establishment of a relationship because of different
understandings of how a new business model should be created and who should play which parts in
the new set up. Within EP it is difficult to reach an agreement on what is the basis for and the
content of a relationship with TSP. The different aims of the departments within EP influence the
communication with TSP in all three rounds of negotiation. Seen from the point of view of TSP,
the signals sent by EP do not clearly define to what extent and on what conditions EP is interested
in cooperating. During the first 2 rounds TSP shows interest in establishing a relationship with EP,
as EP is seen as an attractive booster of TSP service and devices into the network. When TSP
succeeded otherwise to gain not only access to a particular network, but also more generally to the
market, there is no particular reason to start cooperating with EP. The management of EP had not
fully realized the potential of the solution and market success of TSP and only at a very late stage
realized that it had to adapt to an upcoming new business model. Obsolete dominant logics as part
of the business model at EP (to be in control, to make its own innovations and dual sourcing)

hampered the ability to change the business model.

It seens easier to address changes at TSP than at EP. The latter seems to stick to its business model,
whereas TSP is open to changes, but it may also be understood in the way that EP on a one-sided
basis has to adapt to the business model offered by TSP! Both firms may therefore be seen as path

dependent and not very capable of making adaptations.
Network

EP holds a strong position within its current network. Until TSP appeared, EP had a strong
demanding position in the network influencing and restricting the actions of suppliers and
distributors. The emergence of the new service and device threatens to erode the position of EP. The

case highlights the efforts of the management of EP to protect its position and its lack of success.
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The emergence and success of the service and device of TSP on the market reveals that the current
business models of the firms of the network tip like domino bricks — one affects the other. The
existing business model had to be changed as the new business model eroded the grounding of the

old one within the network.

Also different understandings or aims within a changed network seem to offer an explanation of the
situation in which EP and TSP have difficulties in reaching an agreement. Both firms see
possibilities in the change of the network — as the network will probably change — but they view
their roles differently. TSP will have a role as solution (service) provider, whereas EP wants to

preserve a dominant or at least to hold a favourable competitive position in the changed network.

Conclusion

In the article different definitions and understandings of business models was described and
discussed. It was found that an important element of business models is the understanding of the
firm, what constitutes it, how it is linked together and the linkage between the firm and its
surrounding. The article extends the perceptive on business models from a dominating intra-
organizational perspective to also contain an inter-organizational perspective as well as considering

different schemas within and between firms and in the network.

Business models are dynamic in nature. Changes can appear more radically as in the above case and
therefore they put the existing business model under pressure. As business models are co-produced,
it is essential to understand the effect of more or less radical changes of the business model both
within the firm and in its relationships with other business partners. The choice of business model is
not a one-sided affair. A number of actors within the involved firms will have an understanding of
the business model and a stake in the process. Because of the involvement of different actors the
challenges may therefore continue through a long process from envisioning through developing to
effectuation of the business model. Business models are therefore not only a matter of crapping a
number of hard facts, as described in many theoretical business models. It also holds a soft side in
changing the understanding of the actors of a business model. In other words, previous choices are
not only choices of technology, procedures, structures, etc., but also a matter of the socialization in

the firm and the comprehension of the current business model.
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In the article it was established that new business models is often co-produced in interaction with
other business partners, drawing on specific resources and activities at a given point in time. The
case showed that development of a new business model implicates that there is a consistent
understanding or schema within the company and between relationships partners. The case help
sheet light on how internal, external and interactive drives can support or prevent the development
of a new business model. External drivers such as market, resource and network access where
important in attracting the two partners to each other. At the same time internal drivers such as
different schemas which contained a urge to develop a solution one their own prevented the partners

to form a relationship.

The case demonstrated that path dependency can hinder a firm in changing their current business
model in order to create a new. Established schemas and business logic can hamper a firm in
establishing new relationships and pursue new opportunities for creating value via a new business
model. The case showed how different internal understanding prevents EP from pursuing a new
business model in cooperation with a strong new relationship partner and when EP finally was
ready to pursue the new partnership, they was prevented as the relationship partner did not longer
perceive them as an attractive for their new business model, which illustrate that timing is important

factor.

Making sense and use of the business model is an important strategic issue. Reality is not a given
entity, and actors have to sense and understand to be able to cope. The case study revealed a number

of important issues and challenges within business models.

The challenges exists in both envision, communicating and gain support for a new business model
internal in a firm, as different actors interpret the need for the business model and the possible
solutions differently. This is strengthened by that the departments and managers are effected
differently by the created new business model. The motives and interest in pursuing the new model
can therefore, as in the case, vary between the departments which created dissonance. The case

showed that top management involvement is important in creating commitment.
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A further challenge is also that a firm can be burdened by existing relationship and network position
and how these are perceived when contemplating to facilitate changes in the existing business
model. EP had an established strong position within their current network which is challenges by
TSP entrance on the market and EP has to redefine their role and it was challenging for EP to look

beyond it existing partners.
Managerial implications

Managers play an important role in the creation of a mutual understanding in and across firms. In
the interaction processes in and between firms managers must understand their roles as
orchestrators; when and how should firms try to stick to the existing business model? And when
and how should managers guide the co-production process of creating a new business model? As
the envisioning and unfolding of a new business model holds many facets at different levels, the
involvement of employees seems to be central. When a firm perceives a new business model and
fails to implement it, the firm runs the risk of consolidating the old one. And when the firm fails,
the employees involved in the change and perceiving the new business model may leave the firm.
When management fails and employees leave the firm, the firm may have lost those who can take
the firm forward. When the employees believing in change leave, the employees remaining in the
firm may be those who believed in the old business model, and thus they are reconfirmed in the
belief that the old business model worked and the firm will have problens in moving forward and
pursuing a new business model. In other words, the choice of a business model may also be the

choice in favour of the employees which the firm will be able to engage or to keep in the firm.
Limitation

Seen as an explorative study the case and the theoretical grounding indicate that business models
are co-produced and have impacts at different levels. Still more needs to be known about co-
production and impacts of business models. The case builds on limited information. A more in-
depth case study would strengthen the grounding of our argumentation, but also give the
opportunity to unfold business models elements at different levels of analysis. In connection with
this different contingencies need to be explored more in depth. As different path dependencies exist,
more may be learned from different settings on how business models may develop in firms,

relationships and networks.
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