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Introduction

By Edward Giesen, Eric Riddleberger, Richard Christner and Ragna Bell

In today’s increasingly complex and fast-changing environment, business

model innovation is critical to success. Yet few understand when to make a change, or –
more importantly – how to execute. Based on a follow-up to our IBM Global CEO
Study 2008 and an analysis of 28 successful business model innovators, we gained
insight into when and how to innovate the business model.1,2 Organizations can
determine the right timing based on the economic environment, their own state of
industry transformation and a set of internal factors that includes the degree of product
and service innovation, and available financial resources. To increase execution success,
organizations must build a set of capabilities we call the Three A’s: organizations need
to be aligned with customer value, analytical to gain insight from differentiated
intelligence, and enabled by an adaptable operating model.
From the IBM Global CEO Study 2008, we learned that
CEOs expected more turbulent change than ever before. But
few would have anticipated the severity and depth of the
economic downturn that started in the second half of 2008 and
created a new economic environment. The CEO Study shows
that financial outperformers are able to leverage change to
their advantage. Indeed, they proactively seek to disrupt
competitors, redefine industries and gain share.

So how do companies take advantage of change? CEOs told us
that innovating their business model is one of the most
prominent strategies. In fact, seven out of ten companies
pursue business model innovation to a large extent, and an
incredible 98 percent are adapting their business models to
some degree (see sidebar, “There is growing agreement on
what elements define a business model”).3
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There is growing agreement on what elements
define a business model:4
• What value is delivered to customers: Customer
segments, the value proposition, the specific “job
to be done,” what is sold and how it is sold
• How revenue is generated: the pricing model and
forms of monetization
• How the company positions itself in the industry:
the company’s role and relationships across the
value chain
• How the value is delivered: Key internal resources
and processes as well as external partnerships.

With unprecedented change upon us and business model
innovation becoming pervasive, two questions can help
companies develop their strategy and transformation approach
for the new economic environment:
•

•

Under what conditions should companies innovate their
business model?
What capabilities and characteristics support the design and
execution of successful business model innovation?

Building on ongoing IBM research into business model
innovation and a broad set of data available from our Global
CEO Studies, we explore these two questions. Here, we
provide practical guidance to help organizations define their
strategic agendas for business model innovation.

Our follow-up research to the IBM Global
CEO Study 2008 seeks to answer: When
should organizations innovate their business
models, and how?
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When to innovate your business model
Most people think a recession is the time to hunker down and
ride out the storm. But they may be wrong. Periods of
economic turmoil and transition create significant opportuni
ties to gain advantage. Our research suggests business model
innovation can be an effective way to capitalize on those
opportunities.5 Successful timing of business model innovation
depends on the economic environment, the specific market
and industry conditions, and a set of internal factors impacting
the organization.
Choosing the right type of business model innovation
given economic conditions

We see successful companies taking advantage from emerging
opportunities in the new economic environment by innovating
their business model in three ways:

36%

20%

44%

Revenue model
innovation
Industry model
innovation

49%

•

•

Many organizations revisit their enterprise model during a
downturn to reduce cost through new collaboration and
partnership models and by reconfiguring the asset mix.
Industry leaders with strong financial resources take
advantage of the unprecedented industry transformation by
introducing alternative industry models and disrupting their
competitors.
Many also rethink their revenue model and value propositions
to respond to a different set of customer behaviors and market
requirements.

While any type of business model innovation can lead to
success, financial outperformers are more likely to be industry
and enterprise model innovators than revenue model innova
tors (see Figure 1). Enterprise model innovation is the most
prominent, especially during challenging economic times.

Types of business model innovation:

22%

28%

•

Enterprise model
innovation

Revenue model innovation
Innovate how the company makes money by changing
the value proposition (product/service/value mix) and
the pricing model.
Industry model innovation
Redefine an existing industry, move into a new industry
or create an entirely new one.
Enterprise model innovation
Innovate the way the organization operates, rethinking
the organizational boundaries of what is done in-house
and what is done through collaboration and partnering.

Underperformers*

3

Outperformers*

Source: IBM Global CEO Study 2008; * Performance based on industry comparisons within survey sample of absolute profit margin (average of 2003 and 2006);
n (underperformers) =120, n (outperformers) =109.

Figure 1: Outperformers are more likely to be industry and enterprise model innovators.
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Industry model innovation is less frequent, but is more likely
to be pursued by industry leaders with strong financial means
and industry positions that can leverage bold moves to expand
their leadership. Revenue model innovation is considered
easiest, but tends not to yield the same financial benefits, as the
innovations are less defendable or lasting.
Revisit the enterprise model during economic turmoil

Enterprise model innovation is especially prominent during
economic downturns as companies seek new ways to gain cost
and flexibility advantages (see Figure 2). Enterprise model
innovators focus on those areas of the business where they
have an advantage and deliver value, and they partner exten
sively for other areas of their business.

While many of the cases portrayed in Figure 2 occurred in
prior economic cycles, they illustrate how organizations exploit
enterprise model innovation to reduce cost and increase
flexibility during a downturn. We clearly see this playing out
again right now.
Large multi-national companies are increasingly interested in
outsourcing non-core activities and IT functions to India and
China. Local governments are also using outsourcing and tech
nology transformation to radically lower their cost bases.
Increased collaboration and partnering are prominent in
industries like Pharmaceuticals and Biotechnology, in which
reduced access to capital and resources is driving the need for
new funding and partnership.

Industry model
Enterprise model
Revenue model
Economic cycles abstract
S&P 500 volumes
Oil shock
1973-1975

1970

1975

Recession
1980-1982

1980

Recession
1990-1991

1985

1990

Dot com
2000-2003

1995

Source: Bureau of Economic Analysis, USA Today, S&P 500, IBM Institute for Business Value analysis.
Note: Representation of specific business model innovations of leading innovators.

Figure 2: Timing of leading business model innovators implementing a new model.
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Current
recession

2005
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Li & Fung is a good example of enterprise model innovation.
It is one of the largest producers of fashion, but its core
competency is neither fabrics nor design. In contrast to many
competitors, Li & Fung turned its focus on orchestrating a
complex network of players across the value chain without
owning many of the physical assets that are required for
designing, producing and distributing the products. Li & Fung
is now taking advantage of the economic environment by
making select global acquisitions and continuing to build out
its partnership model.6
Exploit ongoing industry transformation

As seen in Figure 2, industry model innovation is more
prominent after long periods of economic expansion, when
access to financing is more readily available and companies are
willing to take on more risk. However, companies that perform
well during the good times and create their own financial
resources to innovate their business model can gain the
greatest benefit when applying industry model innovation
during an economic downturn. They are better positioned to
achieve significant margin improvement than companies that
don’t have the financial resources to make bold moves, or
simply aren’t focused on business model innovation.
A joint IBM and Carnegie Mellon Tepper School study
analyzed the 2007 and 2008 financial performance of business
model innovators that participated in the Global CEO Study
2008. This analysis found the strongest margin performance
was realized by those companies that entered the downturn
with significant financial means and leveraged their resources
to drive industry model innovation.7
In the financial services industry, for example, the financial
crisis and a new regulatory environment precipitated a radical
transformation. Two industry giants, Goldman Sachs and JP
Morgan Chase, had the economic strength to use the financial
and economic turmoil to their advantage and emerged from
the downturn as clear leaders.8
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In another fast-changing industry, Bharti Airtel, the Indian
mobile telecommunications provider, has been able to leverage
its financial strength to pursue new industry models in the
current environment. Traditionally known as a strong enter
prise model innovator – based on its radical partnering
business model – Bharti now leverages its financial strength to
explore new industry opportunities. This includes moving into
the media and entertainment space which was ripe for innova
tion and exploring ways in which to provide health and
banking services to the millions of “unbanked” in India’s
population.9
Develop new value propositions and pricing models to fit
customer preferences

Revenue model innovation may not deliver an advantage that
is as sustainable as industry or enterprise model innovation.
But during times of economic turmoil, new customer prefer
ences and spending patterns are a significant impetus to
changing the pricing model and value proposition.
The auto industry is a good example. While most car manufac
turers in the U.S. drastically cut prices in 2008, the Korean car
manufacturer Hyundai introduced a new pricing model and
value proposition with great initial success. Consumers were
able to return their cars within the first year and have their
debt cancelled. Hyundai’s pricing strategy addressed the high
degree of uncertainty consumers were feeling, rather than
simply cutting prices.10

During challenging economic times, those
organizations with solid financial resources
are better positioned to make bold moves, such
as changing their business models.
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Revenue model innovation has also come to the forefront as
access to capital has dwindled and traditional revenue streams
have slowed down. This has sharpened the focus on a
company’s ability to realize value – not five years out, but
within much shorter time horizons. For example, in the media
industry, businesses like online newspapers that were based
primarily on the expectation of future advertising revenues are
being re-evaluated with stronger emphasis on subscription and
consumer-paid models.

Industry transformation drives the need for business
model innovation

During periods of relative stability in the industry landscape,
companies can make incremental adjustments to their business
model over extended periods of time. They can continue to
realize the economic benefits of their existing business model.
During periods of extensive industry change, however,
companies must choose to either shake up their industries –
harness disruptive technologies, go after new customer
segments, dislodge competitors – or face their own demise (see
Figure 3).

Degree of change

Transformational
business model innovation

Change in the
environment

During periods of
discontinuity,
companies will either
disrupt or be disrupted

GAP

Demise
Incremental business model innovation
Balance between environmental and
enterprise change

Misalignment
Gap between environmental
and enterprise change

Transformation or demise
Transformational business
model innovation or demise

Time
Source: Adapted from Gerry Johnson, Kevan Scholes, Richard Whittington, Exploring Corporate Strategy, 7th Edition © 2005 Prentice Hall, Pearson Education Limited.

Figure 3: Business model innovation during periods of extensive environmental change.
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In the rapidly evolving video rental and subscription business,
for example, technology change and content digitization has
transformed the industry, spawning a succession of new
business models. Blockbuster has been challenged by fastgrowing online competitors with disruptive businesses models
like Netflix. Over the last 3 years, Blockbuster’s response has
been gradual adaptation of its business model, adding for
example, a “Total Access” package for receiving DVDs through
either rental stores or via mail, and announcing a partnership
with CinemaNow to deliver movies on demand via the
Internet.11 However, the incremental approach has not been
enough to stay ahead of industry transformation and the
economic downturn. As a result, Blockbuster is going through
fundamental restructuring, including closing nearly 1,000
video rental stores.12
Internal factors drive business model innovation

Internally driven changes – such as product or service innova
tions – also drive the need for a new business model. In taking
them to market, a number of questions need to be addressed.
How much does the new product or service change the
business model in general and, in particular, the customer
value proposition? Does the existing pricing model need to be
adjusted? What about technology, skills and resources and
overall operating model?

During periods of extensive industry change,
companies must shake up their industry or
face their own demise.
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Product and service innovation is a key driver for new business
models. For example, the development of a high-end instant
coffee technology developed by Nestlé prompted the need for
a completely new business model. In fact, it spurred the
creation of a separate company in the 1980s, Nespresso, a
one-serve coffee product targeted at the high-end consumer
market (see sidebar, “Nespresso: Success through internal
alignment”).
Financial performance and the availability of key resources are
both drivers and enablers of business model innovation. In the
technology services industry, IBM has a track record of using
its financial strength to invest heavily in research and business
model transformation during periods of economic downturn.
By investing in research and development during the depths of
the Great Depression in the 1930s, IBM was ready when the
recovery began.13 Similarly, today IBM is investing heavily in
the development of “Smarter Planet” initiatives based on its
view that virtually every process, system and infrastructure can
be instrumented, interconnected and infused with intelligence.
This opens up entirely new market opportunities for new
partnerships and business models.14
Is this the right time to innovate your business model?

Every organization needs to review carefully whether the time
is right to revisit its business model, either to pursue new
opportunities in its industry or to respond to competitive or
technology threats posed to their existing model. We have
developed a structured set of questions to help you understand
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the conditions in which an organization should explore
business model innovation. If a number of these factors apply
to you and your industry to a large extent, the right time to
revisit your business model is now (see Figure 4).

The Three A’s of how to innovate your
business model
If the timing is right, how does an organization go about
innovating its business model? Established companies have to
manage legacy transition issues, which often allow start-ups
and new entrants to capture significant value in industries in

turmoil. However, our research has shown that new and
innovative business models can – and do – succeed indepen
dent of a company’s age, industry or geography.
We reviewed 28 cases of recognized innovators, as well as
select organizations that either tried to innovate their business
models and failed, or simply missed the window of opportu
nity.15 Based on this analysis, we identified a set of characteris
tics that strong business model innovators demonstrate
consistently (see Figure 5).

External factors and
industry transformation
Value chain

Have there been shifts in your value chain such as the introduction of “direct” models or value migration along the value chain?

New entrants

Are new market entrants introducing models that would disrupt your industry?

Competitors

Do you see competitors introducing innovative propositions or models impacting your business?

Customer preferences

Are customer preferences for goods, services or channels changing?

Customer segments

Do you see new customer segments emerging that would require delivery of different products, services or delivery through new
models?

Technology

Are there disruptive new technologies emerging?

Regulatory/legal

Has there been significant change to your regulatory environment, either by industry or geography, that impacts your current business
model?

Environment

Are there social and environment sustainability factors that impact your current model?

Internal factors
Product/service innovation

Are you taking a new product or service to market that requires a new set of skills, capabilities and processes which leads to a new
value proposition and pricing strategy?

Performance

Are you in a period of declining or negative growth relative to your industry?

Resource availability

Are you delivering economic returns that provide the financial resources to make bold moves? Can you leverage the right skills and
capabilities?

Source: IBM Institute for Business Value.

Figure 4: Factors driving the need for business model innovation.
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Industry
model

A
A

Aligned

Revenue
model

Enterprise
model

Customer value

• Internal alignment between industry, revenue (including value
proposition) and enterprise model
• External alignment or “open” business models
• Ability to leverage existing assets and capabilities

Business intelligence and insight
• Strategic foresight

Analytical • Financial business modeling

A

• Visionary/innovation
leadership

Operating model

• Lean and transparent
processes

Adaptable • Effective decisions to support • Flexible and scalable
“breakthrough” innovation
• Dynamic course correction

technology
• Globally optimized operations
• Asset and cost flexibility

Source: IBM Institute for Business Value.

Figure 5: The “Three A’s” model for business model innovation.

These characteristics – the “Three A’s” – are critical to the
successful design and execution of business model innovation:
•

•

•

We found that each of the Three A’s is important for building
successful and sustainable business model innovation. Strong
business model innovators often combine all three characteris
tics and realize the associated value. For example, on a scale of
1 to 3, we found that successful business model innovators had
an average score of 2.6 for the Aligned characteristic,
compared to an average score of just 1.3 by those who were
not successful at innovating their business model (see Figure 6).

• Effectiveness measurements

Leadership and change

Aligned – Leverage core capabilities and enforce consistency
across all dimensions of the business model, both internally
and externally, that build customer value
Analytical – Use information strategically to create foresight,
and prioritize actions while measuring and tracking for rapid
course correction
Adaptable – Link innovative leadership with the ability to
effect change and create operating model flexibility.
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2.6

Aligned

Analytical

Adaptable

1.3
2.2
1.1
2.4
1.2
Low
Medium
1
2
Successful business model innovators
Unsuccessful business model innovators

High
3

Source: IBM Institute for Business Value analysis, Successful business model innovators
n=28, Unsuccessful business model innovators n=11.
.

Figure 6: Strong business model innovators demonstrate the
Three A’s.

Aligned: Creating internal and external consistency

When looking at the dimensions that shape business model
innovation, there is growing agreement that these dimensions
have to fully align.16 Internally, this requires organizations to
start with the customer value proposition and align all dimen
sions of the organization, including the ways in which revenue
is generated and value is delivered. Externally, organizations
need to orchestrate a network of customers, partners and
suppliers through open collaboration and partnership models.
Finally, many successful business model innovators leverage
existing assets and capabilities in new and unique ways.
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Align internally to provide customer value

While each business model element is critical in its own right,
the success of business model innovation depends on their
consistent alignment with each other. Understanding how the
elements of business model innovation relate, and how they
create value, is critical as an organization goes through the
process of adapting or changing its business model. We
especially saw the importance of alignment when comparing
successful business model innovations against those that failed.
Take the airline industry, for example. Carriers like Southwest
Airlines and Ryanair revolutionalized the industry at the low
end by introducing an innovative value proposition consisting
of low-cost, point-to-point air travel supported by strong
customer service. To deliver this model, Ryanair, for example,
aligned all aspects of its organization and operations to be low
cost, such as a standardized fleet of aircraft to minimize repair
and maintenance cost, while increasing bargaining power with
suppliers, choosing secondary airports with lower airport fees,
and disaggregating the pricing model so that it charges
customers for all extras.
In contrast, several established aircraft carriers that introduced
low-cost airlines tried to deliver the same low-cost proposition
within their high-cost operating models, including operations
and processes, systems and people. These models were largely
unsuccessful and typically failed within a few years of starting
operations.17

Successful business model innovation requires
alignment - internally with the customer
value proposition and externally with a
network of customers, partners and suppliers.

Nespresso: Success through internal alignment
Nestlé’s Nespresso single-serve premium coffee
business is a good example of how internal alignment
to its value proposition is critical to delivering
success. Based on Nestlé’s product innovation of the
Nespresso single-pod espresso system, it initially
explored different ways in which to commercialize the
new system in the 1980s. After unsuccessful attempts
to penetrate the restaurant and office market,
Nespresso was set up as a wholly-owned subsidiary
in 1986 and started to align its business model
elements with delivering the high-quality coffee
experience to the high-income home.
Given the extent of differences between Nespresso
Café and other Nestlé coffee brands (for example,
Nescafé instant coffee), this required a complete
departure from Nestlé’s traditional model. The
success of Nespresso was largely linked to the ability
to create a separate, internally aligned, business
model with independent leadership: serving a distinct
customer segment (high-end households versus the
traditional mass market); through new distribution
channels (mail and Internet order and luxury stores
versus traditional mass retail); different brand
positioning (high-end luxury brand versus traditional
mass-market branding); and a new set of external
partnerships, including coffee machine manufacturers
who independently distribute their machines and
retain the profit.
The Nespresso model has proven successful and
defendable. Nespresso achieved 35 percent annual
growth over the last decade, and even during 2008, at
the height of the economic crisis, it achieved 30
percent year-on-year revenue growth.18
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Align externally with partners through “open” business
models

External alignment with partners, suppliers and customers
through open, collaborative business models is an important
characteristic of effective business model innovation. The
Global CEO 2008 study found that seven out of 10 CEOs focus
on collaboration and partnerships in their pursuit of business
model innovation.19 A number of open business models are
largely built on broad collaboration and partnering, such as Li
& Fung’s global production model, Eli Lilly’s spun-off “InnoCentive” model or the Linux operating system. However, our
research shows that virtually every successful business model
demonstrates external alignment and the ability to orchestrate a
large number of collaboration partners.
Use existing assets and capabilities

Successful business model innovation takes advantage of
existing assets and capabilities within the organization, such as
unique skills, talent, processes or technology. Apple, for
example, leveraged the ability to effectively design user experi
ences and applied it to the music industry when designing and
launching the iPod.
Are you aligned?
•

•

•

How does your organization help ensure internal alignment
among your customer value proposition and all aspects of the
organization, including the pricing model, operating model,
the role you play in your industry and its talent?
Does your organization optimize external partnerships and
collaboration as part of your business model?
Does your organization leverage unique existing assets as you
design and execute new business models?

Tata Motors: Aligns with partners to deliver Nano
Tata Motors’ new Nano is based on the premise of
delivering an affordable car for Indian families. In
order to deliver this value proposition at a
revolutionary price point of US$2,500, Tata Motors
had to align its entire organization, supply chain and
channels.
For Tata Motors to deliver a viable model, it had to
reconfigure how a car is designed, manufactured
and distributed. It redefined its supplier strategy,
choosing to outsource a remarkable 85 percent of
the Nano’s components and to use nearly 60 percent
fewer vendors than normal to reduce transaction
costs. Tata also brought in its key suppliers early in
the design phase and challenged them to act as
partners to bring costs down in unprecedented
ways.20
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Analytical: Leveraging business intelligence for greater
insight

Successful business model innovators demonstrate a particu
larly acute understanding of their customers and the value that
their company can deliver to a new segment, through a new
delivery mechanism, or a new product or service “wrapped” in
a new business model. Increasingly, understanding customers,
markets, channels and competitors is based on better informa
tion to create advantage in new and unique ways.
Successful innovators use large amounts of data coming from
inside and outside the enterprise to:
•

•
•

Create the strategic foresight needed to design the business
models of the future
Understand their potential economic impact, and
Continuously measure and enhance performance.

Strategic foresight

Foresight is critical for organizations to understand new
opportunities and the potential impact of new technologies,
emerging customer segments, or a new set of product or
service capabilities. For example, the insurance company
Progressive has built advanced customer and risk analytics into
its business model, which allows it to serve a higher risk
customer segment profitably. Li & Fung similarly has built
analytics and foresight into its strategic process. In their words,
they use foresight and planning to “institutionalize the process
of reinvention.”21
The ability to better understand potential future scenarios and
how the organization can benefit through new models is now
more important than ever as organizations have to operate –
and make decisions – in a more complex and fast changing
environment.

Netflix: Using analytics for intelligence and insight
The video rental business Netflix has built advanced
analytics into its business model and continuously
leverages insight and analytics to create advantage.
The Netflix recommendations engine, for example, is
instrumental in helping consumers make rental
decisions. Based on user ratings, Netflix “crunches”
consumers’ rental history and film ratings to predict
what else they’ll like. Today, over half of a
consumer’s video rental queues are generated
through advanced analytic algorithms. Building on its
recommendation engine, Netflix has also been able
to drive the so-called long tail of video rental, with
only 30 percent of its movie rentals from new
releases, compared with 70 percent for Blockbuster.
Netflix also uses data mining and analytics to make
pricing decisions with studios for hard-to-market
movies.22 Since launching its online mail-order video
rental in 1999, total Netflix subscribers have grown at
a compound annual rate of 64 percent, reaching an
estimated 9.4 million subscribers at the end of
2008.23
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Financial business modeling

Financial business modeling provides the ability to simulate
the interaction (and therefore financial impact) among
different kinds of external scenarios and internal changes based
on the specific business model innovation. Netflix, the video
rental business, has used advanced analytics modeling effec
tively to support pricing and purchasing decisions (see sidebar,
“Netflix: Using analytics for intelligence and insight”).
Effectiveness measurements

Well-designed measurements provide timely insight about
what is and is not working, better enabling an organization to
adapt quickly to new and changing business realities. The
ability to sense and respond to change – both in the internal
organization and the external marketplace – is critical. Inter
nally, this requires organizations to integrate fragmented data
and perform faster, better extraction and analysis to support
business decisions. Externally, it means that organizations have
to be able to integrate data across a vast array of partners,
suppliers and customers to be able to make quick business
decisions.
Does your business model leverage analytics for intelligence
and insight?
•

•

•

•

•

Do you regularly assess the strategic opportunities in your
environment, based on new and disruptive models emerging
in your industry?
How detailed and accurate is your customer, supplier and
partner information?
Do you deeply understand what your customers want or how
they value your current offerings?
Does your organization have the means to understand the
financial and business impact of different business model
options?
Are you able to assess information in realtime, both internally
and externally, to allow dynamic course correction?
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Adaptable: Building flexibility into the business model

Business model adaptability is becoming more important as
organizations need to manage during uncertainty in the new
economic environment. We found that successful business
model innovators are able to mimic the speed, flexibility and
mindset of start up companies, which account for some of the
most radical business model innovations, while exploiting the
advantage of existing capabilities, resources and assets. When
reviewing both start-ups and established companies, we found
that business model adaptability was based on the effective
combination of leadership and change capabilities throughout
the organization, as well as an operating model that enables
dynamic course correction and rapid execution (see sidebar,
“Bharti has built adaptability into its business model”).
Leadership and change

Successful business model innovators are capable of and
willing to pursue new opportunities and models while main
taining a ruthless focus on sustaining current business. Often
referred to as ambidexterity, successful business model
innovators are able to explore, experiment and pilot new
models without putting the performance of existing models
at risk.24

Adaptability of the business model requires
effective leadership and change capabilities, in
addition to a flexible operating model that
enables both dynamic course correction and
rapid execution.
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For some new business models, this may require separate
organizational structures as Nestlé’s Nespresso business did.
For others, such as Apple’s iPod, it requires organizational
unity, with existing models supporting and reinforcing each
other. Leaders will need to exhibit the following characteris
tics:
•

•

•

Innovative leadership – Focused innovation leadership and a
willingness to break with the status quo are key aspects of
managing for the new while maintaining the old. This
includes a willingness to explore breakthrough innovations
that challenge the existing business. Strong leadership and
perseverance help overcome inherent organizational inertia.
Effective decisions to enable breakthrough innovation – In
addition to innovative leadership, breakthrough innovation
requires a culture of innovation and an entrepreneurial
mindset. Well-known innovators like Google or Apple
constantly re-instill entrepreneurial spirit within their
organizations. For example, Apple started flying a pirate flag
from its headquarters as a symbol of maintaining a “rebel
spirit.”
Dynamic course correction – In today’s fast-paced
environment, dynamic course correction is required to bring
new business models to market. Business models can be
designed on the “drawing board,” but only the application and
testing in the market – often in form of piloting – provides the
insight needed to understand if and how the business model
will succeed.

This requires flexibility to respond quickly to signals from the
external environment, economic results and partnership
alignment. It involves constantly reviewing what is working
and what is not, and adapting key aspects of the model
accordingly, especially in fast-moving industries like the media
industry. For example, Netflix continues to adapt its business
model based on new technologies, such as adding online video
to its subscription model based on changes in streaming
technology capabilities and customer preferences.

Bharti has built adaptability into its business model
Bharti is one of India’s largest telecommunications
providers – but it doesn’t own a network. It asked
the question, “What do customers really value?”
The answer: multiple new and innovative services
delivered quickly, plus excellent service. Bharti is
delivering against that proposition and
outmaneuvering its competitors by unshackling itself
from investment and management of either the
network or the supporting infrastructure.
What Bharti put in place was a global partnering
model by outsourcing its network management, IT
infrastructure and distribution. This allowed Bharti to
pull in expertise from around the globe to give it a
fast start to capitalize on the market opportunity,
control capital expenditures as its subscriber base
ballooned, and keep operational costs down. At the
same time, Bharti was very clear about its core
focus in five areas: customer management, brand
management, people management and motivation,
financing and regulation.26
Bharti has grown its subscriber base to over 100
million subscribers in 2009.27 Even at the height of
the economic crisis in 2008, Bharti was able to grow
revenue by 37 percent, with net income up 26
percent.28 Bharti is now leveraging its financial
strength to explore expansion into new markets
such as media and entertainment, financial services
and healthcare.
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Operating model flexibility

A flexible operating model entails four elements:
•

•

•

•

Lean and transparent processes – In an increasingly complex
environment, process optimization and end-to-end process
visibility are required to build flexibility and change
capabilities. Lean Six Sigma approaches, for example, build
the elements of continuous improvement into the operational
process, allowing the organization to change and adapt the
model based on new business model requirements.
Flexible and scalable technology – While technology
innovation often enables – or even creates – new business
models, flexibility in the underlying infrastructure is critical to
allowing an organization to shift and adapt its business model,
and deliver a platform for rapid growth and scaling.
Globally optimized operations – This requires processes that
are replicable and repeatable across different geographies,
assets that are optimized based on a clear distinction of what
is core and what is non-core, the ability to manage processes
end-to-end and extensive partnering.25 Most importantly,
global integration provides organizations with access to the
right skills at the right cost at the right time, which supports
the successful delivery of business model innovation.
Asset and cost flexibility – Shifting from fixed to variable
assets enables faster response to changes in market conditions.
This requires a clear understanding of and focus on core
activities, with a willingness to partner and collaborate for
non-core activities.

Is your business model adaptable?
•

•

Does your organization have a leadership and change model
that allows you to pursue new and emerging business
opportunities while continuing to focus on your current
business?
Is your operating model flexible enough to shift quickly based
on new customer and market opportunities?
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Conclusion
The new economic environment is pushing many companies
to revisit their business model. Each organization needs to
consider the potential benefits and hurdles carefully.
If conditions are right to act now, success depends on a clear
strategy for timing, designing and executing business model
innovation. To execute business model innovation effectively,
the Three A’s are essential organizational capabilities: aligned
with customer value and business model innovation dimen
sions, analytical to provide differentiated intelligence and
insight, and enabled by an adaptable operating model.
Not every company will elect to innovate its business model at
the present time. However, building the capabilities now to
support future innovation will help position organizations to
seize competitive advantage and achieve optimal performance.
In doing so, they put themselves in the running to become
successful business model innovators and industry leaders.
To learn more about this IBM Institute for Business Value
study, please contact us at iibv@us.ibm.com. For a full catalog of
our research, visit:
ibm.com/iibv
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