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ABSTRACT  

  
The term Business Model has been in use for many years which is a scientific method of being creative 

and innovative in creating successful business. The aim of this literature review is to define the theory 

relating to the business model (which includes various definitions from business and economic 

perspectives) and create a real-life analytical tool to define the characteristics of each part of business 

model, i.e., customers, distribution, value, resources, activities, cost and revenue.  
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INTRODUCTION  

Post-industrial 21st century has been described as one of the most fragmented and 

dynamic business environments. The nature and motive of industry and market has been 

changed radically and so do the focus of the customer/consumer requirements. Due to the 

massive industrialisation and the consumer trend shift many companies are now not only 

changed their marker strategy, but also brought changes on their culture, ways of selling and 

relationship building. The companies are utilising the concept of value-based branding and 

creating competitive differentiations in the local/international/global market. The review thus 

aimed to analyse the business systems, new trends and changes that impact/or important to 

consider while implementing the business model and concept. 

 

LITERATURE REVIEW 

Business Model: Concepts  

 

Financial Journalist Michael Lewis first introduced the term business model in his article 

where he predicted that every business is an outcome of financial nature and the model will 
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mostly be relied on internet (might be the introduction of e-commerce). On the other hand, 

Teece (2010) defines business model as one of the theoretical foundations in economics. 

However, analysing different author’s view the researcher has revealed that, business model is 

not only the process of creating value but also is an economic concept, which “produces’’ 

revenues and costs. It is a set of activities, which create profit due to the cooperation of 

processes and technologies. We have articulated few widely used definitions which are depicted 

below (refer to table 1) 

 

Table 1 Economic Business Model  

 

Author Definition 

Allan Afuah Business model can be seen as a framework for making money. It is the 

set of activities which a firm performs, how it performs them and when it 

performs them so as to offer its customers benefits, they want and to earn 

a profit (Afuah, 2003) 

Baden-Fuller & 

Morgan 

Business model is a profit formula, system of business and learning 

System (Baden-Fuller & Morgan, 2010) 

John Mullins & 

Randy Komisar 

Business model is the pattern of economic activity – cash flowing into 

and out of your business for various purposes and the timing thereof – that 

dictates whether or not you run out of cash and whether or not you deliver 

attractive returns to your investors. In short, your business model is the 

economic underpinning of your business, in all of its facets (Mullins & 

Komisar, 2009) 

Henry Chesbrough The business model is a useful framework to link ideas and technologies 

to economic outcomes (Chesbrough, 2006) 

Don Debelak A business model is the instrument by which a business intends to 

generate revenue and profits. It is a summary of how a company means to 

serve its employees and customers and involves both strategy as well as 

an implementation (Debelak, 2006) 

Alfonso 

Ganbardella 

Anita McGahan 

Business model is a mechanism for transformation ideas to revenues 

through the acceptable costs (Alfonso et al, 2010) 

Thomas Wheelen 

David Hunger 

Business model is a method for making money in the concrete business 

environment. It is consisted of key structural and operational 

characteristics of company – how company earn and create profit 

(Wheelen & Hunger, 2008) 

 

The above table (table 1) represents the definitions from an economic perspective which is not 

connected to the complexity of the concept and thus we have decided to articulate few more 

definitions from value creation concept (refer to table 2).  

 

Table 2 Economic and Value Business Model  

Author Definition 

David Watson A business model describes operations of company, including all of its 

components, functions and processes, which result in costs for itself and 

value for customer (Watson, 2005) 

David J. Teece 

 

Business model defines how a company provide value to customer and 

transfer payments to profit (Teece, 2010) 

Joan Magretta Business models are, at heart, stories that explain how enterprises work. Like 
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a good story, a robust business model contains precisely delineated 

characters, plausible motivations and a plot that turns on an insight about 

value. It answers certain questions: Who is the customer? How do we make 

money? What underlying economic logic explains how we can deliver value 

to customers at an appropriate cost? (Magretta, 2010) 

Michael Rappa Business model is the method of doing business by which a company can 

sustain itself – that is generating revenue. The business model spells-out how 

a company makes money by specifying where it is positioned in the value 

chain (Rappa, 2010) 

Alexander 

Osterwalder 

Yves Pigneur 

A business model describes the logic of how an organization creates, delivers 

and control value and how money are earned in a company (Osterwalder & 

Pigneur, 2009) 

Štefan Slávik The business model is a machine for making money, but money is important 

not only to produce but also to appropriate. Business model visualizes 

company as a place of decisions and consequences, it is a group of resources 

and activities in the varying degrees of and operational view, which result 

and serve to offer value to customer (Slávik, 2011) 

While considering the concept of business model, the researcher realised that the model is 

a system approach that includes business resources and activities which create value that are 

useful to the customers and provide value for money. The similar concept was addressed by 

Mullins and Komisar (2009) where they established the model based of Five Pillars, which 

predetermine the economic viability of any business.  

The revenue model is defined as the money that comes from a customer who is willing to 

buy what the company sells. Gross margin model is the difference between revenue from sales 

and cost for production, thus money, which lefts after payment of direct costs. Operating model 

includes fixed costs that are indirectly paid for production. Working capital model is a cash 

which must be available to ensure fluent operation until the customer pays for the goods. 

Investment model describes the usage of money that the company wants to invest for the 

development of business.  

The similar concept was addressed by Alan Afuah (2003) who has created the model 

based on 4 components (refer to figure 1), where all the components are equally responsible for 

generating profitability. The model works as a chain of workflows where resources help to 

create value differentiation. Cost brings new type of value – low-cost model. Positions are about 

looking for the right places, which are not occupied, or the company can deliver to the existing 

market new, interesting values. Cooperation of these components creates a successful business 

model, and their uniqueness is a source of competitive advantage. 
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Figure 1. Components of business model by A. Afuab (2003) 

  

As the researcher discussed and defined various concepts and along with many the above 

model is not free from limitations and weaknesses. One of the limitations of the model is that 

the model does not address the company as a complex system. It also does not create any 

connection of components into causal chain that would demonstrate the connectivity and bonds 

of elements. The concept does not allow the clear practical application to concrete numerical 

results (Slávik, 2011).  

On the other hand, David Watson (2005) developed six component-based business model 

where he mentioned that each component is unique and while analysing the elements from the 

model the term competitors are defined by barriers of entry to market, threat of substitute 

products, competition within the industry and the advantage of being the first in the market 

(similar to the Porter’s Five Force Model). Customers are evaluated according to their 

characteristics, types of contracts and payment rates. Economy of company is analysed 

considering to acquisitions, economies of scale, earning on the growth of another company, 

dividends and breakpoint. Management is evaluated by the moral view, conflicts checking, 

accounting rules, success in the past and relationship with partners. Products is focused on the 

brand loyalty, competitive advantage, creating new products, differentiation, sale places and 

innovation of value chain. Suppliers are defined by their negotiation power and opportunistic 

buying. Along with many other limitations the model allows the business to analyse the sector 

factors, such as competitors and environment.  

Johnson et al, (2008) on the other hand explained the business model using as a set of 

four components, which are interconnected: value for a customer, profit formula, key resources 

and key activities. According to Johnson et al a successful business will utilise its organisational 

resources (people, technologies, tangible and intangible asset, brand) and doing the right 

activities (trainings, development, production, budgeting, planning and selling) to create value 

to the business. Following Johnson, Alexander Osterwalder and Yves Pigneur, created a model 

that they called Canvas. The use of Canvas  defines business model using nine components: 

customer segments, customer relationships, distribution channels, value proposition, key 

resources, key activities, partners, cost structure and revenue streams and being used as  a 

visualization tool that shows components interrelationship (refer to figure 2). The model 

analyses the factors which are interconnected to create value to the business by analysing its key 

activities and resources.  
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Figure 2. The visualization tool canvas by Osteralder and Pigneur (2009) 

 

Business Model Innovation 

 

Business Model Innovation is the key stream and also often treated as the implicit part for 

conceptualisation. It was captured from the literature review and research from Schallmo (2013) 

and Mitchell and Coles (2003) that the business model innovation help increase the resilience 

and also help constitute a sustainable competitive advantage. According to Schaltegger et al, 

(2012) business model innovations require systematic and ongoing creation of business cases to 

ensure the sustainability. And business sustainability can be ensured by applying pro-active 

sustainability strategies with business model adjustment, adoption, improvement, and redesign 

which was also stated by Geissdoerfer et al., 2016).  

 

Discussion 

 

Business Model/Business Modelling is very useful for value creation which associates all 

activities including business processing, designing, finding and reaching customers, transacting 

a sale, distributing the product, or service delivery. The literature also revealed that a new 

business model also may turn on designing a new product or lead to a process innovation. 

Introducing a better business model can help business to ensure the divarication of product and 

or business unit to an existing or another market (Ritter & Pedersen, 2020). The primary goal of 

any business model is to create a sustainable chain and also unlock the value for market players. 

This value can be measured by value proposition or by the promise from the key players and 

partners in the market (Seetharaman, 2020). It was also found that business model is a critical 

element for any start-up success and thus developing a business model is not only the 

monetization strategies or but also being very holistic ensure value addition and help grow the 

business.  

 

CONCLUSION 

Dynamics and evolution of the current business environment always push forward 

fundamental contemplation and also analyse the conditions for business survival. However, the 

analysis through visualisation and reconstruction of the business model remains the primary 

goal of every business for creating business strategies and process improvements. It was 

revealed that the success of the business model depends on creating value for money to its 

customers/consumers. The literature reveals comprehensive advantages that business models 

(often a sustainable business model) have for organisations. The author agrees that a sustainable 

business model not only ensure productivity but also ensure sustainable competitive advantage. 

It was also indicated that continuous development of contemporary technologies constantly 

brings fundamental changes to the business model and thus development of innovative business 
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models is very much needed in the 21st century. Therefore, the conceptual advances of this 

review have become increasingly relevant for the field at large. 
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