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Are you an entrepreneurial spirit?

yes

Are you constantly thinking about how to
create value and build new businesses, or how
to improve or transform your organization?

yes

Are you trying to find innovative
ways of doing business to replace
old, outdated ones?

yes




If you’ve answered
“yes” to any of these
questions, welcome

to our group!

You're holding a handbook for visionaries, game
changers, and challengers striving to defy outmoded
business models and design tomorrow's enterprises.
[t's a book for the business model generation.



Today countless innovative business models
are emerging. Entirely new industries are
forming as old ones crumble. Upstarts are
challenging the old guard, some of whom are
struggling feverishly to reinvent themselves.

How do you imagine your organization's
business model might look two, five, or ten
years from now? Will you be among the
dominant players? Will you face competitors
brandishing formidable new business models?



This book will give you deep insight into the nature of business models.
It describes traditional and bleeding-edge models and their dynamics,
innovation techniques, how to position your model within an intensely
competitive landscape, and how to lead the redesign of your own organi-
zation's business model.

Certainly you've noticed that this is not the typical strategy or man-
agement book. We designed it to convey the essentials of what you need
to know, quickly, simply, and in a visual format. Examples are presented
pictorially and the content is complemented with exercises and workshop
scenarios you can use immediately. Rather than writing a conventional
book about business model innovation, we've tried to design a practical
guide for visionaries, game changers, and challengers eager to design or
reinvent business models. We've also worked hard to create a beautiful
book to enhance the pleasure of your “consumption.” We hope you enjoy
using it as much as we've enjoyed creating it.

An online community complements this book (and was integral to
its creation, as you will discover later). Since business model innovation
is a rapidly evolving field, you may want to go beyond the essentials in
Business Model Generation and discover new tools online. Please consider
joining our worldwide community of business practitioners and research-
ers who have co-created this book. On the Hub you can participate in
discussions about business models, learn from others’ insights, and try
out new tools provided by the authors. Visit the Business Model Hub at
www.BusinessModelGeneration.com/hub.

Business model innovation is hardly new. When the founders of Diners
Club introduced the credit card in 1950, they were practicing business
model innovation. The same goes for Xerox, when it introduced photo-
copier leasing and the per-copy payment system in 1959. In fact, we might
trace business model innovation all the way back to the fifteenth century,
when Johannes Gutenberg sought applications for the mechanical printing

device he had invented.

But the scale and speed at which innovative business models are
transforming industry landscapes today is unprecedented. For entre-
preneurs, executives, consultants, and academics, it is high time to
understand the impact of this extraordinary evolution. Now is the time
to understand and to methodically address the challenge of business
model innovation.

Ultimately, business model innovation is about creating value, for
companies, customers, and society. It is about replacing outdated models.
With its iPod digital media player and iTunes.com online store, Apple
created an innovative new business model that transformed the company
into the dominant force in online music. Skype brought us dirt-cheap
global calling rates and free Skype-to-Skype calls with an innovative
business model built on so-called peer-to-peer technology. It is now the
world's largest carrier of international voice traffic. Zipcar frees city dwell-
ers from automobile ownership by offering hourly or daily on-demand
car rentals under a fee-based membership system. It's a business model
response to emerging user needs and pressing environmental concerns.
Grameen Bank is helping alleviate poverty through an innovative business
model that popularized microlending to the poor.

But how can we systematically invent, design, and implement
these powerful new business models? How can we question, challenge,
and transform old, outmoded ones? How can we turn visionary ideas
into game-changing business models that challenge the establishment—or
rejuvenate it if we ourselves are the incumbents? Business Model Generation
aims to give you the answers.

Since practicing is better than preaching, we adopted a new model
for writing this book. Four hundred and seventy members of the Business
Model Innovation Hub contributed cases, examples, and critical com-
ments to the manuscript—and we took their feedback to heart. Read more

about our experience in the final chapter of Business Model Generation.
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The Senior Executive

Jean-Pierre Cuoni,

Chairman /EFG International

Focus: Establish a new business model
in an old industry

Jean-Pierre Cuoni is chairman of

EFG International, a private bank
with what may be the industry’s most
innovative business model. With

EFG he is profoundly transforming
the traditional relationships between
bank, clients, and client relationship
managers. Envisioning, crafting, and
executing an innovative business
model in a conservative industry with
established players is an art, and

one that has placed EFG International
among the fastest growing banks

in its sector.

The Intrapreneur

Dagfinn Myhre,

Head of Ré&I Business Models / Telenor
Focus: Help exploit the latest techno-
logical developments with the right
business models

Dagfinn leads a business model unit
at Telenor, one of the world's ten larg-
est mobile telephone operators. The
telecom sector demands continuous
innovation, and Dagfinn's initiatives
help Telenor identify and understand
sustainable models that exploit the
potential of the latest technological
developments. Through deep analysis
of key industry trends, and by develop-
ing and using leading-edge analytical
tools, Dagfinn's team explores new

business concepts and opportunities.

The Entrepreneur

Mariélle Sijgers,

Entrepreneur /CDEF Holding BV
Focus: Address unsatisfied customer
needs and build new business models
around them

Marielle Sijgers is a full-fledged
entrepreneur. Together with her
business partner, Ronald van den
Hoff, she's shaking up the meeting,
congress, and hospitality industry
with innovative business models.

Led by unsatisfied customer needs,
the pair has invented new concepts
such as Seats2meet.com, which allows
on-the-fly booking of meetings in
untraditional locations. Together,
Sijgers and van den Hoff constantly
play with new business model ideas
and launch the most promising

concepts as new ventures.
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The Investor

Gert Steens, President & Investment
Analyst /Oblonski BV

Focus: Invest in companies with the
most competitive business models
Gert makes a living by identifying the
best business models. Investing in the
wrong company with the wrong model
could cost his clients millions of euros
and him his reputation. Understanding
new and innovative business models
has become a crucial part of his work.
He goes far beyond the usual financial
analytics and compares business
models to spot strategic differences
that may impart a competitive edge.
Gert is constantly seeking business

model innovations.

The Consultant

Bas van Oosterhout, Senior
Consultant / Capgemini Consulting
Focus: Help clients question their
business models, and envision and
build new ones

Bas is part of Capgemini's Business
Innovation Team. Together with

his clients, he is passionate about
boosting performance and renewing
competitiveness through innovation.
Business Model Innovation is now a
core component of his work because
of its high relevance to client projects.
His aim is to inspire and assist clients
with new business models, from
ideation to implementation. To achieve
this, Bas draws on his understanding
of the most powerful business models,

regardless of industry.

The Designer

Trish Papadakos,

Sole Proprietor / The Institute of You
Focus: Find the right business model
to launch an innovative product

Trish is a talented young designer
who is particularly skilled at grasp-
ing an idea’s essence and weaving it
into client communications. Currently
she's working on one of her own ideas,
a service that helps people who are
transitioning between careers. After
weeks of in-depth research, she's now
tackling the design. Trish knows she'll
have to figure out the right business
model to bring her service to market.
She understands the client-facing
part—that's what she works on daily
as a designer. But, since she lacks for-
mal business education, she needs the
vocabulary and tools to take on the

big picture.

' '
f i
|
o = F
o Y e TS
b SR
heq = . =
L T i
e o e
-~ % LY
o _..!-_.. I..rm.:"‘J y
[ ¥
&, \".'\:"-\. ! Il.l"
[ i s

The Conscientious Entrepreneur
Igbal Quadir, Social Entrepreneur /
Founder of Grameen Phone

Focus: Bring about positive social and
economic change through innovative
business models

Igbal is constantly on the lookout

for innovative business models with
the potential for profound social
impact. His transformative model
brought telephone service to over
100 million Bangladeshis, utilizing
Grameen Bank's microcredit network.
He is now searching for a new model
for bringing affordable electricity to the
poor. As the head of MIT's Legatum
Center, he promotes technological
empowerment through innovative
businesses as a path to economic and

social development.



Table of Contents

The book is divided into five sections: @ The Busi-
ness Model Canvas, a tool for describing, analyzing,
and designing business models, @ Business Model
Patterns, based on concepts from leading business
thinkers, © Techniques to help you design business Strateg:y
models, @ Re-interpreting strategy through the

business model lens, and ¢ A generic process to

help you design innovative business models, tying

together all the concepts, techniques, and tools in

Business Model Generation. @ The last section offers

an outlook on five business model topics for future Afterword
exploration. O) Finally, the afterword provides a peek

into “the making of” Business Model Generation.
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Def _Business Model

A business model describes
the rationale of how an

organization creates, delivers,
and captures value



The starting point for any good discussion, meeting,
or workshop on business model innovation should
be a shared understanding of what a business model
actually is. We need a business model concept that
everybody understands: one that facilitates descrip-
tion and discussion. We need to start from the same
point and talk about the same thing. The challenge is
that the concept must be simple, relevant, and intui-
tively understandable, while not oversimplifying the

complexities of how enterprises function.

In the following pages we offer a concept that allows
you to describe and think through the business model
of your organization, your competitors, or any other
enterprise. This concept has been applied and tested
around the world and is already used in organizations
such as IBM, Ericsson, Deloitte, the Public Works and

Government Services of Canada, and many more.

This concept can become a shared language that
allows you to easily describe and manipulate business
models to create new strategic alternatives. Without
such a shared language it is difficult to systematically
challenge assumptions about one's business model

and innovate successfully.

We believe a business model can best be described
through nine basic building blocks that show the
logic of how a company intends to make money. The
nine blocks cover the four main areas of a business:
customers, offer, infrastructure, and financial viability.
The business model is like a blueprint for a strategy
to be implemented through organizational structures,

processes, and systems.




M The 9 Building Blocks

Bl Customer B Value E Channels £ Customer
Segments Propositions Value propositions Relationships
An organization serves It seeks to solve customer  are delivered to customers — Customer relationships
one or several Customer problems and satisfy through communication,  are established and
Segments. customer needs with distribution, and sales maintained with each

value propositions. Channels. Customer Segment.



E Revenue B Key B Key B Key B Cost

Streams Resources Activities Partnerships Structure
Revenue streams result Key resources are the ... by performing a num- Some activities are The business model
from value propositions assets required to offer ber of Key Activities. outsourced and some elements result in the
successfully offered to and deliver the previously resources are acquired cost structure.

customers. described elements ... outside the enterprise.



Cost Structure
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Key Activities

Key Partners




y Customer Relationships

Customer Segments

Value Propositions
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Customer Segments

The Customer Segments Building Block defines
the different groups of people or organizations an
enterprise aims to reach and serve

Customers comprise the heart of any business model. Without Customer groups represent separate segments if:
(profitable) customers, no company can survive for long. In order e Their needs require and justify a distinct offer

to better satisfy customers, a company may group them into * They are reached through different Distribution Channels
distinct segments with common needs, common behaviors,  They require different types of relationships

or other attributes. A business model may define one or several  They have substantially different profitabilities

large or small Customer Segments. An organization must make e They are willing to pay for different aspects of the offer

a conscious decision about which segments to serve and which
segments to ignore. Once this decision is made, a business model
can be carefully designed around a strong understanding of
specific customer needs.




For whom are we creating value?
Who are our most important customers?

There are different types of Customer Segments.

Here are some examples:

Mass market

Business models focused on mass markets don't
distinguish between different Customer Segments.
The Value Propositions, Distribution Channels, and

Customer Relationships all focus on one large group

of customers with broadly similar needs and problems.

This type of business model is often found in the

consumer electronics sector.

Niche market

Business models targeting niche markets cater to
specific, specialized Customer Segments. The Value
Propositions, Distribution Channels, and Customer
Relationships are all tailored to the specific require-
ments of a niche market. Such business models

are often found in supplier-buyer relationships. For
example, many car part manufacturers depend heavily

on purchases from major automobile manufacturers.

Segmented

Some business models distinguish between market
segments with slightly different needs and problems.
The retail arm of a bank like Credit Suisse, for example,
may distinguish between a large group of customers,
each possessing assets of up to U.S. $100,000, and

a smaller group of affluent clients, each of whose net
worth exceeds U.S. $500,000. Both segments have
similar but varying needs and problems. This has
implications for the other building blocks of Credit
Suisse's business model, such as the Value Proposi-
tion, Distribution Channels, Customer Relationships,
and Revenue streams. Consider Micro Precision
Systems, which specializes in providing outsourced
micromechanical design and manufacturing solutions.
It serves three different Customer Segments—the
watch industry, the medical industry, and the industrial
automation sector—and offers each slightly different

Value Propositions.

Diversified

An organization with a diversified customer business
model serves two unrelated Customer Segments

with very different needs and problems. For example,
in 2006 Amazon.com decided to diversify its retail
business by selling “cloud computing” services: online
storage space and on-demand server usage. Thus

it started catering to a totally different Customer
Segment—Web companies—with a totally different
Value Proposition. The strategic rationale behind this
diversification can be found in Amazon.com'’s powerful
IT infrastructure, which can be shared by its retail sales

operations and the new cloud computing service unit.

Multi-sided platforms (or multi-sided markets)
Some organizations serve two or more interdepen-
dent Customer Segments. A credit card company, for
example, needs a large base of credit card holders

and a large base of merchants who accept those credit
cards. Similarly, an enterprise offering a free news-
paper needs a large reader base to attract advertisers.
On the other hand, it also needs advertisers to finance
production and distribution. Both segments are
required to make the business model work (read

more about multi-sided platforms on p. 76).

21




Value Propositions

The Value Propositions Building Block describes
the bundle of products and services that create
value for a specific Customer Segment
The Value Proposition is the reason why customers turn to one
company over another. It solves a customer problem or satisfies
a customer need. Each Value Proposition consists of a selected
bundle of products and/or services that caters to the requirements
of a specific Customer Segment. In this sense, the Value Proposi-
tion is an aggregation, or bundle, of benefits that a company
offers customers.

Some Value Propositions may be innovative and represent a
new or disruptive offer. Others may be similar to existing market
offers, but with added features and attributes.




What value do we deliver to the customer?
Which one of our customer’s problems are we helping
to solve? Which customer needs are we satistying?

What bundles of products and services are we offering
to each Customer Segment?

A Value Proposition creates value for a Customer
Segment through a distinct mix of elements cater-
ing to that segment’s needs. Values may be quan-
titative (e.g. price, speed of service) or qualitative
(e.g. design, customer experience).

Elements from the following non-exhaustive list

can contribute to customer value creation.

Newness

Some Value Propositions satisfy an entirely new set
of needs that customers previously didn't perceive
because there was no similar offering. This is often,

but not always, technology related. Cell phones,

for instance, created a whole new industry around
mobile telecommunication. On the other hand,
products such as ethical investment funds have

little to do with new technology.

Performance

Improving product or service performance has
traditionally been a common way to create value.
The PC sector has traditionally relied on this factor
by bringing more powerful machines to market.
But improved performance has its limits. In recent
years, for example, faster PCs, more disk storage
space, and better graphics have failed to produce

corresponding growth in customer demand.

Customization

Tailoring products and services to the specific
needs of individual customers or Customer
Segments creates value. In recent years, the
concepts of mass customization and customer
co-creation have gained importance. This approach
allows for customized products and services,

while still taking advantage of economies of scale.




“Getting the job done"

Value can be created simply by helping a customer
get certain jobs done. Rolls-Royce understands this
very well: its airline customers rely entirely on Rolls-
Royce to manufacture and service their jet engines.
This arrangement allows customers to focus on
running their airlines. In return, the airlines pay

Rolls-Royce a fee for every hour an engine runs.

Design

Design is an important but difficult element to mea-
sure. A product may stand out because of superior
design. In the fashion and consumer electronics
industries, design can be a particularly important

part of the Value Proposition.

Brand/status

Customers may find value in the simple act of using
and displaying a specific brand. Wearing a Rolex
watch signifies wealth, for example. On the other end
of the spectrum, skateboarders may wear the latest

“underground” brands to show that they are “in."

Price

Offering similar value at a lower price is a common
way to satisfy the needs of price-sensitive Cus-
tomer Segments. But low-price Value Propositions
have important implications for the rest of a busi-
ness model. No frills airlines, such as Southwest,
easylet, and Ryanair have designed entire business
models specifically to enable low cost air travel.
Another example of a price-based Value Proposi-
tion can be seen in the Nano, a new car designed
and manufactured by the Indian conglomerate Tata.
Its surprisingly low price makes the automobile
affordable to a whole new segment of the Indian
population. Increasingly, free offers are starting to
permeate various industries. Free offers range from
free newspapers to free e-mail, free mobile phone

services, and more (see p. 88 for more on FREE).



Cost reduction

Helping customers reduce costs is an important
way to create value. Salesforce.com, for example,
sells a hosted Customer Relationship management
(CRM) application. This relieves buyers from the
expense and trouble of having to buy, install, and

manage CRM software themselves.

Risk reduction

Customers value reducing the risks they incur
when purchasing products or services. For a used
car buyer, a one-year service guarantee reduces
the risk of post-purchase breakdowns and repairs.
A service-level guarantee partially reduces the
risk undertaken by a purchaser of outsourced IT

services.

Accessibility

Making products and services available to custom-
ers who previously lacked access to them is another
way to create value. This can result from business
model innovation, new technologies, or a combina-
tion of both. Netlets, for instance, popularized the
concept of fractional private jet ownership. Using an
innovative business model, NetJets offers individu-
als and corporations access to private jets, a service
previously unaffordable to most customers. Mutual
funds provide another example of value creation
through increased accessibility. This innovative
financial product made it possible even for those
with modest wealth to build diversified investment

portfolios.

Convenience/usability

Making things more convenient or easier to use
can create substantial value. With iPod and iTunes,
Apple offered customers unprecedented conve-
nience searching, buying, downloading, and listen-

ing to digital music. It now dominates the market.




Channels

The Channels Building Block describes how a

company communicates with and reaches its

Customer Segments to deliver a Value Proposition

Communication, distribution, and sales Channels comprise a

company’s interface with customers. Channels are customer touch

points that play an important role in the customer experience.

Channels serve several functions, including:

e Raising awareness among customers about a company’s
products and services

e Helping customers evaluate a company’s Value Proposition

o Allowing customers to purchase specific products and services

e Delivering a Value Proposition to customers

e Providing post-purchase customer support




Through which Channels do our Customer Segments
want to be reached? How are we reaching them now?
How are our Channels integrated? Which ones work best?
Which ones are most cost-efficient? How are we
integrating them with customer routines?

Channels have five distinct phases. Each channel can
cover some or all of these phases. We can distinguish
between direct Channels and indirect ones, as well as

between owned Channels and partner Channels.

Finding the right mix of Channels to satisfy how
customers want to be reached is crucial in bringing

a Value Proposition to market. An organization can

choose between reaching its customers through its
own Channels, through partner Channels, or through

a mix of both. Owned Channels can be direct, such as
an in-house sales force or a Web site, or they can be
indirect, such as retail stores owned or operated by the
organization. Partner Channels are indirect and span a
whole range of options, such as wholesale distribution,

retail, or partner-owned Web sites.

Partner Channels lead to lower margins, but they
allow an organization to expand its reach and benefit
from partner strengths. Owned Channels and particu-
larly direct ones have higher margins, but can be costly
to put in place and to operate. The trick is to find the
right balance between the different types of Channels,
to integrate them in a way to create a great customer

experience, and to maximize revenues.

Channel Types Channel Phases
Sales force
-
°
(7]
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Customer Relationships

The Customer Relationships Building Block
describes the types of relationships a company
establishes with specific Customer Segments

A company should clarify the type of relationship it wants to
establish with each Customer Segment. Relationships can range
from personal to automated. Customer relationships may be
driven by the following motivations:

 Customer acquisition

* Customer retention

* Boosting sales (upselling)

In the early days, for example, mobile network operator Customer
Relationships were driven by aggressive acquisition strategies
involving free mobile phones. When the market became saturated,
operators switched to focusing on customer retention and increas-
ing average revenue per customer.

The Customer Relationships called for by a company’s business
model deeply influence the overall customer experience.




What type of relationship does each of our Customer
Segments expect us to establish and maintain with them?
Which ones have we established? How costly are they?

How are they integrated with the rest of our business model?

We can distinguish between several categories of
Customer Relationships, which may co-exist in a
company’s relationship with a particular

Customer Segment:

Personal assistance

This relationship is based on human interaction.

The customer can communicate with a real customer
representative to get help during the sales process or
after the purchase is complete. This may happen on-
site at the point of sale, through call centers, by e-mail,

or through other means.

Dedicated personal assistance

This relationship involves dedicating a customer
representative specifically to an individual client. It
represents the deepest and most intimate type of
relationship and normally develops over a long period
of time. In private banking services, for example, dedi-
cated bankers serve high net worth individuals. Similar
relationships can be found in other businesses in the
form of key account managers who maintain personal

relationships with important customers.

Self-service
In this type of relationship, a company maintains no
direct relationship with customers. It provides all the

necessary means for customers to help themselves.

Automated services

This type of relationship mixes a more sophisti-

cated form of customer self-service with automated
processes. For example, personal online profiles give
customers access to customized services. Automated
services can recognize individual customers and their
characteristics, and offer information related to orders
or transactions. At their best, automated services can
simulate a personal relationship (e.g. offering book or

movie recommendations).

Communities

Increasingly, companies are utilizing user communities
to become more involved with customers/prospects
and to facilitate connections between community
members. Many companies maintain online com-

munities that allow users to exchange knowledge and

solve each other's problems. Communities can also
help companies better understand their customers.
Pharmaceutical giant GlaxoSmithKline launched a
private online community when it introduced alli, a
new prescription-free weight-loss product.
GlaxoSmithKline wanted to increase its under-
standing of the challenges faced by overweight
adults, and thereby learn to better manage customer

expectations.

Co-creation

More companies are going beyond the traditional
customer-vendor relationship to co-create value with
customers. Amazon.com invites customers to write
reviews and thus create value for other book lovers.
Some companies engage customers to assist with the
design of new and innovative products. Others, such
as YouTube.com, solicit customers to create content

for public consumption.




3 Revenue Streams

The Revenue Streams Building Block represents
the cash a company generates from each Customer
Segment (costs must be subtracted from revenues to
create earnings)

If customers comprise the heart of a business model, Revenue
Streams are its arteries. A company must ask itself, For what value
is each Customer Segment truly willing to pay? Successfully
answering that question allows the firm to generate one or more
Revenue Streams from each Customer Segment. Each Revenue
Stream may have different pricing mechanisms, such as fixed list
prices, bargaining, auctioning, market dependent, volume depen-
dent, or yield management.

A business model can involve two different types of Revenue Streams:

1. Transaction revenues resulting from one-time customer payments

2. Recurring revenues resulting from ongoing payments to either
deliver a Value Proposition to customers or provide post-purchase

customer support




For what value are our customers really willing to pay?
For what do they currently pay? How are they currently
paying? How would they prefer to pay? How much does
each Revenue Stream contribute to overall revenues?

There are several ways to generate Revenue Streams:

Asset sale

The most widely understood Revenue Stream derives
from selling ownership rights to a physical product.
Amazon.com sells books, music, consumer electron-
ics, and more online. Fiat sells automobiles, which

buyers are free to drive, resell, or even destroy.

Usage fee

This Revenue Stream is generated by the use of a
particular service. The more a service is used, the
more the customer pays. A telecom operator may
charge customers for the number of minutes spent on
the phone. A hotel charges customers for the number
of nights rooms are used. A package delivery service
charges customers for the delivery of a parcel from

one location to another.

Subscription fees

This Revenue Stream is generated by selling continu-
ous access to a service. A gym sells its members
monthly or yearly subscriptions in exchange for
access to its exercise facilities. World of Warcraft
Online, a Web-based computer game, allows users to
play its online game in exchange for a monthly sub-
scription fee. Nokia's Comes with Music service gives

users access to a music library for a subscription fee.

Lending/Renting/Leasing

This Revenue Stream is created by temporar-

ily granting someone the exclusive right to use a
particular asset for a fixed period in return for a
fee. For the lender this provides the advantage of
recurring revenues. Renters or lessees, on the other
hand, enjoy the benefits of incurring expenses for

only a limited time rather than bearing the full costs

of ownership. Zipcar.com provides a good illustration.
The company allows customers to rent cars by the
hour in North American cities. Zipcar.com's service
has led many people to decide to rent rather than

purchase automobiles.

Licensing

This Revenue Stream is generated by giving customers
permission to use protected intellectual property in
exchange for licensing fees. Licensing allows rights-
holders to generate revenues from their property with-
out having to manufacture a product or commercialize
a service. Licensing is common in the media industry,
where content owners retain copyright while selling
usage licenses to third parties. Similarly, in technology
sectors, patentholders grant other companies the right

to use a patented technology in return for a license fee.




Brokerage fees

This Revenue Stream derives from intermediation
services performed on behalf of two or more parties.
Credit card providers, for example, earn revenues

by taking a percentage of the value of each sales
transaction executed between credit card merchants
and customers. Brokers and real estate agents earn
a commission each time they successfully match a

buyer and seller.

Advertising

This Revenue Stream results from fees for advertising
a particular product, service, or brand. Traditionally,
the media industry and event organizers relied heavily
on revenues from advertising. In recent years other
sectors, including software and services, have started

relying more heavily on advertising revenues.

Each Revenue Stream might have different pricing
mechanisms. The type of pricing mechanism chosen
can make a big difference in terms of revenues gener-
ated. There are two main types of pricing mechanism:

fixed and dynamic pricing.



Pricing Mechanisms

Fixed Menu Pricing

Predefined prices are based on static variables

List price

Product feature

dependent

Customer segment

dependent

Volume dependent

Fixed prices for individual products, services,

or other Value Propositions

Price depends on the number or quality of

Value Proposition features

Price depends on the type and characteristic

of a Customer Segment

Price as a function of the quantity purchased

Dynamic Pricing

Prices change based on market conditions

Negotiation
(bargaining)

Yield management

Real-time-market

Auctions

Price negotiated between two or more partners

depending on negotiation power and/or negotiation skills

Price depends on inventory and time of purchase
(normally used for perishable resources such as hotel

rooms or airline seats)

Price is established dynamically based on supply

and demand

Price determined by outcome of competitive bidding




3 Key Resources

The Key Resources Building Block describes
the most important assets required to make a
business model work
Every business model requires Key Resources. These resources
allow an enterprise to create and offer a Value Proposition, reach
markets, maintain relationships with Customer Segments, and
earn revenues. Different Key Resources are needed depending on
the type of business model. A microchip manufacturer requires
capital-intensive production facilities, whereas a microchip designer
focuses more on human resources.

Key resources can be physical, financial, intellectual, or human.
Key resources can be owned or leased by the company or acquired
from key partners.




What Key Resources do our Value Propositions require?
Our Distribution Channels? Customer Relationships?

Revenue Streams?

Key Resources can be categorized as follows:

Physical

This category includes physical assets such as
manufacturing facilities, buildings, vehicles, machines,
systems, point-of-sales systems, and distribution
networks. Retailers like Wal-Mart and Amazon.com
rely heavily on physical resources, which are often
capital-intensive. The former has an enormous global
network of stores and related logistics infrastructure.
The latter has an extensive IT, warehouse, and logistics

infrastructure.

Intellectual

Intellectual resources such as brands, proprietary
knowledge, patents and copyrights, partnerships,
and customer databases are increasingly important
components of a strong business model. Intellectual

resources are difficult to develop but when success-

fully created may offer substantial value. Consumer
goods companies such as Nike and Sony rely heavily
on brand as a Key Resource. Microsoft and SAP
depend on software and related intellectual property
developed over many years. Qualcomm, a designer
and supplier of chipsets for broadband mobile
devices, built its business model around patented
microchip designs that earn the company substantial

licensing fees.

Human

Every enterprise requires human resources, but
people are particularly prominent in certain business
models. For example, human resources are crucial in
knowledge-intensive and creative industries. A phar-
maceutical company such as Novartis, for example,
relies heavily on human resources: Its business model
is predicated on an army of experienced scientists

and a large and skilled sales force.

Financial

Some business models call for financial resources
and/or financial guarantees, such as cash, lines of
credit, or a stock option pool for hiring key employ-
ees. Ericsson, the telecom manufacturer, provides

an example of financial resource leverage within a
business model. Ericsson may opt to borrow funds
from banks and capital markets, then use a portion of
the proceeds to provide vendor financing to equipment
customers, thus ensuring that orders are placed with

Ericsson rather than competitors.
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Key Activities

The Key Activities Building Block describes

the most important things a company must do

to make its business model work

Every business model calls for a number of Key Activities. These

are the most important actions a company must take to operate

successfully. Like Key Resources, they are required to create and

offer a Value Proposition, reach markets, maintain Customer

Relationships, and earn revenues. And like Key Resources, Key

Activities differ depending on business model type. For software

maker Microsoft, Key Activities include software development.
For PC manufacturer Dell, Key Activities include supply chain

management. For consultancy McKinsey, Key Activities include

problem solving.




What Key Activities do our Value Propositions require?
Our Distribution Channels? Customer Relationships?

Revenue streams?

Key Activities can be categorized as follows:

Production

These activities relate to designing, making, and
delivering a product in substantial quantities and/or
of superior quality. Production activity dominates the

business models of manufacturing firms.

Problem solving

Key Activities of this type relate to coming up with
new solutions to individual customer problems.

The operations of consultancies, hospitals, and other
service organizations are typically dominated by
problem solving activities. Their business models call
for activities such as knowledge management and

continuous training.

Platform/network

Business models designed with a platform as a Key
Resource are dominated by platform or network-
related Key Activities. Networks, matchmaking
platforms, software, and even brands can function as
a platform. eBay's business model requires that the
company continually develop and maintain its plat-
form: the Web site at eBay.com. Visa's business model
requires activities related to its Visa® credit card
transaction platform for merchants, customers, and
banks. Microsoft's business model requires managing
the interface between other vendors' software and its
Windows® operating system platform. Key Activi-
ties in this category relate to platform management,

service provisioning, and platform promotion.




X1 Key Partnerships

The Key Partnerships Building Block describes

the network of suppliers and partners that make
the business model work

Companies forge partnerships for many reasons, and partnerships
are becoming a cornerstone of many business models. Companies
create alliances to optimize their business models, reduce risk, or
acquire resources.

We can distinguish between four different types of partnerships:
1. Strategic alliances between non-competitors

2. Coopetition: strategic partnerships between competitors

3. Joint ventures to develop new businesses

4. Buyer-supplier relationships to assure reliable supplies




===

It can be useful to distinguish between three

motivations for creating partnerships:

Optimization and economy of scale

The most basic form of partnership or buyer-supplier
relationship is designed to optimize the allocation of
resources and activities. It is illogical for a company to
own all resources or perform every activity by itself.
Optimization and economy of scale partnerships are
usually formed to reduce costs, and often involve

outsourcing or sharing infrastructure.

Reduction of risk and uncertainty

Partnerships can help reduce risk in a competitive
environment characterized by uncertainty. It is not
unusual for competitors to form a strategic alliance
in one area while competing in another. Blu-ray, for

example, is an optical disc format jointly developed

ho are our Key Partners? Who are our key suppliers?
nich Key Resources are we acquiring from partners?
hich Key Activities do partners perform?

by a group of the world's leading consumer electron-
ics, personal computer, and media manufacturers.
The group cooperated to bring Blu-ray technology to
market, yet individual members compete in selling

their own Blu-ray products.

Acquisition of particular resources and activities
Few companies own all the resources or perform all
the activities described by their business models.
Rather, they extend their own capabilities by relying
on other firms to furnish particular resources or
perform certain activities. Such partnerships can be
motivated by needs to acquire knowledge, licenses, or
access to customers. A mobile phone manufacturer,
for example, may license an operating system for its
handsets rather than developing one in-house. An
insurer may choose to rely on independent brokers to

sell its policies rather than develop its own sales force.




1 Cost Structure

The Cost Structure describes all costs incurred to
operate a business model

This building block describes the most important costs incurred
while operating under a particular business model. Creating and de-
livering value, maintaining Customer Relationships, and generating
revenue all incur costs. Such costs can be calculated relatively easily
after defining Key Resources, Key Activities, and Key Partnerships.
Some business models, though, are more cost-driven than others.
So-called “no frills” airlines, for instance, have built business models

entirely around low Cost Structures.




What are the most important costs inherent in our business
model? Which Key Resources are most expensive? Which
Key Activities are most expensive?

Naturally enough, costs should be minimized in every
business model. But low Cost Structures are more
important to some business models than to others.
Therefore it can be useful to distinguish between two
broad classes of business model Cost Structures:
cost-driven and value-driven (many business models

fall in between these two extremes):

Cost-driven

Cost-driven business models focus on minimizing
costs wherever possible. This approach aims at
creating and maintaining the leanest possible
Cost Structure, using low price Value Propositions,
maximum automation, and extensive outsourcing.
No frills airlines, such as Southwest, easyJet, and

Ryanair typify cost-driven business models.

Value-driven

Some companies are less concerned with the cost
implications of a particular business model design,
and instead focus on value creation. Premium Value
Propositions and a high degree of personalized service
usually characterize value-driven business models.
Luxury hotels, with their lavish facilities and exclusive

services, fall into this category.

Cost Structures can have the following characteristics:

Fixed costs

Costs that remain the same despite the volume of
goods or services produced. Examples include salaries,
rents, and physical manufacturing facilities. Some
businesses, such as manufacturing companies, are

characterized by a high proportion of fixed costs.

Variable costs

Costs that vary proportionally with the volume of
goods or services produced. Some businesses, such as
music festivals, are characterized by a high proportion

of variable costs.

Economies of scale

Cost advantages that a business enjoys as its output
expands. Larger companies, for instance, benefit from
lower bulk purchase rates. This and other factors

cause average cost per unit to fall as output rises.

Economies of scope

Cost advantages that a business enjoys due to a larger
scope of operations. In a large enterprise, for example,
the same marketing activities or Distribution Channels

may support multiple products.




The nine business model Building Blocks form
the basis for a handy tool, which we call the
Business Model Canvas.
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This tool resembles a painter’s canvas—preformat-
ted with the nine blocks—which allows you to paint
pictures of new or existing business models.

The Business Model Canvas works best when printed
out on a large surface so groups of people can jointly
start sketching and discussing business model
elements with Post-it® notes or board markers.

It is a hands-on tool that fosters understanding,

discussion, creativity, and analysis.
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Example: Apple iPod/iTunes Business Model

In 2001 Apple launched its iconic iPod brand of por-
table media player. The device works in conjunction
with iTunes software that enables users to transfer
music and other content from the iPod to a computer.
The software also provides a seamless connection

to Apple’s online store so users can purchase and

download content.

This potent combination of device, software, and
online store quickly disrupted the music industry and
gave Apple a dominant market position. Yet Apple was
not the first company to bring a portable media player
to market. Competitors such as Diamond Multimedia,
with its Rio brand of portable media players, were suc-

cessful until they were outpaced by Apple.

How did Apple achieve such dominance? Because it
competed with a better business model. On the one
hand, it offered users a seamless music experience by
combining its distinctively designed iPod devices with
iTunes software and the iTunes online store. Apple's
Value Proposition is to allow customers to easily
search, buy, and enjoy digital music. On the other hand,
to make this Value Proposition possible, Apple had to
negotiate deals with all the major record companies to

create the world's largest online music library.

The twist? Apple earns most of its music-related
revenues from selling iPods, while using integration
with the online music store to protect itself from

competitors.
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"HOW

DO YOU
USt THE
CANVAS?

The public sector is often challenged
to implement private sector principles.
| have used the Canvas to help a
department view itself as a service-
oriented business,

establishing
externalized as-is
and to-be business
models.

It has created a whole new conversa-
tion around describing and innovating
the business.

Mike Lachapelle, Canada

| consult with small companies on using
the freemium business model. This
model involves giving core products
away for free, which is very counterin-
tuitive to most businesspeople. Thanks
to the Business Model Canvas, | can

easily illustrate
how it makes
financial sense.

Peter Froberg, Denmark

| help business owners plan their transi-
tion and exit from their companies.
Success depends on sustaining long-
term company viability and growth. Key
to this is a business model innovation
program. The Canvas helps us identify
and innovate their business models.
Nicholas K. Niemann, United States

I'm using the Business Model Canvas in
Brazil to help artists, cultural producers,
and game designers to envision innova-
tive business models for the Cultural
and Creative Industries. | apply it in the
Cultural Production MBA at FGV and in
the Innovation Games Lab at COPPE/
UFRJ Business Incubator.

Claudio D'Ipolitto, Brazil

When you typically think of a business
model, the conclusion is that it is a ‘for
profit’ business. However, | found that
the Canvas is also very effective in the
non-profit sector. We used it to

DESIGN
+ ALIGN

members of the leadership team during
the formation of a new non-profit
program. The Canvas was flexible
enough to take into account the goals
of this social entrepreneurial venture,
and bring clarity to the true Value
Proposition of the business and how

to make it sustainable.

Kevin Donaldson, United States

[ wish | had known the Canvas years
ago! With a particular tough and
complicated print-to-digital project
within the publishing industry it would
have been so helpful to

show all project
members in this
visual way both
the big picture,
their (important)
own roles in it
and the inter-
dependencies.

Hours of explaining, arguing, and mis-
understanding could have been saved.
Jille Sol, Netherlands

A close friend was looking for a new
job. l used the Business Model
Canvas in order to assess her
personal business model.

Her core competences and Value
Proposition were outstanding but
she failed to leverage her strategic
partners and develop appropriate
Customer Relationships. This adjusted
focus opened new opportunities.
Daniel Pandza, Mexico




Imagine 60 first-year students, knowing
nothing about entrepreneurship. In less
than five days, thanks to the Business
Model Canvas, they were able to pitch
aviable idea with conviction and clarity.
They used it as a tool to cover all the
startup-building dimensions.

Guilhem Bertholet, France

I use the Business Model Canvas to
teach early stage entrepreneurs
across a wide range of industries as
amuch better way to

TRANSLATE
THEIR BUSINESS

PLANS

INTO THE BUSINESS
PROCESSES

that they (will) need to operate their
businesses and to ensure that they are
focused properly on being customer-
centric in a way that makes the business
as highly profitable as it can be.

Bob Dunn, United States

I have used the Canvas with a
co-founder to design a business plan
for a national level contest held by

The Economic Times, India. The
Canvas enabled me to think through

all the aspects of the startup and put
together a plan that VCs might find well
thought out and attractive to fund.

Praveen Singh, India

We were asked to redesign the language
service of an international NGO, The
Business Model Canvas was especially
helpful to show the links between
the needs of people’s day-to-day
work and a service that was felt

too specialized, considered only as an
afterthought, and far away from their
priorities.

Paola Valeri, Spain

As a startup coach | support teams to
create new products and design their
businesses. The Business Model Canvas
does a great job assisting me to

remind the
teams to think
holistically about
their business
and prevents
them from
getting stuck

on details.Thishelpsto

make their new venture a success.
Christian Schiiller, Germany

The Business Model
Canvas has allowed
me to establish a
common language
and framework with
colleagues.

I've used the Canvas to explore new
growth opportunities, assess uses

of new business models by competitors,
and to communicate across the
organization how we could

accelerate technology, market, and
business model innovations.

Bruce MacVarish, United States

The Business Model Canvas has helped
several health care organizations in the
Netherlands to make the move from
a budget driven governmental
institution to an entrepreneurial
value-adding organization.

Huub Raemakers, Netherlands

| used the Canvas with senior managers
of a public company to help them
restructure their value chain due to
changes in sector regulation. The key
success factor was to understand which
new Value Propositions could be offered
to their clients and then translated into
internal operations.

Leandro Jesus, Brazil

WE USED 15,000
POST-ITS AND
MORE THAN
100 METERS OF
BROWN PAPER

to design a future organizational struc-
ture in a global manufacturing company.
The key of all activities was, however,
the Business Model Canvas. It con-
vinced us by its practical applicability,
simplicity, and logical cause-and-effect
relationships.

Daniel Egger, Brazil

I used the Canvas todo a

REALITY
CHECK

for my new startup Mupps, a platform
where artists can make their own music
apps for iPhone and Android phones

in minutes. You know what? The Canvas
made me even surer of the possible
success! So | gotta go, work to do!
Erwin Blom, Netherlands

The Business Model Canvas has proven

to be a very useful tool for capturing

ideas and solutions for e-commerce 51
projects. Most of my clients are SMEs

and the Canvas helps them to

clarify their current
business models

understand and focus on the impact
of e-commerce on their organizations.
Marc Castricum, Netherlands

| applied the Canvas to help a company
align key staff in order to determine
shared goals and strategic priorities,
which were used during the planning
process and incorporated with the BSC.
It also ensured that the chosen initia-
tives were clearly driven by the new
strategic priorities.

Martin Fanghanel, Bolivia










“Pattern in architecture
is the idea of capturing
architectural design ideas
as archetypal and reusable
descriptions.”

Christopher Alexander, Architect



This section describes business models with similar characteristics,
similar arrangements of business model Building Blocks, or similar
behaviors. We call these similarities business model patterns. The
patterns described in the following pages should help you understand
business model dynamics and serve as a source of inspiration for
your own work with business models.

We've sketched out five business model patterns built on important
concepts in the business literature. We've “translated” these into
the language of the Business Model Canvas to make the concepts
comparable, easy to understand, and applicable. A single business
model can incorporate several of these patterns.

Concepts upon which our patterns are based include Unbundling,

the Long Tail, Multi-Sided Platforms, FREE, and Open Business Models.

New patterns based on other business concepts will certainly emerge
over time.

Our goal in defining and describing these business model patterns is
to recast well-known business concepts in a standardized format—the
Business Model Canvas—so that they are immediately useful in your
own work around business model design or invention.

Patterns

)

66

76

88

108

Unbundling Business
Models

The Long Tail
Multi-Sided Platforms
FREE as a Business Model

Open Business Models
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Def_Pattern No. 1
The concept of the “unbundled” corpora-
tion holds that there are three fundamentally
different types of businesses: Customer Rela-
tionship businesses, product innovation busi-
nesses, and infrastructure businesses. * Each
type has different economic, competitive, and
cultural imperatives. ¢ The three types may
co-exist within a single corporation, but ideally
they are “unbundled” into separate entities in

order to avoid conflicts or undesirable trade-offs.

[ REF-ER-ENCES |

1+ “Unbundling the
Corporation.” Harvard
Business Review. Hagel,
John, Singer, Marc.
March-April 1999.

2 ¢ The Discipline of Market
Leaders: Choose Your
Customers, Narrow Your
Focus, Dominate Your
Market. Treacy, Michael,
Wiersema, Fred. 1995.

[ ExX-AM-PLES |
mobile telecom industry,

private banking industry
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7. \,\«
' John Hagel g }j’/}
and Marc Singer, who coined ‘kg._ﬂ/,’/f
the term “unbundled corporation,” 2 Hagel and Singer
believe that companies are composed of three BUI\(H?J describe the role of Customer
very different types of businesses with different Relationship businesses as finding and
economic, competitive, and cultural imperatives: acquiring customers and building relationships
Customer Relationship businesses, product innovation with them. Similarly, the role of product innovation
businesses, and infrastructure businesses. Similarly, businesses is to develop new and attractive products and
Treacy and Wiersema suggest that companies services, while the role of infrastructure businesses is to build
should focus on one of three value disciplines: and manage platforms for high volume, repetitive tasks. Hagel

factors, they can conflict with each other or

operational excellence, product leader- ,w*';"’"’ and Singer argue that companies should separate these
‘o
ship, or customer intimacy. M businesses and focus on only one of the three internally.
Because each type of business is driven by different

produce undesirable trade-offs within the

same organization.
3 On the - s

following pages we
show how the idea of unbundling

applies to business models. In the first

example, we describe the conflicts and
Ul\bUl\dl“\g undesirable trade-offs created by a “bundled”

business model within the private banking

industry. In the second example we show
how mobile telecom operators are
unbundling and focusing on new

core businesses.



THREE CORE BUSINESS TYPES

Prodvct E Customer Relationship | Infrastroctore
Innovation ‘ fManagement s fManagement
e S L N L e

\

ta Early market entry enables charging % High cost of customer acquisition j High fixed costs make large volumes
% premium prices and acquiring large \ makes it imperative to gain large wallet essential to achieve low unit costs;
2 market share; speed is key \ share; economies of scope are key é economies of scale are key
(o]
i |
N1
)
e "*“‘"’”’"“_h‘ : J
- Battle for talent; low barriers to entry; Battle for scope; rapid consolidation; ( Battle for scale; rapid consolidation;
‘5 many small players thrive a few big players dominate 1 a few big players dominate
e |
— — |
r A -
2z Employee centered; coddling the Highly service oriented; customer- g Cost focused; stresses standardization,
“ creative stars § comes-first mentality ; predictability, and efficiency
i r’
%. ‘
J |

Source: Hagel and Singer, 1999.
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Private Banking:
Three Businesses in One

Swiss private banking, the business of provid-
ing banking services to the very wealthy, was
long known as a sleepy, conservative industry.
Yet over the last decade the face of the Swiss
private banking industry changed consider-
ably. Traditionally, private banking institutions
were vertically integrated and performed tasks
ranging from wealth management to brokerage
to financial product design. There were sound
reasons for this tight vertical integration. Out-
sourcing was costly, and private banks preferred
keeping everything in-house due to secrecy and
confidentiality concerns.

But the environment changed. Secrecy
became less of an issue with the demise of the
mystique surrounding Swiss banking practices,
and outsourcing became attractive with the
breakup of the banking value chain due to the
emergence of specialty service providers such
as transaction banks and financial product bou-
tiques. The former focus exclusively on handling
banking transactions, while the latter concen-

trate solely on designing new financial products.

Zurich-based private banking institution
Maerki Baumann is an example of a bank that
has unbundled its business model. It spun off its
transaction-oriented platform business into a
separate entity called Incore Bank, which offers
banking services to other banks and securities
dealers. Maerki Baumann now focuses solely
on building Customer Relationships and
advising clients.

On the other hand, Geneva-based Pictet,
the largest Swiss private bank, has preferred to
remain integrated. This 200-year-old institution
develops deep Customer Relationships, handles
many client transactions, and designs its own
financial products. Though the bank has been
successful with this model, it has to carefully
manage trade-offs between three fundamentally

different types of businesses.



Trade Offs

The bank serves two different markets with

very different dynamics. Advising the wealthy

The Private Banking Model

is a long-term, relationship-based business.

Selling financial products to private banks is
a dynamic, fast-changing business.

The bank aims to sell its products to
competing banks in order to increase
revenues—but this creates a conlflict of interest.

The bank’s product division pressures advi-
sors to sell the bank’s own products to clients.
This conflicts with client interest in neutral
advice. Clients want to invest in the best
products on the market, regardless of origin.

ADVISE
INTIMATE
PRODUCT R&D PERSONAL
RELATIONSHIP
MARKETING
KEY ACCOUNT WEALTHY
PLATFORM MANAGEMENT INDIVIDUALS
MANAGEMENT CUSTOM-TAILORED & FAMILIES
WEALTH MANAGE-
OTHER PRODUCT MENIRSERVIGES PRIVATE BANKS
EROMIDERS - PRIVATE BANKS
PERSONAL
ERBNDZIRUSI TRANSACTION NETWORKS
_ MANAGEMENT
N = TRANSACTION
PLATFORM

The cost- and efficiency-focused transaction
platform business conflicts with the remuneration-
intensive advisory and financial products business,
which needs to attract costly talent.

PLATFORM MANAGEMENT

HR: PRIVATE BANKERS

MANAGEMENT & ADVISORY FEES

TRANSACTION FEES

The transaction platform business requires

scale to drive down costs, which is difficult to
achieve within a single bank.

The product innovation business is driven
by speed and quick market entry, which is at
odds with the long-term business of advising
the wealthy.

' Relationship Product Innovation
Business Business

Infrastructure
Business

UNBUNDLING BUSINESS PATTERNS
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Unbundling the
Mobile Telco

UNBUNDLING BUSINESS MODELS

Infrastructure Management

Mobile telecommunication firms have started

Z unbundling their businesses. Traditionally they
i
= . NETWORK
= competed on network quality, but now they are AN ANER
. . . . ACQUISITION
striking network sharing deals with competitors SERVICES g
. . PROVISIONING RETENTION
or outsourcing network operations altogether
. MARKETING
to equipment manufacturers. Why? Because Egiﬁﬁ%ﬂ%’m VOICE INSTALLED
. . . CUSTOMER BASE

they realize that their key asset is no longer the SURRLIERS RATA

network—it is their brand and their Customer NETWORK CONTENT . .

Relationships SRAND Customer Relationship

CUSTOMER AL
BASE
]
VOICE
NETWORK MAINTENANCE
DATA
MARKETING
SERVICE REVENUES

Product Innovation




NETWORK
MAINTENANCE
SERVICES
PROVISIONING NETWORK
INFRASTRUC-
TURE TELCOS
OPERATION &
MAINTENANCE
NETWORK
ECONOMIES OF SCALE
ACQUISITION
RETENTION
VOICE
NETWORK INSTALLED
DATA CUSTOMER
OPERATORS BASE
CONTENT
BRANDS RETAIL
CUSTOMER
BASE
MARKETING SERVICE REVENUES
R&D
NEW
PRODUCTS TELCOS
& SERVICES
INTEL-
LECTUAL
PROPERTY

LICENSING FEES

Equipment Manufacturers

Telcos such as France Telecom, KPN, and Vodafone have outsourced operation
and maintenance of some of their networks to equipment manufacturers such
as Nokia Siemens Networks, Alcatel-Lucent, and Ericsson. Equipment manufac-
turers can run the networks at lower cost because they service several telcos at

a time and thus benefit from economies of scale.

Unbundled Telco

After unbundling its infrastructure business, a telco can sharpen its focus on
branding and segmenting customers and services. Customer relationships
comprise its key asset and its core business. By concentrating on customers
and increasing share of wallet with current subscribers, it can leverage invest-
ments made over the years acquiring and retaining customers. One of the first
mobile telcos to pursue strategic unbundling was Bharti Airtel, now one of
India's leading telcos. It outsourced network operations to Ericsson and Nokia
Siemens Networks and IT infrastructure to IBM, allowing the company to focus

on its core competency: building Customer Relationships.

Content Providers

For product and service innovation, the unbundled telco can turn to smaller,
creative firms. Innovation requires creative talent, which smaller and more
dynamic organizations typically do a better job of attracting. Telcos work

with multiple third-parties that assure a constant supply of new technologies,
services, and media content such as mapping, games, video, and music. Two
examples are Mobilizy of Austria and Sweden's tat. Mobilizy focuses on
location-based service solutions for smartphones (it developed a popular mobile

travel guide), and tat concentrates on creating advanced mobile user interfaces.

UNBUNDLING BUSINESS PATTERNS

PATTERNS




UNBUNDLING BUSINESS MODELS

Product and service innova-
tion, infrastructure acquired
from THIRD PARTIES

KEY ASSETS and RESOURCES
are the customer base and
subscriber trust acquired

over time

Everything in this model is

tailored to understanding
and serving customers, or
building strong Customer

Relationships

KP =

O L (osTSOF

Customer acquisition This model ai

retention comprise main

cosTs, which include brand- of products built up

ing and mar expenses trust—the goal is to win a large
“share of wallet”



Services are usually deliv-

ered to BUSINESS CUSTOMERS
Products and services
can be brought to market The acTiviTiES and offer
directly, but are usually
delivered through B2B

intermediaries focused on

are focused on delivering
infrastructure services
ACTIVITY is focused on lever-

aging research and develop-

. CUSTOMER RELATIONSHIPS
ment to bring new products

and services to market

Y o
ATTERNE U1 UNBUNDLING BUSINESS MODELS

a

~ HIGH FIXED COSTS

PREMIUM CHARGEABLE

KEY RESOURCE
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Tail




Def_Pattern No. 2
LONG TAIL BUSINESS MODELS are about selling less
of more: They focus on offering a large number
of niche products, each of which sells relatively
infrequently. « Aggregate sales of niche items
can be as lucrative as the traditional model
whereby a small number of bestsellers account
for most revenues. ¢ Long Tail business models
require low inventory costs and strong plat-
forms to make niche content readily available

to interested buyers.

[ REF-ER-ENCES |

1+ The Long Tail: Why
the Future of Business
Is Selling Less of More.
Anderson, Chris. 2006.

2 ¢ “The Long Tail.” Wired
Magazine. Anderson,
Chris. October 2004.

[ EX-AM-PLES |
Netflix, eBay, YouTube,

Facebook, Lulu.com

THE LONG TAIL
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# of Sales
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TO0PP
20%

fFocvus on a small

AN
\\ number of products,
Ul S~ each selling in high volume
Long ‘/
Tail
concept
was coined by \
Chris Anderson '
.,

to describe a shift in \ »
the media business from \\
selling a small number of “hit" \

A

items in large volumes toward

selling a very large number of niche

items, each in relatively small quantities.
Anderson described how many infrequent sales
can produce aggregate revenues equivalent to or
even exceeding revenues produced by focusing on

“hit" products.

Anderson believes three economic triggers gave

rise to this phenomenon in the media industry:

1. Democratization of tools of production: Falling
technology costs gave individuals access to tools
that were prohibitively expensive just a few years
ago. Millions of passionate amateurs can now

record music, produce short films, and design

simple \
software \

with professional T

results.

2. Democratization of distribution: The Internet

has made digital content distribution a commod-
ity, and dramatically lowered inventory, commu-
nications, and transaction costs, opening up new

markets for niche products.

3. Falling search costs to connect supply with
demand: The real challenge of selling niche content
is finding interested potential buyers. Powerful
search and recommendation engines, user ratings,
and communities of interest have made this

much easier.




LONG TA;L Focus on a large number of products, each selling in low volumes

“-‘—M,A

Anderson's research focuses primarily on the media
industry. For example, he showed how online video
rental company Netflix moved toward licensing a

large number of niche movies. While each niche

e T

movie is rented relatively infrequently, aggregate
revenue from Netflix's vast niche film catalog rivals
that from the rental of blockbuster movies.

But Anderson demonstrates that the Long Tail

~—

—

~

concept applies outside the media industry as well.
The success of online auction site eBay is based on
a huge army of auctioneers selling and buying small

quantities of “non-hit" items.

= # of Products
7

THE LONG TAIL
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The Transformation of the
Book Publishing Industry

THE LONG TAIL

PATTERNS
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0Old Model

We’ve all heard about aspiring authors who carefully craft and submit

manuscripts to publishing houses in the hope of seeing their work in AcchTl-gm-cr)N

print—and face constant rejection. This stereotypical image of publishers PUBLISHING B

and authors holds much truth. The traditional book publishing model SALES BROAD

is built on a process of selection whereby publishers screen many authors - f,obhé;?:;r ASE?EA,QDCE
and manuscripts and select those that seem most likely to achieve mini- UEIETTE THITS

mum sales targets. Less promising authors and their titles are rejected KNOW EDCE NERHVA(;'&K

because it would be unprofitable to copyedit, design, print, and promote CONTENT

books that sell poorly. Publishers are most interested in books they can

print in quantity for sale to large audiences.
PUBLISHING / MARKETING WHOLESALE REVENUES




A New Model

Lulu.com turned the traditional bestseller-centric publishing model on

its head by enabling anyone to publish. Lulu.com’s business model is
based on helping niche and amateur authors bring their work to market.
It eliminates traditional entry barriers by providing authors the tools to
craft, print, and distribute their work through an online marketplace. This
contrasts strongly with the traditional model of selecting “market-worthy”
work. In fact, the more authors Lulu.com attracts, the more it succeeds,
because authors become customers. In a nutshell, Lulu.com is a multi-
sided platform (see p. 76) that serves and connects authors and readers
with a Long Tail of user-generated niche content. Thousands of authors
use Lulu.com’s self-service tools to publish and sell their books. This
works because books are printed only in response to actual orders. The
failure of a particular title to sell is irrelevant to Lulu.com, because such

a failure incurs no costs.

PLATFORM
DEVELOPMENT

LOGISTICS

PLATFORM

PRINT-ON-
DEMAND
INFRASTRUC-
TURE

SELF-PUBLISH-
ING SERVICES

MARKETPLACE
FOR NICHE
CONTENT

COMMUNITIES
OF INTEREST

ONLINE
PROFILE

LULU.COM

NICHE
AUTHORS

NICHE
AUDIENCES

PLATFORM MANAGEMENT
& DEVELOPMENT

SALES COMMISSIONS (LOW)

PUBLISHING SERVICE FEES
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LEGO’s New Long Tail

The Danish toy company LEGO started manu-
facturing its now famous interlocking bricks

in 1949. Generations of children have played
with them, and LEGO has released thousands
of kits around a variety of themes, including
space stations, pirates, and the Middle Ages. But
over time, intensifying competition in the toy
industry forced LEGO to seek innovative new
paths to growth. It started licensing the rights
to use characters from blockbuster movies such
as Star Wars, Batman, and Indiana Jones. While
such licensing is expensive, it proved to be an
impressive revenue generator.

In 2005 LEGO started experimenting with
user-generated content. It introduced LEGO
Factory, which allows customers to assemble
their very own LEGO kits and order them
online. Using software called LEGO Digital
Designer, customers can invent and design their
own buildings, vehicles, themes, and characters,
choosing from thousands of components and
dozens of colors. Customers can even design the
box containing the customized kit. With LEGO
Factory, LEGO turned passive users into active

participants in the LEGO design experience.

This requires transforming the supply chain
infrastructure, and because of low volumes
LEGO has not yet fully adapted its support
infrastructure to the new LEGO Factory model.
Instead, it simply tweaked existing resources
and activities.

In terms of a business model, though, LEGO
took a step beyond mass customization by enter-
ing Long Tail territory. In addition to helping
users design their own LEGO sets, LEGO Fac-
tory now sells user-designed sets online. Some
sell well; some sell poorly or not at all. What’s
important for LEGO is that the user-designed
sets expand a product line previously focused
on a limited number of best-selling kits. Today
this aspect of LEGO’s business accounts for only
a small portion of total revenue, but it is a first
step towards implementing a Long Tail model
as a complement—or even alternative—to a

traditional mass-market model.



LEGO Factory: Customer-Designed Kits

KP &

Customers who build
new LEGO designs and
post them online become
key partners generating
content and value

KA i

LEGO has to provide
and manage the
platform and logistics
that allow packaging
and delivery of custom-
made LEGO sets

KR

LEGO has not yet fully
adapted its resources
and activities, which are
optimized primarily for
the mass market

LEGO Factory substan-
tially expands the scope
of the off-the-shelf

kit offering by giving
LEGO fans the tools to
build, showcase, and
sell their own custom-
designed kits

Vb @GR L

LEGO Factory builds a
Long Tail community
around customers who
are truly interested in
niche content and want
to go beyond off-the-
shelf retail kits

CH &

LEGO Factory's existence
depends heavily on the
Web channel

—

CS £

Thousands of new,
customer-designed kits
perfectly complement
LEGO's standard sets
of blocks. LEGO Factory
connects customers
who create customized
designs with other cus-
tomers, thus becoming
a customer match-
making platform and
increasing sales

C$ &

LEGO Factory leverages production and logistics costs already
incurred by its traditional retail model

RS (&
LEGO Factory aims to generate small revenues from a large number

of customer-designed items. This represents a valuable addition to
traditional high-volume retail revenues

-
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Niche content providers
(professional and/or
user-generated) are the

KEY PARTNERS in this pattern.

The KEY RESOURCE is the
platform; KEY ACTIVITIES
include platform develop-
ment and maintenance and
niche content acquisition
and production.

The VALUE PROPOSITION of
a Long Tail business model
is characterized by offering
a wide scope of “non-hit”
items that may co-exist
with “hit” products. Long
Tail business models may
also facilitate and build on
user-generated content.

Long Tail business models
focus on niche CUSTOMERS.

A Long Tail business model
can serve both profes-
sional and amateur content
producers, and may create
a multi-sided platform (see
p. 76) catering to users and

producers alike.
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The main cosTs incurred r DEVELAFMEMNT

cover platform development
and maintenance

IS base

aggregating small revenues Long Tail business models

from a large number of usually rely on the Internet
items. REVENUE STREAMS as a CUSTOMER RELATIONSHIP
vary; they may come from and/or TRANSACTION CHANNEL.
advertising, product sales,

or subscriptions.
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Def_Pattern No. 3
MULTI-SIDED PLATFORMS bring together two or
more distinct but interdependent groups of
customers. ¢ Such platforms are of value to
one group of customers only if the other groups
of customers are also present. ¢ The platform
creates value by facilitating interactions between
the different groups. ¢« A multi-sided platform
grows in value to the extent that it attracts
more users, a phenomenon known as the

network effect.

[ REF-ER'ENCES |

1e

N
.

“Strategies for Two-Sided
Markets.” Harvard Busi-
ness Review. Eisenmann,
Parker, Van Alstyne.
October 2006.
Invisible Engines: How
Software Platforms Drive
Innovation and Transform
Industries. Evans, Hagiu,
Schmalensee. 2006.
“Managing the Maze
of Multisided Markets.”
Strategy & Business.
Evans, David. Fall 2003.

[ Ex-AM-PLES |

Visa, Google, eBay,
Microsoft Windows,

Financial Times
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Multi-sided platforms, known by economists as multi-
sided markets, are an important business phenomenon.
They have existed for a long time, but proliferated with
the rise of information technology. The Visa credit card,
the Microsoft Windows operating system, the Financial

Times, Google, the Wii game console, and Facebook are

just a few examples of successful multi-sided platforms.

We address them here because they represent an

increasingly important business model pattern.

What exactly are multi-sided platforms? They are
platforms that bring together two or more distinct but
interdependent groups of customers. They create value
as intermediaries by connecting these groups. Credit
cards, for example, link merchants with cardholders;
computer operating systems link hardware manufac-
turers, application developers, and users; newspapers
link readers and advertisers; video gaming consoles
link game developers with players. The key is that the

platform must attract and serve all groups simultane-

ously in order to create value. The platform’s value for

a particular user group depends substantially on the
number of users on the platform'’s “other sides.” A video
game console will only attract buyers if enough games
are available for the platform. On the other hand, game
developers will develop games for a new video console
only if a substantial number of gamers already use it.
Hence multi-sided platforms often face a “chicken and

egg” dilemma.

One way multi-sided platforms solve this problem is by
subsidizing a Customer Segment. Though a platform
operator incurs costs by serving all customer groups, it
often decides to lure one segment to the platform with
an inexpensive or free Value Proposition in order to
subsequently attract users of the platform’s “other side.”
One difficulty multi-sided platform operators face is
understanding which side to subsidize and how to price

correctly to attract customers.

Segments > 2

/’ Customer
© Segment A



MULTI-SIDED PLATFORMS
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‘gegmehf B One example is Metro, the free daily newspaper that Operators of multi-sided platforms must ask them- -

P4

originated in Stockholm and can now be found in selves several key questions: Can we attract sufficient é

P many large cities worldwide. It launched in 1995 and numbers of customers for each side of the platform? E
= —

immediately attracted a large readership because it
was distributed free of charge to urban commuters

in train and bus stations throughout Stockholm. This
allowed it to attract advertisers and rapidly become
profitable. Another example is Microsoft, which gave
its Windows software development kit (SDK) away
for free to encourage development of new applications

for its operating system. The larger number of applica-

Which side is more price sensitive? Can that side
be enticed by a subsidized offer? Will the other side
of the platform generate sufficient revenues to cover

the subsidies?

The following pages outline three examples of multi-
sided platform patterns. First, we sketch Google's

multi-sided platform business model. Then we show

i tions attracted more users to the Windows platform how Nintendo, Sony, and Microsoft compete with
\\ A ‘a,k é and increased Microsoft's revenues. Sony's Playstation slightly different multi-sided platform patterns. Finally,
R 4 e, a 3 game console, on the other hand, is an example of we describe how Apple has slowly evolved into an
*5‘! e"'a t a multi-sided platform strategy that backfired. Sony operator of a powerful multi-sided platform.
2 ‘ subsidized each console purchased in hopes of later
% \ collecting more game royalties. This strategy performed
3 \

¥

Segment N

poorly because fewer Playstation 3 games sold than

Sony initially estimated.
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Google’s Business Model

The heart of Google’s business model is its Value Proposition of providing
extremely targeted text advertising globally over the Web. Through a service
called AdWords, advertisers can publish advertisements and sponsored links
on Google’s search pages (and on an affiliated content network as we will
later see). The ads are displayed alongside search results when people use
the Google search engine. Google ensures that only ads relevant to the search
term are displayed. The service is attractive to advertisers because it allows
them to tailor online campaigns to specific searches and particular demo-
graphic targets. The model only works, though, if many people use Google’s
search engine. The more people Google reaches, the more ads it can display

and the greater the value created for advertisers.

KP = [KA AlVP SR ZCS &

TARGETED

KR = A CH &3

ADVERTISERS

C$ 4 R$ I

Google’s Value Proposition to advertisers depends heavily on the number of
customers it attracts to its Web site. So Google caters to this second group
of consumer customers with a powerful search engine and a growing num-
ber of tools such as Gmail (Web based e-mail), Google maps, and Picasa (an
online photo album) among others. To extend its reach even further, Google
designed a third service that enables its ads to be displayed on other, non-
Google Web sites. This service, called AdSense, allows third parties to earn

a portion of Google’s advertising revenue by showing Google ads on their
own sites. AdSense automatically analyzes a participating Web site’s content
and displays relevant text and image ads to visitors. The Value Proposition
to these third party Web site owners, Google’s third Customer Segment, is to

enable them to earn money from their content.
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As a multi-sided platform Google has a very distinct revenue model. It makes
money from one Customer Segment, advertisers, while subsidizing free
offers to two other segments: Web surfers and content owners. This is logi-
cal because the more ads it displays to Web surfers, the more it earns from
advertisers. Increased advertising earnings, in turn, motivates even more
content owners to become AdSense partners. Advertisers don’t directly buy
advertising space from Google. They bid on ad-related keywords associated
with either search terms or content on third party Web sites. The bidding
occurs through an AdWords auction service: the more popular a keyword,
the more an advertiser has to pay for it. The substantial revenue that Google
earns from AdWords allows it to continuously improve its free offers to

search engine and AdSense users.
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Revenue Stream that
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replaced by “free”) FREE

Google’s Key Resource is its search platform, which powers three different
services: Web search (Google.com), advertising (AdWords), and third-party
content monetization (AdSense). These services are based on highly complex
proprietary search and matchmaking algorithms supported by an extensive
IT infrastructure. Google’s three Key Activities can be defined as follows: (1)
building and maintaining the search infrastructure, (2) managing the three
main services, and (3) promoting the platform to new users, content owners,

and advertisers.
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Wii versus PSP/ Xbox
Same Pattern, Different Focus
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PSP/Xbox Focus

Video game consoles, today a multi-billion dollar business, provide good
examples of double-sided platforms. On one hand, a console manufacturer
has to draw as many players as possible to attract game developers. On the
other hand, players only buy the hardware if there is a sufficient number
of interesting games available for that console. In the game industry, this
has led to a fierce battle between three main competitors and their respec-
tive devices: the Sony Playstation series, the Microsoft Xbox series, and
the Nintendo Wii. All three are based on double-sided platforms, but there
are substantial differences between the Sony/Microsoft business model
and Nintendo’s approach, demonstrating that there is no “proven” solution

for a given market.

Sony and Microsoft dominated the game console market until Nin-
tendo’s Wii swept the sector with a fresh approach to technology and
an astonishingly different business model. Before launching the Wii,
Nintendo was spiraling downward, rapidly losing market share, and tee-
tering on the edge of bankruptcy. The Wii console changed all that and
catapulted the company to the market leader position.

Traditionally, video console manufacturers targeted avid gamers
and competed on console price and performance. For this audience of
“hardcore gamers” graphics and game quality and processor speed were
the main selection criteria. As a consequence, manufacturers developed
extremely sophisticated and expensive consoles and sold them at a loss
for years, subsidizing the hardware with two other revenue sources.

First, they developed and sold their own games for their own consoles.
Second, they earned royalties from third party developers who paid for
the right to create games for specific consoles. This is the typical pattern
of a double-sided platform business model: one side, the consumer, is
heavily subsidized to deliver as many consoles as possible to the market.

Money is then earned from the other side of the platform: game developers.



Same pattern, but

different business model:

Nintendo’s Wii
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Wii Focus

Nintendo’s Wii changed all this. Like its competitors, the Wii is based on a
double-sided platform business, but with substantially different elements.
Nintendo aimed its consoles at the huge audience of casual gamers rather
than the smaller “traditional” market of avid gamers. It won the hearts

of casual gamers with relatively inexpensive machines equipped with a
special remote control device that allows players to control the action
with physical gestures. The novelty and fun of motion-controlled games
such as Wii Sports, Wii Music, and Wii Fit attracted enormous numbers
of casual gamers. This differentiator is also the basis for the new type of

double-sided platform that Nintendo created.

Sony and Microsoft competed with costly, proprietary, state-of-the-art
technology aimed at avid gamers and subsidized it in order to gain market
share and keep hardware prices affordable. Nintendo, on the other hand,
focused on a market segment that was far less sensitive to technological
performance. Instead, it lured customers with its motion-controlled
“fun factor.” This was a much cheaper technological innovation compared
to new, more powerful chipsets. Thus, the Nintendo Wii was less costly
to produce, allowing the company to forego commercialization subsi-
dies. This is the main difference between Nintendo and rivals Sony and
Microsoft: Nintendo earns money from both sides of its double-sided
Wii platform. It generates profits on each console sold to consumers and
pockets royalties from game developers.

To summarize, three interlinked business model factors explain the
commercial success of the Wii: (1) low-cost differentiation of the prod-
uct (motion control), (2) focus on a new, untapped market that cares less
about technology (casual gamers), and (3) a double-sided platform pattern
that generates revenues from both “sides” of the Wii. All three represent

clean breaks from past game sector traditions.
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Apple’s Evolution into
a Platform Operator

The evolution of Apple’s product line from the iPod to the iPhone high-
lights the company’s transition to a powerful platform business model

pattern. The iPod was initially a stand-alone device. The iPhone, on the
contrary, evolved into a powerful multi-sided platform for which Apple

controls third party applications through its App Store.



Switch to multi-sided

Pop platform business model

2001

Apple introduced the iPod in 2001 as a stand-
alone product. Users could copy their CDs and
download music from the Internet onto the
device. The iPod represented a technology plat-
form for storing music from various sources. At
this point, though, Apple was not exploiting the

platform aspect of the iPod in its business model.
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IPOD & ITUNES

2003

In 2003 Apple introduced the iTunes Music
Store, which was closely integrated with the
iPod. The store allowed users to buy and down-
load digital music in an extremely convenient
way. The store was Apple’s first attempt at
exploiting platform effects. iTunes essentially
connected “music rightsholders” directly with
buyers. This strategy catapulted Apple to its
position today as the world’s largest online

music retailer.

platform business model

Consolidation of

IPHONE & APPSTORE

2008

In 2008 Apple consolidated its platform strat-
egy by launching its App Store for the highly
popular iPhone. The App Store allows users to
browse, buy, and download applications directly
from the iTunes Store and install them on their
iPhones. Application developers must channel
sales of all applications through the App Store,
with Apple collecting a 30 percent royalty on

each application sold.

MULTI-SIDED PLATFORMS
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FREE as a
Business
Model



Def_Pattern No. 4
FREE * In the FREE business model at least
one substantial Customer Segment is able to
continuously benefit from a free-of-charge
offer. ¢ Different patterns make the free offer
possible. ¢« Non-paying customers are financed
by another part of the business model or by

another Customer Segment.
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Metro (free paper),
Flickr, Open Source,
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Receiving something free of charge has always
been an attractive Value Proposition. Any marketer or

economist will confirm that the demand generated at a price of zero

FREE AS A BUSINESS MODEL

is many times higher than the demand generated at one cent or any other price

point. In recent years free offers have exploded, particularly over the Internet. The ques-
tion, of course, is how can you systematically offer something for free and still earn substantial
revenues? Part of the answer is that the cost of producing certain giveaways, such as online data storage

capacity, has fallen dramatically. Yet to make a profit, an organization offering free products or services must

PATTERNS

still generate revenues somehow.

There are several patterns that make integrating free products and services into a business model possible. Some of the tra-
ditional FREE patterns are well known, such as advertising, which is based on the previously discussed pattern of multi-sided
platforms (see p. 76). Others, such as the so-called freemium model, which provides basic services free of charge and premium

services for a fee, have become popular in step with the increasing digitization of goods and services offered via the Web.

Chris Anderson, whose Long Tail concept we discussed previously (see p. 66), has helped the concept of FREE gain widespread
recognition. Anderson shows that the rise of new free-of-charge offers is closely related to the fundamentally different econom-
ics of digital products and services. For example, creating and recording a song costs an artist time and money, but the cost of
digitally replicating and distributing the work over the Internet is close to zero. Hence, an artist can promote and deliver music
to a global audience over the Web, as long as he or she finds other Revenue Streams, such as concerts and merchandis-
ing, to cover costs. Bands and artists who have experimented successfully with free music include Radiohead and Trent

Reznor of Nine Inch Nails.

In this section we look at three different patterns that make FREE a viable business model option. Each
has different underlying economics, but all share a common trait: at least one Customer Segment
continuously benefits from the free-of-charge offer. The three patterns are (1) free offer based
on multi-sided platforms (advertising-based), (2) free basic services with optional
premium services (the so-called “freemium” model), (3) and the “bait &

hook” model whereby a free or inexpensive initial offer lures

customers into repeat purchases.
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(How) can you set it free?



Advertising: A Multi-Sided
Platform Model

FREE AS A BUSINESS MODEL

Advertising is a well-established revenue source  to and from work. Competitors using the same

PATTERNS

that enables free offers. We recognize it on model soon followed, but Metro kept them at

television, radio, the Web, and in one of its most bay with a couple of smart moves. For example,

sophisticated forms, in targeted Google ads. it controlled many of the news racks at train and

In business model terms, FREE based on adver-
tising is a particular form of the multi-sided
platform pattern (see p. 76). One side of the
platform is designed to attract users with free
content, products, or services. Another side of
the platform generates revenue by selling space
to advertisers.

One striking example of this pattern is Metro,
the free newspaper that started in Stockholm
and is now available in dozens of cities around
the world. The genius of Metro lies in how it
modified the traditional daily newspaper model.
First, it offered the paper for free. Second, it
focused on distributing in high-traffic com-
muter zones and public transport networks by
hand and with self-service racks. This required
Metro to develop its own distribution network,
but enabled the company to quickly achieve
broad circulation. Third, it cut editorial costs to
produce a paper just good enough to entertain

younger commuters during their short rides

bus stations, forcing rivals to resort to costly

hand distribution in important areas.

Metro

KPP &

DISTRIBUTION
AGREEMENTS WITH
PUBLIC TRANSPORT

NETWORKS

KA i,

WRITE & PRODUCE
A DAILY PAPER

DISTRIBUTION

KR &
BRAND

DISTRIBUTION NET-
WORK & LOGISTICS

AD SPACE IN HIGH
CIRCULATION
FREE PAPER

FREE CITY-WIDE
COMMUTER PAPER

CR 2
ACQUISITION

RETENTION

AD SALES FORCE

PUBLIC TRANSPORT,
TRAIN STATIONS,
BUS STOPS

CS

ADVERTISERS

COMMUTERS

i

C$ i J CONTENT, DESIGN & PRINT

OF A DAILY PAPER

DISTRIBUTION

RS &5

FREE NEWSPAPER

FEES FOR AD SPACE IN PAPER




Mass # automatic ad $

A large number of users does not automati-

cally translate into an El Dorado of advertising
revenues, as the social networking service
Facebook has demonstrated. The company
claimed over 200 million active users as of May
2009, and said more than 100 million log on

to its site daily. Those figures make Facebook
the world's largest social network. Yet users are
less responsive to Facebook advertising than

to traditional Web ads, according to industry
experts. While advertising is only one of several
potential Revenue Streams for Facebook, clearly
a mass of users does not guarantee huge adver-
tising revenues. At this writing, privately held
Facebook did not disclose revenue data.

Facebook

Newspapers:

Free or Not Free?

One industry crumbling under the impact of
FREE is newspaper publishing. Sandwiched
between freely available Internet content and
free newspapers, several traditional papers
have already filed for bankruptcy. The U.S. news
industry reached a tipping point in 2008 when
the number of people obtaining news online for
free outstripped those paying for newspapers
or news magazines, according to a study by the

Pew Research Center.

MASS
CUSTOMIZED

AD SPACE ON
HIGH TRAFFIC
SOCIAL NETWORK

FREE SOCIAL

NETWORK
AD SALES FORCE

FACEBOOK.COM

ADVERTISERS

GLOBAL WEB
AUDIENCE

Traditionally, newspapers and
magazines relied on revenues from three
sources: newsstand sales, subscription fees,
and advertising. The first two are rapidly
declining and the third is not increasing
quickly enough. Though many newspapers
have increased online readership, they’ve
failed to achieve correspondingly greater
advertising revenues. Meanwhile, the high

fixed costs that guarantee good journal-

FREE ACCOUNTS

FEES FOR AD SPACE ON FACEBOOK

ism—news gathering and editorial teams—
remained unchanged.
Several newspapers have experi-

mented with paid online subscriptions,

with mixed results. It is difficult to charge

for articles when readers can view similar con-
tent for free on Web sites such as CNN.com or
MSNBC.com. Few newspapers have succeeded
in motivating readers to pay for access to pre-
mium content online.

On the print side, traditional newspapers
are under attack from free publications such
as Metro. Though Metro offers a completely
different format and journalistic quality and
focuses primarily on young readers who previ-
ously ignored newspapers, it is ratcheting up
the pressure on fee-for-service news providers.
Charging money for news is an increasingly
difficult proposition.

Some news entrepreneurs are experiment-
ing with novel formats focused on the online
space. For example, news provider True/Slant
(trueslant.com) aggregates on one site the
work of over 60 journalists, each an expert in a
specific field. The writers are paid a share of the
advertising and sponsorship revenues gener-
ated by True/Slant. For a fee, advertisers can
publish their own material in pages paralleling

the news content.

FREE AS A BUSINESS MODEL
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With the right PRODUCT OR
SERVICE and high traffic,
the platform becomes
interesting to advertisers,
which in turn allows
CHARGING fees to subsidize
free products and services.

Main cosTs relate to
developing and maintaining
the platform; traffic-
generation and retention
costs may also arise.
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Free products or services
generate high platform
traffic and increase
attractiveness to advertisers.

FREE AS A BUSINESS MODEL
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Freemium: Get the Basics
for Free, Pay for More

The term “freemium” was coined by Jarid
Lukin and popularized by venture capitalist
Fred Wilson on his blog. It stands for business
models, mainly Web-based, that blend free
basic services with paid premium services. The
freemium model is characterized by a large user
base benefiting from a free, no-strings-attached
offer. Most of these users never become paying
customers; only a small portion, usually less
than 10 percent of all users, subscribe to the paid
premium services. This small base of paying
users subsidizes the free users. This is possible
because of the low marginal cost of serving addi-
tional free users. In a freemium model, the 