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ABSTRACT

In the face of continuous changes in the business environment both in local markets and worldwide,
we need adequate elements of a business model that would allow enterprises to compete and help
them generate market value. The paper conceptualises the notion of a business model and the role
it plays in small and medium-sized enterprises (SME); it also examines determinants of choosing
the right business model. It conceptualises the term and subject of business model analysis. The
discussion of determinants of choosing the right business model in SMEs is preceded with an
overview of literature and desk research analysis which demonstrate the need to systematically
investigate the issue.
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Introduction

Contemporary circumstances in the business environment call for seeking factors which
will help business organisations to become highly efficient. Previously applied solutions were
largely based on the mastering of business processes and the conduct of enterprises. In the face
of continuous changes in the business environment, both in local markets and worldwide, we
need adequate elements of a business model that would allow enterprises to compete and help
them generate market value. An overview of literature in management science lets us conclude
that so far little attention has been paid to determinants of choosing the right business model
in the management practice of small and medium-sized enterprises (SME). A research gap
has emerged in relation to the revision of the understanding of a business model in the SME
sector, which should offer value higher than that offered by one’s competitors and enhance
the market value of a company. An adequate business model ensures strategic preparedness,
which helps create value.

This paper aims at conceptualising the notion of a business model and the role it plays
in small and medium-sized enterprises in analysing the determinants of choosing the right
business model. Conclusions have been drawn using desk research methodology.

1. Business model: its notion and concept in small
and medium-sized enterprises

The term “business model” targets the foundations of economic activity and it describes
how business runs. It consists of two components. A model is a structure, a scheme that tells
us how a particular phenomenon or object works, how it is built and what are its features.
It can also be described as a simplified reflection of reality [Stawinska, 2010, p. 9]. Business,
in turn, is an economic activity — whose type is decided by the needs of its customers — pursued
continuously and in an organised way in return for money. By combining the above two terms
in one definition, a business model has been explained in the literature as a set of elements
and relationships among them, which serve business logic of an enterprise. A business model
is a compilation of values offered by an enterprise to one or several segments of customers as
well as an organisational scheme of its architecture and network of relations with partners,
which ensures revenue leading to profitability of the business in question [Osterwalder et al.,
2005, p. 10]. The plethora of business model interpretations in the subject matter literature
generates interpretation problems connected with correct understanding of the term and its
role in key management concepts. A business model as a simplification of complex reality
helps identify business foundations and plan its evolution. The term “business model” rep-
resents principal assumptions of economic activity and the operational logic, a model that
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defines how activities are pursued. It is a collection of fundamental building blocks, such as:
resources, internal and external relations and causal relationships among them (see Figure 1).

Figure 1. Substance of a business model

Strategic choices and changes that determine
the position of an enterprise in the market in the
long-run
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Building up the position and competitive

advantage of an enterprise Axis of new strategic thinking

Source: Own compilation based on: Model biznesu. Nowe myslenie strategiczne, M. Duczkowska-Piasecka, M. Poniatowska-Jaksch,
K. Duczkowska-Malysz (Eds.), Difin, Warszawa 2013, p. 16.

As argued by the representatives of the resource-based approach, the business model
concept is deeply rooted in the resource-based view developed in management and each of
its elements is understood as resource [Osterwalder et al., 2005, p. 10]. These resources are
conceptual and immaterial. According to S. Cyfert and K. Krzakiewicz, a business model
helps us identify the logic of links amongst resources within an organisation and activities
that generate value for the company’s stakeholders [Cyfert, Krzakiewicz, 2011, pp. 100-105].
A business model is a specific configuration of key resources and skills within an enterprise,
which is protected from being replicated by its competitors. Besides, there is some friction
(reactions) between the elements of the model, which generates value to final customers. In
the systemic approach, it is a configuration of internal components of an enterprise and factors
emerging from interactions with the environment modified adequately to the opportunities
offered by the business environment.

A business model is a specific embodiment of management logic, which allows an under-
taking to capture market opportunities, reduce risk, and identify the necessary combination
of resources to generate value to stakeholders as an ultimate goal. A business model combines
a vision of an enterprise and its operations and, by explaining why the undertaking in question
is profitable and valuable, it is linked with strategy but not burdened with the “how” question.
The latter is answered by strategic planning.

An example of a relationship between strategy and business model has been described
by R. Casadesus-Masanell and J.E. Ricart [Casadesus-Masanell, Ricart, 2010]. In this case
a business model covers the organisation of business activities of an enterprise and the way
how stakeholder value is created, while strategy refers to choosing the business model, which
helps the enterprise compete effectively. In this approach, the strategy takes precedence over
the business model. On the other hand, Ch. Zott and R. Amit [Zott, Amit, 2010] believe that
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the two notions differ since strategy focuses on attaining a competitive advantage, while the
model - whose centre of interest is consumer value - on generating and capturing stakeholder
value. There are also C.M. DaSilva and P. Trkman who, motivated by two reasons, make a dis-
tinction between strategy and a model. Firstly, strategy is future-oriented and it is decisive for
the development of skills, which, in turn, may change the business model in the future [Da
Silva, Trkman, 2004, pp. 379-389]. A model describes what an enterprise is in a given moment
of time. Consistently, strategy impacts the business model. S. Gregorczyk argues that a business
model describes conditions for attaining a competitive advantage at a present moment, while
competition strategy delineates directions and ways of generating competitive advantage over
a long-time horizon. Hence, a business model answers the question “what an enterprise is
doing currently to efficiently generate and capture value” [Gregorczyk, 2015, p. 90].

Operationalization of the model and its constituents are vital for how it is used in the busi-
ness practice of small and medium-sized enterprises. Conceptualisation of the business model
idea consists in explaining the term as a component of the competition strategy focused on
how a product (service) is delivered to a selected market segment built on the existing theory
of strategic management. The term “business model” is linked with the value chain introduced
by Porter [Porter, 1985] and extended by Stabell and Fjeldstad, who proposed a value network
[Stabell, Fjeldstad, 1998]. Within a value network an enterprise organises and enables a com-
prehensive set of exchange processes among stakeholders, people, and organisations. Instead of
flowing sequentially from production to marketing, as is the case for a traditional chain, these
goods may simultaneously and continuously enter into interactions. Teece defines a business
model as an architecture chosen by an enterprise to create value and growth mechanisms
[Teece, 2010, p. 172]. Architecture is the key word understood in this case as a structure,
a set of relations among elements of the system, which can have a specific direction (are the
relations sequential or reciprocally dependent?), power and content (information).

A. Osterwalder and Y. Pigneur proposed a comprehensive and schematic definition of
a business model, which describes the circumstances in which an enterprise creates value
and makes profit [Osterwalder, Pigneur, 2012]. Their proposal includes nine elements: target
customers, value proposition, communication, distribution, and sales channels, customer rela-
tionship, key resources, key processes, strategic partners, revenue stream, and cost structure.
These elements cover four key areas of business activity: customers, offer, infrastructure, and
finance. The Osterwalder and Pigneur scheme illustrates how the value of an organisation is
created through sequential managing of innovation that targets a particular market group
based on a specific combination of resources and under given financial circumstances.

An outline of the Osterwalder and Pignuer business model can be enriched with other
essential elements (see Figure 2), such as, inter alia, data-based management, team work,
customer orientation and continuous improvement.

Customer orientation means a business seeks to anticipate future customer needs rather
than being busy exclusively with creating value through meeting their current needs. Manage-
ment should be exercised based on comprehensive and objective data and facts. Team work
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is another important element of the system, which is highlighted because it deploys creativity
and motivates to action. The last element is continuous improvement, meaning striving for
perfection by using the Deming plan-do-check-act cycle. The first element is about activity
planning, focusing on what does not work and proposing ideas that may resolve the prob-
lem. Next in the cycle there is execution consisting of an experiment that is checked and, if
successful, followed by action, that is implementation of changes, dissemination of results
and conclusions.

Figure 2. Comprehensive business model blueprint (business model blueprint 2.0)
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Source: Own compilation based on dispersed sources.

The capability of creating value is a crucial attribute of any business model that condi-
tions a firm’s competitiveness and efficiency, as well as its ability to capture market value.
Business model dynamics - i.e., the ability to reconfigure and change the elements of the
model depending on external circumstances and processes that are taking place around it
- is another important factor.

Interesting and helpful elements of the development of a business model have been pro-
posed by H. Chesbrough and R.S. Rosenbloom [Chesbrough, Rosenbloom, 2002]:

1. articulate the value proposed to final users — a particular function, product, application,
place of offering or properties;

identify a target group and the market segment;

define the structure of the value chain of the offering;

estimate the cost structure and profit of producing the offering;

DA e

identify the position of an enterprise within the value chain linking firms from the closest
neighbourhood of an enterprise plus relations taking place in it;
6. describe competition strategy.

2. Determinants and conditions of choosing a business model
for small and medium-sized enterprises

At the organisational level, strategic management in a small enterprise is typically lit-
tle formalised when it comes to strategic operations, spontaneous, irregular and selective
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in using strategic management methods and tools. While growing, an enterprise formalises
its strategy-related efforts, implements increasingly more comprehensive management tools
and replaces incidentiality with planning, organisation and procedures.

How a business model is formulated depends mainly on factors such as: globalisation of
the economy, social changes, competitors’ behaviour, IT technologies and tendencies to over-
come sectoral borders.

Globalisation influences the way business models evolve since it propagates identical social
and economic developments across the globe, which provides a new quality framework for
business operations by creating new contextual setups. These developments are accompanied
by social transformations, in particular, lifestyle changes, a higher labour force participation
rate for women and ageing societies. All these factors make customers increasingly more
demanding and their purchase choices are made to meet individual needs. Highly aware
consumers change the pattern of purchase transactions in companies, which want to create
favourable conditions for building relationships with their clients. Enterprises must differentiate
their offers to meet the needs of individual clients by segmenting their preferences; as a result
of the transformation in consumption new needs are created. Relations between enterprises
and their customers also go through changes. Sporadic contacts become lasting relations by
using interactive communication with consumers in accordance with the behavioural model of
conduct, where a client transforms into an active participant of the process. Such a consumer
can be referred to as a “prosumer” [Domanska, 2009], a person with deep knowledge about
the market, products and services. A prosumer shares his/her knowledge and expertise and
becomes a partner in business.

In terms of competition, processes currently focus on two levels: competing for customers
and resources. Competing for capital and increasing investors’ pressure are becoming more
and more important. That has led to the value-based management concept, which consists
in managing a company to increase a firm’s value and directs attention to continuous improve-
ment of performance of a business organisation.

New information technologies trigger changes in how businesses compete and improve
the competitive position of a company. The global digital network has deeply transformed
the business environment and market dependencies by reducing information asymmetry.
As a result, there is a wide offer of products/services in the global market that has become
available almost instantly. These processes opened up new areas for developing advanced
business models and future implications that help create new customer needs. They also help
enterprises expand their area of activity through trans-sectoral and geographic expansion that
improves their competitive position and implies modifications in the corporate operational
pattern and, by the same token, in business models applied in the SME sector.

Business models should be analysed in an integrated way because they are holistic by
nature. Amongst the determinants of choosing a business model we should bear in mind the
multiplicity of types of enterprises and business activity sectors that compete at different lev-
els as well as increasingly more enterprises and markets that are going virtual (see Figure 3).
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Figure 3. Determinants of business model choice and implementation
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Source: Own compilation based on A. Afuah, C.L. Tucci, Internet Business Models and Strategies, [Polish edition] Oficyna Ekonom-
iczna, Krakow 2003, p. 86.

The determinants of successful application of a business model belong to the following
three areas:
 needs and values represented by stakeholders and the external environment;
o afirm’s offer: its products, services, ways in which they are offered;
« external factors: organisational structure, resources, knowledge, skills, key competences.

Strategic circumstances of a business model include the following factors: competitive
position, an enterprise’s mission, operational abilities to generate value and profit, compre-
hensiveness, process safety, and value leadership.

Importantly, business models are used in small and medium-sized enterprises to enable
capturing parts of the income from the value delivered to customers. Business model concepts
highlight its two principal dimensions. The first focuses on how customer value is created and
delivered [Chesbrough, Rosenbloom, 2002]. The other relevant dimension is that of capturing
value for an enterprise [Amit, Zott, 2001] as it generates income and increases the value of
a business organisation.

Operationalization of a business model focuses on how it is implemented into the busi-
ness practice for reasons pertaining to seeking the profitability of the model and its capability
to increase flexibility. In this case operational activities get subordinated to the attainment
of planned effects that determine the delivery of corporate goals. A business model is a con-
figuration of material and immaterial resources that provide a platform for creating and
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offering value to customers and triggering an adequate logic of income creation. Increasing
the efficiency of a business model means we can configure it to achieve the maximum rate of
return [Jabtonski, 2015, p. 103].

A business model should be adaptable to evolving customer needs and preferences. When
using a business model, we should be able to generate innovative solutions for the company and
for its customers at each stage of the value chain; the same is true of minimising costs by using
a business model, permanent risk reduction, and building lasting relations with customers.

Profit potential determined by process efficiency, unique offer, internal coherence of the
organisation, and an ability to create profit is also an important building block of a business
model.

Summary

In a turbulent environment small and medium-sized enterprises, which sufficiently well
in advance design and implement an adequate business model will be able to find solutions
to build competitive advantage and create value. Changes in the environment take place
so rapidly that they force managers to permanently adjust business models and changes
should be introduced timely.

A business model is a specific bridge between strategy and resources which links com-
petences, resources, processes and management methods. Three main building blocks of the
model include: competitive advantage, resources, and value chain. Success of enterprises,
mainly SMEs, in the modern world is not conditioned by access to technology or its use or
the offer but by the use of an appropriate business model. The future of SME innovation lies
in the business model. Success depends on offering unique value in a specific market.

Summing up, a business model is based on key elements: strategy, necessary resources,
stakeholder relationships, and value creation, which are interlinked and form configurations
[Hamel, 2002 pp. 73-74]. A business model is subject to continuous verification and it must
be adjusted to changes in its market environment. We must bear in mind that an optimum
configuration of a business model should be based on innovation, which may produce higher
profitability of a business organisation. That allows generating profit from the created value.

Because of the complexity of the term and growing population of small and medium-sized
enterprises, this paper makes a contribution into further, more in-depth studies and analyses
devoted to choices, implementation and improvements of business models in SMEs.
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