
Co
py
ri
gh
t ©

20
10

 b
y 
Th
e 
Bo

st
on

 C
on

su
lti
ng

 G
ro
up

, I
nc
. A

ll 
ri
gh
ts
 r
es
er
ve
d.

How to Develop and Implement a New Business Model

How To Develop and Implement a New Business Model

Zhenya Lindgardt
Partner & Managing Director

Martin Reeves
Senior Partner & Managing Director



Co
py
ri
gh
t ©

20
10

 b
y 
Th
e 
Bo

st
on

 C
on

su
lti
ng

 G
ro
up

, I
nc
. A

ll 
ri
gh
ts
 r
es
er
ve
d.

Today’s Presenters
Martin Reeves is Senior Partner & Managing Director with The 
Boston Consulting Group (BCG). Martin has led strategy 
assignments in health care, consumer goods, financial services, 
and industrial goods in Japan, the United States, and Europe. 
Martin also heads The Strategy Institute, BCG’s vehicle for 
exploring ideas from beyond the world of business that have 
implications for strategy. He previously led BCG’s practice with 
Western clients in Japan for eight years. 
He can be reached reeves.martin@bcg.com

Zhenya Lindgardt is Partner & Managing Director with The 
Boston Consulting Group. She is an active member of BCG's
Healthcare, Marketing & Sales, and Strategy practices. Prior to 
joining BCG, Zhenya worked in marketing at several consumer 
goods companies in the U.S., U.K. and Russia. At BCG, she is 
driving global research on business model innovation across 
industries and leads assignments focused on commercial 
strategy and operational/commercial effectiveness issues. 
She can be reached at lindgardt.zhenya@bcg.com

mailto:reeves.martin@bcg.com
mailto:lindgardt.zhenya@bcg.com
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Questions we will address today

What are ways to diagnose my current model? Understanding 
compromises/limitations.

How can I apply lessons from successful business models in other
industries?

How can I develop innovative business model options?

What key success factors can I learn from successful innovators?

What criteria should I use in evaluating business model ideas?

How can I build business model innovation capabilities and 
platforms?
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What is a business model?

Business model

Product/ service 
offering

Target 
segment(s)

Revenue 
model

Value chain Cost model Organization

Value proposition

Operating model
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What is and isn’t business model innovation (BMI)?

BMI is: 
• Change of multiple business model components...
• ...leading to delivery of a superior value proposition

BMI is not:
• Single function's strategy
• Mere product, service or technological innovation
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How can I leverage examples from other industries?

Value
propo-
sition

Operating
model

Business
architec-

ture
P2P

(person to person)

Supply Chain 
Integration/
Acceleration

Product → Service
Service → Outcome

Product →
Experience Trust Premium “Free”

Deconstruction Low Cost Direct
Distribution

"Open" Adjacencies Serial
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Why is business model innovation relevant today?

BMI can help  
Strengthen value proposition
Reduce costs
Reduce unpredictability
Reduce capital intensity

Companies that flourish in downturns frequently do so using BMI

Bold moves frequently more feasible in a recession
More leverage vs internal and external stakeholders

BMI more durable than mere product or process innovation
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What can business model innovation deliver?

1.7

0.1

1.7

2.7

6.1

8.5

0
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3 Year 5 Year 10 Year

Process and product innovators

Business Model innovators2

Total Shareholder Returns Premium
over industry peers, 
median performance1 (%)

1. TSR premium is defined as the difference between the Innovator’s TSR return and its industry peers   2. Includes News Corp, Dell Inc, Vodaphone, Goldman Sachs, 
Reliance Industries, eBay and Hewlett-Packard; Business Model Innovator defined as Top 50 most innovative company for which business model was the top or equal top 
rationale for selection as an innovator (innovation choices included business model, customer experience, processes, products and services)
Note:  Companies were selected as Innovators based on a joint BCG- BusinessWeek survey sent to executives at the 2,500 largest global corporations by market value in 
Nov 2007 (2,950 responses) as well as BusinessWeek readers in senior management; Criteria weighting was 80% for survey responses, 5% each for 3 year revenue and 
margin growth and 10% weight for stock returns; Financial metrics are for the period ending 31 December 2007   
Source: 2008 BusinessWeek/BCG Innovation to Cash Survey; BCG ValueScience analysis

6.8%

6.0%

1.0%
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Auto Manufacturer:  From selling trucks to selling kilometers

Source: BCG Automotive Practice

Customer as system integratorCustomer as system integrator
Contract hire as 

system integrator
Contract hire as 

system integrator

Customer

Manufacturer Fleet management
/ contract hire

Dealer

Distribution
Admin.

Development

Manufacturing

Purchasing

Financing

Spare parts

Service

Margin

Financing

Overhead and
selling commission

Depreciation

Running cost
(registration,
repairs, etc.)

Truck
mounting

Service
Inspection

Spare
parts

Financing

Hire

charge

Contract
•

•
•
•

•

DM 
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How can I develop and implement a new business model?

Uncover 
opportunities

Convert 
into 

business 
models

Prepare & 
test

Scale & 
iterate

Manage 
business 

model 
innovatio
n portfolio

1

2

3

4

5

• Diagnose current model
– Compromises/ limitations of current 

model
• Use multiple lenses to ideate

– Customer view
– Force fitting examples of successful 

BMs in other industries
– etc.

• Convert ideas to advantaged 
behaviors

• Develop innovative BMI options 
– End-to-end model

• Agree and apply evaluation 
criteria 

– Implement, pilot or table 
recommendation 

• Develop and implement pilots 
– Prioritize and prepare for 

broader implementation
• For immediate implementation 

recommendations, focus on 
step 4 • Scale up selected innovative 

business models 
– Management team, processes and 

procedures, performance metrics, 
communication plan 

• Continue to iterate

• Actively manage 
portfolio of BMIs

– Size, timing, 
payback, risk level 

– Fit with broader 
strategic 
environment
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A business model checklist

Key componentsKey components

Clarity of value proposition

Compelling "value for money"  trade-off

Advant-
aged

Advant-
aged

Product/ 
service 
offering

Target 
segment(s

)

Revenue 
model

Cost 
model

In-lineIn-line Disadv-
antaged
Disadv-
antaged

Rating relative to 
competitors 

Rating relative to 
competitors 

Clarity of target segment and their needs

Ability to consistently meet target customers’

needs 

Appropriateness of sourcing policies

Ability to leverage opportunities (e.g., RDE 

sourcing)

Competitiveness of pricing structure and levels

Balance of customer needs and profitability

Opportunity 
to 

innovate?

Opportunity 
to 

innovate?

Structure supports strategy

Appropriate infrastructure (e.g., processes)
Organ-
ization

Va
lu

e 
Pr

op
os

iti
on

O
pe

ra
tin

g 
M

od
el

Value 
chain

Competitive/ strategic advantage of in-house 

activities

Suitability of asset base and utilization levels
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How can I develop business model options?

Product-
based

Outcome-
based

Close-in

Distant

Supplier 
economics

Customer 
economics

Targeted

Compre-
hensive

Fixed, rigid

Variable, 
flexible

Centralized

Distributed

Value proposition Operating model

Offering
Target 

segment(s) Revenue model Value chain Cost Model Organization

Product

Product bundle

Service

Service bundle

Experience /
Relationship

Outcome /
Facilitation

Existing 
segment

End-user
Intermediary/ 
decision-
maker

Alternatives
Value
Premium
Specialty/ 
Niche

Competitors'

Underserved

New markets or 
adjacencies

Per unit sold

"Razor model": 
complementary 
products/servic
es

Subscription / 
license

Dynamic pricing

Per unit used

Results-based / 
risk-sharing

Individual stage 
focus

R&D
Supply
Manufacturin
g
Distribution / 
logistics
Sales

Horizontal 
integration

Vertical 
integration

Orchestration

In-house batch

In-house scale

Selective out-
source

Open source

Asset free

Focused, top-
down

Multi-divisional

Empowered 
teams

Open, 
community-
based
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What key success factors can I learn from successful innovators?

Uncover 
opportunities

Convert into 
business 
models

Prepare & 
test

Scale & 
iterate

Manage 
business 

model 
innovation 
portfolio

1

2

3

4

5

• Spot and break customer compromises
• Redefine market boundaries
• Challenge industry assumptions 
• Borrow from other industries

• Re-engineer whole business model
-- not one function or product

• Don’t protect the past
• Following is usually OK

• Get control over innovation 
project portfolio

• Develop BMI capability and 
organizational platform

• Avoid innovation "skunk 
works"

• Strong leadership
• Test portfolio of ideas
• Celebrate learning

• Leverage parent’s assets, but sever the "tethers"
• Ensure freedom of decision making from core
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What criteria should I use in evaluating business model ideas?

Does the new business model have the potential to 
become a major (over 20%) part of your business in the 
next 5 years?
Are key elements of new business model internally 
coherent and tailored to achieve profitability?
Is senior management fully bought-in on the idea?
Is it possible to have dedicated management for the new 
business with sufficient freedom to operate?
Does the new model create advantage over 
competitors?



Co
py
ri
gh
t ©

20
10

 b
y 
Th
e 
Bo

st
on

 C
on

su
lti
ng

 G
ro
up

, I
nc
. A

ll 
ri
gh
ts
 r
es
er
ve
d.

What can go wrong?

1. Project portfolio 
blindness

1. Project portfolio 
blindness

• Lack of transparency
• Hundreds of irrelevant 

activities

2. Scale-up challenge2. Scale-up challenge

• “Death by pilot”
• Limited time/scope of 

initiatives
• No efficient scale-up plans

3. Old favorites3. Old favorites

• Focus on old concepts 
limited in risk, close to 
traditional business, 
restricted impact

4. Innovation "skunk 
works"

4. Innovation "skunk 
works"

• Responsibility for 
innovation remote from the 
line

• Ideas never re-renter

5. Ideation trap5. Ideation trap

• Brainstorming insufficient
• Innovation process 

required

7. Short-termism 7. Short-termism 

• One-off near-term focused 
efforts 

• Lack of investment in long-term 
revolutionary changes

6. Myopia6. Myopia

• Too focused on internal vs. 
customer view
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What are best practices in business model innovation development?

Broadening competitive set
Exploring emerging profit 
pools
Overall marketplace "system" 
view
Review of value-adding 
activities
Guidance to organization on 
areas of opportunity

Top-down end state vision
Clear program to redesign 
model across functions 
around a new value 
proposition
Incentives to collaborate, take 
risk and maintain a long-term 
perspective
Separate and elevate piloting 
of radical models

No cross-functional 
perspective
No top-down overall 
sufficiency targets and lack 
of impact metrics
Insufficient application of 
industry value chain/ system 
view
Poor project management
Difficulty scaling up pilots

Disjointed bottom-up 
efforts/lack of end state 
vision
Unclear guidance on areas 
for innovation
Weak sharing/learning
Testing selected 
evolutionary (vs. 
revolutionary) improvements

Best practicesBest practices Typical gapsTypical gaps

Innovation space

Approach
and

program set up
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IDEATION
ENGINE

How can I build a business model innovation capability?

Investment framework

Sector experts

METRICS

GOVERNANCE

Time to refine business model 

Oversight and iteration capabilities

Incentives and accountability

Robust success criteria
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Recap

Business model innovation (BMI) is an often neglected dimension of 
innovation...

Companies focus resources on product/ process innovation, little
attention to innovating business model

...and a powerful value creation tool: business model innovators tend to 
outperform product or service innovators, according to the BCG annual 
innovation survey

Business model innovation is an approach to changing a company’s 
basis for competition  

Not a traditional product or functional strategy
A useful lever to accelerate company’s growth, address regulation or 
disruptive technology entry, etc.
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Recap Continued

BCG explored a set of successes and failures across industries to 
synthesize key success factors, pitfalls and ways to overcome them,

From these learnings, BCG has developed a proprietary approach to 
help with BMI

Five key steps: 1. uncover opportunities; 2. convert into business 
models; 3. prepare and test; 4. scale and iterate; and 5. manage BMI 
portfolio
Each step requires a specific set of capabilities and metrics

A start may include getting a grip on a company’s innovation project 
portfolio, broadening the competitive set and industry definition, and 
setting up a business model innovation platform
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Final Thoughts

Look at underserved, defecting or dissatisfied customers and the non-
users.

“If we were to innovate our business model in this way, how would we 
look at our own business.”

Use the business model innovation checklist in this presentation and 
ask; How robust is our current business model?

Start before you really need business model innovation
More pressure exists when you are forced to change 
Mobilize key minds in the organization
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AMA Solution

Strategic Agility and Resilience: 
Embracing Change to Drive Growth

Seminar #2546

• Aligning people, processes and technology with the AGILE Model™
and learning to put it into action 

• Developing the right team with skills to communicate and
implementing strategy as it evolves 

• Initiating and maintaining performance scorecards with 
balanced key metrics

Use Promo Code: LC4X for $100 Discount
(you must register before December 10, 2010)

www.amanet.org or 1-800-262-9699
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For details and FREE registration, visit www.amanet.org/events

You can access today’s webcast within three business days on 
www.amanet.org/editorial 

Webcasts

Nov 16: Influence and Power: Improve Your Ability to Lead

Dec 01: Creating a Culture of Emotional Commitment in 
Your Organization

Dec 15: Double Your Value: How to Get Paid More and Be 
More Valuable to Your Customers and Your Company

Jan 26: Gamestorming: A Playbook for Creative Innovation

Feb 02: Empower Your Employees and Customers
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Nov 11: Difficult Performance Reviews: How to Turn Painful 
Conversations into Positive Results 

Nov 17: From Chaos to Control: How to Be Resilient to 
Workplace Stress 

Nov 18: Managing Your Workload: How to Prioritize When 
Everything Is Important 

Nov 18: How to Exert Your Authority to Lead

Nov 30: The Secrets of Search: Find Anything on the Web

Nov 30: How to Navigate Through Office Politics and Achieve 
Your Goals

For details and registration, visit:  www.amanet.org/events

Follow us on                       @AMANET for the latest 
updates on AMA Webinars, Webcasts, and Podcasts

Webinars

http://www.amanet.org/events
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QuestionsQuestions and and AnswersAnswers

www.amanet.orgwww.amanet.org

Q&A
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