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defining the BUSINESS MODEL

A business model
describes the rationale
of how an organization
creates, delivers, and
captures value.
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The business 
model elements 
result in the cost 
structure 



CONSISTENCY is the KEYWORD



1. CUSTOMER SEGMENTS

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

For whom are we creating 
value? Who are our most 

important customers?
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Several customers’ segmentation techniques…

…and many more
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• socio-demographic features 
(age, sex, etc.)

• geographic area
• benefits received (i.e. product 

attributes)
• purchasing behaviors 

(frequency, amount etc.)
• lifestyles
• needs
• …and many more

MAIN CRITERIA

• their characteristics require
and justify a distinct value
proposition

• they could be reached
through different distribution
and communication
channels

• they could require different
types of relationships to be
manged

• they could have different
profitability

COROLLARIES



SEGMENTATION STRATEGIES

MASS 
MARKET

NICHE 
MARKET

SEGMENTED 
MARKET
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1. Use Google to identify 3 different brands reflecting the 3 
segmentation strategies: 

- mass (one product for everyone), 
- niche (a specific product for a specific user), 
- segmented (many different products for different   
market segments)

2. Then focus on each segmented brand: in your opinion, 
what are the segmentation techniques behind them?

The toothpaste TEST
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EXHIBIT 1

Toothpaste market

Principal benefit sought:

Demographic strengths:

Specia] behavioral
characteristics:

Brands
disproportionately favored:

Personality
characteristics:

Lifestyle characteristics:

segment description
The Worriers

Decay prevention

Large families

Heavy users

Crest

High hypochondriasis

Conservative

The Sociables

Brightness of teeth

Teens, young people

Smokers

Macleans, Plus White,
Ultra Brite

High sociability

Active

The Sensory Segment

Flavor, product appearance

Children

Users of spearmint favored
toothpaste

Colgate, Stripe

High self-involement

Hedonistic

The Independent
Segment

Price

Men

Heavy users

Brands on sale

High autonomy

Value-oriented

ment, the one which is particularly con-
cerned with the flavor and appearance of
the product, a large portion of the brand
deciders are children. Their use of
spearmint toothpaste is well above aver-
age, and Stripe has done relatively well
among members of this segment.

They are more ego-centered than other
segments, and their lifestyle is outgoing
but not to the extent of the swingers.

The Independent Segment. The fourth
segment, the price-oriented segment,
shows a predominance of men and tends
to be above average in terms of tooth-
paste usage. People in this segment see
very few meaningful differences between
brands. They switch more frequently than
people in other segments and tend to buy
a brand on sale.

In terms of their personalities, mem-
bers of this segment are cognitive and
independent. They like to think for them-
selves and make brand choices on the
basis of their judgment.

Marketing Implications
Depending upon which of these seg-

ments is chosen as the target—the Worri-
ers, the Sociables, the Sensory Segment,
or the Independent Segment—both copy
directions and media choices will show
sharp differences.

For example, the tonality of the copy
will be light if the Sociables are being
addressed. It will be more serious if the
copy is aimed at the Worriers. And, if the
Independent Segment is selected, it will
probably be desirable to use rational,
two-sided arguments. However, to talk to
this group at all, it will be necessary to

have either a price edge or some kind of
demonstrable product superiority.

The depth-of-sell reflected by the copy
will also vary, depending on the segment
of interest. It will be fairly intensive for
the Worrier and the Independent Seg-
ment, but mueh more superficial and
mood-oriented for the Sociables and the
Sensory Segment.

Likewise, the setting will vary. It will
focus on the product for the Sensory Seg-
ment, on socially oriented situations for
the Sociables, and perhaps on demonstra-
tion or on competitive comparisons for
the Independent Segment.

Media environments also will be tai-
lored to the segments chosen as targets.
Those with serious environments will be
used for the Worrier and Independent
Segments, and those with youthful, mod-
em, and active environments for the
Sociable and Sensory Segments. For
example, it might be logical to use a larg-
er proportion of television for the Socia-
ble and Sensory Segments, whereas the
Worriers and Independents might have
heavier print schedules.

The depth-of-sell needed will also be
reflected in the media choices. For the
Worrier and Independent Segments longer
commercials—perhaps 60-second spots—
would be indicated, whereas shorter com-
mercials and higher frequency would be
desirable for the other two groups.

In media selection, the facts that have
been gathered about the demographic char-
acteristics of the segment chosen as the tar-
get would also be taken into consideration.

The information in Exhibit 1 also has
packaging implications. For example, it
might be appropriate to have colorful

packages for the Sensory Segment, per-
haps aqua (to indicate fluoride) for the
Worriers, and gleaming white for the
Sociables because of their interest in
bright, white teeth.

It should be readily apparent that the
kinds of information normally obtained in
the course of a benefit segmentation study
have a wide range of marketing implica-
tions. Sometimes they are useful in sug-
gesting physical changes in a product.

For example, one manufacturer dis-
covered that his product was well-suited
to the needs of his chosen target with a
single exception in the area of flavor. He
was able to make a relatively inexpensive
modification in his product and, thereby,
strengthen his market position.

The new product implications of bene-
fit segmentation studies are equally appar-
ent. Once a marketer understands the
kinds of segments that exist in his market,
he is often able to see new product oppor-
tunities or particularly effective ways of
positioning the products emerging from
his research and development operation.
Similarly, benefit segmentation informa-
tion has been found helpful in providing
direction in the choice of compatible
point-of-purchase materials and in the
selection of the kinds of sales promotions
that are most likely to be effective for any
given market target.

Making Generalizations
A number of generalizations are possi-

ble on the basis of the major benefit seg-
mentation studies that have been conduct-
ed thus far. For example, the following
general rules of thumb have become
apparent:

SUMMED 1995, VOL. 4, No. 1 6 1

Haley, R. I (1968). Benefit Segmentation: A Decision-Oriented Research Tool. Journal of Marketing, 32(3). 30-35 
https://doi.org/10.1177/002224296803200306

Toothpaste choices and customers’ segments
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B2B vs B2C
B2B

• Long sales cycle
• Long term goals
• Rational logic and 

expertise 
• Relationships building 

with the target audience
• Niche market

B2C

13

• Short sales cycle
• Short term goals
• Desires and benefits 
• Brand awareness building 

across the market
• Large scale market



2. VALUE PROPOSITION

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

we helping to solve? 

The Value Proposition
Building Block describes the
bundle of products and
services that create value
for a specific customer
segment.
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CUSTOMIZATION
Tailoring products and 
services to the specific 

needs of individual 
customers or segments à
mass customization and 

customer co-creation

GETTING THE JOB 
DONE

Offering solutions to 
users instead of single 
products and services

PERFORMANCE
Improving existing 
product or service 

performance

BRAND / STATUS
Users could value a 

specific brand and/or be 
“proud” to show others 
they belong to a certain 

“community”

DESIGN
A product may stand 

out for superior 
design/aesthetic

NEWNESS
The product or service 
satisfies entirely new 
needs not perceived 
before by the user

VALUE DRIVERS
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ACCESSIBILITY
Making products or 

services accessible to 
users who previously 
lacked access to them 

(sharing economy)

COST REDUCTION
Offering products, 

services or solutions 
that help clients to 
reduce their costs

RISK REDUCTION
Reduce the 

uncertainty and the 
risks consumers incur 

when they buy 
“complex” products

USABILITY
Make products easier 

or more convenient to 
use

$

PRICE
Offering similar 
values to price-

sensitive consumers 
but at a lower prices

VALUE DRIVERS



The XXX TEST

• Work individually
• Choose one value driver
• Elaborate a concept for 

XXX embedding the 
value driver (5 min)

• Present it to the rest of 
the class
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3: Channels

The Channels Building Block describes how a
company communicates with and reaches its
Customer Segments to deliver a Value Proposition

3. CHANNELS

Through which channels do our customer segments want to be reached? 
How are we reaching them now? How are our channels integrated?

The Channels Building
Block describes how a
company communicates
with and reaches its
customer segments to
deliver a value proposition.



Communication objectives 
1. Inform customers and establish need for
category: especially for new-to-the-world products
2. Build brand awareness: supporting the consumer
to recognize (or recall) the brand in sufficient detail to
make a purchase
3. Build brand attitude: helping consumers evaluate
the brand’s perceived ability to meet a currently
relevant need:
- negatively oriented needs (problem removal, problem
avoidance, incomplete satisfaction,…)
- positively oriented needs (social approval, personal
gratification, intellectual stimulation,…)

4. Influence brand purchase intention: triggering
consumers to take purchase-related action.

COGNITIVE

AFFECTIVE

BEHAVIOR
19



Some ads from the 2022 Superbowl

Same business, same message?

What about this?
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Distribution channels: types
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MULTICHANNEL           vs.         OMNICHANNEL
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CHANNEL STRATEGIES
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Communication and distribution channels phases

2 EVALUATION
How do we help 
customers evaluate 
our organization’s 
Value Proposition? 

3 PURCHASE
How do we allow 
customers to 
purchase specific 
products and 
services?

4 DELIVERY
How do we deliver 
a Value Proposition 
to customers?

5 AFTER SALES
How do we 
provide post-
purchase 
customer support?

1 AWARENESS

How do we raise 
awareness about our 
company’s products 
and services? 



4: Customer Relationships

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

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?

4. CUSTOMER RELATIONSHIPS

The Customer Relationships
Building Block describes the
type of relationships a
company establishes with
specific customer segments.

24



Why customer relationships?

• Acquire (new) customers
• Retain (old) customers
• Applying Up-selling or
• Applying Cross-selling 

strategies

25



PERSONAL 
ASSISTANCE

Based on 
human 

interaction: 
live, call-

centers, e-
mail, chat, etc.

DEDICATED 
PERSONAL 

ASSISTANCE
PA dedicated 

to specific 
clients (ex. 

Key Account)

SELF-
SERVICE
Provide to 

customers all 
the information 

to help 
themselves

AUTOMATED 
SERVICE

More sophisticated 
as they can 

recognize the 
client and 

personalize the 
service (ex. Netflix 

suggestions)

COMMUNITY
Facilitate 

information 
exchange 
among the 

members of a 
community

CO-
CREATION

Customers co-
create value 
(products, 
assistance 

etc.) with the 
company

WHAT TYPE OF RELATIONSHIPS?

What are the advantages and the disadvantages of each type?
26



Let’s start putting the 4 building blocks together in a 
consistent way: 
• Hypothesise we want to start up with our XXX
• Think to a combination of:
- target market - customer relationships
- value proposition - channels
that make sense
• Explain your idea to your colleagues

Let’s start!
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5: 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)5. REVENUE STREAMS

What value are our customers willing to pay? For what do they currently 
pay? How are they currently paying and how would they prefer to pay?

The Revenue Streams
Building Block represents
the cash a company
generates from each
customer segment.
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€

€
USAGE FEE
Fee derived from the use of a 
service (the more the use, the 
higher the revenues)

SUBSCRIPTION FEES
Revenues coming from selling 
access to a service (physical or 
digital) 

LENDING/RENTING/LEASING
Revenues coming from a 
temporal grant given to someone 
to use a particular asset

€
LICENSING
Giving customers permission to 
use protected intellectual 
property in exchange for 
licensing fees

ADVERTISING
Revenue Stream results from 
fees for advertising a particular 
product, service, or brand

€

BROKERAGE FEES
Revenue Stream derives from 
intermediation services performed 
on behalf of two or more parties 
(credit cards, real estate agents)

€

€

REVENUE STREAMS
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 diΩerent pricing 

mechanisms. The type of pricing mechanism chosen 

can make a big diΩerence in terms of revenues gener-

ated. There are two main types of pricing mechanism: 

fi xed and dynamic pricing.

5
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€
ASSET SALE 
Simple selling of physical 
products

29



Fixed vs dynamic pricing 

FIXED PRICING 
(predefined prices based on static 

variables)

DYNAMIC PRICING 
(prices change based on market 

conditions)
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An emerging revenue model

Source: http://bmtoolbox.net/patterns/freemium/ 31



The “Freemium” RM

• Feature limited
• Capacity limited
• Number of users limited
• Effort limited
• Support limited
• Time or bandwidth limited
• Storage Space limited

FREE

PREMIUM

FREEMIUM

PAY TO UNLOCK ALL 
THE ABOVE
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6: Key Resources

The Key Resources Building Block describes
the most important assets required to make a
business model work

6. KEY 
RESOURCES

What key resources do our value propositions require? Our distribution 
channels? Customer relationships? Revenue streams?

The Key Resources Building Block describes the most
important assets required to make a business model work.



PHYSICAL
Include physical assets such 
as manufacturing facilities, 
machines, systems, point-of-
sales systems, and 
distribution networks 

INTELLECTUAL
Include brands, 

knowledge, patents, 
copyrights, 

partnerships, and 
customer databases

HUMAN
HR are particularly 
important in certain 

business models (i.e., 
knowledge-intensive and 

creative industries)

FINANCIAL
Financial resources (or 

lines of credit) can be key 
(i.e., to finance equipment 

bought by customers) 

RESOURCE TYPES
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The VRIO concept



7: Key Activities

The Key Activities Building Block describes
the most important things a company must do
to make its business model work

7. KEY 
ACTIVITIES

The Key Activities Building
Block describes the most
important things a
company must do to make
its business model work.

What key activities do our value 
propositions require? Our 

distribution channels? Customer 
relationships? Revenue streams?



VFM 

$

KEY ACT

CHANNELS

KEY RES

RELATION-
SHIPS

CUSTOMER 
SEGEMNT

PLATFORM/NETWORK
Some business models
manage the interface
between multiple actors as
a key activity (i.e., Airbnb,
MasterCard)

PRODUCTION
These activities relate to
designing, making, and
delivering a product in
substantial quantities
and/or of superior quality.
Typically, manufacturing

PROBLEM SOLVING
Some BM require to
come up with new
solutions to individual
customer problems.
Typically, services.

KEY ACTIVITIES

Pay attention to
mixing up activities 

that are too different:
Un-bundling could 
become necessary



1/4” hole 1/4” drill

Looking at products as they were services helps in 
focusing on the benefits provided to the clients

Levitt T. (1960): 
“when customers buy 1/4 inch drills what 

they really want are 1/4 inch holes”
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A (new?) trend: 
products servitization

From one product, 
many services:

39



Transaction vs innovation platforms



PLATFORM TYPOLOGY

SLOANREVIEW.MIT.EDU SUMMER  2009  MIT SLOAN MANAGEMENT REVIEW   73

particularly important to external innovation as it 
determines who will typically control the direction 
of technology development, the income streams 
and the end-customer relationship (and, conversely, 
how much autonomy is enjoyed by the external in-
novators). With the who-sells-to-whom distinction 
in mind, platform business models can be divided 
into three categories: integrator, product and two-
sided15 (see “Three Platform Business Models”).

In the integrator platform model, the platform is 
wedged between external innovators and custom-
ers. In other words, the platform’s owner sells to 
customers, conferring upon the company a rela-
tively high degree of control. For example, by 
inserting itself between iPhone software developers 
and consumers, Apple is able to monitor and directly 
control transactions with customers, taking 30% of 
revenues. The company is also in a position to shape 
development, for instance, by vetoing applications 
that it considers to be “off-brand” or otherwise unde-
sirable. Moreover, Apple’s iTunes Store is itself a 
means of regulating and “owning” interactions with 
iPhone users. Given this position of considerable 
power, Apple could, in theory, go even further by as-
suming outright possession of externally developed 
innovations (that is, taking 100% control of the in-
come stream) or by dictating technical specifications 
while directly integrating software into the iPhone, 
thus acting as a systems integrator.16 (This was, in 
fact, Apple’s original strategy.)

Companies have less control with the product plat-
form model, in which external innovators build “on 
top” of a foundation technology and then sell the re-
sulting products to customers. The platform owner 
might directly contract with the external innovators 
and have some additional control over them through 
the technical design of the core technology, but it is the 
external innovators (and not the platform owner) 
who directly transact with the end-users. Thus, the ex-
ternal innovators typically have more control than 
they would in the integrator business model. They 
generally have, for instance, greater freedom to set 
prices and to retain the residual rights of control over 
their technical developments, thus providing them 
with more entrepreneurial autonomy. Consider Gore-
Tex, a waterproof and breathable fabric developed by 
W.L. Gore & Associates Inc. More than 89 companies 
have licensed the core technology and brand to create 

hundreds of products for a variety of applications, in-
cluding outerwear, shoes and medical implants. 
Similar to Intel Corp.’s “Intel Inside” strategy for its 
microprocessors, Gore provides the core technology 
(and rules for its use), and the licensees innovate on 
that platform and sell their applications to customers.

In the two-sided (or multisided) platform model, 
external innovators and customers are free to transact 
directly with one another as long as they also affiliate 
with the platform owner. In such cases, the platform 
facilitates the transactions and interactions between 
the two parties, although the external innovators do 
not need to interact directly with the platform owner 
during the design, development and manufacturing of 
a new product. Nevertheless, the platform owner can 
still impose some degree of control over external in-
novators by, for instance, issuing to them various rules 
and regulations as a condition for their affiliation.17 
Users of Facebook.com, the social networking Web 
site, for example, interact directly with third-party ap-
plications (called “widgets”) that might reside on a 
separate technical infrastructure even though the in-
teractions are enabled by the Facebook platform. Here, 
external innovators are free to determine the revenue 

THREE PLATFORM BUSINESS MODELS
When a company opens up its product to outside innovation, the product 
becomes a platform. To generate revenues from that platform, executives 
need to think about what type of business model makes the most sense. 
In the integrator platform model, the company incorporates outside innovations 
and sells the final products to customers. In the product platform model, external 
innovators build “on top” of the platform and sell the resulting products to 
customers. Finally, in the two-sided platform model, external innovators and 
customers are free to transact directly with one another as long as they also 
affiliate with the platform’s owner. For examples of each type of business 
model, see “Examples of Alternative Platform Business Models,” p. 74.

Customers

High Autonomy
of External Parties

High Control
by Platform

Integrator
Platform

Product
Platform

Two-sided
Platform

External
Innovators

Platform

Platform Platform

Customers Customers

External
Innovators

External
Innovators

Boudreau, K. J., & Lakhani R. J. (2009).How to Manage 
Outside Innovation. Sloan Management Review, 50(4)

When a company opens up its

product to outside innovation,

the product becomes a platform.

To generate revenues from that

platform, executives need to think

about what type of business

model makes the most sense.
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Platform strategies
• “Jump on the bandwagon” strategy
Simply use existing and "winning" platforms.
• “Embrace-and-extend” strategy
Embrace existing winning platforms, as far as they go,
then rapidly extend them with proprietary/unique
features.
• Create new/alternative platforms (if possible)
• Avoid platforms (possible?)

42



8: Key Partnerships

The Key Partnerships Building Block describes
the network of suppliers and partners that make
the business model work

8. KEY PARTNERSHIPS

Who are our key 
partners? Who are our 
key suppliers? Which 
key resources are we 

acquiring from partners? 
Which key activities do 

partners perform?

The Key Partnerships Building Block describes the network of
suppliers and partners that make the business model work.



Key partnerships: which kind?

1. Strategic 
alliances 

between non-
competitors 
(“Rete”, Non-
competitive 

network)

2. Coopetition:
Strategic 

partnerships 
between 

competitors

3. JV
Normally used to 

develop new 
businesses or to 

enter new 
markets

4. Buyer-
Supplier 

relationships
Not only to 

assure reliable 
supplies… 
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Key partnerships: why?

OPTIMIZATION OF 
RESOURCES AND 

ECONOMY OF SCALE

Typical of supply
relationships. It could make
not much sense for a
company to internalize all
the assets, especially when
demand is unstable

REDUCTION OF RISK 
AND UNCERTAINTY 

Typical of coopetition and
JV. Entering new markets,
launching new standards
can be extremely costly
for a single company.

ACQUISITION OF 
PARTICULAR 

RESOURCES AND 
ACTIVITIES

Typical of strategic alliances.
Such partnerships can be
motivated by needs to
acquire knowledge, licenses,
or access to customers

45
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9: Cost Structure

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

9. COST STRUCTURE

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

What are the most important costs inherent 
in our business model? Which key 

resources are most expensive? Which key 
activities are most expensive?



VALUE DRIVEN
The focus is on value 

creation. 
Premium Value 

Propositions and a high 
degree of personalized 

service usually 
characterize value-

driven business models.

COST DRIVEN
Minimizing costs is key. 

This approach aims at 
creating and maintaining the 

leanest possible Cost 
Structure, using low price 

Value Propositions, 
maximum automation and 

extensive outsourcing.

COST STRUCTURE TYPES

In between 
solutions are, of 
course, possible
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The base competitive strategies 
for Michael Porter

Original source: Competitive Advantage: Creating and Sustaining Superior Performance by Michael E. Porter, 1985, The Free Press, New York
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Innovation trends to consider (and 
actions to take)

50

DISRUPTIVE INNOVATIONS DISCONTINUOUS INNOVATIONS 



Discontinous 
innovation

• Innovation (mainly technological)
tends to develop over time along
well-defined trajectories

• Potential sources: new
consumers’ behaviors, business
models, technologies etc.

• Discontinuous innovations
represent a rift in such trajectories
that change the “rules of the
game” for all the companies and
can force incumbents to
completely revise their business
models in order to avoid
competitive irrelevance
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How to react (or take advantage)

• Incumbents
– Short-term: limit the damage (price tactics, wait-and-see 

behavior)
– Long-term: shift to the new trajectory (if the winning one)

• Newcomers
– Short-term: gain as much market 
share as possible
– Long-term: prepare for tough 
competition coming from “converted” 
firms

52



Disruptive innovation

Christensen, C. M. (1997) The Innovator's Dilemma: 
When New Technologies Cause Great Firms to Fail. Boston: Harvard Business School Press.

Coined by Clayton Christensen, it
describes a process by which a
product or service takes root
initially in simple applications at
the bottom of a market and then
relentlessly moves up the
market, eventually displacing
established competitors.
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Disruptive innovation: How to react

• Going up and up (being 
aware of the “quality trap”)

• Repositioning down
• Dual positioning strategy 

(even through M&A) 
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