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PortraitTM reports provide a brief focus on a single issue, pushing all other issues into the background. 

Sometimes used as a brief introduction to a larger topic area 

WHAT IS A BUSINESS MODEL? 

The Important 
• Business models are defined by their value proposition and their value chain 

• The value proposition is the outcome for a buyer, at a given price point 

• The value chain is how value is created, delivered, and captured 

• Sometimes a much narrower definition of business model is adopted, but this can be a trap 

Part 1 

Business models are among the hottest topics in business these days. Everyone is disrupting everyone 

else with a great business model! Business model advantages are claimed, by some, to be a more 

sustainable advantage than other advantages. But what is a business model? 

You can find about as many definitions for “business model” as you can for “strategy” they both sound 

like really cool things, yet, almost everywhere you look, there is a different definition. The simplest, yet 

most cliche, definition of business model, is how a company creates, delivers, and captures value. This 

definition is simple to remember, encapsulates some of the key elements of a value chain (which is 
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important in strategy work), and provides a sense of how many different ways one company can 

differentiate from another. 

One company may create value by designing ASICs, another company may focus its attention on other 

ways to create value. Each approach is going to have pros and cons for any given market opportunity / 

customer problem. One company may go to market with a primarily direct sales force, another may 

optimize for partnerships, OEM relationships, and/or channels. Each way of going to market may have 

pros and cons relative to any target customer segment. One company may capture value with a product 

model, another with a service model, and yet another with an innovative payment model. Each 

approach has pros and cons relative to the phase a market is in, economic preferences of target 

customers, the pain point of target customers, the ecosystem of solutions, etc. 

For any given company, it may be simple to encapsulate the essence of a company’s value proposition: 

what product/service creation activities it focuses on, the central things a sales force does to win, the 

types of commercial models that are dominant, etc. The tricky thing about a business model is what 

underpins it: all the things that are built into systems, processes, culture, supply chains, partnerships, 

channel programs, etc. For many companies, all these activities/variables naturally arise as they enter a 

market with a particular approach to winning and/or disrupting, so it could be argued, though I would 

not, that such things will naturally evolve without much conscious design and planning. But describing 

all those connections, all those assumptions, all those values, how everything hangs together as a 

“system”, well that is quite a job. 

The essence of modern strategy literature is the idea that if you have a strong focal point as a company, 

the company will self-organize around that focal point, and create all those underpinnings of a business 

model that are so hard to describe in detail. In this sense, modern strategy thinking and modern 

business model thinking have a great deal of overlap [and this point is probably as true for non-profits as 

it is for-profit enterprises]. 

But perhaps the most significant reason that business models are of such strategic interest today is 

because there have been so many industries disrupted by the XaaS players, and that has been a sea 

shift, as big as anything in recent memory. 

Business models – on one hand, a pretty simple focus on the main preoccupations and competencies of 

a company, and on the other hand, a complex study of everything a company does to create, deliver, 

and capture that value – and if you really want to understand the latter, try changing a business model, 

as many companies, across many industries, are currently trying to do. 

Part 2 

Now if we start to double-click and call out specific elements, perhaps a level above the specifics of 

systems, process, and culture, we find elements like activities, assets, routes to market, targeted 

customer segments, revenue streams, etc. An example of such a mapping can be seen from Strategyzer: 

Business Model Canvas 

https://en.wikipedia.org/wiki/Business_Model_Canvas#/media/File:Business_Model_Canvas.png
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Fully mapping a company’s business model, or intended business model, is a great exercise, especially 

when done at different altitudes [I have no relationship with Strategyzer, but I have enjoyed looking at 

some of their work]. Now like any templated approach, it is easy for it to become a check-the-box 

exercise. You really need to walk away with insights. You really want to persevere until you can crisply 

and briefly articulate the core of what makes a company what it is. 

Let’s consider a company like Uber, whose model is viewed as disrupting the Taxi service. I have not 

actually studied Uber in any depth, but as someone sitting outside the company, I would superficially 

assume what really differentiates Uber from the previous generation of Taxi services is the integration 

of a smartphone app with a centralized ordering and tracking system – in short, the IT investment it has 

created over many years to build its internal “operating system”. Whether this is the right description or 

not, is not as much of interest in this article as providing an example of the simplicity of description you 

ultimately want to get to: in the old model, acquiring expensive medallions / licenses was perhaps the 

most significant characteristic of the model, where in the new model, applying IT to collect and provide 

information to passengers and drivers is perhaps the most significant characteristic of the model. In one 

generation of the service, radio was the most prominent technology, and in the next generation, 

smartphones, cloud services, and other IT. 

Of course, you probably cannot escape an Uber business model discussion without talking about how 

they don’t own the cars, etc. Important stuff, especially as it pertains to cost structure, scalability, and 

the ability to enter a market. But in terms of moats (loved the war of words between Buffet and Musk 

about moats – definitely worth an article) I would hazard a guess that Uber’s investment in its 

“operating system” is really the crown jewels of its business model. Maybe that is wrong, and maybe 

with an adequate amount of research I would concede that, but being right is not the point of this 

particular article. Challenging the notion that an immense amount of detail is required to describe the 

strategically key elements of a business model is the point of this article. You may need to wade through 

enormous detail to get the insights, but ultimately, the insights need to roll-up to a brief description. 

This way you can not only know the critical strength of a model, you can also understand where it is 

vulnerable, and what is going to be most impacted if the model needs to change. 

• What is the briefest way you would describe the key elements of Uber’s business model? 

• What is the briefest way you would describe the key elements of your own company’s business 

model? 
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