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In Part One and Part Two we looked at the need for business model
innovation and introduced a template for identifying drivers of
value within a business. In this publication we look at the emerging
technologies and consumer trends that are enabling business
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The rapid pace of change, particularly in technology, is disruptive.
Connectivity is empowering, and consumers are finding new ways to
leverage technology for their benefit. Smart businesses are adapting to
the changing landscape and a number of innovative business models
have emerged.

Understanding business model innovation and implementing it are two
very different things. In our final paper we will look at what can be done
to encourage innovation, as well as some of the associated risks.
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Overview

In Part One and Part Two we looked at the need
for business model innovation and introduced a
template for identifying drivers of value within
a business. In this publication we look at the
emerging technologies and consumer trends
that are enabling business model innovation.

Overview
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We have established the need to innovate and introduced a
template for identifying innovation within business models.
In this publication we will focus on where innovation is occurring.

WHY

WHAT

WHERE

HOW

The need to innovate
Why do we need to innovate?

Understanding innovation
What is business model innovation?

The drivers and enablers of innovation
Where is innovation happening? What trends are driving it?
What technological advances are enabling it?

How to innovate
How should companies go about innovating?
And what are the risks?
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Drivers and enablers of innovation

The rapid pace of change, particularly in
technology, is disruptive. Connectivity is
empowering, and consumers are finding new
ways to leverage technology for their benefit.
Smart businesses are adapting to the changing
landscape and a number of innovative business
models have emerged.

The drivers and enablers of innovation
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In our third publication we discuss key enabling technologies and
trends and investigate how innovative businesses are leveraging
these to find new ways to create and deliver value.

Drivers and enablers of innovation
Crowdsourcing
Crowdfunding

Sellsumers

You!

Tasksumers

The Abundance
Economy
Connectivity
3D Printing

Innovative business models
Fractional ownership

Freemium

Bait and hook

Long-tail

Product as service

For free – the ultimate Value Proposition
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The demand generated at a price of zero far outstrips that at
even a very low price point. But how to fund this marketer’s
dream? Advertising has long been used by business models
which offer ‘free’ products. But the advent of digital products and
services, which often have a very low or zero marginal cost, has
seen an explosion of viable free business models in recent years.1

Free offer based on multi-sided platforms (advertising based)
Free basic services with optional premium services (freemium)
Free or inexpensive initial offer lures customers into repeat purchases (bait & hook)

Freemium: get the basics for free, pay for more
PRODUCER

Premium
Product

Free Product

$

Consumer

Consumer

Consumer

Consumer
Source: Adapted from Free: the future of a radical price, Chris Anderson

The freemium business model is very widely used on
the Web. In reality, this is just giving people a free
sample to try and get them hooked enough to pay for
a better version which has more features.

Consumer
Consumer

In one respect, the freemium business model is the
reverse of the insurance business model. Insurance
relies on a large base of customers paying
comparatively small premiums to protect themselves
against a low probability, but high cost, event. A large
base of paying customers subsidises a small number of
customers who actually make a claim. Freemium is the
opposite. A small number of premium paying customers
subsidise a large base of non-paying customers.2

“A typical online site follows the 5 Percent Rule – 5 percent of users support
all the rest. In the freemium model, that means for every user who pays for
the premium version of the site, nineteen others get the basic free version.
The reason this works is the cost of servicing the nineteen is close enough to
zero to call it nothing.”
Chris Anderson, ex editor-in-chief, WIRED magazine

Business models in the enterprise software
industry usually have a high fixed cost to support
software development.
Red Hat (a US software company) innovated a
new approach. Rather than developing software
itself, it built its product on top of open source
software developed voluntarily by thousands of
software engineers around the world (an
example of crowdsourcing). This was made
available for free to self-service users, but

Red Hat understood that enterprise clients are
reluctant to adopt open-source software due to
concerns around ongoing development and
maintenance. Red Hat filled this gap by
‘guaranteeing’ to support the software for seven
years, in return for payment of a premium
subscription.3

Red Hat Business Model Canvas
Key
partners

Key
activities

Value
proposition

Customer
relationships

Free open
source based
software

Key
resources

Self-service
users

Channels
Continuously
upgraded and
serviced
software

Cost structure

Customer
segments

Enterprise
clients

Revenue streams
Professional subscription
Free Software

Source: Business Model Generation, Alexander Osterwalder and Yves Pigneur, 2010.
businessmodelgeneration.com

Free – self service users
Premium – enterprise clients
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Bait & Hook
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Whilst digital products and services are prime candidates for the
application of ‘free’ business models, traditional products and
services can also be delivered through such models. Bait & Hook
is a ‘free’ based business model that has been around for over
a century, long before the advent of digitisation.
Producer

$

Product B
‘Hook’

RELATED PRODUCT

Consumer
Source: Adapted from Free: the future of a radical price, Chris Anderson

The ‘Bait & Hook’ business model was first
popularised by Gillette in 1904, which sells
relatively inexpensive razors and relatively
expensive blades. The business model is
characterised by an attractive, inexpensive,
or free initial offer that encourages continuing
future purchases of related products or services.
Controlling the ‘lock in’ is crucial to this
pattern’s success.4

Product A
‘Bait’

Razor and Blades: Gillette Business Model Canvas
Gillette manages ‘lock in’ primarily through
patents. It has continuously developed and
heavily patented its products, replacing old
models just when patents have started to expire.
Patents are publicly available and can be used for
competitive intelligence. To counter this, Gillette
does not file patents when innovations are
developed, but rather delays filing until
immediately prior to a new product launch.
In 1998, after more than $750 million of
research and testing, Gillette introduced Mach 3,
with innovations such as the triple blade,
single‑point cartridge docking, the indicator
lubricating strip to signal when to replace
cartridges and the diamond-like carbon-coated
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DLC blade edge (three times stronger than
stainless steel, made with chip-making
technology). Gillette patented every design and
engineering feature, resulting in a wall of more
than 50 patents surrounding the product. Seven
years later the Gillette Fusion was launched with
new innovations protected by more than 70
patents.
In fact, razors are amongst the world’s most
heavily patented consumer goods, with more
than 1,000 patents covering everything from
lubricating strips to cartridge-loading systems.
Printer manufacturers and telecom operators
also use this model, through the sale of cheap
printers and discounted phones.5, 6

Razor and Blades: Gillette Business Model Canvas
Key
partners

Key
activities

Value
proposition

Marketing
Research and
Development
Manufacturers
Retailers

Customer
relationships

Customer
segments

Built-in
‘Lock-in’
Razor handle

Logistics

Key
resources

Customers

Channels
Blades

Brand

Retail

Patents

Cost structure

Revenue
streams
Marketing

1 x handle purchase

Manufacturing

Multiple blade replacements

Logistics
Research and Development

Source: Business Model Generation, Alexander Osterwalder and Yves Pigneur, 2010. businessmodelgeneration.com

Bait

Hook

The abundance economy
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In a competitive marketplace, price falls to the marginal cost.
As digitisation reduces the marginal cost of a growing list of
products and services, impacted industries must innovate to
maintain revenue in the new ‘abundance economy’.7

“The obvious reason most products
are not free is because their
production costs are not zero – it
costs money to make things and that
cost must be met. Digital markets
are an exception to the rule. For
almost all digital products, the cost
of reproduction is zero. Therefore,
sooner or later, it is almost inevitable
producers in the digital realm will
find themselves competing against
products which are free. Accepting
this fact, the smart thing to do is to
try and figure out how to use a zero
price point profitably yourself and
get there first”
Free: The future of a radical price, Chris Anderson

“The way to compete with Free is to
move past the abundance to fill the
adjacent scarcity. If software is free,
sell support. If phone calls are free,
sell distant labor and talent that can
be reached by those free calls (the
Indian outsourcing model in a
nutshell). If your skills are being
turned into a commodity that can be
done by software (e.g. travel agents,
stockbrokers, and real estate
agents), then move upstream to
more complicated problems that
still require the human touch.
Not only can you compete with Free
in that instance, but the people who
need these custom solutions are
often the ones most willing to pay
highly for them.”
Free: The future of a radical price, Chris Anderson

New thinking in an abundant economy
If you make a digital product, realise
sooner or later it is going to be free
In competitive markets, price always falls to the
marginal cost. If you try and ignore this, you are
going up against huge forces that are bringing
about steady declines in processing, bandwidth
and storage costs. It cannot be done.

The price of physical goods will
also continue to decline
Because free is such an alluring psychological
attraction eventually someone somewhere is
going to figure out how to make it happen in
every industry. Expand the definition of your
industry in order to find ways to make your core
product free by selling something else.

You can make money from free
People will always pay to save time, lower risk or
for something they are passionate about. People
will also pay for status. If they are hooked on what
you do, they will pay for more of the same. Use
free to open doors and reach new consumers and
then figure out ways to charge them.

Be prepared to redefine your market
Ryanair went from being in the ‘providing airline
seats’ business to the travel business instead.
Ryanair found it could make so much money from
its commercial activities around its seats (car
rentals, accommodation subsidies from
destinations hungry for tourists) that it could give
away its seats cheaply, even free in some cases,
in order to attract more customers. That is a great
example of savvy abundance thinking in action.

Round down sooner rather than later
If you can see your costs steadily declining,
then free is just a matter of when, not if. Why
not try and get there before someone else does?
The first firm to go to free will get attention and
there are all kinds of ways to convert attention
into money.
Source: Free: The future of a radical price, Chris Anderson

Understand that sooner or later you
are going to be forced to compete
with free in your industry
Someone will figure out how to give away what
you charge for. They will do it through
cross‑subsidies, by software or by some other
means. Your only choice is to come up with a
100 percent price discount yourself and figure
out something else you can sell, or somehow
ensure the differences in quality will overcome
that price difference.

Embrace waste rather than trying to
eliminate waste all the time
Do not worry about things that are getting
progressively cheaper all the time. Eventually,
they will be too cheap to measure so stop
measuring them now. Do not keep on trying to
ride the scarcity model of business when the
world is awash in capacity abundance for
everything. Get ahead of the pricing trends by
moving to free now.

Do not forget free inevitably ends up
making some things more valuable
Value always migrates somewhere else.
A hundred years ago, entertainment was scarce
and time was plentiful. Today, the reverse holds
true. Figure out what is going to become more
valuable when the products in your industry
become free to all and go there now.

Manage for abundance
Recognise that as more and more business
functions become digital, wasting them will not
be such an expensive exercise. Shift away from
having the mindset of ‘Don’t screw up’ to one
which is more ‘Fail fast’. Let people access
resources without restrictions and experiment
more. With any luck, you may be fortunate
enough to uncover new and better profit
opportunities you had never before anticipated
because the resources to try were too expensive.
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Enabling technology: Connectivity
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We are connected in a way we have never been before. The
internet, and associated technological developments, connect
us to our friends and family, businesses, and wider communities.
Connectivity is empowering, and consumers are finding new
ways to leverage technology for benefit. This empowerment,
in turn, drives demand for new technological advances.
Advances in
technology

Consumer
empowerment drives
technological advances

Technology
empowers
consumers

Consumer
empowerment

WiFi

3D Printing

Cheaper and more efficient wireless
connectivity with greater coverage
means we are ‘online’ most of the time.

Falling technology costs have given
individuals access to tools of
production that used to be prohibitively
expensive (such as HD video cameras
and 3D printers).

Cloud

Geo-location

Rising adoption of cloud storage is
facilitating the transfer of data between
applications. Sharing data is
leveraged data.

Ultra-precise geo-location is allowing
a consumer’s physical location to be
known with ultra-precision (Apple’s
iBeacon, part of iOS7, allows location
to the nearest centimeter).

Community connections
Powerful search and recommendation
engines, user ratings and communities
of interest are making it easier to
connect people with similar interests,
share information, and create online
communities.
Source: KordaMentha Internet of caring things, April 2014 trend briefing, trendwatching.com

Enabling trend: You!
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There was a time when banks provided finance, executive teams
ran businesses, designers designed products, factories produced
products, and shops sold products. Technological advances and
consumer preferences are democratising each of these steps
and allowing you, the consumer, to play an active role in each of
the these. New and innovative business models are taking
advantage of these changes.

Traditional Business Model
Key
partners

Key
activities

Value
proposition

Customer
relationships

Leveraging the power of You
Customer
segments

Key
partners

Key
activities

You!
Key resources

Cost structure

Key
resources

Channels

Revenue streams

Cost structure

Value
proposition

Customer
relationships

Crowdshaped (page 16)
Channels

Revenue streams

Crowd funded
(page 15)

Resources (both owned and
leveraged through Partnerships)
are used to devise, design and
manufacture products and
services

Products and
services are
‘sold’ to the
customer

Source: Business Model Generation, Alexander Osterwalder and Yves
Pigneur, 2010. businessmodelgeneration.com

Customer
segments

Sellsumers
(page 17)
Tasksumers
(page 18)

Traditional structures are being turned on their heads.
Consumers increasingly have the power to shape
and fund Value Propositions, and, in some cases,
are the Channel to other Customer Segments.
Innovative business models increasingly recognise
the consumer as a Key Partner in the creation and
distribution of value.
Source: Business Model Generation, Alexander Osterwalder and Yves
Pigneur, 2010. businessmodelgeneration.com

Enabling trend: Crowdfunding

15

Crowdfunding enables an entrepreneur or company to tap the
resources of an entire network to raise money in increments
from a group of people. This model upends the traditional
financing approach, usually contingent on convincing accredited
investors to make upfront financial commitments based on
predicted near-term returns.

There are several types of crowdfunding:
donation-based, loan-based, and equity-based.
Donation-based crowdfunding enables
supporters of an idea to donate money and,
as an incentive, to receive a non-monetary gift,
such as the product initially funded, public
acknowledgement, or the sense of being part
of a community.
Loan-based funding is neither a donation nor an
investment; it is a loan to an entrepreneur that is
returned without interest.
Equity-based funders give money with the
expectation of receiving a monetary return (this
kind of crowdfunding is currently under review by
the Securities and Exchange Commission (SEC)
in the US and may be subject to greater
regulation in the future).
Crowdfunding enables alternative ideas that
might not otherwise attract mainstream investor
attention to gain traction. They often have a
community development angle or social impact
element.
Kickstarter is the world’s largest Crowdfunding
platform and, for many, is synonymous with
Crowdfunding. But since the launch of Kickstarter
in 2009, hundreds of other crowdfunding
platforms have been developed, for everything
from disaster relief to creative projects and
green community projects.8 9

Brikstarter launched in November
2012 alongside the UK edition of
Kickstarter. The company offers to
help people deliver product‑focused
Kickstarter projects, producing
CAD designs, 3D printing models,
making promo videos, and sourcing
manufacturers if funded. Project
creators must agree to give
Brikstarter 10% of initial funds
raised plus 10% of the subsequent
product revenues.

In July 2012 UK-based
healthy fast food franchise Leon
created Leon Bonds to raise
GBP 1.5 million from its customers
(rather than corporate investors),
so it could further expand and
open new locations. Investors
received interest in £eon pounds
(store credit).

And if you’re not ready to give
away equity, but do want to reward
consumer-stakeholders, then learn
from the Barclaycard Ring
MasterCard, a ‘social’ credit card
designed and developed through
community crowdsourcing.
Through a virtual community,
members can suggest and vote
on decisions that affect how the
card is managed and serviced.
Members also share in the
profit generated.
Source: 10 crucial consumer trends for 2013, trendwatching.com

Enabling trend: Crowd shaped
Increasingly, more people will
pool their data, their profiles,
their preferences, in groups
(small and big) to shape new
goods and services.
Via social media, histories, e-commerce, endless
read/watch/play lists, smartphone GPS services
and more, connected consumers are creating
vast profiles and data trails that relate to
everything from their music preferences to their
daily movements.

Small Crowdshaping:
Real-time shaping (and reshaping) of a service
around the preferences of the people in an office,
a restaurant, on a plane: any space right now.
Consumers might not care about the tech that
makes crowd shaping possible, but they will
care about increased relevance – via the
accommodation of their own preferences –
and a novel mode of discovery via the
newly‑experienced preferences of their peers.
See how CheckinDJ (opposite) delivers both.

Big Crowdshaping:
Services intelligently reshaped by the aggregated
data on the preferences or behavior of large
numbers of consumers.
Consumers get a more functional, efficient
service shaped not by opinions of the crowd, but
around the way people really behave. And –
unlike with many existing crowdsourced solutions
– they get it effortlessly, via passive sharing of
their data. That’s what IBM promised when it
Crowdshaped bus route improvements in
Africa (see opposite).10
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CheckinDJ is a crowdsourced
jukebox that arranges a venue’s
music playlist to match the overall
taste of its current patrons. Users
register online or via an app, and
enter their favorite music genres.
The playlist at the venue
automatically adjusts to reflect
their taste.

An on-demand minibus service
calculates optimal route for
those on-board.
Following a successful pilot
scheme, October 2013 saw
Helsinki’s transport authority
increase its on-demand minibus
service Kutsuplus. The service
allows Helsinki residents to
request a minibus via their cell
phone, choosing a start and end
destination. Each bus can carry
nine passengers. Users can opt
for a private journey or a shared
ride, with Kutsuplus calculating
the quickest routes for multiple
drop-offs.

Using cell phone data to improve
bus routes in Africa. During May
2013, IBM’s Dublin research lab
used cell phone data to aid the
re-design of bus routes across
Abidjan, the Ivory Coast’s largest
city. Researchers used time and
location data – collected from calls
and SMS – to assess commuters’
frequent routes and then
compared these to the existing
public transport infrastructure.
According to the data, there were
65 possible improvements that
could reduce travel time by 10%.

Source: 7 consumer trends to run with in 2014, January 2014 Trend
Briefing, trendwatching.com

Enabling trend: Sellsumers
Whether it’s selling their
insights to corporations,
hawking their creative output
to fellow consumers, or
renting out unused assets,
consumers are increasingly
becoming Sellsumers.
There is a plethora of platforms servicing every
aspect of the ever-growing Sellsumer economy,
from apartments to cars to food and beyond.
And, with Sellsumer options now available in
almost every sector, it is likely platforms will
combine or integrate their offerings with other,
complementary platforms: for example, being
notified of local cars to rent when you book
an apartment on AirBnB, or nearby
home‑cooked meals.
The Sellsumer trend is also impacting the
traditional consumer space. As people become
(mini) businesses themselves (or at the very
least deal with fellow Sellsumers more often),
they will expect ‘traditional’ businesses and
brands to behave differently; for interactions to
be more authentic, generous, ‘human’, and on
an equal footing.11
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AirBnB is a website platform for
people to rent out lodging,
including private rooms, entire
apartments, castles (seriously,
there are over 600 available
online) and other properties.
Back in 2009, AirBnB had just
launched. The site recently
announced that the number of
spaces listed on the site grew from
120,000 to 300,000 during 2012,
and in the same year, 3 million
guests traveled using the site.

In April 2013, peer-to-peer car
rental service RelayRides added
its ‘Renting Social’ feature. Users
can advertise the fact that they
want to rent a car to their
Facebook friends, who can then
make their vehicles available
through the marketplace. The
process aims to reduce the
probability of dealing with
unknown third parties.

Thuisafgehaald is a platform which
connects domestic chefs in the
Netherlands to hungry diners.
Launched in March 2012, users
post details of the meal on offer,
set a price (or offer it for free),
indicate when it will be served, the
number of servings available, as
well as a photograph if available.
The site has over 5,500 chefs
registered in the Netherlands, and
has expanded to cover 9
countries, including the US, UK,
Germany and Sweden.
Source: Trends: Refreshed, July/August 2013 Trend Briefing,
trendwatching.com

Enabling trend: Tasksumers
The rapid evolution in
consumer tends is demanding
an entirely new lexicon. If
“Custowners” are consumers
who own a stake in a venture
(through Crowdfunding), and
“Sellsumers” are consumers
who make money from selling
their insights to corporations,
hawking their creative output
to fellow consumers, or
renting out unused assets,
the “Tasksumers” are
consumers who make money
from carrying out small tasks
for other individuals or
corporations.

Amazon’s Mechanical Turks led the way, but
more and more, companies are tasking out
micro-projects to consumers – tiny jobs for which
it makes no financial (or logical) sense to send a
full-time employee, but that still need to get done.
And the hiring of these “tasksumers,” as they’re
called, is quickly becoming a popular way for
people with a little spare time to pocket a few
extra dollars.
While Gigwalk is a business-to-consumer
tasksumer play, the field has also seeped
into the consumer-to-consumer and even
consumer‑to‑business fields, thanks in large
part to the ubiquity of mobile devices. While
there have been businesses catering to this
audience for some time, it was the advent of the
smart phone that allowed them to take off.12 13
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CloudFactory has access to over
half a million remote laborers from
emerging markets that work on
digital tasks. Workers can be
divided into stations (like a factory
assembly line) depending on their
skill level, where they check the
previous station’s work for errors.
‘Cloud Worker Kits’ will be offered
in future, providing the webenabled devices that low-income
individuals need to participate.
Gigwalk is a free app that provides
businesses with a temporary,
mobile workforce. The app
connects users (known as
‘Gigwalkers’) with companies that
need on-location tasks completing.
Gigwalkers are paid to collect,
capture and report back with
real-world data, using their
smartphone. The app pushes each
‘Gig’ to the appropriate person
based on their profile and real-time
location. Tasks include verification
of urban data (such as street
names), confirmation of in-store
product placements, and
information on local real estate.

EasyShift is a smartphone app
from San Francisco that rewards
users for completing ‘Shifts’ (tasks
for other businesses). Shifts are
mapped out so that users can find
the nearest available one, whether
it’s answering a few questions, or
taking a picture of a promotion at a
shopping mall. Payments are made
daily via PayPal, and regular users
can build on their reputation to
reach opportunities for higher pay.
Source: 10 crucial consumer trends for 2013, trendwatching.com

We are all sellers in the sharing economy
The sharing economy has changed the way consumers think
about ownership and created a new level of engagement
between perfect strangers in cities around the world. It is not
just companies who are providing products and services, we all
are. Shared resource models enable customers to access a
product, rather than owning it, and use it only as needed.
Because the product is shared, the model enables efficient,
productive use of a resource that might otherwise sit idle.14

AirBnB

ParkatmyHouse

Provides a platform for those with an
empty room or apartment to rent it out
on a short-term basis.

Enables those with an available
parking space, garage or driveway to
rent it out to others in the community.

Zilok

RelayRides

Provides a platform for owners of
things like cameras, cars, or drills to
rent them to others.

Allows private car-owners to rent out
their vehicles via an online interface.

Source: Model Behaviour: 20 business model innovations for sustainability, SustainAbility
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Business model: fractional ownership
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Fractional ownership is a method in which several unrelated
parties can share in, and mitigate, the risk of ownership of an
asset. Fractional ownership business models originally
developed around high-value tangible asset such as a private
jets, yachts or real estate
Pioneered by NetJets
Fractional ownership originally became popular
for business jets. NetJets pioneered the concept
of allowing businesses to purchase shares in a
jet to reduce costs. With a fractional jet plan,
members will typically fly in any jet available, not
necessarily the one in which they own shares.
The management company will reposition jets as
necessary and provide flight crews. Companies
with greater needs purchase larger shares to get
access to more time.

The NetJet Value Proposition opened up an
entirely new Customer Segment (small and
medium sized corporations that would not
ordinarily be able to afford private jets) but
required new capabilities to be developed around
managing client access to the fleet of jets.
‘Ownership’ is something of a misnomer. Clients
do not ‘own’ any part of the jets, but rather pay a
usage fee. However, the way in which NetJet
manages clients’ access to the jets provides a
benefit equivalent to outright ownership.15

Netjets Business Model Canvas
Key
partners

Key
activities

Private jet
manufacturers

Managing fleet of
private jets
Managing client
access to fleet
Value Proposition required an
entirely new service delivery
framework.

Key
resources

Value
proposition

Customer
relationships

Customer
segments
Small/Medium
corporation

Accessibility
Private jets available
to corporations who
could not previously
afford them

Opened up an entirely new
customer segment

Channels

Service team

Cost structure
Systems management
Fleet management

Source: KordaMentha

Revenue streams
Recurring ‘rental/usage’ revenue
rather than outright asset sale.

Exploring the boundaries of fractional ownership
Whilst fractional ownership business models originally developed
around high-value tangible assets, changing consumer behaviour
is opening up opportunities for fractional ownership business
models around lower value assets and even services.
Evolution of fractional ownership

Source: KordaMentha

Very high value tangible assets
(private jets, real estate) made
available to a broader market
through fractional ownership
business models. Key driver is
accessibility. Without these new
business models, the assets
would be beyond the reach of
the new Customer Segments.

The growing popularity of
car-sharing schemes (such as
Flexicar, GoGet and Zipcar)
represent a significant evolution
in fractional ownership. Whilst
some consumers are attracted to
these schemes due to the large
up front cost of purchasing a car
outright, most customers are
affluent city dwellers who could
afford to own their own car, but
choose not to. The Value
Proposition of these schemes is
more focused on the convenience
and environmental credentials of
car rental by the hour.

Fon attempts to solve the
challenge of Internet accessibility
for consumers while they are
away from their home, office or
other ready-made Internet
networks. Fon allows home WiFi
users to safely share a signal with
others through a Fon Spot and in
return use others’ networks while
away from home. All the Fon
Spots together create a
crowdsourced network where
everyone who contributes
connects for free. The Value
Proposition has nothing to do
with prohibitively high accessibility
costs. It is all about ready access
and convenience.16

Product as service
Ordinarily, when consumers buy a product, they
assume the responsibility for disposing of it.
How many of us have old mobile phones piled in
a kitchen drawer because we are not sure how to
safely throw them away?
Some innovative companies offer their product
as a service. In this model, consumers pay for
the services that a product provides without the
responsibility of repairing, replacing or disposing
of it. The company takes ownership for the

lifecycle of the product whereas that
responsibility was previously transferred to
the consumer.
This model shifts the burden of product repair
and replacement to the company, and offers
customers top product performance at all times,
creating more accountability within the broader
system for product disposal, and higher
likelihood of product repair, reuse and recycling.17
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Rolls Royce
The aerospace, power systems and defense company handles service and
maintenance of the products it manufactures; rather than charging per transaction,
the company uses a TotalCare model focused on achieving outcomes for each
customer. Service provision comprises between 40-60% of annual revenue in
each business unit.
The Value Proposition is ‘getting the job done’. Rolls Royce’s 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.

Hilti
Operating across the United Kingdom, Hilti develops, manufactures and markets
products, such as power tools, for the construction and manufacturing industry.
Its primary customer is the professional contractor.
Ten years ago, the company decided to diversify its offer with the Fleet
Management tool program. Instead of selling tools, the program provides the
service of tool use, allowing contractors to replace tools at any time and an
evaluation system to calculate tool use and age, insurance to cover theft, and
anytime-replacement, all for a monthly fee.
Source: Model Behaviour, 20 business model innovations for sustainability, February 2014, SustainAbility
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Business model: the long tail business model
Paretos’ rule suggests you should direct most of your resources
to the 20% of customers and products that generate the most
revenue. For some businesses though, technology trends are
unlocking considerable value in the forgotten 80% of large
numbers and low volumes.
The Long Tail concept was originally coined by Chris Anderson to describe a shift in the media industry
from selling a small number of ‘hit’ items in large volumes towards selling a very large number of niche
items, each in small quantities.

Top 20%

Long Tail 80%

Focus on a small
number of products,
each selling in
high volume

Focus on a large number of
products, each selling in
low volumes

# of sales

# of products
Source: Business Model Generation, Alexander Osterwalder and
Yves Pigneur, 2010. businessmodelgeneration.com

The Long Tail has become a viable business model due to three trends:
1. The democratisation of the tools of production. Falling technology costs have given individuals access
to tools that used to be prohibitively expensive (such as HD video cameras and 3D printers).
2. Democratisation of distribution. The internet has dramatically lowered inventory, communication and
transaction costs.
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 easier.18
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Case Study: LEGO Factory
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More than half a century after its founding, LEGO is one of the most innovative companies in the world.
It’s not just that the company has been buoyed by the success of the new blockbuster LEGO movie, the
company has consistently remained one step ahead of the innovation curve, releasing new products and
finding new ways to engage users of all ages with its tiny, plastic bricks.
Innovation is working for LEGO today because of the introduction of one crucial element – connection
with its customers. The company tapped into the full power of the crowd, both to crowdsource new
designs for upcoming products and to encourage users to share their designs with the world via
YouTube and other online social platforms. Whether planned or not, LEGO is now part of the DIY Maker
movement, which encourages people to ‘tinker’ and ‘hack’ and find better ways of creating things.
LEGO is now as much about making as it is about playing.
It took the collaboration with consumers a step further by launching Lego Factory. The service allows
users to design their own Lego models, upload them to the company’s website and order them for
delivery. LEGO Design By Me represents a business model built around mass customisation. LEGO took
a step further with the introduction of LEGO Users Catalog. In addition to helping users design their own
LEGO sets, LEGO Design By Me now also sells user-designed sets online. Some sets sell well, other
sell poorly or not at all. But, in aggregate, LEGO has created a new market for its products that is an
alternative to its traditional mass market focus.19 20

LEGO Factory: Customer-Designed Kits
Key
partners

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

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

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

Value
proposition

LEGO Factory
substantially 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.

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

Customer
relationships
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.

Channels
LEGO Factory’s
existence depends
heavily on the Web
channel.

Customer
segments
Thousands of new,
customer-designed kits
perfectly complement
LEGO’s standard sets
of bricks. LEGO Factory
connects customers
who create customised
designs with other
customers, thus
becoming a customer
match‑making platform
and increasing sales.

Revenue streams
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.

Source: Business Model Generation, Alexander Osterwalder and Yves Pigneur, 2010. businessmodelgeneration.com

Enabling technology:
3D printing and ‘cloud manufacturing’
The recent rise of 3D printing has the capacity to not only
stimulate innovation in the way businesses manufacture
products, but may also drive changes in the types of
‘product’ demanded by consumers.
3D printing or additive manufacturing is a
process of making a three-dimensional solid
object of virtually any shape from a digital model.
3D printing is achieved using an additive
process, where successive layers of material are
laid down in different shapes. 3D printing is
distinct from traditional machining techniques,
which mostly rely on the removal of material by
methods such as cutting or drilling (subtractive
processes).
While 3D printing technology has been around
since the 1980s, it was not until the early 2010s
that the printers became widely available
commercially.

Industry Use
Additive manufacturing’s earliest applications
have been at the toolroom end of the
manufacturing spectrum. For example, rapid
prototyping was one of the earliest additive
variants, and its mission was to reduce the lead
time and cost of developing prototypes of new
parts and devices, which was earlier only done
with subtractive toolroom methods (typically
slow and expensive).
With technological advances in additive
manufacturing, however, and the dissemination
of those advances into the business world,
additive methods are moving ever further into the
production end of manufacturing in creative and
sometimes unexpected ways. Parts that were
formerly the sole province of subtractive methods
can now in some cases be made more profitably
via additive ones.21

3D printing technology has improved in the last
few years, and the range of materials that
printers can work with has expanded. More metal
products are being printed, for example. That is
a gain for aerospace industries, which are
increasingly using 3D printing systems to
manufacture aircraft parts. General Electric’s
aviation division announced in October 2013 that
it was installing new 3D printers to fabricate fuel
nozzles. GE now plans to print about 85,000 fuel
nozzles from the printers between 2016 and
2021 for 5,000 new aircraft engines.
GE’s aviation division has been fashioning fuel
nozzles for decades. The 3D printers, however,
make it possible to minutely fine-tune each part to
a degree never before possible and thereby make
every part far more efficient and deliver streams
of fuel far more precisely. GE looks forward to the
finished engines being cleaner-burning, less
accident-prone, and able to combust fuel much
more efficiently.
In addition, GE’s engineers will be able to shed
dozens of pounds off every engine – the
traditional manufacturing processes required
brazing, or fusing, bits of metal onto every nozzle
or turbine to shape it. The printed parts forgo all
of this extra dead weight, so both the engine and
the finished plane will be lighter. And a lighter
aircraft will use considerably less fuel.
The commercial use of 3D printing is also rising
among automobile and household-product
manufacturers. Robert Seuffer, a German-based
firm that produces components for commercial
vehicles and home appliances, announced in
October 2013 that it would incorporate 3D
printers into its production processes. Automotive
parts that might take conventional manufacturing
hardware eight weeks to produce could roll off a
3D printer system within a few days. A 3D printed
part could also only cost a fraction of the
conventionally produced part.22
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Consumer Use
Several projects and companies are making
efforts to develop affordable 3D printers for home
desktop use. Much of this work has been driven
by and targeted at DIY/enthusiast/early adopter
communities, with additional ties to the academic
and hacker communities.
The rapid development of open source 3D
printers is gaining interest in many spheres as it
enables hyper-customisation and the use of
public domain designs to fabricate open source
appropriate technology through online
community conduits such as Thingiverse and
Cubify. This technology can also assist initiatives
in sustainable development since technologies
are easily and economically made from
resources available to local communities.
As the costs of 3D printers come down, they are
becoming more appealing financially to use for
self-manufacturing of personal products. In
addition, 3D printing products at home may
reduce the environmental impacts of
manufacturing by reducing material use
and distribution impact.23
For certain categories of consumer goods, it is
not inconceivable that consumer demand will
shift from products to plans. Online communities
such as Thingiverse and Cubify already offer ‘off
the shelf’ digital designs for physical products.
Need a citrus juicer? Why make a special visit to
the store to buy one, when you download a 3D
plan and print one at home on demand. At the
moment, these designs are primarily
crowdsourced. But what would it look like if
consumer brand manufacturers began to offer
their designs online?
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Two ways to make a duck
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Method 1: Injection molding

Cost per unit

($10,000 for the mold | $20 materials per duck)

$1,000

$100

Method 2: 3D printing
($20 per duck for time and materials)

$10

$1
1

100

200

300

400

500

600

700

800

900

1,000

Units
Source: “Chris Anderson on why he is leaving digital for DIY”, The Atlantic Cities, 5 November 2012

“Three-dimensional printing makes
it as cheap to create single items as
it is to produce thousands and thus
undermines economies of scale. It
may have as profound an impact on
the world as the coming of the
factory did ... Just as nobody could
have predicted the impact of the
steam engine in 1750 – or the
printing press in 1450, or the
transistor in 1950 – it is impossible
to foresee the long-term impact of
3D printing. But the technology is
coming, and it is likely to disrupt
every field it touches.”
The Economist, 10 February 2011

Technology – both the driver and enabler
of innovation
The rapid pace of change, particularly in technology, is
disruptive. But with change comes opportunities. To survive
and thrive, businesses must respond to disruptions within
their industry. Often the technological changes that are driving
disruption can also be harnessed as enablers of innovation
and change.

Banks and credit companies risk losing control of their
future as our mobile devices, cell phones and iPhones
become credit cards

The energy industry and home construction is
impacted as new personal energy infrastructure
management tools, in the form of such devices as the
NEST Thermostat, provide for a significant change in
the way people use energy

Health care will be transformed by medical device
connectivity and bioconnectivity — allowing hospitals
and nursing homes to extend the reach of their
medical professionals to an increasing number of
remote locations

The auto industry will face tremendous change as an
intelligent highway infrastructure emerges as the same
time as intelligent, self-guiding cars and trucks become
a regular part of our daily world

Insurance will be disrupted as we head to a world of
predictive insurance modelling through the use of
sophisticated technologies such as on-board GPS
devices which monitor driver behaviour

“The next big areas of growth will
come from the transformative
change that occurs as Silicon Valley
comes to drive the pace of innovation
in almost every other industry.”
Jim Carroll | Thought Leader and Futurist

Source: Major 10 year trend – the future of every industry to now be controlled by Silicon Valley driven innovation, Jim Carroll, jimcarroll.com
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Silicon Valley is the new Detroit
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The automobile industry is a prime example of technology driven
disruption. The pace, control and speed of innovation is shifting
from auto companies in Detroit (and elsewhere) to the
technology companies of Silicon Valley.
Shifting customer expectations are driving part of that
change as drivers will now expect their vehicles to be
as advanced, easy to use and even as ‘replaceable’ as
their smartphones and tablet devices that are so
central to their lives.

Traditional automotive manufacturers lack the
User Experience capabilities and rapid development
processes to keep pace with these expectations.
A 2012 car could have a system originally designed in
2006 and put into production in 2008 when that model
first hit the streets. These long lead times are no
longer relevant given the pace of technological
development and consumer expectations.24

Driver of innovation
Source of
information

Silicon
Valley

“The industry is going to innovate
at the speed of Apple, Google and
high-tech companies as opposed to
the speed of Detroit. There is a
massive and sudden acceleration
of change that comes with that.”
Jim Carroll | Thought Leader and Futurist

Detroit
2010
Source: Adapted from ‘Trend: The Future of the Automobile
and Automotive Retail’, Jim Carroll

Not that long ago

Sooner than you think

cars were starting to arrive
with built-in GPS

autonomous vehicles everywhere

a multi-disc CD changer was
a really cool accessory!

augmented reality screens with heads up display in most cars

auto companies were putting
‘MP3 plugs’ into cars
Bill Gates announced Ford
Sync at the Detroit Auto Show

a SIRI button in every car
glasses-free 3D dashboards
interactive in-car billboards (i.e. a store interacts with you via your
social network relationship, and alerts you there’s one nearby. You
simply say, ‘take me there!’)
open-platforms for extensibility and customisation of the in-board
dash!

Source: Adapted from ‘Trend: The Future of the Automobile and Automotive Retail’, Jim Carroll
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Looking forward

Is your industry heading in the same direction as
Detroit’s automobile sector? In our final paper we
look at what can be done to encourage innovation,
as well as some of the associated risks.

Looking forward
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Understanding business model innovation and implementing it
are two very different things. In our final paper we look at what
can be done to encourage innovation, as well as some of the
risks associated with it.

WHY

WHAT

WHERE

HOW

The need to innovate
Why do we need to innovate?

Understanding innovation
What is business model innovation?

The drivers and enablers of innovation
Where is innovation happening? What trends are driving it?
What technological advances are enabling it?

How to innovate
How should companies go about innovating?
And what are the risks?
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