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Course 3: Digital Business Model

I. Digital Business Model fundamentals and foundations

The paradigm shift driven by pervasive technologies such as Artificial Intelligence
(AI), the Internet of Things (IoT), cloud computing, and 5G has created a new digital
business environment. In this context, the Digital Business Model (DBM) has emerged
as a critical field of study and practice, representing the fundamental business logic and
principles of enterprises that leverage and exhibit characteristics of digital
technology.

I.1. Defining the Digital Business Model (DBM) in academic context

The evolution of digital technology is recognized in the academic literature as a
definitive "business game changer". Consequently, the ability of an enterprise to design
and implement a business model rooted in digital characteristics is now considered one
of the most important capabilities for survival and vigorous growth in the era of digital
innovation and entrepreneurship.

A DBM is not merely an existing business model that has adopted digital tools; rather,
it represents a new business trend that is designed to tap into new sources of value
creation, construct unique digital business logic, and ultimately reshape the pattern of
industrial competition. Despite the topic's profound importance for both management
practice and academic research, the specific connotation and unique performance
attributes of DBMs often remain unclear due to the varying research perspectives and
contexts applied across different industries. This ambiguity highlights the necessity for
advanced study into the formation mechanism and action path of digital business
logic.

The core realization for advanced entrepreneurs is that the digital shift represents a
mandate for fundamental transformation, moving far beyond simple optimization.
Research confirms that digital transformation is about systemic change, not just
technology adoption, requiring businesses of all sizes to "reinvent themselves and
substantially change their organizations" to thrive in the new digital economy. The
strategic effort must therefore focus on reconfiguring the internal architectural core and
the external ecosystem simultaneously, rather than approaching digitization as an
iterative improvement of linear, existing processes. The degree of disruption posed by
digital forces necessitates this reinvention, as merely tweaking past management
practices is insufficient for future success.

I.2. The unique DNA of Digital Value Creation

Academic literature consistently emphasizes that DBMs exhibit unique structural
elements that are intrinsically shaped by technology, differentiating them significantly
from traditional Business Models. These differentiating elements structure how the
firm relates to the market, how it operates, and how it captures value:
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1. Content: This element defines the experience offering and details how the
company connects to the market. In DBMs, the value proposition shifts away
from a singular, static product toward continuous utility and a holistic experience
offering.

2. Architecture: This describes the resources, activities, and ecosystem necessary
to enable the offering. Digital architectures are characterized by data, digitized
business processes, and the resulting infrastructure.

3. Value Sharing: This involves the capital and revenue mechanisms that are
uniquely structured and enabled by digital technology.

This emphasis on the experience offering and the encompassing ecosystem means that
the creation of value becomes inherently linked to the platform’s network.
Entrepreneurs realize value by selling access, continuous connectivity, and utility,
rather than focusing on the transactional sale of a non-digital, static product. The
principal drivers for adopting these models are the maximization of revenues through
high levels of customer engagement and the reduction of costs via automated
processes. Consequently, performance measurement shifts from simple transaction
volume to metrics related to continuous engagement and the overall health of the digital
ecosystem.

Table I summarizes the critical distinctions in DBM components that demand
entrepreneurial attention.

Table I: Unique Elements Differentiating Digital Business Models

Traditional BM Focus Digital BM Focus Significance for Entrepreneurs
Value  Proposition (Static Experience Offering and Focus on utility, dynamic pricing,
Product/Service) Continuous Customer and continuous iteration
Connection
Resources and Capabilities Digital Architecture (Data, Reliance on data infrastructure and
(Physical/Tangible) Activities, Ecosystem) partnerships (internal/external
integration)

Revenue and Cost Structure Value Sharing Shaped by Monetization often tied to network

(Linear/Transaction-based) Technology size, data insights, or subscriptions

I.3. The strategic imperative: Assessing Digital Transformation

A powerful, established framework for assessing digital readiness and formulating a
comprehensive transformation strategy is provided by Peter Weill and Stephanie
Woerner’s research at MIT CISR. Drawing on extensive data from over a thousand
enterprises, this framework offers six key strategic questions designed to help leaders
clarify the path to higher value and build the "Next-Generation Enterprise". These
questions serve as a common language for entrepreneurs to assess the threat posed by
digital disruption and to articulate a compelling vision for success :
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1. What is the digital threat and opportunity? This requires assessing the scale
of market disruption.
2. Which business model is best for your enterprise’s future? This involves
strategic model selection and comparison.
3. What is your digital competitive advantage? This defines the organization's
uniqueness in the digital space.
4. How will you connect using mobile and IoT? This addresses the design of the
connectivity architecture.
5. Do you have the crucial capabilities to reinvent the enterprise? This
evaluates internal organizational readiness.
6. Do you have the leadership to make the transformation happen? This
assesses cultural and organizational readiness.
The central implication of this framework is the acknowledgment that digital
transformation is fundamentally about organizational change and reinvention, rather
than merely technological adoption. For entrepreneurs, using this framework ensures
that strategic focus remains on the organizational restructuring and leadership
commitment required to implement a new business model, recognizing that
technological capacity alone cannot guarantee success.

I1I. Core strategic theories for Digital Competitive Advantage

The success of DBMs is predicated upon the mastery and integration of specific
strategic management and economic theories that account for hyper-competition and
exponential growth cycles. Two theories stand out as foundational to achieving
sustainable advantage in the digital environment: Dynamic Capabilities and Network
Effects.

I1.1. Dynamic capabilities (DC) and DBM longevity

Dynamic Capabilities Theory (DC) is recognized as a necessary extension of the
Resource-Based View (RBV), offering a framework to explain strategic decisions in
highly turbulent and rapidly changing environments. DC focuses on the organizational
capabilities required to integrate, build, and continually reconfigure internal
competencies and routines. The challenge posed by accelerated digitalization
necessitates that companies execute strategies that allow for the quick adaptation of
their resources to remain market competitive.

A firm's strength in DC directly shapes its proficiency in complex processes such as
business model design, innovation, implementation, and systemic change. These
capabilities are rooted in resources that conform to the VRIN criteria: Valuable, Rare,
Inimitable, and Non-substitutable. In the digital sphere, VRIN resources are
increasingly derived from proprietary digital assets, particularly unique data sets, the
sophisticated algorithms that interpret them, and the organizational culture that allows
for rapid experimentation and learning. These digital VRIN resources fundamentally
enhance adaptability and support the development of sustainable business models
capable of maintaining a long-term competitive advantage.
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I1.2. Harnessing Network Effects (NE) for exponential growth

Network Effects (NE) describe the phenomenon where the value of a good or service
increases for all users proportionally to the number of other users engaging with it. This
positive feedback loop drives greater user engagement, accelerates growth, and
reinforces market position.

The economic significance of NE is profound: the greater the number of users (buyers,
sellers, or peers), the greater the network effect, and consequently, the greater the value
created by the offering. This mechanism ensures that a company’s market share tends
to grow substantially faster than competitors, often leading to market consolidation and
the creation of "winner-takes-all markets," a concept exemplified by companies like
eBay. For early-stage entrepreneurs, the strategic implication is clear: companies
leveraging NE often experience rapid growth rates, and once they gain a leadership
position, they tend to stay ahead, as demand growth accelerates with size. This explains
the common digital strategy of competing fiercely early on—even giving away the
product or service for free—to achieve network leadership, allowing them to raise
prices afterward. In essence, the existing user base becomes the most effective sales
force.

I1.3. The interplay of DC and NE

Digital competitive advantage is not achieved by applying these theories in isolation;
rather, success hinges on the strategic interplay between them. Network Effects provide
the mechanism for exponential demand growth, acting as an accelerator of market
presence and user acquisition. However, an entrepreneur who successfully ignites a
network effect will quickly face insurmountable scaling challenges unless the
organization possesses strong Dynamic Capabilities. Dynamic Capabilities, through
their function of sensing, seizing, and reconfiguring resources, act as the governor and
sustaining mechanism, enabling the organization to translate explosive, NE-driven
demand into a profitable and sustainable business model. Therefore, the capability to
manage rapid change (DC) is a prerequisite for sustaining rapid growth (NE).
Furthermore, the nature of core strategic resources changes in this dynamic context.
VRIN resources, which are foundational to DC , are often defined by data pipelines
and machine learning models in Al-driven enterprises. The most valuable and
inimitable resources are the proprietary, closed-loop data ecosystems that continuously
feed the AI architecture. An entrepreneur's primary strategic focus must shift from
acquiring physical or generalized assets to architecting these unique digital data
resources, thereby establishing an unassailable foundation for long-term competitive
advantage.

Table II illustrates the complementary roles of these two strategic theories.

Table II: Strategic Interplay of Dynamic Capabilities and Network Effects

| Theory | Mechanism | Role in DBM Success | Strategic Outcome | |---|---|---| |
Dynamic Capabilities (DC) | Integrating, Building, Reconfiguring VRIN Resources |
Ensures internal flexibility and adaptation to external change. | Sustainable competitive
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advantage and longevity | | Network Effects (NE) | Value increases with user base
(Positive Feedback Loop) | Drives rapid market penetration and volume growth. |
Winner-takes-all market dominance and competitive insulation |

II1. Frameworks for designing and analyzing Digital Business Models

The successful design and analysis of DBMs require strategic frameworks that can
account for digital complexity, dynamic adaptation, and ecosystem participation.
While the traditional Business Model Canvas (BMC) provides a valuable foundational
tool, it necessitates significant academic adaptation for the digital age.

II1.1. The Business Model Canvas (BMC) and its digital adaptations
The original BMC, based on Alexander Osterwalder’s work, serves as an excellent
strategic management template for developing new models and documenting existing
linear ones, visually representing a firm’s value proposition, infrastructure, customers,
and finances across nine building blocks. However, the traditional BMC is
characterized by being static, as it struggles to capture changes in strategy, the
evolution of the model, or the complex interaction between components. Critically, it
is criticized for its conceptual isolation from the surrounding environment, including
industry structure, societal stakeholders, and the natural environment.
Academic literature confirms the necessity of adapting the BMC for the digital context
to enhance the likelthood of success for digital business practitioners. These
enhancements often involve integrating new components and stressing dynamic
elements:
o Early Adopters: These customer segments are crucial for rapidly launching and
sustaining network effects.
« Investment Sources: Reflecting the often-high upfront capital requirements for
building scalable digital architecture.
« Employee Relationships: Acknowledging the intense competition for
specialized digital talent.
Furthermore, digital adaptations often revamp frameworks like Barney’s VRIO model
(Value, Rarity, Imitability, and Organization), placing renewed emphasis on resources
and capabilities within the novel digital context.
The BMC should therefore be treated not as a static final plan, but rather as a dynamic
modeling tool that must be continuously re-validated and adjusted. The utility of the
adapted canvas lies in forcing entrepreneurs to analyze the dynamic elements—Iike
VRIO and early adopter dynamics—that feed growth and adaptation capacity
(Dynamic Capabilities). Beyond purely digital concerns, adaptations like the Circular
Economy template extend the BMC to include circular value creation structures and
the ecosystem idea as an explicit enabler, necessary for achieving sustainable digital
design.
II1.2. Taxonomy of DBMs: Conceptual dimensions and archetypes
To overcome conceptual ambiguity and provide a common language for research and
practice, taxonomies have been developed to classify the generic ‘building blocks’ that
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make DBMs unique. These taxonomies generally classify DBMs across four
fundamental generic dimensions derived from prior business model research, applied
here to the digital domain :

1. Value Proposition: Defines the market offerings, which may include purely
digital products and services, or physical products that are significantly enriched
by complementary digital services.

2. Value Architecture: Refers to the configuration of core resources and
capabilities, specifically emphasizing digitized business processes, proprietary
data, and internal infrastructure.

3. Value Network: Depicts the interactions and relationships with external
partners, involving the complex inbound and outbound integration of suppliers,
partners, and customers.

4. Value Finance: Captures the economic configuration, including cost structures,
pricing methods, and digital revenue streams like subscriptions, advertising, or
data monetization.

Analysis of these dimensions reveals that the DBM’s architecture dictates the nature
of its revenue capture. Highly integrated, digitized architectures (Value Architecture)
are designed for continuous value delivery, making the up-front investment in digital
infrastructure the essential strategic prerequisite for securing recurring revenue streams
(Value Finance).

I11.2.1. Digital platform archetypes

The dominant DBM archetype analyzed across various industries—including retailing,
manufacturing, and health—is the Digital Platform. Digital platforms are
characterized by a coherent set of digitized business processes, data, and infrastructure,
typically focusing on five distinct functions :

« Internal integration (linking company-internal resources).

« Integration of suppliers.

« Integration of partners.

« Inbound integration of customers.

o Outbound integration of customers.

Platforms can be further categorized into specific typologies, such as Aggregation
(listing  services), Social (connectivity), and Mobilisation (coordinating
action). Critically, any of these forms possess the potential to evolve into Learning
Platforms, which systematically leverage continuous data feedback loops from all
integrated parties to enhance service, thereby creating a reinforcing cycle of value.
Table III summarizes the conceptual dimensions required for comprehensive DBM
analysis.
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Table III: Conceptual Dimensions of the Digital Business Model Taxonomy

Dimension Traditional Focus  Digital Contextualization Example Archetype
Value Singular Digital offering, physical products Content Platforms,
Proposition Product/Service augmented with services, customer Linear EdTech
experience
Value Physical Assets, Digitized processes, data Enterprise SaaS, Al
Architecture  Core Competencies  infrastructure, internal integration of Factory
resources
Value Suppliers, Integration of partners/suppliers, Platform eCommerce,
Network Distributors inbound/outbound customer Ride-Sharing
integration (Platform function) (Mobilisation)
Value Finance Sales Revenue, Subscriptions, commissions, Linear eCommerce,

Margins

advertising, data monetization

General Search




