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Abstract—This paper proses a three-tier innovative business
model for firms, consisting of a competitive advantage facet, a
conceptual model and a financial model, and advances an
innovation business model on the determinants of competitive
advantage in global competition. Competitive advantage is
the most important core concept in the field of business
strategy, and it is also the sum of the performance of
enterprises in the competitive market. Through the three-tier
business model, the overall synergy of competitive advantage
is exerted. We believe that this paper will stimulate future
empirical research on this important topic and positive
implications for firms™ managers and policymakers.
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I.  INTRODUCTION

It is a business model innovation age! The competitive
niche of enterprises tomorrow is no longer just a novel
product and process management, but an innovative
business model. As Prof. Dr. Oliver Gassmann’s statement,
in “The Business Model Navigator” (2014), in the past,
many internationally renowned companies, such as Agfa,
American Airline, Motorola, Nokia, Kodak, have been
able to successfully gain great performances. However,
why do these companies lose their competitive niche? The
answers are simply horrifying: they have failed to adjust
the business model with the times and lost the first
opportunities.

The term business model was not until the massive
diffusion of the Internet that it gained wide recognition in
managerial literature and among business professionals.
Business model has been referred to as an architecture,
design, pattern, plan, method, assumption, a tool (e.g. [1],
[2], [3]) and statement [4], and managerial philosophy [5].

We can say that the starting point is that a business
model can be conceptualized as the sum of material,
objectively existing structures and processes as well as
intangible, cognitive meaning structures at the level of a
business organization. Theoretically speaking, the aim is to
merge existing understanding on the material aspects of
business models with theories concerning cognitions and
industry belief systems [6]. From a managerial point of
view, the primary contribution of this archetype is the
explicit definition of the scope of the intuitively clear but
theoretically vague business model concept. In simple and
straightforward terms, business models are stories which
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describe how firms work [2], or abstract representations of
businesses operations [7].

This paper attempts to make up for the theoretical gaps
in the competitive advantage research in the business
model, and combines the above two-level business model
[8] and competitive advantage as the main facet and
Integrate to this innovation three-tier business model. And
the purpose of this paper is to develop a framework for a
useful business model to be followed by firms for
establishing a competitive advantage.

Il. LITERATURE REVIEW

A. Business Model

The business model concept has its origin in corporate
practice [9]. Affected by the necessity to comprehend new
ways of earning money and to convince potential investors
and stakeholders, most of the early definitions of business
models focus on the concept’s ability to explain “how a
firm will make money” [10] and “how enterprises work™
[11]. More recent attempts to define the term “understand
business models” as the representation of the “design or
architecture of the value creation, delivery, and capture
mechanisms” [12] an enterprise employs. According to this
understanding, business models are considered to serve to
commercialize innovations as they allow firms to deliver
the value of a service or product innovation to their
customers meanwhile capturing the related revenues [13].

B. Competitive Advantage

Porter suggests that performance of a firm in
competitive environment is due to its unmatched
competitive advantage in that particular environment. He
suggested three distinct strategies for gaining competitive
advantage namely low cost, differentiation advantage and a
successful focus strategy. He defines competitive
advantage as the heart of the company's performance in a
competitive market [14], but after decades of great
expansion and ability it has led many companies to lose
sight of competitive advantage in strive for further
expansion to pursuit diversification [15]. He argues
competitive advantage is the result of a value creation
implementation [16].

C. The Two-tier Business Model

1) The conceptual model

The conceptual model aims to describe a business,
comprising of key components, including innovation,
resource, market, and value. The conceptual model also
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specifies the relationships between these components. In
summary, the innovation describes what a business will do;
the resource addresses how a business will fulfill the
innovation; the market specifies who will become the target
customers; and the value represents why a business can
survive and sustain.

2) The financial model

The essence of a business model is in defining the
manner where a business delivers value to customers,
entices customers to pay for the value, and converts those
payments to profit [17]. A business model should be able
to reflect financial conditions in a business [18]. .In which,
Christensen shows that the cost is an important financial
component [19]. The revenue means all possible incomes
from the products or services a business supplies, the profit
is equivalent to the revenue minus the cost, or the profit can
be the financial performance for subtle analysis.

3) The two-tier view

The cost and revenue are the other (monetary) side of a
coin for resource and market, respectively. When a
business delivers the value to its customers, hopefully the
business can get enough revenue and turn the revenue into
profit. A business needs profit to stay in business [20]. A
win—win situation happens when customers obtain the
value and the business makes the profit. The dash lines in
link the two tiers of analyses where these dash lines show
the correspondences between the components in the
conceptual model and the components in the financial
model. The cost, revenue, and profit are the corresponding
financial component for the resource, market, and value,

respectively.
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Figure 1. Three-tier innovative business model.

I1l. BUSINESS MODEL OF COMPETITIVE ADVANTAGE

In 2006, Pohle explains that within corporate practice,
business model innovation has been identified as a
promising approach for firms to respond to changing
sources of value creation in times of high environmental
volatility [21]. This underlines the necessity to derive a
better understanding of the phenomenon as well as it drives
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and legitimates the rising academic interest in the topic. In
consequence, the need for an overview of extant literature,
the identification of prevalent patterns within extant
contributions, a suitable theoretical foundation, and a
structure guiding future academic research in the field
becomes obvious [22]. Based on the above review of the
widely ramified literature, we would propose a generic
business model, as in Fig.1, that includes the following
causally related components and corresponding examples,
starting at the conceptual model level: (1) innovation, (2)
resource, (3) value, (4) market.

A. Innovation & Competitive Advantage

Innovation is widely regarded as a critical source of
competitive advantage in an increasingly changing
environment ([23], [24]). According to management
scholars, innovation capability is the most important
determinant of firm performance [25]. For example, as a
global innovation company, 3M claims that innovation is
in its DNA. Innovation is in the essence of 3M's strategy,
culture, operations, and organizational structures and
practices. 3M's innovation culture is team based and
collaborative. Customers, suppliers, and other stakeholders
are innovation partners. Intellectual property rights and
patent protection are important to 3M's successful
innovation strategy. The ability to change and successfully
engage with new distributors and suppliers and to bring
products to multiple markets is crucial to 3M's success [26].
According to the above, 3M has always used innovative
products as a means to dominate the market, but the actual
operation aim of improving the differentiation, can
significantly lead the competition, increase profitability.

B. Resource & Competitive Advantage

This paper tries to explore the practical intersection of
operations management and strategy from resource-based
view by evaluating and developing the sustainability level
of operational competitive advantage, that how well the
resource-based strategy can support its operations.
According to Resource Based Theory (RBT), firms that
possess valuable, rare, imperfectly imitable, and
non-substitutable resources gain competitive advantage,
owing to firm heterogeneity in the distribution of these
resources and their imperfect mobility across firms [27].
For example, take the introduction of TOYOTA vehiclesin
Japan Lexus into the premium car market as an example:
since the 1970s, Japan's TOYOTA car manufacturers
began to show high-quality and low-cost competitive
advantage in the international automotive market, and in
the conditions of various tangible, intangible resources,
relying on the accumulation, creation of knowledge, and
make good use of knowledge, Compete with a strong
competitor. Toyota has not only continued to strengthen
these capability assets, and further broke through the
division of its original product line into the premium
vehicle market. This means that its product design and
manufacturing capabilities have improved, breaking the
mobility barrier and competing directly with the world's
top car leaders [28]. This is a distinct case, from the
enterprise  resources of organizational knowledge
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management, strategic management ability, to build an
effective differentiation competitive advantage.

C. Value & Competitive Advantage

These scholars, [29], [30], [31], [32], and [33], all
believe that the re-adjustment of organizational strategy
should be a customer value transfer that tends to advantage,
Wood  pointed out with the change of time and
environment, customer value will be the source of
competitive advantage in the 21st century [34]. They found
that there are many companies that successfully manage
the organization's operational performance through
customer value. For example, Friulintagli specializes in the
production of paper and veneer wrapped profiles and doors,
furniture elements and flat-packed furniture, as an artisan
furniture manufacturer, in the development and production
of large quantities of low-cost products for mass retailers.
Friulintagli’s green strategy was initially a response to the
requests of one of its customers, IKEA, which was
concerned with increasing the environmental performance,
but it is now becoming more ‘proactive’. Its willingness to
take on the sustainability challenge reinforced its
competitiveness with respect to Asian producers, such as
the use of cheaper raw materials, the purchase of new
equipment that is more common on the market, and the use
of lower labour costs. IKEA has continued to increase its
supply from Friulintagli, and business with IKEA now
represent up to 70% of its total turnover and has motivated
much of the recent growth of the company. And the
efficiency improvement that comes with the expansion of
the scale of operation is finally reflected in the reduction of
unit cost, which is the low cost strategy that conforms to
Porter's competitive advantage axis.

D. Market & Competitive Advantage

Driving Market competition could encourage businesses
of high innovation in order to achieve a sustainable
competitive advantage. Sustainable competitive advantage
can be seen from the accuracy of the company in the
market to provide products in response to consumer
demands of product quality, customer needs, procurement
of new markets and product innovation. Scholars such as
[35] and [36] seminal works have been widely used to
denote the importance of a firm's market-oriented
behaviors in sustaining competitive advantage. If we can
target the right markets, with the right innovations, this can
also lead quite naturally to disruptive innovation and
sustainable competitive advantage. For example, in the
1970s, Xerox set up its own operations in the U.S. market,
responsible for operations, maintenance, but when
Japanese copier manufacturers entered the U.S. market,
they could not have enough money to build their own
business network. So taking a dealer approach, while
profits must be shared with middlemen, but also save a lot
of money costs. As sales of goods grow, professional path
members appear because of the size of the economy, and
the products/services offered by the firm differ from the
features or characteristics offered by other competitors,
and these differences are valuable to customers, which we
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call differentiation [37]. This is also consistent with the
differentiation in Porter's competing advantage spindle.

IV. CASE STuby

Alibaba Group Holding Limited (Alibaba or "the
company") is an operator of online and mobile
marketplaces in retail and wholesale trade. The company is
also engaged in the provision of cloud computing, online
shopping platforms, wholesale marketplaces, marketing
services, logistics services and business-to-business
marketplaces. Alibaba provides various brands such as
Tmall, Juhuasuan, 1688.com and AliExpress among others.
The company provides infrastructure for technology and
marketing reach that helps the business to expand its
presence through online business. Alibaba Group has
interest in Ant Financial Services, which operates Alipay,
an online payment platform in China It has offices in China,
Singapore, India, the UK and the US. The company is
headquartered in Hangzhou, China. This is consistent with
the conceptual model component mentioned in the
previous section 3. as “Resource”.

Alibaba began in 1999, and in 20 years has grown to
become an indomitable presence in the Chinese
e-commerce market. It has expanded to offer both business
to business (B2B) and business to consumer services,
consumer to consumer, third party online payment, and
web platforms related to merchandise. Taobao, one of the
group’s websites, is one of the most visited globally. The
Chinese market in itself has grown inexorably, providing
fertile conditions for the company’s expansion and Alibaba
has established itself as a dominant force in the domestic
market. It has also been able to tap into the Chinese
consumer’s psyche. Following years of successive growth,
the company now looks to rival many Western online
companies, such as Facebook and Amazon. This is
consistent with the conceptual model component
mentioned in the previous section 3. as “Market”.

Beginning in Jack Ma’s apartment, Alibaba has
capitalized on a rapidly expanding Chinese market with a
model which feeds itself. Rapid expansions in internet
users in China, along with developing middle classes
means there will be much demand for online shopping. The
company’s original remit as a provider of B2B services has
crept outwards, securing positions in many channels of
e-commerce which have grown to become some of the
most popular websites in China and globally. The
marketplace effect feeds into the company’s capabilities,
its monolithic presence in Chinese online retail allowing it
to negate search engines and capture more income from
advertisers, as is the case with Taobao. He also said: “In
other countries, e-commerce is the way of shopping, in
China is a way of life.” In a sense, Alibaba's emergence and
development enlightened the Chinese business model
innovation consciousness, leading the new wave of
economic development with e-commerce as the main issue.
This is consistent with the conceptual model component
mentioned in the previous section 3. as “Value”.

In the last 20 years, B2B and B2C markets have
witnessed major structural changes and the emergence of
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new business models, online marketplaces, and Web-based
platforms which aim at operational efficiencies in the value
chain. These markets are also the result of new
technologies and globalization which brought efficiencies
and new opportunities in international entrepreneurship
[38]. In just 20 years, e-commerce has grown significantly
with diverse business models and efficient markets
([39],[40]). Because of the importance of Web-based
markets and SMEs’ growth [41], Alibaba has become a
major B2B company and an online marketplace. The
company continues to grow by leaps and bounds beyond
China and has made strategic investments and alliances
with firms such as Yahoo, Microsoft, Softbank, and others.
Alibaba’s mission statement says: “To make it easy to do
business anywhere” [42] which definitely reflects its global
ambitions and expansion. No wonder The Economist [43]
called Ma “China’s pied piper.”

Alibaba's success depends mainly on the outstanding
ability of technological innovation and business model
innovation. In terms of technological innovation, Alibaba
took the lead in building a sound big data system and data
management platform, and using large data technology as a
support, developed the e-commerce platform (Taobao,
Tmall, etc.), logistics data platform (Cai Niao network) and
third-party payment platform (Alipay operated by Ant
Financial), from the business layer to achieve information
flow, logistics, In terms of business model innovation,
Alibaba has led China's online trading by providing an
Internet sales platform, upsetting the traditional offline
business model. Obviously, Alibaba embarked on an
interactive development path that supports business model
innovation with technological innovation and leads
technological innovation with business model innovation,
as shown in: In recent years, Alibaba has applied a large
number of big data and cloud computing technology,
developed digital operation platform, and supported the
realization of its three major strategies-globalization,
ruralization and datalization, so as to create stability,
healthy and sustainable business system. This is consistent
with the conceptual model component mentioned in the
previous section 3. as “Innovation”.

As above, regarding the competitive advantage, Porter
(1985) considers it to be a unique and superior competitive
position of the company in the industry for a long time. It is
a high market share or better profitability. The conclusion
of this case study fully shows that Alibaba successfully and
sustainably focuses on online and mobile marketplaces
which targets small and medium-sized enterprises (SMES)
and other businesses in global markets, and provides the
use of win-win low operating costs (both sides affordable)
B2B website or mobile APP clients to get closer to the
customers to complete business transactions which allows
companies to expand their business through innovation and
technology and be in the best position to compete in the
domestic or global market and become the global leader.
The distinct capabilities due to its uniqueness and scarcity
in the market give a competitive advantage to the firms
who possess it. These key factors also match with Porter’s
suggestion that performance of a firm in competitive
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environment is due to its unmatched competitive advantage
in that particular environment, and also meet the three
distinct strategies for gaining competitive advantage
namely low cost, differentiation advantage and a successful
focus strategy.

V. CONCLUSION

Up to the present time, unprecedented pace of
technological innovation has created a business
environment that is more complex and turbulent than ever.
Such characteristics severely impede traditional sources of
competitive advantage and favor flexibility and speed,
which, in turn, demand new forms of organizing value
creation. Thus, although technology innovation as such is
critical to meeting the demands of today’s complicated
markets, it must be accompanied by Business Model
Innovation to allow firms to compete successfully. The
influence of business model on business competitive
advantage comes from four main aspects: (1) a good
business model is a competitive advantage in itself; (2)
Through the choice of model surface, enterprises can
design the most value-creating methods for customers, and
thus create value for enterprises; (3) The choice of mode
interacts with the resource allocation matter, and (4) the
business model should be the best method of resource
utilization in the scope of enterprise management.

There is no doubt that our urge to develop and refine the
notion of competitive advantage is to have practical use of
this term which will be used by managers to devise more
appropriate strategies for their firms. We feel that unless
we do not have a taxonomical framework for competitive
advantage it will be a merely a theoretical concept and will
be less helpful for managers to use it for their strategy
making. We think that superior economic performance is
not the result of any single source, strategy, capability and
conditions rather it is outcome of amalgamation of all these.
The notion of competitive advantage is vital for supreme
economic performance and managers must have adequate
knowledge about the past, present and future of all those
factors and conditions which generate competitive
advantage for their firm, and to pay attention that no single
strategy, competency and resource can guarantee
competitive advantage. To devise a strategic path which
will yield superior economic performance for the firm
managers have to enlist those factors which have their
highest share in the superior economic performance for
their organization [44].

The paper provides firms a taxonomical structure of
innovation three-tier business model for identifying
sources of competitive advantage. It helps managers to
make a check list for gaining and sustaining competitive
advantage. The underlying taxonomy is based on
conceptual mind map and based on the generalized logic
on which all firms operate. We however do not claim that
these taxonomies are final and no more further point can be
added to the proposed taxonomies. We believe that these
taxonomies are merely guiding check lists just like a
patient uses the physical checklist in the hospital. But
availability and careful study of checklist does not mean
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that it will make you pilot. For a manager this taxonomical
framework help to identify the main source of competitive
advantage relevant to his /her firm. From this taxonomy
managers will be able to devise competitive strategies to
gain sustainable competitive advantage which is the
ultimate goal of a managerial job.
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