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ABSTRACT

The constructs ofe-deployment ando-deployment have been central to discussions of scope
economies in diversified firms. We argue however that these constructs are also significant in
the context of single business firms. Increasingly, changes in technology and demand
preferences have provided opportunities for entrants to attack incumbents with a different
business model, one that may neutralize the incumbent’s advantage for at least some set of
customers (e.g. Netflix versus Blockbuster). In such a context incumbents often respond by
modifying their business model. We note that several of the business model-altering responses of
the incumbent can be characterized in termscedeployment ande-deployment benefits and

costs, whereo-deployment benefits/cost apply to the scope economies/diseconomies in running
multiple business-models within the same firm aedleployment benefits/costs apply the
implications of moving assets from one business model to another. We then examine the set of
strategic choices faced by the incumbent in competing with an entrant with a different business
model. We identify five set of factors that are likely to influence the decision to choose between
these alternatives uncertainty spawned by the new business model, market segment targeted by
the new model, the within-business-across-business-model co-deployment and re-deployment
benefits and costs, the across-business co-deployment and re-deployment benefits and costs, and
the incumbent’s prior performance history. Although some of these choices have seen some
work, most remain relatively underexplored in the strategy literature. We highlight the potential
for research in this area with a set of propositions that identify key conditions that should hold
true for a particular strategic choice to be picked by an incumbent.
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INTRODUCTION

Historically, the construct of scope economies has been used to explain firm performance in the
context of research on diversification and firms’ entry into multiple businesses. In such analyses
scope economies usually emerge in two forms, synetlgg contemporaneous sharing of
resources across markets leading to super-normal returns (e.g. Panzar and Willig, 1981) - and
resourcee-deployment benefits the benefits originating from the withdrawal of a resource

from a context to use it in a different one (e.g. Helfat and Eisenhardt, 2004). These constructs
have been implicitly or explicitly — referred taasthe core mechanisms to explain the

antecedents and effects of various managerial choicesliiple literatures (eg. Helfat and
Eisenhardt, 2004; Karim and Mitchell, 2000; Sakhartov and Folta, 2014a,b). For instance, the
mechanism of resource-deployment has been referred to in the context of research on the
performance of acquisitions (e.g. Capron, 1999; Capron, Dussauge and Mitchell, 1998; Capron
and Mitchell, 1998; Capron, Mitchell, Swaminathan, 2001); on the impact of prior experience or
preadaptation when entering new settings (e.g. Cattani, 2006; Klepper and Simons, 2000) and on
the reuse of comptheentary assets in new contexts (e.g. Mitchell, 1989; 1991; Rosenbloom and
Christensen, 1994); research on performance heterogeneity between de novo and de alio firms
(Carroll, Bigelow, Seidel, Tsai, 1996; Ganco and Agarwal, 2009; Sosa, 2013). Similarly, the
construct of resource co-employment and the achievement of synergies has been a core
mechanism identified as underlying the relationship between firm diversification and
performance (e.g. Bettis, 1981; Bettis and Hall, 1982; Grant and Jammine, 1988; Rumelt, 1974;

1982).

Yet, the constructs also have important implications for single business firms. The

possibility of sharing resources across multiple value chaingg@eployment) or withdrawing
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resources from one use and applying them to anothere{deployment) are in fact very

meaningful mechanisms in the context of a single business firm as well. In particular in this
paper we suggest that the constructs efacal re deployment might be particularly relevant

when we recognize that, increasingly, firms offer their services through multiple business
models. We define business models here as a set of connected activity choices used by a
company to serve a given product market (e.g., Amit and Zott, 2001; Casadesus-Masanell and
Ricart, 2010; Baden-fuller and Haefliger; Markides and Lanzolla, 30T% clarify the

distinction between teicontext and the more commonly studied context of multi-business
diversification we note that a firm in multiple product markets might be targeting different
customers/customer needs. Instead, different business models might be targeting the same

market and might rather imply different ways of engaging with the customers.

For instance, a company in the airline industry could conduct business both (1) with a
model based on low fares, flying to secondary airports, no meals, short-haul flights and high
standardization and (2) with a model based on added comfort and differentiated offers that is
based on reducing the number of seats in planes, providing additional offers of food, baggage
transfer and flights to primary airports (Casadesus-Masanell and Ricart 2010; Rivkin, 2000). In
this setting we can see that there could be resource co-deployment possibilities between the two
business models (e.g. procurement or technology could be shared across the two models), as well
as opportunities for resource-deployment (e.g. personnel could be moved from one model to

another).

! The construct of business model has been defined in different wajfelogrd authors. Amit and Zott (2001,

p.511), for instance, define business modet4las content, structure, and governance of transactions designed so as
to create value through the exploitation of business opportuhiG@esadesus-Masanell and Ricart (2010, p.195) as
“The logic of the firm- how it operates and creates value for its stakehdldBeslen-fuller and Haefliger as “ a

system that solves the problem of identifying who is (or are) the custonegrgsging with their needs, delivering
satisfaction, and monetizing the value”. See Biden-fuller and Morgan (2013) for a review.
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In many industries, technology (on the supply side) and customer preferences (on the
demand sidedre making possible - and sometimes even demanding - a reconsideration of
existing business models (e.g. Casadesus- Masanell and Zhu, 2010; Markides and Charitou,
2004). Commonly, entrants introduce new business medsdten enabled by technological
advancements - in attempts to challenge incumbents. For instance, in 1997 Netflix challenged the
Blockbuster business model - based on the physical renting of VHS or DVDs from one of the
thousand retail locations of the company - by advancing a mail-based online “rent from home”
model. Whereas the Blockbuster model was mainly sustained by the offering of hit new movies
available in limited selections from physical stores with the payment of late rent fees by its
customers as an incentive to rotate the limited inventory, Netflix operated a subscription-based
model, which did away with late fees but also presented far fewer new movies but made up for it
with a much larger selectiamd a recommendation engine and “queue” that helped to stimulate

demand.

In this paper we focus on the context of an incumbent faced with the challenge from an
entrant with a new business model and we address the following research question: what are the
strategies available to incumbents to respond to the emergence of new business models and what

are the antecedents of this strategic choice?

Recognizing the possibility of multiple business models in a single product firm we argue
that the constructs oé-deployment and edeployment and the prior work on this literature can
help us understand the strategic choices faced by an incumbent so challenged. We draw upon the
prior literature to identify the main strategic alternatives facing an incumbent that has been

confronted by an entrant with a different business model. Having highlighted the strategic
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choices before the incumbent we develop a set of propositions identifying some of the conditions

under which an incumiog will select each of the main strategic choices

PRIOR RESEARCH

Incumbents and Business M odel disruption

One of the core themes in technology strategy research concerns the phenomenon of new
entrants displacing incumbent firms in the context of radical technological change (e.g. Adner.
2002; Henderson and Clark, 1990; Tripsas and Gavetti, 2000; Tushman and Anderson, 1986).
Research in this area emphasizes how the emergence of a new technology in an industry or
market often requires new capabilities, assets and resources as well as new cognitive schema or
even new business models to be dealt with (e.g. Henderson and Clark, 1990; Tripsas, 1997,
Tripsas and Gavetti, 2000). In this context, incumbents often find themselves trapped in their

own prior experiences and competences, which slow their adaptation attempts.

In this paper we emphasize that another situation in which incumbents are at risk of being
displaced by new entrants is the case in which new business models emerge in the market. New
business models do not necessarily imply a change in technological competences. For instance,
the new business model advanced by Netflix did not involve a substantial technological change,
but it rather led to a redefinition of the targeted customers (e.g. the Netflix model targeted regular
movie watchersvhile the Blockbuster’s model targeted occasional movie watchers); of the value
offered to the customers (e.g. a varied and customized selection in the case of Netflix versus a
selection focused on new releases in the case of Blockbuster); of the way in which the value is
appropriated (e.g. via a subscription-based fee in the case of Netflix agmumovie fee in the

case of Blockbuster).



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

The notion of competing business models has gained considerable recognition in recent
years. Seval studies have emphasized that many business models can coexist in the same
market and have investigated the conditions under which one business model can be more
successful than another (e.g. Bonaccorsi, Giannangeli, Rossi, 2006; Casadesus- Masanell and
Ghemawat, 2006; Casadesus- Masanell and Yoffie, 2007; Chesbrough and Appleyard, 2007).
Within this context, the competitive dynamics between actors operating under different models
and in particular the choice made by incumbents and new entrants on the adoption of competing
business models have been identified as a particularly relevant and complex managerial problem
(e.g. Casadesus-Masanell and Hervas- Drane, 2010; Casadesus-Masanell and Y offie, 2007;

Economides and Katsamakas, 2006; Seamans, 2012).

A core element that is emphasized by this research is that managing multiple business
models simultaneously represents a non-trivial strategic task. On the one hand offering multiple
business models might offer firms some opportunity for synergy, especially if the models share
some elements of similarity (e.g. Markides and Charitou, 2004). However, competing business
models might also conflict with one another, reducing the attractiveness of a dual strategy
(Markides and Charitou, 2004; Porter, 1980). For instance, by moving aggressively in® privat
labels, retail companies might dilute their differentiation strategy (Markides and Charitou, 2004).
This makes the choice difficult and also presents firms with strategic challenges that concern the
implementation of such strategies. Similarly, moving between business models appears a
possible option for firms. However, it often leads firms to uncertain transitional state business

models with substantial declines in their profits (McNamara, Peck and Sasson, 2013).

Even in the absence of radical technological change, business model innovation can create

a substantial challenge for incumbents due to the fact that a new business model requires re-
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shuffling or recombining the various business activities that compose the model in a novel way.
This might impl} a complete revision of the patterns regulating the use and/or shared use of the
resources and assets underlying those activities. On the one hand, this change might offer new
opportunities for resource co-deployment or re-deployment. On the other hand, it also requires a
complete rebalance and careful consideration of the benefits and costs associated with alternative

resource and asset configurations.

In addition to raising issue of whether the incumbent’s resource allocation is appropriate,
business model innovation also raises other considerations in an industry. Most importantly from
the perspective of our current question it is important to note thatiityeof a new business
model in an industry can generate at least two important dynamics that may affect the
incumbent’s response. . First the entrant’s incursion increases the uncertainty in the industry
through at least two mechanisms a) it raises questions about the relative efficacy and
competitiveness of the two business models (in equilibrium either, neither or both models could
thrive), and consequently, b) it potentially changes the valuation of the incumbent’s assets. Both
of these raise issues that the incumbent has to engage with in fashioning their response. For
instance, uncertainty about the relative efficacy of the business models is going to feature
prominently in the incumbent’s response. If the new model is significantly superior or inferior
relative to the incumbent’s model the incumbent’s response may tilt in one way. If there is
extreme uncertainty about which model is better the response may tilt another way. Similarly
uncertainty and volatility in the value of the incumbent’s assets may also influence the choices

an incumbent makes.

Second, the arrival of a new business model may also influence the market dynamics. For

instance the new model may target a new segment which hitherto was not consuming the product
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or not in significant quantities (eg. good quality wine sold to non-users by simplifying the wine
selection pocess) . Alternately, the new model might entail some novel feature that, once
identified and offeredeg. the ability to return rented DVD’s by mail rather than having to go to

the store), is found particularly desirable by customiéiese kinds of innovations could lead to

an expansion of the market; alternately they may target an existing set of customers and simply
cannibalize the existing sales. Clearly, such considerations are going to be relevant to the
incumbent’s decision. In our framework we will account for both these factors as we try to

predict how incumbents will react.

Competing business models and resour ce deployment

The synergy ande-deployment literatures (e.g. Helfat and Eisenhardt, 2004; Karim and

Mitchell, 2000; Sakhartov and Folta, 2014a,b) can provide a very useful set of constructs to
understand the strategic options available to incumbents in the context of the emergence of a new
business model. For elaboration purposes we note that the literature on co-deployment has
identified multiple sources of synergy such as operational, vertical integration, competitive and
financial synergies as well as the costs that accompany such synergies (e.g. Ahuja and Novelli
2015). Notable synergy related costs include coordination costs required to share resources
across businesses (e.g. Hill and Hoskisson, 1987; Rawley 2010; Zhou, 2011); attention costs
(e.g. Levinthal and Wu, 2010; Penrose, 1959), contagion costs as problems (e.g. branjl damage
from one business spill over to another business @agenwood, Li, Prakash, and Deephquse
2005); compromiseosts that undercut the value addition of an asset in each specific use to make
it usable across different uses (e.g. Porter, 1980; Zahavi and Lavie, 2013); vertical integration
and administrative costs relating to the rigidities of an integrated or complex structure (e.g. Jones

and Hill, 1988; Sutherland, 1980; Williamson, 1975); costs of adaptation of the currently
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institutionalized routines and practices (e.g. Leonard- Barton, 1992; Kaplan and Henderson,
2005; Rawley2010); conflict costs arising from internal competition between divisions (e.g.

Hoskisson and Hitt, 1988).

Similarly, there-deployment literature has also referred to yettieployment benefits as
well as adjustment or adaptation costsealeployment (Helfat and Eisenhardt, 200Re-
deployment benefits arise from using an existing asset in a new venture wherein the prior access
to the asset lowers the cost of obtaining its services in the new domain (Helfat and Eisenhardt,
2004, Karim and Mitchell, 2000; Sakhartov and Folta, 2014&k)deployment benefits will
usually arise in contexts where the market for the relevant assets is imperfect. Indeed if the assets
could be sold for their full value correctly accounting for opportunity costs would imply that
there are noe-deployment benefits. Pe-deployment can however simultaneously create
adjustment costs, which are the costs of transferring resources between businesses, including the
time that it takes toe-deploy resources (Helfat and Eisenhardt, 2004; Helfat and Raubitschek,
2000; Kogut and Kulatilaka, 1994; Sakhartov and Folta, 2014a). These can be direct costs of
resource transfer, such as expenses of moving people and equipment between businesses, or
indirect costs of resource transfer, such as disruption to existing businesses over these moves and

time delays that may result in foregone revenues (Helfat and Eisenhardt, 2004).

In the context of multiple business models the constructs of co-deploymemt and
deployment and their attendant costs and benefits potentially come into play at two levels. If we
assume that the incumbent in question is a single business firm then the co-deployment and
deploymentonstructs arise in terms of sharingrerdeployment of assets across business
models within a business. However, it is also possible that the incumbent is itself a multi-

business corporation. In such an event in addition to the within-business co-deploynrent and

10
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deployment possibilities there is also the possibility of across business shasseployment

of assets, raising the possibility of co-deployment and re-deployment benefits and costs at
another level. For instance in confronting a point-to point competitor in the airline industry (eg.
Jet Blue, Southwest) an incumbent such as Delta may consider how to share assets between not
just its main hub and spoke business (Delta) and point to point business (Delta-Song) but also its
cargo business. Or Wal-Mart may need to consider resource allocation not just across its online
(Wal-Mart.com) and offline businesses (Wal-Mart Stores ) but also its ware-house club business
(Sam’s Club). The possibilities of co-deployment and rdeployment of assets across other
businesses that are owned by the incumbent under attack, beyond the business that is being
attacked, could also influence an incumbent’s response in the business that it is being attacked in.

In our analysis of the questioffithe incumbent’s response we will consider the influence of both

within-business and across businesdeployment ad codeployment benefits and costs.

However, relatively little work has targeted the question of what are the different strategies
available to an incumbent as they face a challenger with a new business models and under what
conditions are incumbents likely to pick a particular choice over another. It is to this task that we

now turn.

THE INCUMBENT’S RESPONSE TO AN ENTRANT WITH A NEW BUSINESS

MODEL

When examining the issue of how incumbents should respond to the entrants intrusion with a
new business model, much work has focused on how the incumbent could run parallel business
models (e.g. see Casadesus-Masanell and Zhu, 2010; Markides and Charitou, 2004) or mix the

two models in a third one (e.g. Casadesus-Masanell and Llanes, 2009; Casadesus-Masanell and

11
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Zhu, 2010). For instance, in 1998 British Airways launched a separate airline, GO, to compete
against Eurpean low-cost airlines such as Ryanair (Casadesus-Masanell and Zhu, 2013; Rivkin,
2000). A second combination consists of combining the characteristics of the two business model
in a “mixed” or “hybrid” business model (e.g. Bonaccorsi, Giannangeli and Rossi, 2006;

Bonaccorsi and Rossi, 2003; Casadesus- Masanell and Zhu, 2010; Chesbrough and Appleyard,

2007). For instance customers could order online but pick up in from a physical store.

Yet, these are not the only strategies available to an incumbent. Given the existential
importarce of this question from the incumbent’s perspective, and the complexity of maintaining
combination models, it is important to understand more broadly a holistic set of competitive
alternatives available to the incumbent in the face of an entrant’s attack. Ghemawat (2001)
enumerated possibly the first (and probably most comprehensive) such schema describing the
incumbents’ choices through terms such as Straddle, Switch, Recombine, Harvest, Fight, Non-

Response. Casadesus-Masanell and colleagues have provided another schema describing Pure,
Mixed and Dual strategies (Casadesus-Masanell and Llanes, 2009; Casadesus-Masanell and Zhu,
2010). Bonaccorsi, Giannangeli and Rossi (2010) also present a typology of Pure and Hybrid

strategies.

We build upon this past wik, especially Ghemawat’s typology and we suggest that
thinking about the incumbent’s choice as a co-deployment versus re-deployment decision could
help in providing a more holistic set of choices for the incumbent. If we look at the problem from
the perspective of the incumbent, it faces two decisions that are not mutually exclusive. First, it
can decide whether to adopt the new business model as it is, modify it and adopt it or reject it.
Second, it can decide whether to retain the old business model, to modify it and cetegeitt

it. These two dimensior(se. Extent of Adoption of the New Business Model; Extent of

12
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Commitment to the Existing Business Model) carcbesidered as continuous and, as a
consequence, the strategic choices that emerge from combining them are in principle an infinite
number. However, for analytic convenience, we identify discrete strategies that emerge from

taking into consideration the intersections between certain levels of these choices.

Using alliteration as mnemonic device we offer “s” labels for these seven strategies:
Straddle, Status Quo, Synthesis, Strengthen, Switch, and Scoot/ Start Over. Conceptualizing the
problem in this fashion allows us to identify the incumbent’s options more systematically and
completely. Note that the two dimensions that define this matrix are also the two dimensions that
could be used to define the constructs of re-deployment and co-deployment in a business model
setting since co-deployment implies investment in the new business model without withdrawal of
commitment from the old one and re-deployment implies investment in the new business model
and withdrawal of commitment from the old one. Hence, the constroetdafployment is going
to be more relevant for the strategies at the bottom-left side of the matrix, while the construct of
co-deployment is more relevant for the strategies in the top-right side of the matrix. This
derivation of the strategies is also holistic in the sense that it enables us to integrate all the
available typologies in prior literature. In Table 1 we match up the S terminology with the
corresponding differing terms used in the literature where they are available. In the next section
we describe each strategy more completely and also offer propositions predicting their adoption

by the incumbent.

13



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

CHOOSING BETWEEN RESPONSE STRATEGIES

The previous section highlighted a set of different strategies that incumbents could use to
compete against an entrant with a new business model. Despite their relevance in improving our
understanding of the problem, prior research provides only limited guidance on the set of
conditions that might lead to one choice versus the other (see related pieces by Casadesus-

Masanell and Zhu, 2010; 2013; Ghemawat, 2001; Markides and Charitou, 2004).

In this section of the paper we describe the strategies presented in Table 1 and identify
some of the factors that could induce an incumbent to select that strategic choice. In principle
there are likely to be many factors influencing the decision of choosing one response over
another. However, given the scope of this study, and to theoretically bound our focus we will
concentrate our attention on the key components that our prior discussion has unearthed. Our
analysis of a new business model’s effecsn an industry suggests that in evaluating the
incumbent’s decision we need to consider the uncertainties it generates in terms of the relative
efficacy of the two models and the value of the assets of the incumbent. Additionally, we also
need to consider the effects of market dynamics that emerge from the new business model
entering the industry, in as much as it leads to the discovery of new customers and segments or

the cannibalization of the incumbent’s existing customers.

Our review of the co-deployment anddeployment literature suggests that two other
factors would also be natural determinants of the decistba benefits and costs of within
businesse-deployment and co-deployment and across-business co-deploymeat and

deployment. Finally, a fifth key consideration is identified by our scope condition in that our

14
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model applies to incumbents. Given the focus on incumbents we need to recognize that their
status as incumbents congegertain endowments and constraints. Thus, to summarize, we build
on five $ts of factors that may influence an incumbent’s response to an entrant with a new

business model 1) the uncertainty created by the entrants entry with regard to the relative
efficacy of the two models and the value of the incumbent’s assets, 2) the new business model’s

effect on market dynamids terms of whether it leads to the discovery of a new customer segment and

to an expansion of the market or that it targets an existing set of customers and simply cannibalizes the
existing sales, 3) the possibilities and incidenceitifin-business-across-business-modgteployment
andre-deployment costs and benefits Aty oss-businesso-deployment and re-deployment costs and
benefits, and 5 ) the incumbengsior commitments and expectations set because of its historic presence

in the industry. We focus on these five set of factors to help us understand what drives the choice
of a given S strategy. In examining the above factors for each of the seven S strategies we focus
on a select subset of factors that we see as most clearly helping us make a prediction about that
specific strategy. We describe the strategies and our predictions beginning from the strategy that
is most conservative with respect to gg@afrom the incumbent’s perspective and then move

across to increasingly distant strategies. Table 2 summarizes the propositions and highlights

these five factors.

Choosing the status quo strategy

15
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The Status qustrategy corresponds to the situation in which the incumbent (e.g. Blockbuster)
retains the existing business model as it is and rejects the new business model. In other words, it
chooses not to react to the entrant, but stays on its own prior course. The uncertainties generated
by a new business model are likely to be central in the decision to go with status quo. When a
new business model emerges there may be uncertainty in the perception of the potential
customers regarding the competitive viability of the new model versus the incumbent one
(Humphreys and Latour, 2013). In such a context an incumbent’s adoption or even reaction to

the new business model may be interpreted as legitimizing the new model (McKendrick and
Carrolls, 2001; McKendrick, Jaffee, Carrols and Khessina, 2003; Polos, Hannan and Catrroll,
2002). Therefore, the incumbent may strategically choose not to react to the Bewdel (

Fisek, Ridgewsg, and Norman, 1998)The higher the uncertainty about the relative viability of

the two models the motikely that the incumbent may prefer not to legitimize the model by

making changes to its own strategy.

In addition, the tendency to remain with the status quo will be particularly high in the
presence of high co-deployment costs from a competing business model such as conflict costs,
and highere-deployment or adaptation costs. Getting into the new business model may
necessitate different routines, logics and skills. Such an organizational transformation will
require not just a significant conceptual effort to develop and implement the new model (cf.
Rivkin’s failures of inspiration), but will also entail redistribution of organizational power to the
parts of the organization that house the new business model from the parts that housed the old
model. Such a power redistribution may not be attractive to management (Rajan, Servaes,

Zingales, 2000; Rajan and Zingales, 1997, Stulz, 1990).
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Finally, therevaluation of the firm’s assets that is highlighted by the entry of new business
model provides another mechanism to understand the emergence of a status quo strategy.
Highly specific assets that have limited value in another business or business model may provide
the firm with another reason to stay with the current business model. Since such assets would
have limited outside value, staying in the current business model and sweating the assets (a
“harvesting” strategy) till their value goes to zero may be a better alternative. Although in
principle the costs on such assets are sunk and should not prevent the firm from switching to a
new model if the new model is superior (and hence adopt a straddle strategy), evidence suggests
that corporations are often excessively influenced by past commitments (e.g. Feldman, 2014;

Folta, Johnson and O’Brien, 2006; Staw, 1981).

P 1 The probability of incumbents adopting a “Status Quo” strategy is higher, the higher the
uncertainty about the viability of the new business model, the lower the marketability of the
incumbent’s assets outside the existing business, and the higher the co-deploymen¢-and

deployment costs..

Choosing the strengthen strategy

The Strengthenstrategy is based on the incumbent rejecting the entrant’s new business model but
modifying its own to be more competitive with the new model. For instance, Blockbuster being
able to renegotiate lower rents for its stores or increasing automation at the stores to lower costs
would be illustrations wherein it would have strengthened its model in response to the Netflix
incursion. Similarly, HP improving its reseller-based business model through actions such as

enhanced inventory management to reduce working capital requirements or acquiring Compagq to
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increase procurement scale and lower costs to compete with Dell’s customized-build and diret

sales model would be another illustration of strengthening.

The decision to infuse resources into the existing model while ignoring the new one is
likely to be most consistent with a context wherein there is low uncertainty about the viability of
the new model but where there is some ambiguity about the relative performance of the two
models (O’Brien, Folta and Johns#, 2003). Specifically ,if the uncertainty is reduced because it
becomes clearer that the performance of the two models in serving the same set of customers is
really similar even though the models are fundamentally different there may be incentives for the
incumbent to strengthen the existing business model may serve as a mechanism to break the

stalemate.

From the point of market dynamics if the new business model targets customer segments
in the underlying market that have fundamentally different preferences (e.g. Sakhartov and Folta,
2014b) there are incentives for incumbent to strengthen its own model. For instance, if the
customers targeted by the existing model continue to be significant and have different
preferences than the customers targeted by the new business model, the incumbent will likely be
persuaded to invest in strengthening the model as such strengthening may be a way to “keep” the
customers who have already expressed a preference for the incumbent’s model and prevent the
entrant from eventually coming after those customers.

High redeployment costs for instance when the value of the incumbent assets is specific to
the existing business model, would also favor a Strengthen strategy. For instance, this could be
the case when the incumbent business model has a long and storied history of success so that the

brand is strongly associated with that business model (e.g. Kodak and film processing). In this
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case, raleploying those assets outside of the original business model would incue-high
deployment costs.

At the same time, the incumbent’s prior commitments to the existing model may also lead
to perceptual biases favoring the existing model relative to the old one (Ahuja and Lampert,
2001). If the incmbent’s original model provided historically superior returns relative to the
new business model (e.g. Kodak and film processing), the new model with lower expected
returns may be considered unacceptable and may be unfavorably evaluated. Research suggests
that readjusting expectations downward is more diffiauly.(Oliver, 197Y. Having experienced
higher réurns from the incumbent business model managers may seek to perpetuate them by
strengthening the incumbent model rather than accept another model with lower returns.

Finally, a fourth argument for strengthening would emerge strongly if there were sharp
conflicts in the activities required to execute the two business models simultaneously. In such an
event the synthesize and straddle options are likely to be of limited value, enhancing the

attractiveness of strengthening the model.

P2 The probability of incumbents adopting a “Strengthen” strategy is higher, the lower the

overlap between the customer preferences in the segments targeted by the old and the new
model, the closer the expected competitive performance of the two models, the higher the gap
between théncumbent’s historic profitability and the projected profitability of the new model,

and the higher the co-deployment aredeployment costs.

Choosing the straddle strategy

The Straddlestrategy refers to the case in which the incumbent retains the current business

model as it is but alsesimultaneously- adopts the new one, in a dual strategy mode (e.g.
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Casadesus- Masanell and Zhu, 2010; Markides and Charitou, 2004). This would correspond to
the hypotheticlasituation in which Blockbuster retained its existing rent-from-physical store
business model but had simultaneously started a parallel rent-through-mail model. The hub and
spoke airlines founding of low-cost subsidiaries could be another illustration of this strategy
(British Airways and Go; Singapore Airlines and Silk Air, Rivkin, 2000). This is perhaps the

most widely referred to strategy in the literature and also one of the common reactions that
students and executives express when faced with the problem of an entrant with a new business
model. In part the argument for this strategy is expressed‘isms commonly diversify into

related product categories and this is perhaps the case of an extremely closely related market so
wouldn’t it make sense to respond with this?”. To explore the logic of this common argument

we harken back to the underlying theory of related diversification that underlies this argument
and establish why it may not be perfectly applicable in the dual business model setting even

when it does apply to the related product setting more generally.

In her seminal work seeking to explain the growth and diversification of a firm Penrose
(1959) identified the downward sloping demand curve as a natural limit to the firm’s growth. In
her argument the negatively sloped demand curve and its attendant even more steeply downward
sloping marginal revenue curve would cause the single product firm to reach a natural limit to its
size even if one assumed constant marginal costs as the downward sloping marginal curve
intersected with the marginal cost curve.

However, as Penrose argued, such a demand constraint could be loosened if the firm were
to expand into an additional product market. In this case, the notional “total demand” curve
facing the firm would move outwards relaxing the constraint to the firm’s growth. If, in addition,

the firm had ecess capacity in critical fixed “factors” then such growth could be quite profitable
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for the firm as a) the additional volume of sales obtained from the “new” market would

effedively further spread the costs of such fixed factors, and b) this expansion into adjacent
markets would hurt pricing less than expanding volume in the existing manitedre all high-
willingnessto-pay customers were already served and where only cutting prices could expand
demand (Penrose,1959). Thus, in the Penrose formulation, diversification into a second product
was helpful in a) better amortizing the costs of the fixed factors, i.e. the fixed costs and b) that it
provided new demand and thus avoiding depressing pricing in the existing market as you sought
to better exploit the fixed factors (Penrose,1959).

Applying the above reasoning to the single-product-dual-business-model firm highlights
some important differences between the diversified firm and single-product-multiple-business
model contexts: most importantly, expansion into a second business model does not necessarily
increase the addressable demand facing the firm. Unlike the Penrosian diversification-into-a-
different-product-market case, there is a risk that that the second business model cannibalizes the
first one as typically with a second busines®del a new product-market is not necessarily
added and the product sold is essentially the same. At the same time, when a firm launches a
second business model, it will likely need to add some resources to operationalize it. The firm
may already own such resources as it is using them in the first business model; alternately it
needs to acquire them. Even if the firm already owns such assets there are likely to be significant
re-deployment costs. Either way there are going to be potentially significant costs to be written
off against any incremental revenue obtained through the new business model. Thus, unlike the
Penrosian diversification case, there is a risk that that the second business model cannibalizes the
first one as the product sold is essentially the same, while absorbing some of the firm resources

in the process of business model operationalization. One factor that can overcome the above
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dynamic is the possibility that the new business model uncovers a new set of customers that
hitherto wee not consuming the product or causes existing customers to consume more of the
product because it is made available in a different way. Such an event could then neutralize the
above effect and even provide a revenue increase thus enhancing the possibility of a straddle.
On the cost side we note that if the resources to be used in operationalizing the second
model are scale-free they can probably be shared across the two models creating synergy benefits
(Bryce and Winter, 2009; Levinthal and Wu, 2010). However, it is likely that even scale-free
resources, such as technology and brands, might imply additional types of co-deployment costs
when they are used in additional applications (e.g. Ahuja and Novelli, 2015). First, they might
imply adaptation costs to tailor them to the second model (e.g. modifying your warehousing
procedures to accommodate online and offline models, even if you are using existing warehouse
capacity; adapting your technological ordering system to interface with both physical and online
customers; advertising, to indicate that you provide coordinated offline-online shopping, e.g.
Leonard- Barton, 1992; Kaplan and Henderson, 2005; Rawley, 2010). Second, such resources
are likely to need coordination if they are to be shared across the two models bringing in
coordination costs (e.g. Hill and Hoskisson, 1987; Rawley 2010; Zhou, 2011). Third, such
resources may be subjected to both conflict and compromise costs. If the resources in question
are not scaléree they need to be-deployed to serve the second model. In such a case there are

likely to be variouse-deployment costs as well (e.g. Helfat and Eisenhardt, 2004).

These arguments imply that, because in the case of dual business models the potential
demand does not necessarily increase but the costs of synergresiaptbyment might do so,
the conditions under which a straddle strategy generates value for a single-business firm might

be more stringent than in the case of a multi-business firm expanding in multiple markets.
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Specifically, if the market size does not truly expand with the new business model or if there are
significantco-deployment ore-deployment costs it may be difficult to justify a second business

model and, hence, a straddle strategy. This leads us to suggest that:

P3: The probability of incumbents adopting a “Straddle” strategy is higher, the greater the new
business model expands the market by either converting non-customers to customers or causing
an increase in the level of maumption of existing customers, the lower the “co-deployment

costs” of running the two business models in parallel and the lower the “re-deploymentosts” of

moving resources from one business model to another

Choosing the synthesis strategy

An incumbent could also choose to modify its existing business model by incorporating
components of the new business model and creating a mixed or hybrid version of the model (e.g.
Ghemawat 2001, Casadesus-Masanell and Llanes, 2009; Casadesus-Masanell and Zhu, 2010) an
option we label “Synthesiz8 to capture the idea of mixing elements from two business models to

create a new one. For instance, Blockbuster could permit its customers to order online but return
to the physical store. Or it could eliminate late fees to make itself more attractive to customers.
This strategy essentially leads to the emergence of business model innovation by recombination.
For successful synthesis parts of the model have to be fused with parts of the new model. Such a
re-deployment of the old model assets is much easier if there are low adaptation costs. Further,
the motivation to seek a synthesis model would be greater if the new model is not really

expanding the market, moving the incumbent away from a straddle strategy.

When there is limited conflict between the features of two business models and they can be

seamlessly integrated one would naturally expect to see use of synthesis option. However,
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perhaps more interesting are circumstances in which there is a conflict between the two business
models and yethe incumbent may choose synthesis (e.g. Casadédasanell and Llanes,

2009). One such circumstance would be the case in which the new business model dominates
the old one due to its incorporation of a central and meaningful innovation; one that is extremely
attractive to customers. In the context of such a must-have feature in a business-model
isomorphic legitimization pressures will force the incumbent to adopt such features (e.g.
McKendrick and Carrolls, 2001). Since the feature is desired or regarded as critical the

incumbent is forced to adopt it even though it may create an internal conflict in the incumbent’s

business model. lllustrations of such occurrences include standardized PC makers including
customization in their value proposition, Blockbuster introducing no late fees and partial online-

offline integration.

P4 The probability of incumbents adopting a “Synthesis” strategy is higher the lower thee-

deployment costs, the smaller the market size increment from the new model, and the greater the
extent to which the new business model domination of the old one depends on a significant
novelty that enhances WTP significantly for some customer segment even if such novelty does not

necessarily fit well with the incumbent’s existing model and commitments.

Choosing the switch strategy

The Switchstrategy corresponds to the situation in which the incumbent decides to drop the

existing business model and switch to the new one. This would correspond to the hypothetical
situation in which Blockbuster decides to completely reject the rent-from-physical-store model
and sells off all its stores and starts a new rental by mail model like Netflix, to compete against

Netflix in the rent-from-mail arena.
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Switching from one business model to another entails essentialig-degoyment of the
firm’s resources from the first business model to the second one (Helfat and Eisenhardt, 2004). A
decision by a firm to switch to a completely different business model and drop the existing one
would naturally make most sense if the new business model very visibly competitively
dominates the old one in the sense that there remain no substantial set of customers for which the
wedge between willingness to pay and cost for the incumbent model is greater than for the
challenging model (Ghemawat and Rivkin, 2006; Penrose, 1959; Sakhartov and Folta,
2014a).Thus reduction of uncertainty and establishing the superiority of the new models

increases the probability and the speed of switching.

Such a switch is more likely to happen the fewer the constraints to the firm dropping its
existing business model, i.e. when the costeafeployment are low (e.g. Karim, 2012;
Penrose, 1959). Further tife firm is diversified into other product categories and is using its
current resources to obtain synergies by sharing those resources across multiple product lines,
paradoxically its degrees of freedom to switch may be limited. This conclusion draws from the
basic idea that, in a related diversifier, resources are shared across businesses (e.g Grant and
Jammine, 1988; Palepu, 1985; Rumelt, 1974; 1982). If a given business faces a new business
model that requires it to switch in a relatedly-diversified firm such a switch would be more
difficult to accomplish because the set of resources te-eployed were being shared across
businesses and sucheadeployment may not be interests of the other businesses.

Thus, incumbents with many related busieessay have less freedom to “switch away”
from an existing business model to a new one because the assets are currently being shared

across multiple businesses and changing the business model in one business may have ripple
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effects in other businesses. In other dmprior pursuit of synergy may limit the firm’s ability

to re-deploy (e.g. Feldman, 2014; Folta, Johnson and O’Brien, 2006). These arguments suggest:

PS The probability of incumbents adopting a “Switch” strategy is higher, the less the
uncertainty about the efficacy of the new model over the old one, the lower the aasts of
deployment, the fewer the other related businesses of the company (higher across-business co-

deployment benefits) that use the same assets.

Choosing the scoot /start over strategy

Another possibility emerges when the incumbent decides to reject both models and either
responds with a new business model different from the previousStant pver)or tore-deploys

the assets in a different business or possibly liquidates the business by selling to another firm
(Scoot) For instance a firm unable to compete in the PC market develops a “thin client”

approach wherein they provide computing services through larger server computers coupled with
stripped down “dumber” terminals for individual users thus reducing the need for full-featured
personal computers. The same type of response could also be envisaged in the opposite direction,
where the firm focuses on one key subpart of the product and becomes a supplier for that and
hence specializes on a sub-segment of the original market where its business model still retails a
competitive advantage. GE and IBM have responded with such strategies when faced with
competition from new business models that provided a commoditized version of their specialty

services.

In a scoot/start over strategy the incumbent essentially exits from the focal market rapidly
in the face of the new business model. Clearly, for such a call to be made, the incumbent should

be quite clear that their model is competitively dominated (Ghemawat, 2001). However,
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scooting/ starting over depends not only on the incumbent’s assessment that their model will be
dominated. An exit decision is facilitated if the assets caredgeployed in some other business

or through the creation of another business model (Anand and Singh, 1997; Helfat and
Lieberman, 2002; Lee, Folta and Lieberman, 2012; Sakhartov and Folta,2014a,b). Hence, the
more generithe assets the more likely the incumbent is to scoot/start over. However, if the
incumbent’s assets are more specialized, for a scoot/start over strategy to be executed there

would need to be buyers with different valuations at the other end of the trade (Barney, 1986;

Bazerman and Samuelson, 1983).

The ability to devise a scoot/start over strategy is of course contingent upon the creativity
of the focal firm as it responds to the new business model. However, it is likely that other firm
characteristics may also influence its ability to develop a new model after dropping the existing
one and rejecting the new one. If a firm is active in multiple related businesses several factors
suggest that its motivation to find a new model, and likely its ability to do so, are going to be
high. Presence in multiple related business implies that exit from one of those businesses is
difficult to consider, as it will affect the synergies the corporation is based on. At the same time
if the firm’s business model in the focal business is being outcompeted, the focal business may
not remain viable for long. The multiple businesses in turn could potentially also serve as a
source for providing complementary services that may lead to a different type of business model
(e.g. Chesbrough and Appleyard, 2007). The joint availability of resources and necessity of

developing an alternate model should be supportive of developing scoot/start over strategies.

P& The probability of incumbents adopting a “Scoot”/“Start Over” strategy is higher, the more

generic the assets being used in the existing business (low across-bresteggdsyment costs)
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or the greater the variance in the valuation of speasisets, and the greater the number of

related businesses (greater across-business synergies) of the incumbent.

DISCUSSION

Historically, the constructs of co-deployment aedleployment have been considered relevant

in the context of firms’ decision of investing in different businesses (e.g. Helfat and Eisenhardt,

2004; Sakhartov and Folta, 2014b). This paper contributes to research in this domain by
exploring the boundaries of application of the constructsoafeployment ande-deployment
through its use in the context of the choice faced by incumbent firms when a competing business

model emerges in the market.

Different from the phenomenon in which the emergence of a new business model is driven
by the emergence of new technological innovation (Tripsas & Gavetti, 2000), we focus on the
phenomenon in which new, competing, business models emerge in the markets in which the firm
opeates and we analyzed the possible strategic responses taking an incumbent’s perspective.

Specifically, we review and integrate existing literature on business models and identify seven
strategies that incumbents can choose. If the incumbent firm decides to not adopt the new
business model it can employ a status quo strategy (i.e. maintaining the existing business model),
it can change the existing business model to make it stronger in the face of the competition
created by the new model, or it can ‘scoot’ and liquidate or reconfigure existing resources and

asset to use them in other contexts. Alternatively, the incumbent can adopt the new business
model and run it in parallel with the existing one (‘straddle’); it can modify the existing model

synthesizing in it features of the new one, it can completely switch to the new model.
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Note that adapting the ideas related to the co-employmemealgbloyment of resources
from the diversified firm to the single business-multi-business-model draws attention to how the
underlying costs are likely to differ in their incidence across these settings. For instance, one
could argue that conflict costs related to the co-employment of resources may well get worsened
in the context of the straddling firm (i.e. implementing two business models in parallel) relative
to a related diversifier, because the final product delivered across both business models of the
straddling firm might be essentially identical; hence, the unit heads commanding the separate
models may see themselves as in direct competition (Markides and Charitou, 2004). In contrast
the compromise costs generated may be significantly lowered in many straddling cases (relative
to the same costs to the in the context of relatedly-diversified firms exploiting a synergy) due to
the very same fact that the final products in the straddle setting are very close. In contrast, we
could also imagine that the products being so close in the straddle setting may falsely convince
managers that adaptation costs across the two models are very low (Leonard- Barton, 1992;
Kaplan and Henderson, 2005; Rawley, 2010); in fact it may be the case that running an internet
based business model may be very different from running a brick and mortar business model for

the same product.

The bottom line to this argument is that toedeployment and rdeployment literatures
provide a very useful set of constructs to apply to the business models literature in this setting
however, the incidence and level of the relevant costs and benefits may be different in the cases
of related diversifiers versus single-business-multi-model firms. Reflecting upon the similarities
and differences between related diversified firms and single-business multiple-business-model
firms helps to uncover the circumstances under which firms may choose between various

responses to react to new business models.
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Clearly, further research will be required to identify a more complete set of conditions that
will enhan@ our understanding of incumbent-entrant business model dynamics. Further, from
an empirical standpoint, these hypotheses present a rich agenda for validation or refutation. A
further task yet is to integrate this analysis of competitive responses to a new business model
with the collaborative responses that are possible when a new business model emerges. Overall
these possibilities suggest that applying established theories and constructs to the world of

business models promises a fecund research agenda.

30



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

REFERENCES

Adner, R. (2002). When are technologies disruptive? A derbardd view othe emergence of
competition. Streegic Management Journ&38), pp.667-688.

Ahuja, G. & Novelli, E. (2015). Bdirecting research efforts on the diversification-performance
linkage: the search for synergy, working paper.

Ahuja, G. & Lampert , C. (2001). Entrepreneurship in the large corpor&titmmgitudinal study
of how established firms create breakthrough inventions. Strategic Management
Journa) 22 (67), 521-543

Amit, R., & Zott, C. (2001). Value creation in e-business.t8gi@ management
journal, 22(6/7), 493.

Anand, J., & Singh, H. (1997). Assetdeployment, acquisitions and corporate strategy in
declining industriesStrategic Management JournadlgS1), 99-118.

Baden-Fuller, C., & Haefliger, S. (2013). Business models and technological innovation. Long
Range Planningd6(6), 419426.

Baden-Fuller, C., & Morgan, M. S. (2010). Business models as madelgrange planning
43(2), 156-171.

Barney, J. B. (1986). Strategic factor markets: Expectations, luck, and business strategy.
Management scienc82(10), 1231-1241.

Bazerman, M., & Samuelson, W. (1983). The winner’s curse: An empirical investigation.
Aspiration Levels in Bargaining and Economic Decision Making, Lecture Notes in
Economics and Mathematical Syster2$3

Bettis, R. A. (1981). Performance differences in related and unrelated diversifiedSfiraregic
Management Journa2(4), 379393.

Bettis, R. A., & Hall, W. K. (1982). Diversification strategy, accounting determined risk, and
accounting determined return. Aeamdy of Management journa2y2), 254-264.

Bonaccorsi, A., & Rossi, C. (2003). Why open source software can suResedch
policy, 3(7), 1243-1258.

Bonaccorsi, A., Giannangeli, S., & Rossi, C. (2006). Entry strategies under competing standards:
Hybrid business models in the open source software industry.gdameant
Science52(7), 1085-1098.

Bryce, D. J., & Winter, S. G. (2009). A general interindustry relatedness iNdergement
Science 559), 1570-1585.

31


http://scholar.google.com/citations?view_op=view_citation&hl=en&user=AFT1UEYAAAAJ&citation_for_view=AFT1UEYAAAAJ:2osOgNQ5qMEC
http://scholar.google.com/citations?view_op=view_citation&hl=en&user=AFT1UEYAAAAJ&citation_for_view=AFT1UEYAAAAJ:2osOgNQ5qMEC

This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

Capron, L. (1999). Thimng-term performance of horizontal acquisitioR$SEAD.

Capron, L., & Mitchell, W. (1998). Bilateral resouneedeployment and capabilities
improvement following horizontal acquisitions. Irsdiial and Corporate Changg3),
453-484.

Capron, L., Dussauge, P., & Mitchell, W. (1998). Resoueateployment following horizontal
acquisitions in Europe and North America, 198892.Straegic management
journal 197), 631-661.

Capron, L., Mitchell, W., & Swaminathan, A. (2001). Asset divestiture following horizontal
acquisitions: A dynamic view. Sttegic management journa?29), 817-844.

Carroll, G. R., Bigelow, L. S., Seidel, M. D. L., & Tsai, L. B. (1996). The fates of de novo and
de alio producers in the American automobile industry 18881. Stréegic
Management Journal7(S1), 117-137.

Casadesus-Masanell, R., & Ghemawat, P. (2006). Dynamic mixed duopoly: A model motivated
by Linux vs. WindowsManagement Sciengeb2(7), 1072-1084.

CasadesuMasanel] R., & HervasDrane, A. (2010). Pedo-peer file sharing and the market for
digital information goods. Jooal of Economics & Management Strate@9(2), 333-
373.

Casadesus-Masanell, R., & Llanes, G. (2011). Mixed source. dé¢arent Science&s7(7), 1212-
1230.

Casadesus-Masanell, R., & Ricart, J. E. (2010). From strategy to business models and onto
tactics. Long range planning32), 195-215.

Casadesus-Masanell, R., & Yoffie, D. B. (2007). Wintel: Cooperation and conflict.gdereamt
Science 534), 584-598.

Casadesus-Masanell, R., & Yoffie, D. B. (2007). Wintel: Cooperation and conflict.gdemeamt
Science 534), 584-598.

Casadesus-Masanell, R., & Zhu, F. (2010). Bess Model Innovation and Competitive
Imitation. Harvard Risiness School.

CasadesuMasanel] R., & Zhu, F. (2013). Business model innovation and competitive
imitation: The case of sponsbased busirgs models. Strategic management
journal 34(4), 464-482.

Cattani, G. (2006). Technological pre-adaptation, speciation, and emergence of new

technologies: how Corning invented and developed fiber opticsstimaliand Corporate
Change 152), 285-38.

32



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

Chesbrough, H. W., & Appleyard, M. M. (2007). Open innovation and strategy.

Economides, N., & Katsamakas, E. (2006). Two-sided competition of proprietary vs. open
source technology platforms and the implications for the software indistnagement
Science52(7), 1057-1071.

Feldman, E. R. (2014). Legacy Divestitures: Motives and Implicat@rganization Science
25(3): 815-832.

Folta, T. B., Johnson, D. R., & O’Brien, J. (2006). Uncertainy, irreversibility, and the likelihood
of entry: An empirical assessment of the option to dédemal of Economic Behavior &
Organization 61(3), 432452.

Ganco, M., & Agarwal, R. (2009). Performance differentials between diversifying entrants and
entrepreneurial start-ups: A complexity approAchdemy of Management
Review 34(2), 228252.

Ghemawat, P. (Ed.). (2001). Stegy and the business landscape: Core concBptsitice Hall.

Ghemawat, P., & Rivkin, J. W. (2006). Ctee competitive advantagélarvard Business
School Pub..

Grant, R. M., & Jammine, A. P. (1988). Performance differences between the Wrigley/Rumelt
strategic categories. Stegjic Management Journg(4), 333-346.

Greenwood, R., Li, S. X., Prakash, R., & Deephouse, D. L. (2005). Reputation, diversification,
and organizational explanations of performance in professional service
firms. Organization Scienc&6(6), 661-673.

Henderson, R.M. & Clark, K.B. (1990). Architectural innovation: The reconfiguration of
existing product technologies and the failure of established firms nigtnaitive science
quarterly pp.9-30.

Helfat, C. E., & Eisenhardt, K. M. (2004). Inter-temporal economies of scope, organizational
modularity, and the dynamics of diversification. $gc Management Journ@513),
1217-1232.

Helfat, C. E., & Lieberman, M. B. (2002). The birth of capabilities: market entry and the
importance of prédistory.Industrial and corporate chandel(4), 725-760.

Helfat CE, Raubitschek RS. 2000. Product sequencing: co-evolution of knowledge, capabilities
and productsStrategic Management Joum1(10-11): 961-980.

Hill, C. W., & Hoskisson, R. E. (1987). Strategy and structure in the multiproduct firmeAgad
of management revievi22), 331341.

33



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

Hoskisson, R. E., & Hitt, M. A. (1988). Strategic control systems and relative R&D investment
in large multiproduct firmsStrategic Management Journ8(6), 605-621.

Humphreys, A., & Latour, K. A. (2013). Framing the game: Assessing the impact of cultural
repregntations on consumer perceptions of legitimdowyrnal of Consumer Research
40(4), 773-795.

Jones, G. R., & Hill, C. W. (1988). Transaction cost analysis of strategy-structure
choice. Strategic management jour,rg{P), 159172.

Kaplan, S., & Henderson, R. (2005). Inertia and incentives: Bridging organizational economics
and organizational theory. Orngiaation Sciencd 6(5), 509-521.

Karim, S. (2012). Exploring structural embeddedness of product market activities and resources
within business unitstrategic Organizationl0(4), 333-365.

Karim, S. and Mitchell, W. (2000), Path-dependent and path-breaking change: reconfiguring
business resources following acquisitions in the U.S. medical sector,1098
Strategic Management Journall: 1061-1081

Klepper, S., & Simons, K. L. (2000). Dominance by birthright: entry of prior radio producers and
competitive ramifications in the US television receiver industry t&gia Management
Journa) 21(10-11), ®7-1016.

Kogut, B., & Kulatilaka, N. (1994). Operating flexibility, global manufacturing, and the option
value of a muinational networkManagement sciencd((1), 123-139.

Lee, G., Folta, T. B., & Lieberman, M. (2012). Related Entry and Exit: Corporate Diversification
as an Expemental Process. Working paper.

LeonardBarton, D. (1992). Core capabilities and core rigidities: A paradox in managing new
product deviwpment: Strategic management journal, 13(S1), 111-125.

Levinthal, D. A., & Wu, B. (2010). Opportunity costs and +smale free capabilities: profit
maximization, corporate scope, and profit margins: Strategic Management Journal, 31(7),
780-801.

Markides, C., & Charitou, C. D. (2004). Competing with dual business models: A contingency
approach. The academy of Management exeGUtR(@), 2236.

McKendrick, D. G., & Carroll, G. R. (2001). On the genesis of organizational forms: Evidence
from the maket for disk arraysOrganization Science 26), 661-682.

McKendrick, D. G., Jaffee, J., Carroll, G. R., & Khessina, O. M. (2003). In the bud? Disk array

producers as a (possibly) emergent organizational fofaministrative Science
Quarterly 481), 60-93.

34



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

McNamara, P., Peck, S. ., & Sasson, A. (2013). Competing business models, value creation and
appropriation in English football. Lorlgange Planning6(6), 475-487.

Mitchell, W. (1989). Whether and when? Probability and timing of incumbents' entry into
emerging industrial subfields. Admistrative Science Quarterl208-230.

Mitchell, W. (1991). Dual clocks: Entry order influences on industry incumbent and newcomer
market sharand survival when specialized assets retain their v8tuagtegic

O'Brien, J. P., Folta, T. B., & Johnson, D. R. (2003). A real options perspective on
entrepreneurial entry in the face of uncertainty. Mpm@al and Decision
Economics 24(8), 515533.

Oliver, R. L. (1977). Effect of expectation and disconfirmation on postexposure product
evaluations: An leernative interpretationlournal of applied psycholog§2(4), 480.

Palepu, K. (1985). Diversification strategy, profit performance and the entropy measure:
Strategic Mainagement Journal, 6(3), 23%5.

Panzar, J. C., & Willig, R. D. (1981). Economies of scope. American Economic Review
268-272.

Penrose, E. T. (1959). The Theory of the Growth of the Firm. Cambridge, MA.

Pdlos, L., Hannan, M. T., & Carroll, G. R. (2002). Foundations of a theory of social forms.
Industrial and Corporate Changtl(1), 85-115.

Porter, M. (1980). Corporate strategy. New York. New York, NY.

Rajan, R. G., & Zingales, L. (1997Powe in a Theory of the Firn(No. w6274). National
Bureau of Economic Research.

Rajan, R., Servaes, H., & Zingales, L. (2000). The cost of diversity: The diversification discount
and inefficent investment: The Journal of Finance, 55(1), 35-80.

Rawley, E. (2010). Diversification, coordination costs, and organizational rigidity: Evidence
from microdata. Strigic Management Journ&1(8), 873-891.

Rivkin, J. W. (2000). Dogfight over Europe: Ryanair (C).

Rosenbloom, R. S., & Christensen, C. M. (1994). Technological discontinuties, organizational
capabilities, and strategic commitments. Istdial and corporate chang&3), 655-685.

Rumelt, R. (1974). Strategy Structure and Economic Performance: Division of Research,
Harvard Business $wool: Boston, MA.

35



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.
Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

Rumelt, R. (1982). Diversification strategy and profitability: Strategic Management Journal,
3(4), 359-369.

Sakhartov, A. V., & Folta, T. B. (2014a). Getting beyond relatedness as a driver of corporate
value. Strategic Management Journal

Sakhartov,A. V., & Folta, T. B. (2014b). Resource relatednessdeployability, and firm
value. Strategic management journal, 35(12), 1781-1797.

Seamans, R. C. (2012). Fighting city hall: entry deterrence and technology upgrades in cable TV
markets. Management Scien&&(3), 461-475.

Sosa, L.M. (2013). Decoupling market incumbency from organizational prehistory: Locating the
real sources of competitive advantage in R&D for radical innovationie§ica
Management JournaB4(2), 245-255.

Staw, B. M. (1981). The escalation of commitment to a course of achoacemy of
management Review(4), 577-587.

Stulz, R. M. (1990), Managerial discretion and optimal financing policies: Journal of Financial
Economics, 26,-27.

Sutherland, J. W. (1980). A quasi-empirical mapping of optimal scale of enterprise. Management
Science, 26(10), 963-981.

Tripsas, M., (1997). Unraveling the process of creative destruction: Complementary assets and
incumbent survival in the typesetter indusityategic Management Journdlgs 1),
pp.119-142.

Tushman, M. L., & Anderson, P. (1986). Technological discontinuities and organizational
environments. Admiistrative science quarterls39-465.

Williamson, O. E. (1975). Markets and Hierarchies. New York, 26-30.

Zahavi, T., Lavie, D. (2013). Intrimdustry diversification and firm performance: Strategic
Management Journal, 34(8), 978-998.

Zhou, Y. M. (2011). Synergy, coordination costs, and diversification choices: Strategic
Managementalrnal, 32(6), 624-639.

36



This article is © Emerald Group Publishing and permission has been granted for this version to appear here http://openaccess.city.ac.uk.

Emerald does not grant permission for this article to be further copied/distributed or hosted elsewhere without the express permission
from Emerald Group Publishing Limited.

TABLE 1: The Incumbent’s Choices

TABLES

EXTENT OF ADOPTION OF THE NEW BUSINESS MODEL

REJEQ MODIFY ADOPT AS IS
& ADOPT
RETAIN
ASIS STATUSQUO STRADDLE STRADDLE
(Co-dedoyment ande-deployment not (Co-dedoyment across old and new busines (Co-dedoyment across old and new business model)
meaningful) modd)
Dual business model (Markides and Charitou, 2004;
Pure model (Bonaccorsi, Giannangeli an Dual business model (Markides and | Casadesus-Masanell and Zhu, 2010); Straddling (Ghema
Rossi, 2010, Casadesus-Masanell and Charitou, 2004; Casadesus-Masanell al 2001)
Llanes, 2009; Casadesus-Masanell and Z| Zhu, 2010); Straddling (Ghemawat, 200
2010); Not responding (Ghemawat, 2001
MODIFY &
RETAIN STRENGTHEN SYNTHESIZE STRADDLE
EXTENT OF
COMMITMENT (Patial Re-deployment some assets- (Co-dedoyment_across old and new business model)
TO THE deployed in conjunction with some new asse!
EXISTING Fighting (Ghemawat, 2001)
BUSINESS Mixed business model (Casadesus-Masang
MODEL and Llanes, 2009; Casadesus-Masanell and Dual business model (Markides and Charitou, 2004;
2010); Hybrid business model (Bonaccorsi, Casadesus-Masanell and Zhu, 2010); Straddling (Ghema
Giannangeli and Rossi, 2010); Recombining 2001)
(Ghemawat, 2001)
REJECOT
SCOOT SWITCH SWITCH

(Redeployment in a different product
marketor liquidation)

Harvesting (Ghemawat, 2001);

START OVER
(Re-deployment in the same product mark

(Re-dedoymentinto the new business model

Pure model (Bonaccorsi, Giannangeli and

Ro0ssi,2010, Casadesus-Masanell and Llane

2009; Casadesus-Masanell and Zhu, 2010
Switching (Ghemawat, 2001)

(Re-dedoymentinto the new business model)

Pure model (Bonaccorsi, Giannangeli and Rossi, 2010,
Casa@sus-Masanell and Llanes, 2009; Casadesus-Masa|
and Zhu, 2010); Switching (Ghemawat, 2001)
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TABLE 2: Synthesis of Different Strategies, Factors Affecting Them and Propositions

STRATEGY FACTORS AFECTING CHOICE PROFROSITION
e Uncertainty about relative efficacy of busines PI: The probability of incumbents adopting a “Status Quo” strategy is higher, the higher
models, value of incumbents assets the uncertainty about the viability of the new business model, the lower the marketabi
STATUS QUO e Within-business-across business-model co- | the incumbent’s assets outside the existing business, and the higher the co-deployment and
deployment ande-deployment costs re-deployment costs..
e Across-businesse-deployment costs
STRENGTHEN e Uncertainty about relative efficacy of busines P2: The probability of incumbents adopting a “Strengthen” strategy is higher, the lower
models the overlap between the customer preferences in the segments targeted by the old ar|
e Market - size effects of new business model | new model, the closer the expected competitive performance of the two models the hig
e Incumbent prior experience and history the gap between the incumbent’s historic profitability and the projected profitability of the
e Within-business-across business-model co- | new model, and the higher the co-deployment and re-deployment costs.
deployment and re-deployment costs
STRADDLE e Market - size effects of new business model,| P3: The probability of incumbents adopting a “Straddle” strategy is higher, the greater the
e Within-business-across business-model co- | new business model expands the market by either converting non-customers to custo
deployment ande-deployment costs causing an increase ihdlevel of consumption of existing customers, the lower the “co-
deployment costs” of running the two business models in parallel and the lower the “re-
deployment costs” of moving resources from one business model to another
SYNTHESIS e Market - sizeeffects of new business model | P4. The probability of incumbents adopting a “Synthesis” strategy is higher the lower the
e Market - discovery of key customer preferenq re-deployment costs, the smaller the market size increment from the new model, and t
e Within-business-across business-model re- | greater the extent to which the new business model domination of the old one depend
deployment costs significant novelty that enhances WTP significantly for some customer segment even i
novelty does not nessarily fit well with the incumbent’s existing model and commitments.
SWITCH e Uncertainty about relative efficacy of busines P5. The probability of incumbents adopting a “Switch” strategy is higher, the less the
models, value of incumbents assets uncertainty about the efficacy of the new model over the old one, the lower the costs 0
e Within-business-across business-model re- | deployment, the fewer the other related businesses of the company that use the same
deployment costs
e Across-business co-deployment benefits
SCOOT/ SART e Uncertainty about relative efficacy of busines P6. The probability of incumbents adopting a “Scoot”/*“Start Over” strategy is higher, the
OVER models, value of incumbents assets more generic the assets being used in the existing business or the greater the variani

Across-business co-deployment benefits

valuation of specific assets, and the greater the number of related businesses of the
incumbent.
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