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HOW DO FOUNDERS OF A COMPANY INFLUENCE 

THE CHOICE OF A BUSINESS MODEL 

Bhavika Bali 

ABSTRACT  

At the time of establishment of a new business, a firm either explicitly or implicitly employs a business model. A 

business model is a reflection of value creation strategy adopted by the firm and the mechanism that must be 

adapted to achieve core business objectives. It is a summary of the management’s assumption about customers, 

value creation and profit making strategy. When entrepreneurs start their organizations, they have to choose a 

course of action, that knowingly or unknowingly, embodies assumptions about work, the people that need to be 

employed and best techniques for managing work. These choices play an important role in building different 

types of firm and adopting business models. The notion of business models has been used by strategy scholars 

worldwide, to define the logic of a firm, the way it operates and how it creates value for the stakeholders. The 

term business model has been a part of business terminology for years, however, it has been in frequent use, 

only recently. Various theories contributing to the study of business model are the Virtual Market study, 

Schumpeterian Innovation, Value Chain Analysis, Resource Based View of Firm, Transaction Cost Economics 

and Strategic Network Studies. However, there is no widely accepted definition for business model. A business 

model refers to the main guiding forces behind creating value for stakeholder. Magretta defines business models 

as the stories that explain how enterprises work. Although, Magretta adopts an informal approach while 

defining the term, it throws light on two fundamental questions that every business model should answer - 

1) Who are your customers and what value are your products and services providing to them? 

2) How can we meet customer expectations at low cost? 
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I.WHY BUSINESS MODEL IS A CHALLENGING AGENDA 

Management scholars agree that there should be a link between what‟s happening inside a firm and its exterior 

elements, like the customer ( Zott et al,2011) 

Studies have also established that management is an important determinant of success. However, it is not the 

only component for sustaining business. Founders alone cannot influence external environment. By external 

environment, we are referring to management characteristics that influence industry and strategic variables. 

A business model successfully captures expectations and monetizes them. There is a strong connection between 

choice of a business model and competitive advantage. Authors such as Adner and Kapoor (2010) see business 

model as a meta concept to exemplify a firm's strategy. 

The basic typology considers four key elements of a successful business model. These are 

1. Identifying different consumer bases 

2. Customer engagement or Customer Proposition 

3. Monetization of business efforts 

4. Value chain or linkages. 
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II. RELATIONSHIP BETWEEN BUSINESS MODEL AND STRATEGY 

The characteristics of an organization's foundation leave an imprint on the strategic approach adopted by an 

organization. The assumption that „the conditions in which a firm is formulated has direct influence on the way 

it achieves success‟, has received attention from different angles. Eisenhart and Schoonhoven (1990) showed 

that founding teams exert permanent influence on the performance of the firm. Kimberly (1979) asserted that 

environmental conditions/founders personality influence initial strategic choices which in turn exert influence 

on performance of the organization. Studies have always classified an organization‟s strategic choices as, 

adaptive or inertial. The orientation of an organization towards strategic change is defined as means through 

which organizations deal with changes in their external environment. It is often argued that just like a child, the 

conditions in which an organization is born, has important consequences later in life. Starbuck has published 

famous stories pertaining to the fact that after adopting a founding strategy and walking on an operational course 

of action for years, it becomes difficult for firms to adapt themselves to new strategic choices. In his academic 

studies, Porter( 1980) has also identified certain environmental barriers that make it difficult for firms to move 

between different strategic choices. According to studies published by DiMaggio (1997), Fligstein (1990) and 

Karpik (1978), founders generally rely on mental model of correct and appropriate ways to organize and manage 

organizational and employment related decisions. Barley and Kunda have said in their studies that these models 

are culturally and historically tested for organizing and management. Age old organizational theory has 

predicted that environmental conditions facing the firm play a dominant role in shaping up the business model 

of a particular firm. 

 

III. HOW EFFECTIVE FOUNDING DECISIONS INFLUENCE PROFITS? 

A business model should reflect the logic, the data and evidence supporting value propositions available to 

customers. Since a business model is more generic than a business strategy, coupling strategy and business 

model becomes the task of founders. It‟s the founders‟ responsibility to protect the competitive advantage 

resulting from new business model designs. In the recent past, organizations such as Dell, Walmart and 

Tripadvisor are good examples of how, having a sound business model is crucial for establishment of a 

competitive business strategy. These organizations have business models which are difficult to replicate. 

Importance of management‟s role and strategy in shaping the business model can be understood with the help of 

a model which incorporates environmental strategy, management as a formulator of strategy as well as an 

implementer. 

 

IV. FOUNDERS ARE A SOURCE OF PERFORMANCE OF A BUSINESS UNIT 

The model is implicitly used in studies conducted by Van de Ven(1984), Sanberg and Hofer (1987) and others. 

The 3 management roles identified under the model are  

1) Strategy Formulation  

2) Implementation 

3) Resource allocation 
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The above-mentioned model is helpful in determining how initial management attributes are crucial in 

influencing industry attributes and business strategy. 

According to Michael Dell, founder of Dell Inc., the basis of operating in business was the belief that workings 

directly with the customer helps in making technology faster, provide better levels of service and in turn provide 

better value to the customers. This strategy helped the company in making its core business model very strong. 

Dell Inc.‟s founding strategy has made it difficult for competitors to breakthrough its distribution model. 

Similarly, Wal-Mart founder Sam Walton says that his success was based on a simple principle - “Put good 

sized stores into little one horse towns”. This was a success formula everyone was ignoring. Wal-Mart made it 

difficult for its competitors to replicate its success story, as towns selected by Wal-Mart were too small to 

accommodate more similar sized stores. 

Another example of business model success has been TripAdvisor. TripAdvisor‟s immense scale is a result of 

its founders‟ theory of creating a sustainable lean organization. With a scalable business model that was hard to 

duplicate, it started its operation in the year 2000, with efforts by founders Stephen Kaufer and Langley Steinert. 

The Boston based startup earned revenue through a cost-per-click model, which gave firm revenue every time 

someone clicked on a hotel. Eventually, the company moved focus to user reviews and authentic content. 

 

V. GROUNDS FOR EVALUATION OF BUSINESS MODELS     

Claire Weiller, Andy Neely (Cambridge Service Alliance, University of Cambridge) conducted an exhaustive 

study to understand how new business models can be designed in context of ecosystem view. Based on their 

studies they tried to evaluate development process of alternate business models in emerging ecosystems. For the 

purpose of their study they identified electric vehicle industry as the basic setting for evaluating business 

models. Based on research paper study 11 key criterias to evaluate different business models were identified. 

Each business model could be ranked on six scales of change from the consumer perspective and five scales 

relating to the supply side.  

The various implications in the research suggested towards development of a “Dynamic theory of business 

model design in an ecosystem context‟. This model stresses on the need to create business models by taking an 

ecosystem perspective on the outcomes they wish to create for users, and the configuration of the value network 

they envision.           

Classic business models tend to be product-oriented or intermediary, use-oriented service models(Kley et al., 

2011). The choices range  from fully product-oriented to fully service-oriented business models (Tukker, 2004). 

The study also highlights Kley et al.‟s (2011) structured approach to assessing business models for Electric 

vehicles in the study  on a product–service scale. The “holistic mapping” shows these business model designs 

along a continuum of required technical and organisational change (Kley et al., 2011).  

VI. AN ACTIVITY BASED PERSPECTIVE OF DESIGNING BUSINESS MODEL 

FriCSo, a young engineering company achieved a significant technological breakthrough in friction reduction 

technology (C. Loch, C. Zott, A. Guttman, P. Jokela and D. Nahminas, FriCSo (A): How to translate a new 

technology into a business (model)?; FriCSo (B): Designing the new business model and Fricso (C): Executing 

The New Business (Model), INSEAD case studies (2008)).  
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What „model‟ or „template‟ should a firm adopt in order to embed itself into the existing ecology of original 

equipment manufacturers (OEMs) and yet achieve commercial success by reduction of friction by considerable 

levels. Should it it choose to become a machine manufacturer, building machines that embed the new 

technology, and selling them to the OEMs? Or would it be better to build and operate a factory (a „job-shop‟) 

that would perform the surface treatment of moving parts for clients who would outsource that step in their 

commercial production line to the focal firm‟s factory? Or would it be better to opt for a pure R&D firm model, 

and simply sell the technology (e.g., via licensing agreements) to third parties such as machine manufacturers? 

(Christoph Zott and Raphael Amit ,2010) 

FriCSo adopted the business model of a machine tool manufacturer, positioning itself as a supplier to the 

powerful players, focusing on selling them products that had great value added through their intellectual 

property. Activity systems perspective encouraged systemic, holistic thinking in business model design, instead 

of concentrating on isolated choices (P. Jarzab- kowski, Strategy As Practice: An Activity-Based Approach, 

Sage, London ,2005) 

     

VII. CONCLUSION  

A business model serves a very crucial purpose for organizational growth. It can be used to categorize various 

kinds of businesses, exploring different kinds of possibilities, which helps in understanding the dynamics of 

business, better. Founders are responsible for providing a systematic perspective on how to conduct a business, 

encompass organizational values and pave way for making business models a value creation tool. 
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