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Abstract 

Business model innovation is increasingly recognised to be a central part of strategic management that generates the decisive 
competitive advantages for a growing number of organisations. This is particularly relevant in the areas of corporate 
sustainability strategy and sustainable entrepreneurship, since technological innovations in isolation yield increasingly 
incremental economic, social and environmental performance improvements. Despite the surge of research into business model 
innovation, there is still conceptual ambiguity among academics and practitioners about business model innovation. This lack of 
clarity not only poses issues for understanding what makes companies successful, but also for understanding how business model 
innovation relates to product and service development processes. To address these issues, we suggest a discussion that links 
sustainable business model innovation to the more established fields of product and service innovation. To start this conversation, 
we conducted a comprehensive literature review using structured keyword database searches and cross-reference snowballing. 
Based on the literature findings, we conducted two focus groups with industry representatives, resulting in the proposition of a 
first set of potential differentiation dimensions. The intended contribution is increased conceptual clarity for academic 
researchers and industrial decision makers. By improving our understanding of how business model innovation relates to product 
and service innovations, we can increase the effectiveness and efficiency of sustainable business model innovation research and 
implementation. 
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1. Introduction 

Because of pressing environmental issues, like climate change [1], biodiversity loss [2], and resource depletion 
[3], but also social problems, like extreme poverty, which is increasingly entrenched in the worst affected countries 
[4] or rising inequality in industrialised countries [5], [6], the transition to a more sustainable socio-economic system 
seems increasingly desirable.. 

Central to facilitating this transition and to providing the necessary resources and capabilities is the private sector 
[7]. For organisations that support this transition, business model innovation is an increasingly important leverage 
point to meet their sustainability ambitions [8] because technological innovation alone seems to yield diminishing 
returns [9]. However, many practitioners seem to be more familiar with product and service innovation and the 
business model concept remains unclear to them [10]. 

As a first step towards addressing this conceptual ambiguity, we suggest a discussion of the differences between 
product, service, and business model innovation to guide companies’ diversification choices and provide a more 
solid basis for academic research. We want to start this discussion by proposing a first set of potential dimensions of 
differentiation. 

This paper is structured as follows. First, in section 2, the research gap is introduced, before the research method 
is presented in section 3. This is followed by an illustration of the findings in section 4. The paper ends with a 
discussion of the results and recommendations for future research in section 5. 

2. Background 

The business model concept gained popularity during the dotcom boom of the 1990’s, initially to communicate 
complex e-commerce ideas to investors [11]. Following its popularity with practitioners, academics started to 
investigate the notion, with an upsurge in research since the early 2000’s [12]. The purpose of the business model 
concept has evolved to be twofold. On the one hand, the business model has become an instrument for the systemic 
analysis, planning, and communication of the configuration and implementation of an organisational system [13]. 
On the other hand, business model innovation is increasingly seen as a source for superior organisational 
performance and competitive advantage [14]–[16] that is complementing or even partly replacing organisational 
strategy [17]–[20], as illustrated in Figure. 
 

 

Fig. 1. The relationship between organisational strategy and business models 
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Business model innovation is the development of new business models, the modification of existing business 
models, and the change from one business model to another; and we call it sustainable business model innovation, if 
sustainability considerations were at least part of the motivation for the innovation [8]. 

The concept of sustainable business models (see e.g. [21]–[24]) integrates sustainability considerations into the 
business model through stakeholder management [25]–[27] and sustainable value generation [28], [29]. Sustainable 
business models are defined by the generation of additional, sustainable value through more pro-active collaboration 
with a broader range of stakeholders, and a long-term perspective [8]. 

Product innovation and service innovation are concepts that have been established for a considerably longer time 
than business model innovation [30], [31]. There is a range of definitions and reviews of both product and service 
innovation by different authors (e.g. [32]–[46]). Based on these definitions, this paper interprets product and service 
innovation as the development of new products and services, the modification of established products and services, 
or the substitution of one product or service with another one.   

3. Research gap 

We conducted a comprehensive literature review [8] and found that the difference between product innovation, 
service innovation, and business model innovation remains unclear.  

Most authors (e.g. [16], [47]–[50] structure the business model into several elements or dimensions, roughly 
following Richardson’s [17] classification of value proposition, value creation (and delivery), and value capture. A 
business model innovation is defined as an innovation in one or more of the elements [17]. However, in this 
definition most product or service innovations would have an overlapping definition with business model innovation. 
For example, if the value proposition is innovated by a new product or service, it is often not obvious whether this is 
only a product or also a business model innovation. This issue persists for definitions that require two or more 
elements to be innovated (e.g. [16]). Also, if all elements would have to change, most business model innovations 
would not qualify as such.  

A similar but somewhat different approach is followed in a working paper by Aversa and Haeflinger [51], who 
tries to avoid the overlap between product, respectively horizontal diversification, and business model diversification 
by attributing changes in the value proposition to the former and changes in value capture and creation to the latter. 
Beside the still existing overlap between vertical diversification of the value chain and business model 
diversification in the value creation activities, most product and service diversification process will not occur in 
isolation but influence the rest of the business model. 

Consequently, conceptual boundaries seem unclear in the literature and there is conceptual ambiguity over 
dimensions of differentiation between product, service, and business model innovation and the approximate 
thresholds that define which innovation and diversification is comprehensive enough to constitute a business model 
innovation. 

 

4. Method 

In an exploratory attempt to address this research gap, we employed different methodological techniques, 
following the recommendations of Creswell [52]. First, we carried an extensive literature review, which was 
followed by focus groups with industry representatives. The purpose of this research was to propose a set of 
dimensions to differentiate between product, service, and business model innovation. These initial dimensions 
are proposed as a basis for identifying a mutually exclusive and collectively exhaustive differentiation dimensions, 
deducting the key variable of these dimensions, and investigating the threshold values. 

For the literature review, we employed a structured approach, following the recommendations by Webster and 
Watson [53]. As illustrated in Figure 2, first, we conducted an initial literature search for English articles and 
reviews on the Thomson Reuther Web of Science database, using the search strings, ‘business model AND product 
AND service AND innovation’ and ‘product AND service AND innovation’ in ‘Title’. From the resulting 66 
publications, we scanned the abstracts for relevance to select the initial sample of eleven papers. This initial sample 
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subsequently formed the basis for cross-reference snowballing. The snowballing started with scanning the 
publication for references of relevant content and paper titles in the list of references. The abstracts of the identified 
publications were subsequently scanned for relevance for inclusion into or exclusion from the literature sample. 
Finally, the resulting sample of 34 papers was analysed in depth to identify dimensions to differentiate product, 
service, and business model innovation. 

Fig. 2. Literature review approach, illustration adapted from [54] 

Based on the results, two exploratory focus groups were conducted with 10 experts from an oil multinational, a 
consulting company, a major airplane manufacturer, and a defence multinational. The focus groups were held in two 
sessions on two different days with five participants in each session. Following Easterby-Smith et al. [55], we 
conducted the sessions as “guided conversations among a group of individuals” (p.136) using a topic guide to 
loosely structure the group interview [56]. This document covered the motivation of engaging in business model 
rather than product or service innovation, the different purposes for each approach and the different challenges that 
arise. Data was collected with field notes and full audio recordings of each session [57]. Both sources were 
subsequently scanned for differentiation dimensions that were used by the participants [58]. 

5. Potential dimensions of differentiation  

In an exploratory attempt towards addressing this research gap, we employed different methodological 
techniques, following the recommendations of Creswell [52]. First, we carried an extensive literature review, which 
was followed by focus groups with industry representatives, to propose a set of dimensions to differentiate between 
product, service, and business model innovation. These initial dimensions are proposed as a basis for identifying a 
mutually exclusive and collectively exhaustive differentiation dimensions, deducting the key variable of these 
dimensions, and investigating the threshold values. 

 
In the literature, two different streams provide indications of potential dimensions for differentiation between 

product and service and business model innovation. The first stream is based on the discussion of the differences 
between business model innovation and corporate strategy, like contributions by [17]–[20]. These approaches hint at 
a key role of process ownership and organizational level of coordination. This stream conceptualises the business 
model innovation process as a complement or even a substitute for other strategy processes, which means it is 
owned and coordinated at a strategic or top management level rather than, for example, the functional or project 
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management level. Furthermore, as illustrated in Figure 3, it is more complex and has higher strategic importance 
than product and service innovations [59]. 

Figure 3. Comparison of competitive potential and complexity 

The second stream is based on the diversification literature. Analogous to traditional approaches, like the Ansoff 
Matrix [60], the difference between different kinds of diversification is the source of diversification. The source for 
horizontal diversification, which comprises product and service innovation, is the integration of new products or 
services into the portfolio and the engagement in new value generation and capture configurations for business 
model diversification [51].  

The focus group participants reiterated these dimensions and added a range of additional differentiation 
dimensions, as illustrated in Figure 4. The named differentiation dimensions comprise strategic importance, with 
risk, impact and uncertainty being key underlying considerations. The participants also stated that business model 
innovations tend to be more complex than the introduction of new products or services in isolation. They also saw 
accountability and ownership as important criteria, with a stronger involvement of the top management team and 
upper echelons of the organization in business model rather than product or service innovation. The participants also 
perceived a higher risk that organisations abandon the process and dissolve their business model innovation team 
after a small number of failures, while an established R&D department would not face similar consequences in 
response to a series of erratic product or service developments. The focus groups also assumed a higher number of 
stakeholders involved in the process and the requirement of a broader set of skills and capabilities, which in turn 
might involve a broader range of different professional disciplines. A final dimension that was named by the 
participants is the retention of customers. Changes in the customer base were perceived as more likely and the 
retention of the entire customer base less desirable for business model compared to product innovations.    
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Figure 4: Differentiation dimensions identified by the focus groups 

 

6. Discussion and conclusion 

To address the conceptual ambiguity in the differentiation between product, service, and business model 
innovation, this paper presents an initial discussion on the dimensions, variables, and thresholds necessary to 
differentiate the concepts from one another. To do so, a first set of differentiation dimensions was identified by 
conducting an exploratory literature review and two focus groups.  

Future research is necessary to 1) validate the dimensions: the presented study is only exploratory and the 
validation of the identified findings in a more robust setting with in-depth interviews across a range of cases in 
different industries and organizational contexts would be desirable [61]. Furthermore, 2) the comprehensiveness of 
the cases should be verified: by conducting additional focus groups, interviews, and surveys, additional 
differentiation dimensions could be identified [55]. Additionally, 3) research into the thresholds is needed: it would 
be helpful to investigate the range in which the identified variables constitute a business model innovation, a product 
innovation or a service innovation. Finally, 4) we suggest investigations into adjacent areas like supply chain and 
value network management, since these fields pose similar challenges to the conceptual boundaries of business 
model innovation. 

Increased conceptual clarity would have theoretical and practical implications. On the one hand, it would provide 
a more solid basis for the growing research on business model innovation. A clear differentiation of the business 
model concept with adjacent notions would facilitate to define the subject under investigation and the applicability 
of the findings. On the other hand, it could improve organizational decision-making on sustainable business model 
innovation. Clearer conceptual boundaries would facilitate the identification and evaluation of the available options, 
which can lead to better strategic choices. This can improve firm performance and facilitate the industrial 
implementation of more sustainable solutions. 
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