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This study draws the themes on environmental factors from two prominent 

authors in the business model innovation field, Allan Afuah and Alexander 

Osterwalder, with partner Yves Pigneur.  This study reveals that both models 

have the same concept, even though the arrangement of the process is vice 

versa.  This paper aims to reveal the environmental factors that contribute to a 

business model innovation.  Evidence has shown that the entrepreneur and 

organization lead to creating the environmental factors in achieving a complete 

ecosystem in business model innovation.  A lack of models and theories in 

business model innovation studies has led to this study to develop a model 

based on the entrepreneurship field.  Therefore, this study reveals the 

environmental factors that contribute to the emerging business model 

innovation.  The findings from this study results in a combination of these 

factors which are categorized based on the current situation. This study is 

expected to give understanding and knowledge to academicians and will be 

helpful to practitioners to create and apply a real business model innovation in 

various industries.   

 

Keywords:  

 

Business Model Innovation, Environmental, Model, Innovation 

 

 

Introduction  

Business model innovation (BMI) is a principle that organizations innovate by extending their 

internal capabilities and resources to increase profit (Zott and Amit, 2010).  Previously, 

Reinmoeller and Van Baardwijk (2005) stated that business model innovation is about 
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innovation strategies that can be identified by knowledge management, exploration, 

cooperation, and entrepreneurship.  In contrast, Chesbrough (2010) defined that technology 

advancements force an organization to change immensely.  It is shown that technology is an 

important element that leads to innovation and able to lead to success (Carayannis, Sindakis & 

Walter; 2015).   

 

Nevertheless, this study found that not all organizations are suitable to implement the 

technology because of the nature of the business itself.  Business model innovation has three 

elements, namely entrepreneur, organization, and environmental (Husin, Rahman & Razak, 

2018).  However, evidence shows a lack of comprehensiveness and a structure model that is 

able to show these three elements while this study only focuses on the environmental element 

(Iqbal, Khan, Bashir & Senin, 2015; Gassman, Frankenberger & Sauer, 2017).  Developing a 

good understanding of these three elements leads to the organization becoming more reliable 

and more competitive, as confirmed by Osterwalder and Pigneur (2010).  This study focused 

on the models by Afuah (2014) and Osterwalder and partner Pigneur (2010) to reveal the 

environmental factors that contribute to business model innovation.  

 

Literature Review  

 

A Business Model Innovation Environment by Afuah  

This study found that the basics of business model innovation by Afuah (2014) need to be 

understood through these four capabilities: a) market segments, b) revenue model, c) growth 

model, and d) customer value proposition (Figure 1: A Business Model Innovation External 

Environmental).   

 

 
Figure 1: A Business Model Innovation External Environment 

Source: (Afuah, 2014; pg. 16) 

 

The problem with the business model was many organizations and entrepreneurs did not 

implement it because of a lack of understanding and knowledge (Joakim & Magnum, 2013; 

Sabrina & Speith, 2013; Osterwalder, Yves & Christopher, 2015; Jones & Pimdee, 2017).  This 

can cause businesses and entrepreneurs to fail to visualize and make a decision about business 

models (Afuah, 2014).  Afuah (2014) identified the suppliers, customers, complementors, 
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competitors, substitutes, and other organizations that a business dealing needs to compete and 

create value to create profit (Figure 1). Political/legal, economic, social/demographic, 

technological and natural environment are defined as a macro environment (Afuah, 2014).   

 

Typically, an organization will apply a business model innovation when they want to overcome 

the chances and at the same time, take for granted the environmental challenges (Afuah, 2014).  

Evidence has shown that the chances and challenges in the external environment factor come 

from some disruptive technologies; with less-is-more innovation, crowdsourcing, social media, 

the long tail, and government regulations (Afuah, 2014).  Afuah (2014) highlights that the 

process of identifying the environmental factors can be created in two situations; the existing 

business model and non-existing business model are still accepted.   

 

A Business Model Environment Canvas by Osterwalder & Pigneur 

The business model innovation environment canvas is recommended for the four main areas in 

the environmental factor: a) market forces, b) macro-economic forces, c) industry forces, and 

d) key trends (Figure 2: A Business Model Environment Canvas).   

 

 

Figure 2: A Business Model Environment Canvas 
Source: (Osterwalder & Pigneur, 2010; pg. 201) 

 

This study found that the business model by Osterwalder and Pigneur is designed to perform 

in specific main areas that are able to understand the changes happening in the environmental 

factor to help businesses redesign themselves to be flexible based on the chances and 

challenges that are happening (Osterwalder & Pigneur, 2010).  The model is named the 

business model environment canvas. This study found that it is a business model innovation 

because the external environmental factors can be added at the ‘design space’ by adapting 

design drivers such as new customer needs or new technologies and design constraints such as 

regulatory trends or dominant competitors (Osterwalder & Pigneur, 2010).  Osterwalder and 

Pigneur (2010; 2015) highlight that mapping the environmental factors is able to identify and 

prepare an organization’s market analysis for future trends of chances and challenges.   

 

Based on the two models selected, this study found that the environmental factors in business 

model innovation can be divided into four domains: a) key trends, b) market segments, c) 

globalization, and d) natural.  The domains consist of a theme that reveals the factors based on 
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the business model innovation process (Geissdoerfer 2019) (Figure 1 and Figure 2).  Based on 

Tables 1 and 2, the themes have been assigned to the authors’ standpoints.  The standpoint of 

the authors was not declared to the process steps.  Geissdoerfer (2019) showed that there are a 

variety of process steps in business model innovation and the process steps can be divided into 

three broad phases: a) an idea or conceptualisation, b) design and experimentation, and c) 

implementation phase.  This study found that the flow of the process steps depends mostly on 

the industry and critical events to rearrange the themes accordingly.     

 

Method 

The review process in this article has gone through five stages.  Firstly, this study identified 

the existing models in the business model innovation literature.  Secondly, this study selected 

models that have an environmental factor.  Thirdly, models that have additional factors such 

as entrepreneurial and organizational factors were eliminated.  Fourthly, this study was 

analysed by comparing and reorganising the themes based on the domains in the existing 

models.  Finally, this study develops a model that is able to monitor the challenges and existing 

issues on business model innovation during the growth stages.  

 

Review Findings 

The purpose of this study is to understand the environmental factors in business model 

innovation.  Previous research by many scholars mostly faced a problem in choosing the 

existing models in business model innovation because of the limitation of existing models and 

theories that are able to show all the main factors, such as entrepreneur, organization, and 

environment.  Based on Afuah (2014) and Osterwalder and Pigneur (2010), this study presents 

the outcome in Table 1.  This study has identified four domains of the environmental factors 

that contribute to business model innovation: a) key trends, b) market segments, c) 

globalization, and d) natural.  The findings of this conceptual paper are limited to identifying 

the environmental factors based on two models by prominent authors.  The combination of 

these two models helps this study develop the listed environmental factors that are able to 

contribute to a successful business model innovation (Table 1).   

 

Table 1: Environmental Factors in Business Model Innovation 

Environmental factors in business model innovation 

Key Trends Market segments Globalization Natural  

Regulatory trends Needs & demands Global market 

conditions 

Substitute products 

& services 

Societal, cultural 

and demographic 

trends 

Market issues: 

• Long-tail 

Capital markets Customer value 

proposition 

Socio-economic 

trends 

Switching costs Economic 

infrastructure 

Network effects: 

• Suppliers & other 

value chain actors 

• Stakeholders 

• Competitors 

• New entrants 

Technological 

trends: 

• Social media 

• Disruptive 

technologies 

• Less is more 

innovation 

Revenue model & 

attractiveness: 

• Crowdsourcing 

Commodities & other 

resources 

Growth model Political & legal 

Sources: Afuah, 2014; Osterwalder & Pigneur, 2010 
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However, this study believes that not all the factors would appear in every business model 

innovation of each organization or industry.  The differences and uniqueness of products and 

services that an organization deals with will lead to suitable environmental factors as well as 

the business model innovation itself.  Based on critical trend factors, this study has located four 

elements such as regulatory trends, societal, cultural/demographic trends, socio-economic 

trends and technological trends (social media, disruptive technologies and less-is-more 

innovation) (Wirtz, Schilke & Ullrich, 2010; Carrillo-Hermosilla, Del Gonzalez & Konnola, 

2009).   

 

There are four elements in the market segment such as need and demands, market issues (long 

tail), revenue model and attractiveness (crowdsourcing), and growth model.  Globalization 

factors have five elements, namely global market conditions, capital market, economic 

infrastructure, commodities/other resources and political/legal (Lee, Shin & Park, 2012).  

Natural environment factors have three elements which are substitute products/services, 

customer value proposition and network effects (suppliers/other value chain actors, 

stakeholders, competitors, and new entrants).   

 

Discussion 

As mentioned earlier, the findings from this conceptual paper are limited to two prominent 

authors in the business model innovation field.  The findings have identified the environmental 

factors in both models that have been used by many scholars to the emerged business model 

and the business model innovation based on the context of their studies.  This study comes out 

with an environmental factor that can be divided into four cores: a) key trends, b) market 

segments, c) globalization, and d) natural.  The key trends refer more to the tendency of people 

that can change based on socioeconomic, society, regulatory, cultural, demographic and 

innovation (something related to social media and technologies).  It shows that the demography 

of the business itself can influence the business model innovation directly.   

 

A market segment typically depends on the needs and demands of society. The market issue 

regarding long-tail and switching costs are more on the product involved compared to services.  

The revenue model and the attractiveness are slightly important depending on the phase of the 

business and growth to measure the sustained timeline in the industry.  This study believes that 

globalization and natural elements do not influence business model innovation directly, but 

they are important to add depending on the network effects.   

 

More importantly, this study has compiled all the factors and categorized them in the current 

situation based on the context of the study.  This combination is ready to use and can be applied 

in any business or guideline as a start-up.  Equally important, these environmental factors can 

be strengthened when combined with the entrepreneurial and organizational factors to complete 

the realistic business model innovation.   

 

Conclusion 

From the findings of this research, it can be concluded that the combination of two models can 

be merged to develop a new suitable model for many industries.  There is a lack of models that 

are able to provide knowledge and understanding of SMEs and literature.  This study agreed 

with Husin, Ab Rahman and Abdul Razak (2018) to implement the distinctive domain 

approach to reveal the phenomenon on business model innovation.  The distinctive domain 

approach that aligns with the Schumpeter perspective is suitable for future research to develop 

exclusive findings.  The domain permits this study to compare studies that lead to a less 
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fragmented field and enable more robust knowledge accumulation within the field (Landstrom, 

2020).    

 

This study recommends future review in the areas that could widen the scope to include 

entrepreneurial research factors and organizational factors that contribute to business model 

innovation.  Consideration of in-depth research to reveal entrepreneurial and organizational 

factors of business model innovation are still lacking, especially a model that is able to show 

all the three factors in realistic and flexible ways.  Therefore, this will help future research to 

focus on entrepreneur and organization factors, especially in the entrepreneurship field. Finally, 

future research should aim to develop a complete ecosystem in business model innovation. 
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