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Foreword
At Michelin, like in any other company, we seek long-term growth. Continuous improvement, through
our investments and organisational efforts, is no longer sufﬁcient. We must walk the extra mile. This is why
we are renewing our business models, by developing Michelin Fleet Solutions (now known as Efﬁtires),
for instance. By combining and marketing our expertise in an innovative way, not only do we gain access
to a new source of growth, but we also position ourselves as a leader in sustainable mobility.
(Re)invent Your Business Model is based on examples such as this one to show you how companies, to survive
and thrive, must go beyond improving their products and processes, and must experiment with new business
models.
Better yet, (Re)invent Your Business Model gives you the tools to do the same.
With its practical approach, this book will guide you in developing tomorrow’s business models. It will also
enable you to create, within your company, the necessary context for innovation, by involving all of your
associates.
Many books seek to boost innovation by solely drawing attention to successful companies. This one goes
further. Based on an extensive collection of case studies – some of which are well worth discovering – it
draws out the essence of innovation and presents it in a simple way, allowing you to apply it directly in your
organisation.
The Odyssey 3.14 approach is a tried and tested method, the result of years of experience and teaching in the
best European business schools.
So, don’t hesitate anymore. Innovate!
Jean-Dominique Senard
Chief Executive Ofﬁcer Michelin

Introduction
What is Odyssey 3.14?
Innovate! This is the new imperative for all companies, big or small, whatever the industry. But how to convert
this basic formula into something tangible?
(Re)invent Your Business Model – Odyssey 3.14 offers a novel answer, inviting you to undertake a challenging
journey that combines innovation and strategy. Based on the 3 pillars composing a business model (value
proposition, value architecture and proﬁt equation), this approach proposes to explore 14 directions to invent
or reinvent your business model.
IV

Odyssey 3.14 is born out of over ten years of research, consulting and teaching in innovation and strategy by
the three authors, particularly at the HEC Paris business school. We believe that innovation is an adventure,
and like any other, is exciting. However, it comes with a multitude of challenges – challenges that we seek to
overcome as we invite you to embark on this journey with us.
This book is divided into four parts to help you grasp the Odyssey 3.14 approach and implement it in your
business. The ﬁrst two parts
present the main concepts by combining theory with actual examples.
The practical implementation of the approach, articulated around different stages, is developed in the third
part
. Finally, the fourth part
presents 50 cases of invention or reinvention of a business model, in B to
B (Business to Business), B to B to C (Business to Business to Consumer) and B to C (Business to Consumer)
sectors. The aim is to stimulate your desire to act.
By the time you ﬁnish reading this book, we hope you will want to embark on this fascinating journey to the
land of innovation and strategy! Bon voyage!
The Authors
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Innovation, the new imperative
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The power of shareholders, who require companies to create
value, has imposed itself over the last two decades. However,
a company can only create value if its proﬁtability is greater than
its cost of capital. Therefore being proﬁtable is the paramount
goal for most companies, whether or not they are listed on the
stock exchange.

 Increasing revenue while maintaining or increasing costs in
proportion, i.e., generating growth. This lever is a key focus area
for any top management. Therefore, in recent decades, popular
tactics have included globalisation, products or services portfolio
expansion, moving into new geographies and international
acquisitions.

Two possible levers can increase proﬁtability:

However, these two levers have now shown their limitations,
which has led top management to seek a new approach:
innovation. As a result, this lever regularly appears among the key
priorities for them.

 Reducing costs and capital employed by the company. To this
end, businesses are extensively using re-engineering (process
analysis and optimisation), quality management and outsourcing
of operations (resorting to an outside provider). These tactics lead
to better efﬁciency and improved proﬁtability.

Evolution of innovation as a management priority
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Limitations of current strategies
In recent times, the two drivers of proﬁtability improvement–
reduction of costs and capital employed, and revenue increase–
have started to show their limits for at least two reasons.
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While it is relatively “easy” to achieve savings in a company that
has never undergone any cost-cutting programme, it is harder
to do so in companies where all operations have already been
screened and optimised. Unfortunately, this is the harsh reality for
most companies after years of crisis and a pandemic!
Furthermore, the organic growth potential (extension of
product range, international development) is limited, even
though it depends on the company’s industry. For example,

in most developped countries, the growth potential is more
favourable in the retirement-homes than in the coal industry.
It is quite favourable for the luxury industry in China, less so in
the automobile industry in Europe. However, in all these cases,
this growth potential is already considered by shareholders
in the valuation of companies. Therefore, creating more value
necessarily requires exceeding the organic growth potential,
namely by innovating.
Only innovation offers the possibility to create new growth
opportunities beyond shareholders’ expectations.

Critical innovation issues for global leaders

For business leaders,

INNOVATION is…

One of their
top three priorities

A matter of C-suite
level ownership

75%

90%

*
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Innovation is not always technology-driven
Apple is the archetype of an innovative organisation, and its
former leader, Steve Jobs, is celebrated as a guru, an icon in
innovation. However, its Research and Development (R&D)
spending remains relatively limited.
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Innovation is often associated with technology, and therefore
with R&D spending. Nevertheless, many studies show that a
company’s innovation capacity is not always correlated to these
expenses. According to the management consulting ﬁrm Booz
Allen, for example, Apple is the most innovative company globally,
yet it ranks only 8th in terms of R&D spending. On the other
hand, no pharmaceutical company, which belongs to an industry
always hungry for more R&D, ranks among the top 10 most
innovative companies. Only Apple, Amazon, Alphabet, Microsoft

and Samsung are featured in both categories of the top 10 most
innovative companies and companies with the largest R&D
budgets.
In fact, the term innovation covers various realities: R&D expenses
are not a good way to measure it, especially when invention
(the good idea) must be distinguished from innovation
(the market placement of this good idea).
In the Collins dictionnary
dictionnary, innovation is deﬁned as “the introduction
of new ideas; methods or things and its result”.
It is therefore both a process and its outcome, its realisation.
The process will be analysed in greater detail in the third chapter.
As a start, we will focus on the result.

R&D spending and innovation capacity
Rank*

The most
innovative
are
companies
s who
e
not the on
ost
m
spend the
in R&D.

R&D spending (in $B)

1

Apple

2

Amazon

3

Alphabet**

4

Microsoft

5 Tesla Motors
6

Samsung

7

Facebook

8

GE

11,6
22,6
16,2
12,3
1,4
15,3
7,8
4,8

* Ranking of the most innovative companies according to the surveyed leaders.
** Parent company of Google.
Source : Strategy &, Global Innovation 1000 study, Oct. 2018
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What is innovation?
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Various types of innovation can be distinguished based on their
nature and degree:

This type of innovation profoundly alters the standard perceived
value and cost of a product or service.

 Nature of the innovation

The photography industry in the 1990s offers an excellent
illustration. The APS (Advanced Photo System), a ﬁlm with unique
features (three automatic and interchangeable image formats),
is an incremental product innovation that enhances silver
photography without modifying it profoundly.

Innovation can either reduce costs (process innovation)
or improve revenue (new products, portfolio expansion),
or both simultaneously.
 Degree of the innovation
The ﬁrst level, called “incremental innovation”, or “improvement
innovation”, “continuous innovation”, “exploitation innovation”,
results in a limited change compared to the existing situation
and does not require new capabilities. At the other end is radical
innovation, also known as disruptive or exploration innovation.

Digital photography, on the other hand, is a disruptive innovation
– both in terms of process and product. It is based not only on a
radically different technology, but it also challenges major players
in the industry: Kodak and Polaroïd have lost their leadership.

Incremental and disruptive innovations

86 %

62 %

39 %

Incremental
innovation

Disruptive
are
innovations
t
en
u
less freq
tal
en
em
cr
than in
innovations
but generate
more proﬁt.
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Disruptive
innovation

14 %
Number of launches

Source : Blue Ocean Strategy, Kim et Mauborgne, HBR Press, 2005

36 %
Part in revenue

61 %
Part in proﬁt

Business model innovation
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According to a study by PWC in 2013, managers focus ﬁrstly
on product innovation, and then on business model innovation.
Business model innovation is also cited among the top three most
important innovations by over 40% of the leaders interviewed.
In the BCG’s 2021 “Most Innovative Companies” report, driving
business model innovation is again mentioned as one of the key
recurring topics that CEOs wrestle with, as they work to embed
and scale up innovation in their companies.
Business model innovation appears as a particular form of
innovation, distinct from the other two types of innovation already
presented (lower costs and higher revenue). To understand it
better, we ﬁrst need to understantd what a business model is.

A “business model” differs from a “business plan”, which is
a detailed document including ﬁnancial projections, generally
constructed to convince potential funders (bankers, investment
funds) of a project’s viability, assuring them of their return on
investment.
While the term “business model” has gained spectacular
popularity over the last two decades, multiple and often differing
deﬁnitions can be found. Our preferred deﬁnition is: the business
model of an organisation is a structured description of how this
organisation achieves its goals.

Preferred areas for innovation in the years to come
First choice
Products

26 %

Business model

17 %

Customer experience

15 %

Technology
Supply chain and
channels to market

9%

Services

9%

Systems and processes

8%

Don’t know
Other

13

13 %

2%
1%

Source : PWC, Unleashing the power of innovation, July 2013
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The origins of the term business model
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Although initially reserved for the ﬁeld of computing in the
1970s, the term “business model” became widespread with
the advent of e-business–a ﬁeld combining cutting-edge
technologies and entrepreneurship. Start-up leaders began using
the concept of business model to explain the inner workings of
the radically innovative ventures they were creating thanks to
new technologies. This term is now gradually spreading into the
spheres of more conventional businesses.
The concept of business model is nowadays common, is
increasingly used, and is still quite closely associated with this
ﬁeld. In fact, the business model is proving to be a valuable tool
for strategic thinking.

A business model is deﬁned as the detailed description of the
mechanisms that enable a company to generate proﬁt. It is
based on three pillars: the value proposition, the value architecture
and the proﬁt equation (presented in detail in the following pages).
A company can operate one or more business models.
Examples :
 Lift manufacturers often operate two business models:
one for construction and one for maintenance.
 Air France-KLM has developed a low-cost business model
(Transavia) alongside its traditional business model (Air France).

Number of search results for the term
“business model” on Google (in thousands)

105 000
×3

29 400

2021

×3

8 620
×7

× 12
107

2014

1 260
2004

2000

×
×
Source : Google

Evolution of the number of occurrences of the term business model on Google

15
2016

The term
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The 3 pillars of the business model
 �The value proposition
This ﬁrst pillar describes the offer presented to the customer
through:
16

— the “what”: which is the attractiveness of the products or
services offered by the company to customers;
— the “who”: the target customer –in a broad sense–to whom the
company is addressing its products or services;
— the price.
 �The value architecture
This pillar focuses on the “how”, that is how the company
develops and delivers its value proposition to its customers.

It describes both the major activities (internal and external value
chains, i.e. the links with suppliers and partners), the strategic
resources (tangible and intangible) and the key competencies
used to craft and deliver the value proposition to the customer.
 �The proﬁt equation
This third pillar explains the source of proﬁtability by associating
revenue (in relation to price and volumes), costs and capital
employed. The proﬁt equation is a ﬁnancial view of the two
previous pillars.

WH
O?

• Tourists, new customers
• No-frills flight
with limited services
• Cheap tickets

T?
HA

H

?
OW

W

Business model of a low-cost airline

Value
proposition

Value
Architecture
• Value chain
• Resources
• Key competencies

• Customers
• Products
and/or services
• Price

€

Proﬁt equation
• Volume-based revenue generation
• Low costs
• High fixed assets (aircraft fleet)

• Revenue
• Costs
• Capital employed

HOW MUCH?

• Identical and new aircrafts
(low maintenance costs)
• Multi-tasking flight attendants
(ground and flight)
• High number of roundtrips
per day
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Reinvent your business model
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A business model innovation introducts a radically different value
proposition and/or a radically different value architecture. It has an
enormous potential for value creation, even in mature industries. It
is also called strategic innovation, to highlight its transversal and
radical nature, as it touches the company’s product, process, and
ﬁnancial dimensions.
Ikea, Swatch, Dell and Sephora are typical examples of strategic
innovation. Zipcar (hourly car rental), eBay, Amazon or Airbnb are
more recent examples. All these companies have successfully
changed the ground rules within their respective industries.
This phenomenon is certainly not new: in The Ladies’ Paradise
(1883), French novelist Emile Zola relates the disappearance
of small shops in the wake of the development of larger stores,

such as Le Bon Marché in Paris (a major department store
like Macy’s or Harrods). This new type of stores multiplies the
number of departments and offer a much wider assortment,
while small stores are specialised. Their very attractive value
proposition allures many customers. This larger customer base
allows department stores to structure and professionalise their
purchasing (value architecture), and, consequently, to offer
lower prices than their competitors, further strengthening the
value proposition. Unable to face this high-volume onslaught
of luxurious yet affordable products, the small specialists are
gradually wiped out of the market.

“There was an overflowing
display; the name ‘Ladies’
Paradise’ met the eye
everywhere, it invaded the
walls and hoardings, the
newspapers and even the
theaters’ curtains.“
Zola, chapter 9
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“… our effort is to get rid of the goods we buy as
quickly as possible, so as to replace them with
new ones, in that way the capital generates its
interest many times.”
Zola, chapter 3

“We ought all to jump into that
hole” said Bourras to Denise
[…] “With that poor girl’s burial,
it’s the whole district we are
burying. Oh! I know what I say,
the old style business may go
and join the white roses they
are throwing on her cofﬁn.”
Zola, chapter 13

Strategic Innovation: the example of Zara
Business model innovation entails challenging the established
practices of an industry.

20

We can illustrate this with the case of Zara, a subsidiary of the
Inditex group. In the 1990s, this Spanish ready-to-wear company
went against the well-established industry rule of two collections
per year: autumn-winter and spring-summer, by inventing the
business model of fast-fashion. Breaking away from this industry
belief, Zara made an unprecedented move by offering in its stores
a continuous flow of micro-collections throughout the year.
Its trendy products are designed and manufactured in Spain
or near its stores, and not in faraway low-cost countries like
its competitors.

Thus, Zara can adapt its production and supply according to the
market reaction. By continuously keeping an eye on market trends,
Zara can swiftly supply street fashion according to the demand
and reduce unsold inventory to a bare minimum – the opposite
of what happens to fashion houses that roll out two collections
per year. Thanks to its iconoclastic ability to challenge one of the
beliefs of its sector, Zara has been able to build a new and robust
business model.
Zara’s example is decoded in the following pages.

Share price comparison - Zara vs H&M

800 %
600 %
400 %
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The value proposition
What is the value proposition?
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The value proposition describes the “what”, i.e., what the company
sells (product and/or service), at what price, and to “whom”, its
customer. The latter should be understood in the broadest sense
of the word. There are several types of customers, such as:
— the user;
— the payer;
— the prescriber.
For example, in the pharmaceutical industry, the “using” customer
(the patient) is distinct from the “prescribing” customer (the
physician and the pharmacist) and the “paying” customer (social
security and/or health insurance provider).

Innovation can arise from a novel combination of this customer
chain. For example, the free model is very widespread in the world
of Internet: it relies on the disconnection of the “paying” customer
from the “using” customer. Internet users (customers) take
advantage of Google’s free functionalities, whilst Google’s “paying”
customers are the advertisers on the search engine.

The value curve, a valuable tool
The value curve* is a graph that deciphers the value proposition
by mapping customer expectations. It is built by breaking down
the value proposition into value attributes, i.e., customers’
decision-making criteria. With this curve, the various existing value
propositions in a market can easily be analysed and compared.
It must be built for each type of customer. Many examples of value
curves will be presented throughout the book.

* This tool was developed by Kim and Mauborgne in their book Blue Ocean Strategy.

User

Payer

Prescriber

Pharmaceutical
industry

Patient

Search engine

Internet user

Advertiser

Bus stop
(shelter)

• Bus company
• Public
transport user

Advertiser

Local
authorities

Ticket
Restaurant
(luncheon
vouchers)

• Employees

• Employer

Employer

• Restaurant
owner

• Restaurant
owner

• Doctor
• Pharmacist

Advertisers
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Zara’s value proposition
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Compared to its entry-level competitors (for example, Primark in
the UK) and the more upscale ones, Zara stands out in several
ways. Aiming at a customer base of dedicated fashion lovers,
Zara is one of the ﬁrst companies to offer attractive prices and
trendy products in tastefully decorated boutiques. Admittedly,
the intrinsic quality of the products is not excellent, but then
again, it is a consistent choice on the part of Zara: its fashionable
clothes are made to be worn only a dozen times; therefore, it is
not necessary to produce excessively high-quality clothes which
would lead to higher production costs.
This value proposition has shattered the trade-off between
upmarket and low-end retailers, thus attracting many clients.

The value curve is a valuable tool for simple visualisation
(and comparison) of the strengths and weaknesses of different
value propositions in the market. It is also an interesting tool
to ﬁnd innovative value propositions. Indeed, innovation often
involves a radical modiﬁcation of the nature or level of value
attributes (as shown in the diagram opposite).
In practical terms, a value curve is built by putting oneself in the
customers’ shoes or co-creating with them, i.e. by questioning
them about their expectations and the criteria determining
their choices.
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Competitors
(H&M)

Multibrand
shops

The value architecture
The value architecture describes the major activities, the
resources, and the key competencies orchestrated by the
company (the “how”).
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The company’s internal value chain–i.e., its key activities and
the value network that links it with its suppliers–is an essential
component of this value architecture.
Over the last 20 years, value chains have disintegrated. Earlier,
most of the companies’ activities, from the most basic (cleaning,
building security) to the most advanced (R&D, after-sales service,
talent management), were performed in-house. However, under
the pressure of ﬁnancial markets and the rise of large, specialised
providers, companies are outsourcing more and more steps.

Today, they can entrust sales, information systems or even R&D to
external service providers.
Outsourcing decisions should not be taken solely to reduce
costs, but most importantly to ensure consistency with the value
proposition: a company will not outsource what allows to build
its distinctive value proposition. Some very proﬁtable companies
outsource almost every step of their value chain:
for example, Nike carries out only the design and marketing
of its products.
On the other hand, Zara has made a decidedly opposite choice.

Example of a typical value chain with outsourced activities
Payroll

Accounting

Training

Finances

Development

Support
activities

Human Resources

Inbound
logistics

Operations

Marketing
and Sales

After-sales
service

Margin

Information systems

Primary
activities

Outbound
logistics
Activities performed in-house
Outsourced activities

Source : Competitive Advantage, Porter, Free Press, 1985
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Zara’s value architecture
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Zara has taken the opposite stand to the prevalent rule of the
fashion industry, which is to outsource production in low-cost
Asian countries.

The products arrive continuously in stores and not just twice
a year. There is only a time span of 21 days between a stylist
spotting a fashionable product and its arrival on the shop floor.

Zara’s value architecture is built to ensure optimal responsiveness
and deliver fast-fashion: the design, manufacturing, logistics and
distribution activities operate in a short cycle, disregarding the
traditional retail-clothing principle of the two annual collections
(spring-summer/autumn-winter).

This unique value architecture conceived by Zara is now widely
copied by its competitors: the short cycle has emerged as the new
doctrine of the industry. However, Zara’s vertical integration allows
it to control all the steps, right from the inception, and helps build
a strong competitive advantage, which despite the existence of
copy-cats, is still maintained today!

Teams of stylists crisscross the major cities to identify trendy
products (while the stylists from competitors must predict the
fashion for the next season, with more risk of being wrong!).
The manufacturing units for these trendy items are located
in Spain or nearby countries to reduce procurement lead times.

The value architecture of Zara is developed on the next page,
detailing its value chain, key resources, and competencies.

Zara’s value architecture
Comparing Value Chains of Zara and its competitors
Zara
Design

Manufacturing

Distribution

Retailing (stores)

Zara’s speciﬁc resources

• Factories
• Local partners network
• Prestigious store locations
• Information system

Competitors
Design
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Outsourced
in Asia

Distribution

Outsourced
(to franchisees)

Zara’s speciﬁc competencies

• Qualitative information feedback
Manufacturing

Retailing (stores)

from stores to stylists
• Team of stylists who know how
to copy fashion
• Short-cycle logistics
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The proﬁt equation
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The proﬁt equation is the ﬁnancial interpretation of the two
preceding pillars of a business model:

employed. Capital employed is composed of the different
elements necessary to the exploitation of the business model:

— �revenue is the outcome of a successful customer value
proposition;

• Net ﬁxed assets (factories, trucks, machines, patents, etc.)
• Working capital requirements (WCR = stocks + accounts

— �costs and capital employed reflect the value architecture.

receivables — accounts payable).

A business model must be consistent to ensure proﬁtability:
the value proposition and the value architecture must be aligned
properly. For example, to become a low-price airline, it is enough
to lower prices, and the value proposition will become very
attractive. It is, in fact, “easy”. However, it is much more
challenging to become a low-cost airline, with costs in line
with prices.
Return on Capital Employed/ROCE is measured by comparing
operating income (revenue — operational costs) with capital

ROCE =

Operating income
Capital employed

The business model explains where the Return on Capital
Employed (ROCE) comes from. It describes how the company
collects revenue from the value proposition and generates costs
by leveraging its capital employed, which itself is inherent to the
choices made in the value architecture.

Proﬁt equation: the determinants of ROCE

improved by:
ROCE can be
revenue
• Increasing
sts
co
• Lowering
d assets
xe
ﬁ
• Reducing
CR
• Reducing W
rgin
perating ma
o
g
• Improvin
ver
o
rn
tu
capital
• Increasing

Operating result (OR)
ROCE

=
Capital employed (CE)

Or
Revenue (Rev) — Operational costs
ROCE

=
Net assets
+ Working Capital Requirement (WCR)
Capital turnover gives some indication of the business’ capital
intensity and the speed with which this employed capital “rotates”.

Or

ROCE

=

Operating margin x Capital turnover
OR

Rev

Rev

CE

Example: department stores have revolutionised trade by
generating low margins but high sales volumes, whilst the small
shops around the “Ladies’ Paradise” generated comfortable
margins with low capital turnover.
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Zara’s proﬁt equation
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The iconoclastic choices of Zara proved to be highly proﬁtable.
This is because its value proposition and value architecture are
perfectly intertwined, proving difﬁcult to be copied by competitors.

In simple terms, what Zara loses in production costs (compared
to its competitors), it makes up a manifold through a rapid
stock turnover.

The cost of integrated production in Spain is admittedly 20%
higher than outsourcing to Asia, but this allows the company to
always have the right product at the right time in its stores (only
50% of Zara‘s collection is in stock at the beginning of the season,
compared to 80% on average among competitors). As a result,
there are much fewer markdowns, so the actual selling price,
that results in revenue, is in fact higher than among competitors.
Therefore this mechanism provides a better margin.

Even if vertical integration (owning its factories) implies
substantial ﬁxed assets, spreading the production throughout the
season and locating it in Europe leads to much lower inventories:
therefore, WCR is lower than for its competitors. All in all, Zara’s
capital employed is comparable to that of its competitors.
Furthermore, convinced of the attractiveness of its offer, Zara
does very little advertising compared to its competitors, thereby
earning several margin points.

Comparison of proﬁt equations – Zara vs H&M

4 269

Revenue (€ B)

Operating margin (%)

3 250
13,8 %
21,7 %

H&M
Zara

Capital employed (€ B)

ROCE (%)

1 751
1 771
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33,7 %
39,8 %

N.B. : These ﬁgures are from 2002, before competitors started copying the short cycle model. Since then, competitors have moved closer to the short
cycle, but Zara still has the pioneering advantage, as shown by its more recent share price (see page 21).

Source : Zara Fast Fashion, Harvard Business Case, 2002 et 2011
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