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In The New, New Thing, Michael Lewis refers to the phrase business model as “a term of art.”  And like art itself, it’s one of those things many people feel they can recognize when they see it (especially a particularly clever or terrible one) but can’t quite define.
That’s less surprising than it seems because how people define the term really depends on how they’re using it.
Lewis, for example, offers up the simplest of definitions — “All it really meant was how you planned to make money” — to make a simple point about the dot.com bubble, obvious now, but fairly prescient when he was writing at its height, in the fall of 1999.  The term, he says dismissively, was “central to the Internet boom; it glorified all manner of half-baked plans … The “business model” for Microsoft, for instance, was to sell software for 120 bucks a pop that cost fifty cents to manufacture … The business model of most Internet companies was to attract huge crowds of people to a Web site, and then sell others the chance to advertise products to the crowds. It was still not clear that the model made sense.” Well, maybe not then.
A look through HBR’s archives shows the many ways business thinkers use the concept and how that can skew the definitions. Lewis himself echoes many people’s impression of how Peter Drucker defined the term — “assumptions about what a company gets paid for” — which is part of Drucker’s “theory of the business.”
That’s a concept Drucker introduced in a 1994 HBR article that in fact never mentions the term business model. Drucker’s theory of the business was a set of assumptions about what a business will and won’t do, closer to Michael Porter’s definition of strategy. In addition to what a company is paid for, “these assumptions are about markets. They are about identifying customers and competitors, their values and behavior. They are about technology and its dynamics, about a company’s strengths and weaknesses.”
Drucker is more interested in the assumptions than the money here because he’s introduced the theory of the business concept to explain how smart companies fail to keep up with changing market conditions by failing to make those assumptions explicit.
Citing as a sterling example one of the most strategically nimble companies of all time — IBM — he explains that sooner or later, some assumption you have about what’s critical to your company will turn out to be no longer true. In IBM’s case, having made the shift from tabulating machine company to hardware leaser to a vendor of mainframe, minicomputer, and even PC hardware, Big Blue finally runs adrift on its assumption that it’s essentially in the hardware business, Drucker says (though subsequent history shows that IBM manages eventually to free itself even of that assumption and make money through services for quite some time).
Joan Magretta, too, cites Drucker when she defines what a business model is in “Why Business Models Matter,” partly as a corrective to Lewis. Writing in 2002, the depths of the dot.com bust, she says that business models are “at heart, stories — stories that explain how enterprises work. A good business model answers Peter Drucker’s age-old questions, ‘Who is the customer? And what does the customer value?’ It also answers the fundamental questions every manager must ask: How do we make money in this business? What is the underlying economic logic that explains how we can deliver value to customers at an appropriate cost?”
Magretta, like Drucker, is focused more on the assumptions than on the money, pointing out that the term business model first came into widespread use with the advent of the personal computer and the spreadsheet, which let various components be tested and, well, modeled. Before that, successful business models “were created more by accident than by design or foresight, and became clear only after the fact. By enabling companies to tie their marketplace insights much more tightly to the resulting economics — to link their assumptions about how people would behave to the numbers of a pro forma P&L — spreadsheets made it possible to model businesses before they were launched.”
Since her focus is on business modeling, she finds it useful to further define a business model in terms of the value chain. A business model, she says, has two parts: “Part one includes all the activities associated with making something: designing it, purchasing raw materials, manufacturing, and so on. Part two includes all the activities associated with selling something: finding and reaching customers, transacting a sale, distributing the product, or delivering the service. A new business model may turn on designing a new product for an unmet need or on a process innovation. That is it may be new in either end.”
Firmly in the “a business model is really a set of assumptions or hypotheses” camp is Alex Osterwalder, who has developed what is arguably the most comprehensive template on which to construct those hypotheses. His nine-part “business model canvas” is essentially  an organized way to lay out your assumptions about not only the key resources and key activities of your value chain, but also your value proposition, customer relationships, channels, customer segments, cost structures, and revenue streams — to see if you’ve missed anything important and to compare your model to others.
Once you begin to compare one model with another, you’re entering the realms of strategy, with which business models are often confused. In “Why Business Models Matter,” Magretta goes back to first principles to make a simple and useful distinction, pointing out that a business model is a description of how your business runs, but a competitive strategy explains how you will do better than your rivals. That could be by offering a better business model — but it can also be by offering the same business model to a different market.
Introducing a better business model into an existing market is the definition of a disruptive innovation. To help strategists understand how that works Clay Christensen presented a particular take on the matter in “In Reinventing Your Business Model” designed to make it easier to work out how a new entrant’s business model might disrupt yours. This approach begins by focusing on the customer value proposition — what Christensen calls the customer’s “job-to-be-done.” It then identifies those aspects of the profit formula, the processes, and the resources that make the rival offering not only better, but harder to copy or respond to —  a different distribution system, perhaps (the iTunes store); or faster inventory turns (Kmart);  or maybe a different manufacturing approach (steel minimills).
Many writers have suggested signs that could indicate that your current business model is running out of gas. The first symptom, Rita McGrath says in “When Your Business Model is In Trouble,” is when innovations to your current offerings create smaller and smaller improvements (and Christensen would agree). You should also be worried, she says, when your own people have trouble thinking up new improvements at all or your customers are increasingly finding new alternatives.
Knowing you need one and creating one are, of course, two vastly different things. Any number of articles focus more specifically on ways managers can get beyond their current business model to conceive of a new one. In “Four Paths to Business Model Innovation,” Karan Giotra and Serguei Netessine look at ways to think about creating a new model by altering your current business model in four broad categories: by changing the mix of products or services, postponing decisions, changing the people who make the decisions, and changing incentives in the value chain.
In “How to Design a Winning Business Model,” Ramon Cassadesus-Masanell and Joan Ricart focus on the choices managers must make when determining the processes needed to deliver the offering, dividing them broadly into policy choices (such as using union or nonunion workers; locating plants in rural areas, encouraging employees to fly coach class), asset choices (manufacturing plants, satellite communication systems); and governance choices (who has the rights to make the other two categories of decisions).
If all of this has left your head swimming, then Mark Johnson, who went on in his book Seizing the White Space to fill in the details of the idea presented in “Reinventing Your Business Model,” offers up perhaps the most useful starting point — this list of analogies, adapted from that book:
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So there I was, surfing the web, when I came across this awesome little company called Wonga. What does Wonga do? It makes short term loans, like “payday” loans. At a 2689% APR. In case you’re interested, that’s 66 pounds worth of interest on a 200 pound loan…in just 30 days.
Wow! What a business model. I thought: hey, maybe I can do a little angel investment. But the big guys had already beat me to the punch. Three top venture funds are already investing in Wonga.
What vision! I thought investors were wasting time on stuff like fixing global healthcare and building a better transportation infrastructure. Boy, was I wrong. Investing in 3000% interest rates in the middle of a debt crisis — that’s so smart, it hurts.
So I thought up four more awesome businesses for venture and private equity guys to consider.
· A global marketplace for people to sell their organs. It’s like eBay meets ER. 
· A social network for nuclear arms trading. Think Facebook for Mugabe and Musharraf.
· A community for coyotes to trade tips about people smuggling. My analysis suggests 200% margins in this business.
· (And this is my personal favorite) I’ll hire five guys from my gym. We’ll charge local businesses not to intimidate them. You can’t lose with this one!!
So I want liquidity preference on the last one, too — OK?
***
OK. Let’s discuss Wonga seriously.
John Cleese, Gargamel, and Dr. Evil put together couldn’t’ dream up a more absurd situation than Wonga meets venture capital in 2009. Why not?
Today, we’re about halfway through the biggest debt crisis for a century. For three top venture funds to invest in an ultra-high rate lender in this macroeconomic context beggars belief. 
It is a breathtakingly poor choice: an economically, strategically, competitively, and ethically bankrupt choice to make. And, ultimately, it’s a small but perfect example of how a deep, sweeping lack of leadership has consistently led decision-makers to those bankrupt choices — building a zombieconomy instead of shared prosperity.
Here’s the score.
Wonga is an economically bankrupt investment. Authentic innovations create real economic gains. Like Hummers and McMansions, Wonga is an unnovation: it offers no gains to efficiency or productivity. That’s because it is designed to extract value — not create it. From an economic point of view, Wonga’s about as valuable as my old shoes (and I don’t mean my Jordans). It is, in a nutshell, the game of musical chairs that caused the global economy to melt down. And that’s always a startlingly poor choice to make, because…
Wonga is a strategically bankrupt investment. Think Wonga’s a great business, regardless? Think again. The world is deleveraging. Consumption is slowing. Taxes are about to rise wallopingly. Interest rates are rising. In this context, Wonga isn’t likely to prosper. 21st Century economics demands a kind of better business — not because it’s nice, but because, it’s a matter of survival. For example, in a recession this deep, how long do you think Wonga’s delinquency rate will stay below high double digits?
What are the kinds of businesses 21st Century economics demand? Read on.
Wonga is a competitively bankrupt investment. Interestingly, Wonga’s backers think Wonga’s disruptive. Is it?
Wonga’s about as disruptive as a zit. In fact, it’s the opposite of disruptive: it’s going to get disrupted. Here’s why. Unscrupulous lenders have been offering the poor 3000% APRs since the beginning of time. It’s not new, interesting, or better. 21st Century economics demand real disruption in spades — and because it’s more of the same old, Wonga is wide open to it. Here are five ways Wonga will get disrupted — which are also five businesses better investors will inevitably fund:
1. Offering low-grade borrowers disruptively lower interest. 
2. Offering low-grade borrowers disruptively longer durations. 
3. Offering low-grade borrowers disruptively less risky debt (for example, debt pooled across p2p lenders, as in a credit union).
4. Offering low-grade borrowers disruptively better monitoring and accountability mechanisms (as in microfinance).
5. Offering low grade borrowers disruptively less risky portfolios (ie: personal credit default swaps and credit insurance). 
To make better stuff, we must strive to be better. But Wonga can’t, because…
Wonga is an ethically bankrupt investment. Venture investors have a duty to create value for their limited partners — but not by subtracting value from others. Think piracy’s theft? What about usury? Though Wonga argues that it tries to help lenders, it can never do so sustainably. Why? The problem is in the DNA — Wonga’s incentives are perverse. The less you can pay off your original loan, the more we profit. In turn, Wonga cannot act for the common good — whether it wants to or not.
Venture money flowing into Wonga is not an investment — it’s a misallocation. It is a morally, strategically, and economically bankrupt misallocation of capital to it’s least productive — and most destructive use. And it is misallocations exactly like Wonga that caused the economy to come to a grinding halt.
Today’s lack of leadership is the result of economic nihilism. The leadership problem that leads to investments like Wonga is present across industries. It is the direct result of economic nihilism: the belief that we can profit, even though you are worse off. And it’s exactly what’s behind Wonga: create zero value, book maximum profit.
What can you learn from the worst business model in the world? Simple. Don’t make toxic stuff that’s bad for people. Make awesome stuff that makes humans meaningfully better off.
All we have to do is ask: wait a minute — isn’t cramming people down with toxic debt how we got into this mess? Has the venture community learned anything about 21st Century economics? Are they living on the same planet as the rest of us?
The story of Wonga and its investors is really the story of our economy and its leaders. And that story is really the story of the industrial era’s “dumb growth.”All those stories are telling us: capturing value from people is easy. But the rarest and most valuable capability in the world is creating authentic, meaningful value for people.
That’s it for now. Commenters, feel free to convince I’m wrong as can be on this one. Or, better yet, suggest even more “value-creating” next-gen businesses for VCs to invest in.
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CAN’T THINK OF A NEW BUSINESS MODEL?
Try adapting one of these basic forms.

ANALOGY HOW IT WORKS EXAMPLE
Affinity club Pay royalties to some large « MBNA
organization for the right to
sell your product exclusive-
ly to their customers.
Brokerage Bring together buyers « Century 21
and sellers, charging a « Orbitz
fee per transaction to
one or another party.
Bundling Package related goods « Fast-food
and services together. value meals
« iPod/iTunes
Cell phone Charge different rates for « Sprint
discrete levels of a service. « Better Place
Crowdsourcing Get a large group of people « Wikipedia
to contribute content for « YouTube
free in exchange for access
to other people’s content.
Disintermediation Sell direct, sidestepping e Dell
traditional middlemen. * WebMD
Fractionalization  Sell partial use » NetJets
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of something.

Offer basic services
for free, charge for
premium service.

Rent, rather than sell,
high-margin, high-priced
products.

Lower prices by
decreasing service.

Lower prices by receiving
payment before delivering
the offering.

Charge for actual,
metered usage.

Offer the high-margin razor
below cost to increase
volume sales of the low-
margin razor blades.

Offer the low-margin item
below cost to encourage
sales of the high-margin
companion product.

Set a ceiling price and
have participants bid as
the price drops.

Rather than sell a product,
sell the service the product
performs.

Standardize a previously
personalized service to
lower costs.

Charge a subscription fee
to gain access to a service.
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to a network, charging
both membership fees and
advertising.
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