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The new face of
business 

model 
innovation



hinese business models are often described as western 

western innovativeness is typically seen as being more inventive. 
But is this actually the case? A comparative analysis of pioneer 

incidence and type of business model innovation. Adopting an 

have a strong impact on corporate performance. 

Consider the disappointing financial performance of U.S. 

respective business models too have come under intense scrutiny 

yielded little in the way of desired financial profitability.
The well-documented success of Chinese Internet giants 

Chinese companies have succeeded in what their U.S. counterparts 
have failed to achieve—systematically seizing upon business 
model innovation to turn value-added propositions into 

Resolving the performance paradox

business model innovation that translates into superior performance 

Are Chinese Internet 
companies eclipsing 
American inventiveness?
By George Hylden
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model innovation that is ‘Made in China’.
 
 
 

solutions platforms. This may imply that technology leadership and business model  
invention are secondary to business model innovation and integrated solutions when  

 

 
I compare and contrast the business models and performance in the pioneer and the  

— —in  
 

of cementing  
inverting a first-mover advantage with the  

neutralising a  
 

engineering a stalemate situation.

Online sales: Alibaba fends off the challenger

PIONEER MARKET: AMAZON, EBAY AND PAYPAL

 
 
 

and operated stand-alone business models. Amazon’s initial focus was on business-to-
 
 
 

payment system.

 

 
 

marginal costs. 
 

architecture away from B2C direct selling towards operating a third-party transaction  
 

 

It is forgivable to think 
that a first-mover 
advantage in a pioneer 
market would result in 
greater financial success, 
but a closer examination 
of the companies 
emerging in the follower 
market reveals the 
underlying logic behind 
successful business 
model innovation that is 
‘Made in China’.
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Not only does Alibaba 
Group’s business model 
differ from Amazon’s in 
that it engages in no 
capital-intensive direct 
selling, it is also much 
broader in focus. 

 
selling platform in both revenue and 

profits still did not come close to the 
 
 

constituted a step toward vertical post-

sustainable functional and operational 

to shareholder pressure and spun off  

undoing previous post-hoc integration  
and consolidation.

Amazon seized the first-mover 
advantage to entrench itself in the less 

eBay established itself as the incumbent  
 

segment. Thus eBay fended off Amazon 
 

way of vertical post-hoc integration  
and consolidation through the acquisition 

FOLLOWER MARKET: ALIBABA

The Alibaba Group emerged as the 
dominant player in the Chinese online 

its eponymous business-to-business 

 

 

the Alibaba Group’s business model 
differ from Amazon’s in that it engages 

 

internationally. 
 

rather than charging sellers a transaction  

focuses on cross-platform referrals 
with monetisation on the basis of fee-

incentive structure that has made it more  
independent of transaction volumes.  
Its cost model is based on non-
capital intensive cost innovation that  
accommodates both volume and 

cross-platform scalability as an initial  

near-zero marginal costs.

traditional B2B and B2C third-party 
transaction platforms in both revenue  
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leader of Chinese online sales platforms. This was very much in  
line with a shift in Alibaba’s dominant business models from  
B2B and B2C to C2C third-party transactions.

ranging from its B2B and B2C platforms to Taobao’s C2C third-

superior operating profitability. This was in addition to the  
 

 
of opportunity to establish its first-mover advantage in the  

 
itself and cement its position as the incumbent in the more  
profitable B2B and B2C to C2C third-party transactions  
segment while deterring and fending off potential challengers.  

 
as to cement

Online search engines: Baidu upstages 
the incumbent

PIONEER MARKET: GOOGLE AND YAHOO

 
 

advantage of the window of opportunity for a first-mover 
advantage that propelled it to the top of the online information 

 
as the leader. 

Google invested in the broad strategic development of its online 

Google Translate. These complemented its purchase of video 
 

integrated solutions in the form of integrated user and content 
platforms respectively.

 
revenue model relied on monetisation through personalised 

 

 
self-improving as a function of usage. The model carried the  
potential of realising even negative marginal costs through 

near-zero marginal costs.
Google has since transformed itself into one of the two 

repositioned itself by launching inventions and innovations such 
 

integrate hardware and software solutions to leverage its  
online offerings.

the dominant and unchallenged leader in the online encyclopaedia 

FOLLOWER MARKET: BAIDU 

Baidu Inc. emerged as the dominant player in the Chinese online 

Sohu’s Sogou.com a distant second. Other domestic online 

share along with niche search engine platforms such as Alibaba’s  
 

U.S.-based online search giants—Google China and China 
 

Baidu’s business model was similar to Google’s in that it  

 
 

solutions (user-generated content provider and distributor  
 

 

stream and provided an incentive structure for increasing site  

 
cost for subsequent near-zero marginal costs.

Baidu realised the potential for horizontally and vertically 
integrated solutions by initiating the shift from searching  

engine to power searches of its own commercial online 
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became the largest Chinese online encyclopaedia by all monetisation-relevant  
 

 

 
 

 
Baidu employed business model innovation so as to invert a first-mover advantage.

Online social media and communications: Tencent 
preserves the status quo 

PIONEER MARKET: FACEBOOK, TWITTER AND WHATSAPP

as dominant players in the U.S. online social media and communications 
 

segments within the overall online entertainment and communications platforms 

 
services platform for smartphones. 

 
cost-profit architecture account for the relative performance differential of these  

publicly accessible content or user-generated private communication. 
 
 
 

operated on the basis of third-party advertisement-driven retweeting (i.e. promoting 
 

 
similar to that of Twitter.

 
(in addition to relatively modest operating profit mainly through third-party 

 

 
 

and/or vertical integration required for an integrated solutions platform.

Baidu succeeded in 
what Google failed 
to do: By upstaging 
the incumbent and 
acceding to the market 
leadership in the online 
encyclopaedia market 
segment, it turned the 
not-for-profit online 
encyclopaedia market 
segment which relied 
on voluntary funding  
into a for-profit model.
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FOLLOWER MARKET: TENCENT, 

RENREN AND SINA WEIBO

messaging platform for smartphones 

 

the Chinese online social media and 

Tencent succeeded in becoming the 

transforming it into an online social 

use of horizontally integrated solution 
platforms helped Tencent to successfully 
overcome the modest first-mover  
advantage of RenRen in the social 

in the micro-blogging platform  

redefined the Chinese online social  

blogging and instant messaging for 

 

into one. So through cross-referrals and 

 
its platforms and user devices. 

Tencent’s revenue model converged  
around advertising and freemium  

from standardised software infrastructure 

synergies across platforms and user-

scalability at near-zero marginal costs.
 

micro-blogging and mobile instant 

upon momentum dynamics to merge 

the status quo and engineering a  
delicately balanced stalemate situation. 

 
business model innovation to neutralise a 

Made in China does differ
 

illustrate that the Made in China  
business model innovation has features  
that systematically differ from those of 

 
The Made in America business model 

characterised by forward innovation and 

innovation creates stand-alone quasi-

economies of scale and scope at the 

This results in a lower incidence and  
inferior type of business model 

 

performance.

is characterised by forward integration 

integration proceeds on a level playing 

innovation proceeds on the basis of  

Tencent redefined the 
Chinese online social 
media communications 
platform market by 
gaining a foothold 
in all three market 
segments—online 
social networks, 
micro-blogging and 
instant messaging for 
smartphones.
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MADE IN CHINA VS. MADE IN AMERICA

Innovation Integration

Made in America Business Model Innovation

Forward 
Innovation 

Backward
Integration

Made in China Business Model Innovation

Backward 
Innovation 

Forward 
Integration

FIGURE 1
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organic development of more advanced 
 

higher incidence and superior type of 
business model innovation (refer to  

 

The irony of my findings lies in 
the fact that the two business model 
innovations−Made in America and  
Made in China−are reverse sides of 

the Made in America technological  
innovation is superior to that in the 

superior performance of business model  
innovation.

Future implications  
There are significant implications for 
both business practitioners and policy-

in China business model innovation is 
incremental in that it does not rely heavily 
on radical technological innovation 

integrated solution platforms through 
novel combinations of readily available 

The distinctive nature of the Made in 
China business model innovation offers 
unique opportunities and challenges to 

structures in Asia allows for integrated 
 

while the absolute size of the Asian 

of integrated solutions platforms to be  

gradual arrival at the technology frontier  

necessitates a switch to simultaneous forward integration and forward innovation which 
 

 
 
 
 

innovation and performance?
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