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ABSTRACT

Although corporate sustainability has gained more attention and companies have recently
showed a growing interest in sustainable practices, the progress towards sustainable
development has been slow leading to increasing environmental and social challenges. .
Business model innovations are recognized as a key to the creation of sustainable business
and as a bridge between company level and system level changes. Sustainable business model
innovations create, deliver and capture economic, social, and ecological value for customers
and other stakeholders in various societies.

The aim of this article is to deepen the understanding of the ways how companies create and
capture sustainable value through business models in a larger operation system. From the
theoretical perspective, the article adopts the transition theory and the concept of strong
sustainability for understanding socio-technical transitions and business model changes
towards sustainability. Here the focus is on companies’ dualistic role pursuing sustainable
development targets — both contributing to sustainability within the business dimensions, and
assisting the broader systemic change through the new sustainable business models.
Furthermore, the article deals with the external factors that either enable or hinder
companies to transform their existing business models towards sustainability.

By reviewing previous literature, this study develops preliminary frameworks combining the
approaches of transition management, sustainable value creation and corporate
sustainability levels. The work aims to decrease the existing gap between the literature of
system transition and business models. The frameworks can be applied in the future in
analyzing new sustainable business models, value processes, value creation and capture, and
broader systemic changes towards sustainability.



INTRODUCTION

The number of publications on corporate sustainability has increased exponentially since the
early 1990s (Linnenluecke & Griffiths, 2013), and companies overall are showing increasing
interest towards corporate sustainability practices (e.g. Lacy et al., 2012). However, the
progress towards sustainable development has been slow, and ecological and social problems
are increasing. Dyllick and Muff (2015) identified a significant disconnection between the
organizational, micro-level concepts of corporate sustainability and sustainable business and
the global, macro-level concept of sustainable development. Company-level actions
contribute marginally to global sustainability if corporate sustainability and sustainable
development are disconnected, and consequently, the performance measures remain
disconnected. Three conceptual challenges disconnecting the concepts of corporate
sustainability and sustainable development were addressed: 1) the poor integration of all
three dimensions (economic, ecological and social) in the business sustainability discourse, 2)
the insufficient integration of the societal macro level with the organizational micro level, and
3) the focus on economic success as the dominating performance measure.

The concept of the business model is presented as a bridge between changes at the company
leve, micro level, and the system level, macro level (Boons & Liideke-Freund, 2013; Boons et
al., 2013). Monumental challenges, such as climate change, resource depletion and
inequality, question the traditional manner in which companies create value. Innovations
promoting the sustainable performance of companies are more crucial than ever for long-
term success, and sustainability issues should be fully integrated into the strategy and
operations of a company (Lacy et al., 2012). Sustainable business model is an approach for
firms to reconceptualize their purpose and value creation logic to improve their economic,
environmental and social sustainability (Bocken et al., 2014)., and sustainability can be seen
as a central driver of innovation (Nidumolu et al., 2009). Although the question of how
companies can transform their business models towards sustainability is highly relevant for
society and management, and sustainable business model literature is evolving, companies
have been slow to adopt sustainability strategies and sustainable business models.
Sustainability transitions are complex and unique because sustainability is a collective good,
which means that most sustainable solutions do not offer direct user benefits (Geels, 2011).
It is therefore unlikely that sustainable business model will be able to replace existing systems
without wider system level changes, such as changes in regulatory frameworks and industry
level policies.

Firms are capable of contributing to sustainability through multiple transition pathways
(Geels & Schot, 2007; Geels, 2014) when firms can be interpreted as agents of sustainability
transitions. Transition literature typically perceives business enterprises as external agents
that challenge the status quo, whereas the internal processes of firms are often underplayed.
The processes of value creation and capture within business environments are needed to
understand both business model change and system transition.

In addition, business models are typically considered from the viewpoint of a focal company,
and to date, business model research has predominantly focused on company level analyses
and examples, whereas sustainability often requires a broader, system level perspective
(Abdelkafi & Tauscher, 2016; Gorissen et al., 2016; Pedersen et al., 2016). Internal activities



through which companies enhance sustainable business are greatly affected by the business
environment in which the companies operate (Zott & Amit, 2007). It is thus important to take
a step beyond the business model of the individual company and identify and analyze driving
forces and barriers that have an impact on sustainable business models. A deeper
understanding is required on the mechanisms on how the business model concept can bridge
corporate sustainability and system level innovation. System level change and industry
transformation require the joint efforts of several actors and the change of more than one
company's business model.

This study contributes to these calls by applying transition theory to explain both the business
model change at the company level and wider socio-technical transition towards
sustainability. Transitions emerge through agency that can be, for example, an individual, a
business enterprise, or a governmental or non-governmental organization. The article aims
at explaining the mechanisms of sustainable value capture and creation at the company level
but within a larger operating system.

This paper is organized into two main sections and conclusions. The next section reviews the
literature from different disciplines and presents the central concepts of the study and the
theoretical background related to them. The following section integrates the disciplines and
ends up presenting preliminary frameworks emerging from the relevant theories. The initial
integration of different disciplines may help to reduce the gap between system transition
literature and business model literature. The final section draws conclusions and presents
implications and avenues for future research. Since the focus of this chapter is theoretical,
the proposed future research directions include testing the frameworks empirically.

THEORETICAL AND METHODOLOGICAL BACKGROUND

Previous literature was reviewed in order to create the basis on understanding socio-technical
transitions and business model change towards sustainability. The qualitative literature
analysis (see e.g. Marshall and Rossmand, 1999, Miles and Huberman, 1994) was conducted
in two iterative stages. First, we identified the main concepts and conducted the literature
review. Second, we used constructive research to synthesize the findings from the previous
literature and to develop the integrative frameworks. We used the Scopus database and the
following keywords and their combinations to find relevant articles: ‘business model’,
‘sustainability’, ‘transition management’, ‘system transition’ and ‘systemic change’. (Scopus
is an extensive database and probably the best tool available for literature searches,
particularly for articles published after 1995 (Falagas et al., 2008). Falagas, M.E., Pitsouni, E.I.,
Malietzis, G.A. & Pappas, G., 2008, "Comparison of PubMed, Scopus, Web of Science, and
Google Scholar: Strengths and weaknesses", FASEB Journal, vol. 22, no. 2, pp. 338-342.)

Based on three key concepts identified — namely, sustainability, business model and system
transition — the conceptual framework was outlined for integrating business model change
and system transition towards sustainability (Figure 1). The key concepts are discussed in this
section. The synergy between the disciplines is created based on the findings of the discussion
in the following section.



Sustainability

Business model System transition

Figure 1. Conceptual framework for sustainable value creation

Concept 1: Sustainability

Planetary boundaries

Since the world faces mounting sustainability threats and great challenges, researchers have
attempted to determine sustainable limits to human activities. After the Industrial Revolution,
human actions have been the main drivers of global environmental change, hence pushing
the Earth outside of its stable environmental state with consequences that are detrimental or
even catastrophic for large parts of the world. Rockstrom et al. (2009) have developed
“planetary boundaries” that define the safe operating space for humanity with respect to the
Earth’s system and are identified in terms of the planet’s biophysical subsystems or processes.
Steffen et al. (2015) addressed the impact of accelerating economic growth and equity for the
changing safe operating space. Milne et al. (2006) emphasized management approaches to
corporate responsibility in this context. The debate has led to investigating on the
contribution of companies to the degradation of the nine specific boundary processes on
different focal scales (Whiteman et al. 2013).

Sustainability

WCED (1987) defined sustainability as the development meeting the present needs without
compromising the ability of future generations to meet their own needs. Within this view,
pursuing sustainability is seen as a process of gradually conjoining demands on and the supply
of resources, the infinite and finite aspects of human life (Williams & Millington, 2004).
Traditionally, sustainable development is portrayed as a convergence, or a triple bottom line,
of three different pillars: economic, ecological and social (e.g. Mikkild, 2006, Mikkila et al.,
2015).

The debate by scholars and practitioners culminated into the categories of weak sustainability
and strong sustainability. The distinction between weak and strong sustainability was derived
from the attempts to operationalize sustainability in a purposeful way. Weak sustainability



refers commonly to a need to expand the stock of resources by, for example, developing
renewable resources, making more out of existing resources or finding technological solutions
to environmental problems (Williams & Millington, 2004). The idea underlying strong
sustainability is to revise the demands on the Earth. For instance, the consumption should be
decreased, rather than adapting the Earth to suit human needs (Williams & Millington 2004).
The distinction between weak and strong is, however, rather crude and the reality much more
diverse.

Sustainable development related to corporate sustainability

The idea of sustainable development is often dominated by the macro level. Baumgartner
and Ebner (2010) argued that sustainable development is designated only at the macro level
of societies. Comprehensive corporate sustainability strategy eventually have positive effects
on societies at large. This micro level sustainability refers commonly to corporate
sustainability or responsibility including the three dimensions of economic, environmental
and social sustainability (Mikkild, 2006; Mikkilad et al., 2015) Corporate sustainability is a value-
bound concept that varies in place and time depending on the surrounding, dominating
regime. Corporate sustainability and responsibility refer commonly to the operation
environment: natural resource based industries favor corporate sustainability, whereas
several other sectors apply corporate responsibility (Mikkila & Toppinen, 2008; Mikkila et al.,
2016).

The research on how corporations can contribute to sustainability has continued over the
past decade and, for example, Dyllick and Muff (2015) have introduced a four-level typology
for corporate sustainability in order to clarify when business is truly sustainable. These levels
are “business-as-usual”, “refined shareholder value management”, “managing for the triple
bottom line” and “truly sustainable business”. The first focuses on producing economic value
in the form of profit and shareholder value, and externalized costs are not understood or
measured. At the second level, the business objective is to create shareholder value, but
environmental and social concerns are considered in decision-making and actions as
economic risks but also opportunities for business. At the third level, value creation goes
beyond shareholder value, including social and environmental values. This means a
broadened stakeholder perspective, pursuing a triple bottom line approach, and creating
sustainable value not just as a side-effect of business activities but as the result of deliberately
defined goals. The highest level, truly sustainable business, shifts the perspective from the
traditional “inside-out” approach to “outside-in”, referring to the creation of a significant
positive impact in critical and relevant areas for society and the planet in addition to the
mitigation of negative impacts. Sustainability challenges are turned into business
opportunities making “business sense” of environmental and social issues.

Concept 2: Business model

Business model innovation

A business model describes the rationale on value creation, delivery and capture of
organizations (Osterwalder & Pigneur, 2010). It reflects the company’s realized strategy
(Casadesus-Masanell & Ricart, 2010), emphasizes a holistic approach to explaining how
companies “do business” (Zott et al., 2011) and provides a link between an individual
company and the larger production and consumption system (Boons et al., 2013). The



business model describes how and to whom to do business in addition to what a business
does (Zott & Amit, 2010).

Business model innovation is widely acknowledged as a source of innovation (Zott & Amit,
2007; Amit & Zott, 2012) and as a key source of competitive advantage (Baden-Fuller &
Morgan, 2010; Chesbrough & Rosenbloom, 2002; Teece, 2010). It is also recognized as key to
the creation of sustainable business (e.g. Boons et al., 2013; Boons & Liideke-Freund, 2013;
Carayannis et al., 2014) and the enhancement of the transition towards a circular economy
(e.g. Lewandowski, 2016; Planing, 2015). Comprehensive sustainability efforts are more likely
to take place in organizations that demonstrate high levels of business model innovation
(Pedersen et al., 2016).

Business model for sustainability

Business models for sustainability, i.e. sustainable business models, significantly increase
positive impacts or reduce negative ones for societies by changing value creation, delivery
and capture by organizations and their networks (Bocken et al., 2014). According to
Schaltegger et al. (2012; 2016), sustainable business modeling aims at identifying
opportunities that allow firms to capture economic value whilst generating environmental
and social value, thereby establishing the business case for sustainability. A business model
that contributes to sustainable development needs to create value to the whole range of
stakeholders and the natural environment, beyond customers and shareholders (Schaltegger
et al., 2016). Upward and Jones (2016) have presented a more theoretical approach; they
discuss weak and strong sustainability and compare more profit-oriented business models to
strongly sustainable business models building on the natural and social science of
sustainability. They see that strongly sustainable business models do no harm but create
positive environmental, social, and economic value throughout the value networks, thereby
sustaining the possibility that human and other life can flourish on this planet forever.
Strongly sustainable business models take financial, societal and environmental costs into
account and measure financial rewards, social benefits and environmental regeneration — so
called tri-profit.

Stubbs and Cocklin (2008) defined a sustainable business model to draw economic,
environmental and social aspects of sustainability in defining a company’s purpose and
measuring its performance, considers the needs of all stakeholders, treats nature as a
stakeholder, and encompasses both a system and a company-level perspective. Abdelkafi and
Tauscher (2016) emphasized the system-level perspective by conceptualizing a sustainable
business model, that enables the company to reinforce the mutual interdependencies
between the value created for its customers and the environment as well as the value
captured for itself. The more value the company can create for its customers and the wider
environment, the higher the value it captures for itself.

The literature has identified a wide range of examples on specific companies aiming at
contributing to business model innovation for sustainability, for example Interface Inc. and
Bendigo Bank (Stubbs & Cocklin, 2008), and British Sugar (Short et al., 2014). Some examples
show solutions and mechanisms of extended producer responsibility and end-of-life
strategies (Rizzi et al., 2013), product-service systems (Tukker, 2015), base of pyramid
solutions (Chaurey et al., 2012), and collaborative consumption (Bardhi & Eckhardt, 2012)..



Business model change towards sustainability

Business model innovation covers changes from incremental adjustments to more radical and
systemic changes (Cavalcante et al., 2011). The innovations required for sustainable
development need to move beyond incremental adjustments (Johnson & Suskewicz, 2009;
Boons et al., 2013). Gauthier & Gilomen (2016) proposed a four-stage typology of the business
model transformations where the first two stages represent business as usual or incremental
innovation and marginal modifications to business model elements without major changes to
the whole value delivery system, and the latter two more radical innovation. These four
stages are: “business model as usual”, “business model adjustment”, “business model
innovation”, and “business model redesign”. Business model innovation refers to major
business model transformations and the strong potential of new value propositions and value
creation mechanisms, and business model redesign refers to a complete rethinking of
companies’ business model elements to bring radically new value propositions to the market.
From the sustainability perspective, the first stage could mean pollution prevention, cleaner
production and good working conditions within legal and other external standards, whereas
designing products for sustainability, resource efficiency and sustainable marketing and
communication with stakeholders are covered at the second stage. The third stage highlights
designing whole processes for sustainability. At the highest, the fourth level, companies see
sustainability as a real business opportunity and source of differentiation. Companies
translate sustainability challenges into business opportunities by making “business sense” of
societal and environmental issues (Dyllick & Muff, 2015). Shifting from traditional energy
business to solar energy-based solutions business represents an example of a sustainability
based business.

Concept 3: System transition

System transition and multi-level perspective (MLP)

Previously, the literature on environmental innovation was dominated by single technologies,
such as developing wind turbines or biofuels. The multi-level perspective brings together both
technological and social approaches to system transition, hence being one of the leading
theories regarding sustainability transitions in the socio-technological system (Geels, 2011).
MLP explains trajectories of sustainability transitions. Emerging sustainability innovations
challenge and aim at replacing the existing, typically unsustainable system (Geels & Schot,
2007; Geels, 2011). MLP is based on the assumption of the three-level structure: niche level,
regime level and landscape level. Technological trajectories locate in the socio-technical
landscape, consisting of a set of deep structural trends, such as economic growth or oil price
(Geels, 2002).

The landscape is described as an external structure or context for interactions of actors.
Regimes refer to rules that enable and constrain activities within communities, whereas the
landscape refers to wider technology-external factors. (Geels, 2002) The landscape is
constantly transforming, but relatively slowly compared to regimes. Regimes generate
incremental innovations, whereas radical innovations are generated in niches (Geels, 2002).

Genus and Coles (2008) and Berkhout et al. (2005) criticized the definition of transitions being
problematic overall, being challenging to specify the start and end of transitions. Markard and



Truffer (2008) argued that the definition of a regime is incoherent in MLP and regimes can
bedefined at different levels of combination and from different perspectives. Moreover, MLP
has steadily discussed policies as steering methods within the framework, but the policy is
often an external force that is not actually implemented in the socio-technical transition
(Smith et al. 2010). One of the critiques against MLP considers agency and how it
isunderplayed in the framework. Sometimes MLP falls to focus on the technological transition
rather than agency that has the capability to transform the existing regime (Smith et al., 2005;
Genus & Coles, 2008).

Agency and MLP

Agents are capable of creating and advancing sustainability transitions and sustainable value.
Agency is understood here as the capacity of performing acts that contribute to sustainability.
The representations of agency can appear as both individuals and larger groups, such as firms
pursuing sustainability. Several scholars recognize that agency plays a crucial role in
sustainable transitions as a part of MLP. For example, Grin et al. (2011) and King (2008)
suggested that agency creates change, having a necessary role during particular episodes of
a transition. Agency typically possesses abilities, means, and power for deliberative action on
multiple scales to contribute to sustainability (Wiek et al., 2012). Agency also deeply
influences the internal translation and interpretation of sustainability and helps to embed it
further (Lehner, 2014; Heijden, van der Cramer & Driessen, 2012).

Agency shaping the system

The power of agency lies in its potential to shape the prevailing regime. Most pioneering
studies suggested that agency could be the most effective element in creating lasting
transition for better future (Walker et al., 2010; Fudge, Peters & Woodman, 2016). MLP
framework recognizes the agents to be capable to introduce transitions outside the prevailing
regime, and discursive activities at regime and niche levels eventually result in cultural
repertoires at the landscape level (Geels & Schot, 2007; Geels & Verhees, 2011; Geels, 2011).
The ability of achieving a more sustainable system ultimately depends on agency, which drives
niche innovations and implements regime changes or connects niches and regimes (Grin,
Rotmans & Schot, 2011).

Agents shape the prevailing system by challenging the current regime. To challenge the
prevailing regime, niche innovations have to achieve legitimacy, which is required for an
innovation to initially become relevant and in the end dominant in the system (Bork et al.
2015; Haxeltine & Seyfang, 2009). Legitimacy is achieved by surpassing resistance to change.
Resistance from the current regime is likely since agents ultimately challenge the existing
system. The current regime also embodies power: the rules, resources and actor
configurations which are part of the regime will privilege particular practices over others
(Grin, Rotmans & Schot, 2011). Whereas the incumbent regime uses its power to create
resistance towards transition, it is also true that regime changes eventually result in changes
in power relations (Grin, Rotmans & Schot, 2011). The challenge for regime shaping agents
lies in making transition dynamics and the political dynamics associated with it to reinforce
each other generously to gradually destabilize the harmony of power and legitimacy between
incumbent and sustainable practices, which consequently may lead to merging through
common visions or through the graduate, self-reinforcing structuring of practices (Grin,
Rotmans & Schot, 2011).



From multi-level perspective (MLP) to triple embeddedness framework (TEF)

MLP has dominated the related sustainability transition theories even though it has been
rather policy oriented and paid marginal attention to the business environment. To address
this gap, Geels (2014) developed a new conceptual framework, the triple embeddedness
framework (TEF) acknowledging interactions between incumbent business firms and
operation environments. The interactions between business industries and their economic
and socio-political environments were conceptualized as bi-directional.

The major global challenges, such as climate change, energy security, transport and resource
efficiency, and food safety, are results of negative externalities for incumbent firms in
industries, such as, oil or coal (Geels, 2014). These typically unsustainable systems are rigid
and filled with various lock-in mechanisms (Geels, 2011). A stable incumbent regime is the
outcome of various lock-in processes and it reinforces itself as conflicting to novel innovations
(Klitkou et al. 2015). In addition, incumbent firms typically embody power and internal
resources and incumbents use their adaptive capacity to orient emerging transition
trajectories into a path set in the parameters of the current regime (Geels & Schot, 2007). For
this reason incumbent firms tend to prefer incremental change and the continuation of
existing trajectories (Geels, 2014). However, incumbent firms can also adopt innovations that
are developed in niches and then utilized in regimes, which gradually trigger further changes
in the regime (Geels & Schot, 2007). In addition, large incumbent firms can also develop and
market radical innovations and hence have an influence on confronting grand challenges
(Geels, 2014). Incumbents may display many ambivalent strategies (Bakker et al., 2012).
Consequently, incumbent firms bear the potential in contributing to sustainability through
multiple pathways.

The underlying assumption of TEF is that a mismatch between widespread institutions, such
as broadly accepted norms, values, belief systems, and industry-specific institutions, does not
generate pressure on firms as such. Pressure is rather created through activities — for
example, complaints, demands and criticisms by socio-political actors, such as consumers,
policymakers, civil society and social movements (Geels, 2014). Consequently, the purpose of
TEF is that increasing pressure towards incumbent industries might result in incumbent firms
to overcome lock-in mechanisms and reorient towards more radical innovations (Geels,
2014). This is crucial since in addition to incremental innovations, the mounting challenges of
the world need radical innovations. Since large firms are capable of pursuing sustainability,
they can be seen as agents of sustainability transitions, and consequently, creating
sustainable value. Since sustainability transitions have multiple possible pathways, transitions
also include multiple types of agency (Geels & Schot, 2007). Firms as agencies can be
interpreted as two-fold. Firstly, firms are able to contribute to sustainability within the limits
of the current regime related with the concept of weaker sustainability and sustainable
development through incremental innovation. Secondly, large firms are capable of acting as
agents of radical innovations of sustainability if they are able to overcome the lock-in
mechanisms of the existing system.

BUILDING AN INTEGRATION BETWEEN DIFFERENT DISCIPLINES

Integrative concept: Value



Different forms of value

Value is a multifaceted and elusive concept, which is used as a central construct in the form
of value propositions when analyzing market opportunities (Anderson et al., 2006) and
designing business models (Osterwalder & Pigneur, 2010). From the economic point of view,
the two most common notions of value are exchange value and use value. The first one refers
to the price of an item in the market, and the latter is determined by how useful an item is to
a given person or situation (value-in-use, value-in-context). The latter view has been
promoted especially by the service researchers since services are more intangible (e.g. Vargo
et al., 2006). In business, it is most relevant to analyze value from the customer’s point of
view; that is, the value of the supplier’s offering for the customer. In this view, value is
normally understood as some form of assessment of perceived benefits against sacrifices
required by the customer (e.g. Woodall, 2003). Customer value is, however, a narrow
definition of value if we look at larger systems of stakeholders and different perspectives into
value. From the system’s point of view, besides customer value, we should also consider value
for the organization, ecosystem and society, and understand value as not only economic, but
as a psychological, sociological and ecological concept (den Ouden, 2012). Only then can we
approach what sustainable value as a whole in a system under study could be.

Sustainable value

The idea of value leads to ponder further the relation between sustainability and value within
business environments. Sustainability is stated to be one of the firm’s key success factors in
the long term business strategy (Kuosmanen & Kuosmanen, 2009). Since firms use economic,
environmental and social resources to produce goods and services to help the society to
satisfy its needs, firms are at the same time both drivers and burdens to sustainable
development (Hahn, Figge & Barkemeyer, 2007). The sustainability performance of firms
needs to be measured to encourage sustainability instead of burdening it.

The concept of sustainable value (SV) was developed by Figge and Hahn (2004) to measure
firms’ contributions to sustainability based on opportunity costs. The additional value created
by a firm is measured ensuring that every environmental and social impact is in total constant
because the idea of strong sustainability requires that each form of capital is kept constant.
SV is inspired by the concept of strong sustainability, taking into account corporate eco- and
social-efficiency as well as the absolute level of environmental and social resource
consumption; in other words, the efficiency and effectiveness of all three dimensions of
sustainability (Figge & Hahn, 2004). The outcome of SV is a value that expresses how much
more value is created because a firm is more efficient than a benchmark company and
because the resources are allocated to the firm and not to benchmark companies (Figge &
Hahn, 2004). The target of SV is to measure the potential advantages from the reallocation of
resources and to identify firms to or from which resources should be allocated (Kuosmanen
& Kuosmanen, 2009). SV steers businesses towards strong sustainability, hence enabling a
stable economic position while adapting human activities —in this case business operations —
to meet the boundaries of natural resources.

By creating SV, firms are also acting as agents of sustainability transitions since the value
creation process ultimately results in stronger sustainability performance. Consequently, the
adoption of SV approach can support the firms meeting their sustainability targets at large.



First, by adopting the SV approach, the company’s business operations contribute to
sustainability in all of its dimensions. Second, firms that engage in SV creation challenge the
current system. Firms that have created SV have also benchmarked their operations. By
gaining a leading position (regarding sustainability) in the markets, firms are able to apply
pressure to their competitors. Eventually, this leads to increasing pressure on the whole
business sector and at the same time on the prevailing regime. Also in this case, a firm’s
agency can be seen as two-dimensional: as agency towards the whole regime but on the other
hand also as agency towards competing actors. If SV is closely associated with the concept of
strong sustainability, the transition trajectory should proceed towards more radical
innovations. However, various elements are likely to contribute to whether the competition
caused by the SV approach results in transition pathways set by the parameters of the current
regime or stir the transition more towards novel trajectories.

Business models as tools for creating and capturing sustainable value

The idea underlying sustainable value associated with business models is to unveil how SV is
created, delivered and captured through business models. Den Ouden (2012)expressed the
economic value for the expected users of the system, product or service to be the value for
money, which reflects the usefulness of a product/service and value or the price of a
product/service compared to the value or price of another product/service. The economic
value that companies strive for is profit, and for an ecosystem it is financial stability and
resilience. The economic value for society is summarized as wealth. The concepts of ecological
value refer to an individual’s ecological footprint, eco-effectiveness at a company level,
sustainability at the ecosystem level and the livability of the environment at the society level.
The livability of the environment relates to biodiversity as well as the physical beauty of
nature. The social value for the user translates into belonging, which is an important
parameter in determining people’s happiness. At the company level, the social value is
summarized as social responsibility, which represents the impact of a firm’s behavior on
society. Value at the ecosystem level from a social perspective translates into reciprocity,
reflecting a system to which all parties contribute and from which they benefit. At the societal
level, the ultimate value is the greatest happiness of the greatest number of people and
meaningful life.

Sustainable business models propose sustainable value, but in practice, the value can be
either captured or destroyed or missed (Bocken et al., 2013; 2015). Captured value represents
the positive benefits delivered to users and other stakeholders. Destroyed value includes the
negative outcomes of the business, such as greenhouse gas emissions, resource scarcity,
biodiversity loss, unemployment, the neglect of health and safety, unfair competition and
inequality. Missed value represents situations where stakeholders fail to capitalize on existing
assets, capabilities and resources, or fail to benefit from the network, which might be due to
poorly designed business models.

None of the companies on their own are able to achieve the system level goals (e.g.
sustainability goals), but it is possible within a wider ecosystem where companies operate
(Hellstrom et al., 2015). The business model of an individual company can reflect only part of
the overall value creation, but it can be seen as a unit that serves a certain function in the
ecosystem, thereby enabling system value creation. Firms can be interpreted as individual
agents that trigger transitions that can gradually change the wider business environment and



eventually the whole system. Hellstrom et al. (2015) summarize that the overall system-level
value is created in the transactions and non-transactional links between the companies. Thus,
to understand the sustainable value created and captured, value analysis and assessment at
both the company level and the system level are needed. Sustainable value is created and
captured on a system level, but the company level approach is equally important because the
value capture of each individual company is ultimately the main incentive for engaging in
collaboration.

On the way towards sustainable value creation and capture through business model
innovation and strong sustainability, there is a wide range of recognized barriers in three
primary areas: regulatory, market and financial, and behavioral and social barriers (Laukkanen
& Patala, 2014). It is obvious that companies and regulatory bodies need to take individual
and combined action to overcome all these. Companies’ task is to create new radical
innovations towards sustainability, and well-functioning, consistent and long-term regulatory
frameworks should support this development by creating a favorable innovation environment
(e.g. Hekkert et al., 2007). To accelerate the transition towards strong sustainability,
companies must not remain passive with respect to the system level either, but rather
collaborate actively with relevant stakeholders to form common norms that support the
creation of sustainable business model innovations.

Preliminary frameworks for integrated sustainability through different disciplines

Synergy between corporate sustainability, business model and system transition literature
The main theoretical elements of the literature review were sustainability, business model
and system transition. In this chapter, the synergy between these elements emerges as
sustainable business models that create sustainable value. Since none of the companies on
their own are able to achieve the system level goals of sustainable development through their
business models, system transition had to be integrated into business studies.

Sustainability literature emphasizes the dichotomy of strong and weak sustainability
(Williams & Millington 2004). The distinction between strong and weak sustainability
describes the general target levels of sustainability. The underlying assumption is that firms
should pursue strong sustainability to shift the paradigm towards a sustainable society even
if weak sustainability were an improvement compared to the previous circumstances. The
literature suggests that companies are able to pursue different levels of sustainability. For
example, both business model literature and literature on system transition recognizes firms’
sustainability transition capabilities (i.e. Cavalcante et al., 2011; Boons et al., 2013; Geels,
2014). In addition, both disciplines acknowledge that businesses are also able to orientate
themselves more towards radical innovations or niche-driving transitions if enough pressure
is expected from other system actors or from stakeholders (i.e. Cavalcante et al., 2011; Boons
et al., 2013; Geels, 2014). In the literature of business model change, the pathway towards
strong sustainability is perceived as a trajectory from incremental innovation through
business model innovation and business model redesign to radical innovation (i.e. Boons et
al.,, 2013; Gauthier & Gilomen, 2016). System transition portrays a similar path from a
sustainability transition set by the parameters of the current regime through transition where
the current regime adopts niche innovations eventually to sustainability transition where
niche innovation pressure alters the current regime (i.e. Geels & Schot, 2007; Geels, 2014).



Corporate sustainability literature also recognizes the pathway from weak sustainability to
strong sustainability. In the corporate responsibility literature, the trajectory is seen as an
ongoing process from business as usual through refined shareholder management and triple
bottom line management to truly sustainable business (i.e. Dyllick & Muff, 2015). This implies
thatin the literature of different disciplines, the terminology varies but the actual phenomena
often overlap. To sum up the interdisciplinary literature review, an integrative conceptual
framework is proposed in Figure 2 as the outcome of the analysis.

Change typology

Svstemn Sustainability transition via  Sustainability transition via Sustainability transition via
traynsition parameters set by the development in niche level pressure from niche level
current regime and adopted by regime level
Incremental innovation Radical innovation
Business Business model as usual Business model innovation

model change

Business model adjustment
Business model redesign

Business as usual Truly sustainable
business
Corporate Refined shareholder
sustainability value management
Managing for the triple
bottom line
Weak sustainability Strong sustainability

Figure 2. Proposed integrative framework (adapted from Geels, 2014; Gauthier & Gilomen,
2016; Dyllick & Muff, 2015)

Despite the scattered terminology, the capability of firms to create sustainability through
agency and sustainable value through business models is acknowledged. The proposed
integrative framework could be utilized in the future in analyzing new sustainable business
models, system value, and value creation and capture, and eventually in evaluating how
strong the sustainability performance of the company is. The proposed framework is an
outline that employs a variety of terms for similar phenomena. Understanding similar
phenomena in different disciplines may help to reduce the current gap between literatures
of system transition and business models.

Illustrations of phenomena are always simplifications of reality, and Figure 2 demonstrates
the pathway towards strong sustainability rather roughly. On the end of “weak sustainability”
is “business as usual”, “incremental innovation”, and “sustainability transition via parameters
set by the current regime” — not because these phenomena could not contribute to



sustainability but because they are typically strongly restricted by the existing environment
and hence unable to meet their full sustainability potential. For example, typical end-of-pipe
methods that remove already formed emissions do contribute to sustainability but not to the
extent as new material saving technology. At the other end of the line, “strong sustainability”
encompasses “truly sustainable business”, “radical innovation”, and “sustainability transition
via pressure from the niche level”. Figure 2 shows that these phenomena pursue strong
sustainability through “refined shareholder value management”, “triple bottom line
management”, “business model adjustment”, “business model innovation”, and
“sustainability transition via development in niche and adopted by regime”. The reason why
radical innovation and sustainability transition via niche pressure are situated at the end of
the strong sustainability is because the radical innovations and niche pressure help the
business to overcome the lock-in mechanisms set by the current regime and become truly
sustainable.

In reality, the phenomena might overlap also in a vertical sense. In addition, there are multiple
transition trajectories, and for that reason, Figure 2 does not imply that only radical
innovations are relevant to achieve holistic sustainability. Sustainability transitions are
effected, for example, by timing and spatial conditions (Geels & Schot, 2007; Markard &
Truffer, 2008). Radical innovations are needed in addition to incremental innovation to
achieve major sustainability changes, transform industries and consequently move towards
strong sustainability and truly sustainable businesses.

Integration of business model change towards sustainability and system transition

The gap between the system transition research and business model literature remains clear.
For example, Markard and Truffer (2008) presented the synergies and differences of
transition literature and innovation studies, but the holistic integration is still incompletely
researched. Business model literature pays little attention to system level effects on the
process of business model change; instead, the focus stays on the company’s internal
operations (e.g. Abdelkafi & Tauscher, 2016; Gorissen et al., 2016). Transition literature
emphasizes system level changes and underplays the role of individual companies. Recently,
Geels (2014) emphasized the need for bidirectional interaction between firms and larger
systems in the new conceptual framework, TEF. However, these attempts still overlook firms’
internal operations. Firms are mainly interpreted as external agents of sustainability
transition.

Moreover, the business model literature often leans on reliance on market forces (i.e Dyllick
& Muff, 2015; Gauthier & Gilomen, 2016). On one hand, relying solely on markets involves
the risk that sustainable development remains slow and weak since markets are driven by
other incentives. On the other hand, transition theory often emphasizes governmental
steering in creating sustainability (i.e. Geels, 2002; Geels, 2010; Smith et al., 2010; Berkhout
et al., 2005). Consequently, the operation of companies is restricted by laws and regulations.
This implies that business model literature would need stronger understanding of how policy
pressure or governmental steering influences business model change and hence also value
capture. In turn, transition literature would benefit from more detailed knowledge of how
firms’ internal operations affect sustainability transitions and how the agency of firms is
represented. Figure 3 visualizes the integration of the two disciplines. The framework is a



tentative proposal for the early integration of business model change literature and system
transition literature, and therefore, it also has several simplifications.

System transition

| Miche pressure |

' ]
System level l i ] l l H l Sustainable
| Regime | development

Business model change

Business model )
Company level Value potential Realized value Corporats
innovation sustalnability
sustzinablevalue creation Sustainable value delivery & value capturing
Incremental adjustments Maore radical and systemic changes

Strong sustainability

Figure 3. Tentative integration of business model change and system transition

At the company level, the framework introduces business model change towards strong
sustainability. The idea underlying sustainable business model is to create economic,
ecological, social and psychological benefits for the wide range of stakeholders in the society
where the firm operates, to enhance corporate responsibility and further sustainable
development. The framework illustrates that the potential and impacts of the sustainable
business models are measured through sustainable value created, delivered and captured.
First, the idea of business model change towards sustainability is to strengthen the value
propositions, i.e. value potential through the business model elements (Osterwalder &
Pigneur, 2010), such as key resources, key activities and partnerships that are needed to
create value. Second, the framework highlights the fact that the potential value is not always
equal to the actual realized value. Potential value can be either captured, destroyed or missed
(Bocken et al., 2013; 2015). The overall objective is to increase the realized sustainable value
through different value delivery and capture mechanisms. The framework shows that firms
can have a dualistic role in their aspirations to meet their sustainability targets. First, by
adopting the sustainable value approach, firms contribute to sustainability within all of the firm’s
dimensions. Second, firms that engage in sustainable value creation challenge the current
system. Actions of businesses pursuing sustainability are interpreted as agency that appears
both within individual firms but also within the wider business environment. Firms are able
to act as internal sustainability agents through business model change in addition to simply
being external agents of sustainability transition. On the other hand, literature (i.e. Hellstrom
et al., 2015; Geels, 2014) stated that individual firms are not able to achieve the system level
goals, i.e. sustainable development, since for that bidirectional actions within firms and a
wider ecosystem where firms operate are also highlighted. Regime pressure can affect both
created potential value and realized value positively or negatively.



At the system level, the framework introduces a sustainable regime towards sustainability. To
achieve strong sustainability, a sustainability oriented regime is needed as a gatekeeper for
(1) unsustainable niche innovations and for (2) steering through policies or through a regime’s
legitimacy , business environments towards business model change and hence to capturing
sustainable value. Niche pressure is emphasized because niche agency often enables
sustainability transitions by driving innovations, implementing regime changes and eventually
connecting niche and regime levels (Grin, Rotmans & Schot, 2011). Niche agency is crucial for
sustainability transitions since it bears the potential for system level changes and radical
innovations (Geels, 2011). This implies that niche pressure is needed for effective
sustainability transitions.

Since stable regimes are the outcome of various lock-in mechanisms, they typically reinforce
themselves against innovations (Klitkou et al., 2015). This means that regime actors are
constrained by parameters from the existing regime. Hence, sustainability transitions enacted
by regime actors were found to be path-dependent and trajectories are set by the current
regime, thereby evolving through incremental innovation (Geels & Schot 2007). The regime
can be a significant barrier for radical innovation to overcome, and typically radical
innovations occur only if they are protected in niches (Markard & Truffer, 2008). In reality,
transitions happen through multiple trajectories. The interactions of niche and regime levels
should be studied more since regime actors may have ambivalent motivations (Bakker, 2014).
As lock-in mechanisms typically reinforce a certain pathway of transition, the opportunity of
upscaling a given niche depends on the characteristics of the regime in question (Klitkou et
al., 2015). For example, Geels and Schot (2007) have presented four different pathways for
sustainability transitions: transformation, reconfiguration, technological substitution, and
dealignment and realignment. They have also noted that certain transition pathways can shift
from one to another. This suggests that even if niche pressure is often crucial for sustainability
transitions multilevel interactions are evident and regime conditions, such as policy drivers,
also play a role in the transition process. Further, both company level and system level
components that create or hinder sustainability transitions need to be concretized in more
detail.

CONCLUSION

This work contributes theoretically to existing sustainable business model literature in three
ways. First, the paper presents how sustainable business models can be used to create
sustainable value. Sustainable value is captured through business model change from
business as usual to truly sustainable business. Challenges in sustainable development, and
therefore in corporate sustainability, in business model change and value capture are related
to the poor integration of the system level and company level and also to the slow progress
towards strong sustainability. However, a firm’s capability to act as an agent of sustainability
is acknowledged through different disciplines. Sustainable value steers firms towards strong
sustainability, hence creating possibilities for a stable economic position while adapting
human activities — in this case business operations — to meet the boundaries of natural
resources. Hence, value creation can be interpreted as a bridge to sustainable business and
later as a component of larger system level transition.



Secondly, the paper presents pathways towards sustainability in relation to companies in
different disciplines. Different disciplines use scattered and often overlapping terminology to
describe the change from weak sustainability to strong sustainability. A stronger
understanding of overlapping typology, while the phenomena remain much the same, can
ultimately advance the integration of different disciplines.

Thirdly, the findings imply that there is still a lack of integration between system level (system
transition) and company level (business model change). To adopt sustainable business models
and hence sustainable value, firms need to consider system level influences on the change
process. Since the current regime strongly puts pressure on firms’ operations — for example,
via legislation — a sustainable regime would assist companies in adopting sustainable business
models. To achieve strong sustainability, more synergies between the system level and
business environments is needed. This interplay between policy oriented system transition
and business model change that focuses on business environments could also be associated
with private-public partnerships that aim for cooperation between the public and private
sectors.

The focus was theoretical. Since it is likely that the somewhat scattered phenomenon of firms
acting as intermediates of sustainability is close to operationalization, the framework should
be tested empirically to see the actual adjustment of the framework in business
environments.
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