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Abstract 
Global market competition has highly increased between organizations due to worldwide economic 

slowdown and preservation of natural resources, which has led to growing awareness towards 

sustainable businesses. Frugal innovation has the ability to maximize customer’s social and business 

value by satisfying their essential needs at a profitable way, while reducing the use of scarce 

resources and leveraging local economic and employment development. This master’s dissertation 

aims to characterize the problem to be solved: (1) understand the influence of effective business 

model strategies and how it could improve frugal solutions; (2) systematize all the knowledge about 

frugal innovation and business model; (3) follow a suitable methodology for the creation of the Frugal 

Business Model; (4) development of the proposed framework concerning the three key components: 

the stakeholder areas, frugal business elements and the best practices and (5) validate the FBM and 

have some conclusions about their applicability and functionality. By applying this framework the user 

can identify main business problems, delineate more efficiently strategy and operational decisions and 

to acquire a broader perspective of the firm’s frugal business model. Furthermore, the results obtained 

showed that integrating framework is required for supporting companies to manage frugal innovation, 

recognizing appropriate frugal business models, in the particular market context of this type of 

products. 
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Resumo 
A concorrência no mercado global aumentou muito entre as organizações devido à desaceleração 

económica mundial e à preservação dos recursos naturais, o que levou a uma maior sensibilização 

em relação aos negócios sustentáveis. A inovação frugal tem a capacidade de maximizar o valor 

social e comercial do cliente, satisfazendo as suas necessidades essenciais de forma rentável, 

reduzindo o uso de recursos escassos e alavancando o desenvolvimento económico e emprego local. 

Esta dissertação de mestrado tem como objetivo caracterizar o problema a ser resolvido: (1) 

compreender a influência de estratégias eficazes de modelos de negócios e como podem contribuir 

para a melhoraria das soluções frugais; (2) sistematizar todo o conhecimento sobre a inovação frugal 

e modelos de negócio; (3) seguir uma metodologia adequada para a criação do Modelo de Negócio 

Frugal; (4) desenvolvimento do modelo proposto referente às suas três componentes principais: as 

áreas dos grupos de interesse, os elementos de negócios frugais e as suas melhores práticas e (5) 

validar o modelo e obter algumas conclusões sobre a sua aplicabilidade e funcionalidade. Ao aplicar 

este modelo, o utilizador pode identificar os principais problemas de negócios, delinear com mais 

eficiência as decisões estratégicas e operacionais da empresa e adquirir uma perspetiva mais ampla 

do seu modelo de negócios frugal. Além disso, os resultados obtidos mostraram que um modelo de 

integração frugal é necessário para apoiar as empresas a gerenciar a inovação frugal, reconhecendo 

modelos de negócios frugais apropriados, de acordo com o contexto de mercado inserido. 

 

Palavras-chave: Modelos de Negócios, Inovação Frugal, Sustentabilidade, Modelo, Grupos de 

Interesse 
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1. Introduction 
1.1 Background and Context 
Global changes in emerging and developed markets are opening up all kinds of new perspectives. 

The constantly growth of global population, an increase of resources consumption contributing to their 

scarcity, diminishing of purchase power for western consumers and consistent raise of middle class 

consumers in developing countries, will strongly influence future global development. In the year of 

2030, it is predicted that 95% of population growth will take place in emerging markets and by 2020, 

the percentage of consumption regarding essential areas such as food, health and education in 

developing countries will have increased by double - digit (Roland Berger, 2015). Western firms that 

wish to establish an advantageous position against global competition must seize these growing 

opportunities focusing on the potential of emerging markets. Consequently, along with a higher 

progression capacity for emerging economies increase their level of consumption, this will raise a 

growing concern about the sustainability of resource consumption. According Credit Suisse (2017), 

around 47% of consumers in emerging markets would expect improvements in their financial capacity 

within six months. This will necessarily cause higher rates of consumption insofar as consumers will 

spend more and save less.  As purchasing power grows, the consumption expenditure of essential 

products in food and health will declined, while emerging customer behavior will tend to spend more 

on higher value products, such as cars, household appliances and electronic goods. In fact, business 

value added activity and balance of economic power are shifting towards emerging markets, and by 

2030, 70% of global GDP growth and 70% of western firm’s profit will come from developing countries 

(Roland Berger, 2015). 

Therefore, these shifts in customer’s needs, higher constrains on natural resources and growing 

demand requires a change in their traditional business models through the application of frugal 

practices. Frugal innovations can provide simple solutions satisfying customers’ needs at a minimal 

cost and usage of resources. Furthermore, companies adopting frugal business models can 

effectively take advantage of future opportunities and enhance the social, environmental and 

economic value. 

Hence, according to Roland Berger (2014), companies that are currently adopting already frugal 

innovation affirm that frugal products will double the importance in the next three years, recording a 

growth of 20% of sales and achieving 22% more of the overall profit.  

1.2 Problem Characterization 
The majority of west companies innovates through expensive ways, which implies high cost resources 

and development, many features, more power and so on. Enterprises structure have to change in a 

way that is able to perceive the unique characteristics of frugal products (high “shared value” at lower 

cost through minimized uses of limited resource) and align with the needs and characteristics of 

consumers (price-sensitive and value-conscious). Adopting a frugal culture can become the solution 

by carrying out this missing flexibility to understand how firms can “do more with less”. Therefore, 

companies can reach not only the elitist community, but also consumers that are struggling and are 

not satisfied. Nonetheless, throughout the literature review, it is possible to verified that most of 

western companies are not willing to change their traditional business models structure and the 

functioning of their value chain. The high costs involved, high demand in terms of management time 
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and effort, and the inability of how to enhance success factors, will contribute as barrier to achieving 

frugal innovation. The application of appropriate business models could increase efficiency of non-

traditional supply chains, customer satisfaction, social and environment sustainability of frugal 

products. Further investigation will serve to explore these benefits and fill this relevant existent gap 

between business models and frugal innovation. Even with the lack of standardized frameworks and 

theoretical literature related to frugal business models, it is clear the identification of positive 

outcomes occurring when put into practice in an efficient way. On that account, the authors believe 

that a structure of frugal business model for the development of frugal products and services should 

be developed.  

1.3 Purpose and Goals 
On the whole, this work consists in studying the current relationship between frugal innovation and 

different types of business models and propose the frugal business model framework. The master 

dissertation will be developed to achieve the following five main goals: (1) Understand the 

involvement and importance in designing business models for the creation and performance of frugal 

products in emerging and developed markets; (2) Analyze market trends influenced by inconsistent 

consumer purchase behavior and growing business opportunities; (3) A comprehensive literature 

review on frugal innovation and business model; (4) Development of the FBM framework and (5) 

Validation and discussion of the proposed framework. 

1.4 Methodology of the Master Dissertation 
This master dissertation is organized in seven main chapters: 

The first chapter consists in an introduction about contextualization and characterization of the 

analyzed problem. The rationale behind the investigation are explained and the main objectives are 

presented.  

The second chapter provides a general scope on frugal innovation through an exhaustive literature 

review. A collection of different authors perspectives about the definition and their attributes are 

described along their level of importance among each researcher. Both, challenges faced and 

opportunities to their implementation are presented. The analysis of frugal target markets is 

performed in order to understand all factors involved related to consumers, firms and their relationship 

in the development process of frugal products.  

The third chapter describes the state of the art of business model. An extensive study on the concept 

of business models is carried out, bringing together its various definitions, distinct taxonomies and 

core elements. The integration and the role of innovation and sustainability into business models are 

analyzed with the purpose of investigating BMI and SBM. In the end, it is evaluated the implications 

and benefits that the integration of business model practices have with the development of frugal 

products.  

In the four chapter includes the framework development and validation methodology.  

In the fifth chapter, the frugal business model is described and explained in detail each of its 

components.  

In the sixth chapter, it is performed the validation of the proposed framework.  

Finally, in the last and seven chapter the main conclusions of the master thesis are presented as well 

as further considerations for developing future works. 
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2. Frugal Innovation Products  
This chapter will cover essential concepts and actual knowledge about frugal innovation. Initially, in 

section 2.1, it is briefly described the various definitions and characteristics of frugal innovation 

products, as well as the definition adopted along the project. Then, in Section 2.2, the opportunities 

created by implementing a frugal innovation strategy and the challenges faced by companies 

commercializing frugal products are examined. Furthest, section 2.3 focuses on the analysis of 

emerging markets including their characteristics and type of consumers of frugal products. The 

followed section 2.4, describes the reasons for implementing frugal innovation in developed markets. 

Furthermore, in section 2.5, the authors of related research and a briefly description about the five 

dimensions of frugal innovation are evaluated. Finally, last sections present the mention of the 

existing successful business models practices applied to frugal innovation (section 2.6) and an 

overview of the information acquired along this chapter (section 2.7). 

 

2.1 Definition, Characteristics and Similar Concepts 
The definition of frugal innovation has been discussed since its first appearance in an article 

published in The Economist, in 2010, and persists until nowadays (Woolridge, 2010). Therefore, it 

does not exist one definition that is recognized by all scientific community, but instead there are many 

different opinions about this concept.  

 

According to Prahalad & Mashelkar (2012), frugal innovation is defined as an innovation, which aims 

to “do more with less for more people”. More specifically, this concept can be interpreted as 

redesigning products and processes to eliminate unnecessary features and costs (Woolridge, 2010). 

Consequently, that leads to low – cost production allowing firm’s to obtain good–enough products 

(Zeschky et al., 2011) in order to provide affordable solutions to the lower income community’s (Ernst 

& Young, 2011). 

 

Some researches argue that frugal innovation does not involve only the conception and development 

of a product or processes, but concerns also the redefinition of current business models in a more 

general management approach. Bhatti (2012) conception of frugal innovation, underline the 

importance of new business models to create more inclusive markets (Den Ouden, 2012). Through 

the reengineering of new business models, frugal innovation opens opportunities that might disrupt 

underserved markets while safeguarding the consumers value (George et al., 2012; Knorringa et al., 

2016).  

Tiwari & Herstatt (2014, p.3) proposed frugal innovation as a mean to “reduce the total cost of 

ownership” and “fulfill or even exceeding certain pre-defined criteria of acceptable quality standards”. 

To achieve this end, all value chain (development, manufacturing, distribution, consumption, and 

disposal) has to be consider while seeking to reduce the use of resources (material and financial) 

(Bhatti, 2012; Tiwari & Herstatt, 2014). 

 

While most definitions are focused on adding more value by minimizing cost in efficient manner and 

target a significant number of customers (Stehli, 2014), others mention the importance of frugal 
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innovation core competences to address global sustainability (Basu et al., 2013). Bhatti & Ventresca  

(2013) describes frugal innovation as a design innovation process that solves sustainability 

challenges for the Bottom of the Pyramid (BoP) of consumers, in order to “develop appropriate, 

adaptable, affordable and accessible services and products for emerging market” (Basu et al., 2013, 

p.64). 

As Radjou & Prabhu (2015, p.1) conclude frugal innovation is “the ability to create more business and 

social value while minimizing the use of diminishing resources such as energy, capital and time”. 

Taking into account the different perspectives and comparison theories, frugal innovation will be 

defined based on the definition presented by Rocca (2016). Accordingly, frugal innovation is 

described has: 

 

“Products, services, processes and business models that target underserved customers of low-mid 

market segments with high-quality solutions at affordable prices. They are developed in a sustainable 

and cost-effective manner that minimize the use of resources, materials and capital in the entire value 

chain, while enhancing social value” 

 

Hence, embedded in each definition above, it is clearly evident the distinction of the different 

characteristics of frugal innovation, as well their level of importance among each researcher. 

According Roland Berger (2015), showed in Figure 1, it represents the level of importance of each 

attribute of frugal innovation regarding customer’s perspectives, and the degree of fulfillment by 

Western companies in each frugal criteria. 

 

 

 

 

Figure 1: Attributes of frugal innovation - Source Roland Berger (2015) 
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The main characteristic that relies in many definitions and more important knowledge, as showed in 

Figure 1, is being affordable, which is directivity correlative with Price/Cost. Many authors agree that, 

when implementing frugal innovation, quality solution could be obtained through affordable prices in 

order to reach lower markets to make accessible to many persons as possible (Agarwal & Brem, 

2012; Ahuja & Chan, 2014; Brem & Wolfram, 2014). Removing additional product features and 

focusing in the essential needs are efficient practices to achieve affordability and allow us to address 

customers in a functional, simpler and user-friendly way.  

 

Nevertheless, a robust product is required to face adverse conditions, especially in emerging markets 

(Tiwari et al., 2014). Therefore, the key relevant attributes required for this type of consumers are 

durability and reliability. Due to the lack of local capabilities (resources, equipment, material and 

technological capabilities), emerging–market consumers place a high priority on the longevity of the 

product. According to Engel & Sebaux (2014) an extension of a product lifetime (durability) helps local 

communities to have a more efficient management of available maintenance components. In the 

meanwhile, other researches put emphasis in sustainable, social and ecological aspects. Bhatti 

(2012, p.35) defined “frugal innovation as one that create more inclusive markets by serving users 

with affordability constrains, often in scalable and sustainable manner”. Although, Brem & Wolfram 

(2014) highlight an increase importance of sustainability in emerging markets approaches, regarding 

a social and ecological scenario (Cunha et al., 2014). 

 
Frugal Innovation aim to address larger customer segments. Serving volume–driven markets allows 

companies to use economies of scale in order to face high growth customer’s rate and compensating 

the low profit margins (Herstatt & Tiwari, 2012). Simultaneously, Fukuda & Watanabe (2011, p.91) 

appoint that one of the benefits of frugal innovation is enabling a transition “of emerging economies 

from growth driven by consumption into growth driven by investment”. Taking into account the 

continuing increase of the population in emerging markets, Brem & Wolfram (2014) underline the 

importance to take leverage of growth local communities. It suggests the integration of the local 

society as a mean to efficiently adapt existing technologies to address local challenges and minimize 

development costs and time. 

 

In summary, Roland Berger (2015) believes that for solving the existent discrepancy between the 

importance of frugal characteristics and their fulfillment in product implementation (Figure 1), is vital 

for companies to reformulate their strategy and change management decisions. Thus, ensures that 

frugal innovation is appropriate address according the importance of each attribute. 
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2.2 Opportunities and Challenges 
2.2.1 Opportunities 
Disruptive technologies, demographic revolution and the need of creating “shared value” (Rosca et 

al., 2016) increased the demand for frugal products expanding opportunities for people in both 

emerging and advanced markets. 

 

• Given to low purchasing power in low-end classes, affordable products are even more essential in 

order to fulfill unaddressed meets (Roland Berger, 2014). Also, as poverty rates are increasing, 

firms are forced to adapt their business models and establish new alternatives (Eagar et al., 2011). 

Thus, firm’s commitment showed through the capacity to keep addressing this needs, encourage 

to retain customers and limit their losses (Angot & Plé, 2015). Therefore, consumers will rise from 

low to mid–end segments and exiting from poverty, which will encourage greater brand loyalty 
and strong relationship.  

 

• The scarce of resources, increasing waste of materials and excessive product consumption have 

made consumers become more aware about sustainability impacts. Consumers in industrialized 

and emerging markets are becoming more “value conscious” (Zeschky et al., 2011). Adding 

economic value to a product is not enough; ecological and social value is also considered when 

buying a commodity. According to Radjou and Prabhu (2013) by engaging frugal capabilities, 

companies are capable to increase their economic output and social impact reducing the cost of 

production, distribution and procurement.  

 

• Despite the challenges in developing markets, Western MNCs can create market opportunities 

through the creation of partnerships and collaborations with local firms in order to provide 

more value for money (Soydan, 2012). Collaborations can produce win–win results for all parties. 

While high volumes can compensate for thin margins, collaborative development can reduce the 

associated development costs and risks (Tiwari et al. 2014).  

 

• Underlying the low income of BoP and low–end consumers, some frugal products are created by 

adopting practices such as “circular economy” (reuse and recycling of materials) and 

“sharing economy” (products and services are shared rather than owned) (Radjou & Prabhu, 

2015). Services that follow “sharing economy” enables emerging consumers to change property of 

an individual product to a “collaborative consumption” of the asset (Botsman & Roger, 2010). In 

other hand, “circular economy” enhance the sustainability of the product development strategy. By 

embedding it into the “business model, companies can create self-sustaining products and 

services and drive up profits (Radjou & Prabhu, 2015, p.199). 
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• Foster global competition between 

multinational firms delivering frugal 

products into emerging and 

developed markets. On one side, in 

a developed world of growing 

financial constraints and resource 

scarcity involving more cost – 

conscious and eco–aware 

customers, western multinationals 

are challenged to create more and 

more low-cost, high quality products. 

(Herstatt & Tiwari, 2012). On the 

other side, local companies, in 

emerging markets, through 

collaboration with MNCs are creating 

disruptive solutions that offer 

superior customer value, low costs 

and social inclusion enhancing 

competitive advantage.  

 

2.2.2 Challenges 
The challenges that we face for implementing frugal innovation can exist in different perspectives: 

social, economic and operational. Aspects, such as level of infrastructures, customer’s purchasing 

power, distinction between price/quality standards or market’s characteristics will affect different 

challenges (Immelt et al., 2009). 

 
Operational Challenges 
One of the major’s operational challenges to achieve a successful frugal innovation is the efficient 

implementation of non-traditional supply chain, redefine business models and organizational 

structures (Soydan, 2012). Firstly, when conceiving a frugal product, in the production process is 

fundamental to find local suppliers that can meet their quality and technical requirements. Mostly in 

emerging markets, the lack of quality suppliers and reliable ones represents a barrier for multinational 

companies wishing to invest (Sida, 2013). Secondly, due to high number of institutional voids (e.g. 

poor infrastructure) in local communities and difficult accessibility, firms have to create their own 

distribution network in order to overcome inefficient and expensive transportation (Soydan, 2012). 

Moreover, the low levels of skills capacity, knowledge and priorities among workers contributes to the 

decrease of quality standards. A final operational challenge is to identify appropriate sales channel(s) 

of a frugal product. Generally, Western companies can be unfamiliar with the local market conditions 

which makes difficult to manage sales and distribution activity (Roland Berger, 2015). 

 
 

Opportunities 
of 

Frugal 
Innovation 

Growth of 

circular/sharing 

economy 

Creation of 

Partnership and 

Collaborations 

Building customer 

relationship and 

brand loyalty 

Deliver  

sustainable 

contributions 

Foster	global	

competition	 

Figure 2: Opportunities for Frugal Innovation 
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Economic Challenges 
The core of frugal innovation is about “delivering more value at lower costs to more people” (Stehli, 

2014, p.2). However, delivering high-quality solutions at lower costs and maintaining the core 

functions is a hard task. During the product development cycle (conception, production and 

marketing) a potential disconnection between technological development and commercial implications 

can undermine the balance quality vs low cost structure (Roland Berger, 2015). Western firms mind 

set has to change when addressing products for emerging markets. Realizing savings without 

sacrificing technical functionality is crucial to success for frugal innovation (Stehli, 2014). Other issue 

that represents economic challenge for local companies is the lack of venture capital. According to 

Roland Berger (2015, p.11) “banks tend to be rather more reluctant to splash the cash when it comes 

to frugal products”.  

 
Social Challenges 
In local target markets, a deep understanding of consumer’s requirements can be very difficult due to 

variations in consumer’s needs and behaviors structure of each society (Soydan, 2012). The social 

challenge is to understand hidden needs of emerging societies, fulfill their expectations and adapt to 

their local cultures. Although Western companies establish collaborations with local firms, due to 

differences of culture, religions and habits, partnerships have to face great frictions and complexity 

between local and central engineering teams and way of working (Roland Berger, 2014). The strong 

social and cultural resistance to western brands causes other barrier that will jeopardize the 

performance of multinational companies in emerging markets. According to Prahalad (2006, p.38) 

larger retailers of consumer durables (e.g televisions, radios, washing machines) suggest that the 

BoP markets are very “brand-conscious”.  

Table 1 outlines the challenges faced by corporations to implement frugal innovation. 

Taking advantage of growing business opportunities and overcoming global challenges observed in 

frugal practices, companies have recognized the importance of managing and adapt their business 

models according to the structural and functional complexity of each type of market. Therefore, a 

deep understanding of frugal target markets (emerging and developed markets) related to the 

implementation of frugal innovation are presented in the next chapters. 

Economic Operational Social 

  Challenges to frugal innovation 

• Lack of quality 

suppliers 

• Limited availability of 

skilled workers  

• High number of 

institutional voids  

 

• Balance quality vs low 

cost structure 

• Lack of venture capital 

• Price sensitive 

consumers  
 

 

• Understand hidden 

needs  

• Concerns on brand 

image  

• Variation in culture, 

religion and habits  
 

Table 1:Challenges to Frugal Innovation 
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2.3 Emerging Markets 
The number and quality of innovations that are being practiced in emerging markets, which closely 

resemble frugal innovation are increasing dramatically (BoP Innovation, Inclusive Innovation, Reverse 

innovation, Jugaad Innovation). In particular, frugal products stand out for responding to the needs of 

resource-constrained consumers, which consequently lead to an immense demand creation in 

developing countries (Zeschky et al., 2011). Many authors point out the importance of frugal 

innovation, as a design innovation process in which the needs of emerging markets consumers are 

prioritize in order to develop frugal solutions. (George et al., 2012; Basu et.al, 2013; Gupta, 2011).  

 

While the development of frugal products has mainly been the domain of local enterprises, western 

firms have recently beginning to employ frugal innovation in emerging markets (Zeschky et al., 2011).  

A successful implementation of frugal innovation by western corporations relies on the flexibility in 

their business models and organizational structure to adapt to specific characteristics of emerging 
markets and the ability to perceive the needs and behaviors of emerging market consumers. In the 

following sections the distinct characteristics that defines emerging markets, the different type of 

emerging consumers and their purchase behaviors are going to be presented.

 

2.3.1 Characteristics of Emerging Markets  
In recent years, the emerging world has experienced a rapid economic growth and geographical 

development. Following that emerging context has arriving a focus to drive innovation for new 

products and services, which are significantly more affordable than western solutions (Woolridge, 

2010). Today, emerging markets and developing economies account for more than half of world GDP 

on the basis of purchasing power with a percentage of 58.68% (IMF, 2017). Significantly, this 

continuous rise has been justified by the unprecedented number of people that shift from lower 

poverty to middle class, especially in emerging countries, such as China, India and Brazil (Woolridge, 

2010). 

 

Hence, due to fast-growing purchasing power, expansion of economies and market size, development 

of properly infrastructures and improvement of living conditions in developing countries, their business 

environment is expected to be similar to developed countries in the next several years (Roland 

Berger, 2014). 

 

Under these circumstances, some multinational companies (MNCs) have been investing in growing 

their business and exploiting emerging opportunities. The truth is that most of them are currently 

doing a poor job and falling to adapt for specific needs mainly from varied, complex and volatile 

markets (Stehli, 2014).The reasons behind many cases of failures were caused by lack of concern 

about the different characteristics that define the emerging market environment (Ray and Ray, 2010). 

Therefore, Bhatti & Ventresca (2013), underline the importance of distinguish three vital 

characteristics of emerging markets. 
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Resources 

Facing a global scarcity growth of resources available, such as water and oil, the majority of the 

emerging markets face a distinctly more serious resource constrain conditions than developed 

countries (Radjou & Prabhu, 2015). In another perspective they can take advantage on exploring and 

exploit potential technologies aiming to create a higher impact in reaching the mass market. One 

example is the difference that exists between emerging and developed countries relying on the 

significance and manage/usage of the mobile phone in developing countries. Most of the payments, in 

Kenya, are done with M-Pesa, a frugal product, which represents not only a microfinance service to 

pay loans, but have a deeper meaning concerning safety, tackling corruption, flexibility and 

opportunities (Harford, 2017). 

 
Institutional Voids 

In emerging markets, how you create access to market could be a decisive factor for having success 

or not. “Resource scarcity and institutional voids are contingencies that could affect innovators means 

and outcomes” (Bhatti & Ventresca, 2013).  Furthermore, institutional voids are described by Khanna 

& Palepu (2010) as the “absence of intermediaries”, which creates barriers preventing an efficient 

communication between firms and buyers/sellers.  

The poor conditions of rural roads, highways and infrastructures or the inexistence of market research 

companies and card system have a strong negative impact on the quality and connectivity on labor 

market, product markets and capital markets in general (Arkalgud, 2011). A frugal product, Tata Ace 

from Tata Motors, is an excellent example to how to implement frugal innovation when you encounter 

an institutional void (Arkalgud, 2011). Tata motors, the biggest car company in India with 60% of the 

market share, developed a new truck aiming to take leverage from the poor downtown infrastructure 

due to the difficulties presented by large vehicle to reach narrow streets. Therefore, Tata motors has 

designed a small commercial vehicle, fulfilling the requirements of a frugal product (Tiwari et al., 

2014): conceived as a “cheap, nasty and rugged vehicle for India” (Palepu & Srinivasan, 2017), 

ideally used on India’s “narrow a crowded roads within towns” (Khanna & Palepu, 2010). 

 
Growth Rate Population. 

It is worth mentioning the fact of the increasing of population in emerging markets as well as 

demographic changes (Bhatti & Ventresca, 2013). Rapid-growth economies will cause even more 

pressure over companies, governments and society to deliver basic needs and fulfill higher levels of 

consumption among the developing communities. According to Ernst & Young (2011), 70% of world 

consumers’ growth will come from emerging markets. Therefore, rapid-growth markets such as China, 

India and Brazil, will require an essential frugal innovation strategy to focus on creating not only 

products and services that meet the unmet needs, but also capabilities, knowledge and skills to face 

scarcity of water, food and energy. 
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2.3.2 Emerging Market Customers 
Although the increase of middle class consumers in emerging markets, especially BRIC countries, the 

larger set of consumers have lower incomes, and can only afford lower costs alternatives. According 

to Khanna & Palepu (2006), a four-layer market structure of developing countries for finished goods 

and raw materials is suggested. As showed in Figure 3, it is possible to differentiate four distinct types 

of consumers regarding each segment:  

 

 

 

 

 

I. Global Consumers –  High-end customers wanting products with the same attributes and 

quality that finished goods in developed countries and willing to pay global prices; 

II. Glocal Consumers – Mid-end customer (higher parts of middle class) demanding 

customized products at global quality standard but with local features and at lower cost than 

global products; 

III. Local Consumers – Low-end customers (lower parts of middle class) wanting local products 

with local features at local prices. Consumers in this segment have limited purchasing power 

but require high quality and value; 

IV. BoP Consumers – Bottom-end customers that can only afford to buy the most inexpensive 

products. 

 
By introducing these different markets’ layers, it is possible to understand all different types of 

consumers, which frugal innovation can reach in emerging markets and developing economies.  

According to Roland Berger (2015), the development of frugal products should be focused to the low-

end and mid-end segments – “low income strata in mature economies and the upwardly mobile 

middle classes in emerging markets” (Roland Berger, 2015, p.8). However, frugal innovation has a 

target market that is not necessarily limited to the low-end and mid-end customers, but can also seek 

to satisfy BoP consumers’ needs and demands (Tiwari et al., 2014).  

Global 

(High–end) 

Glocal 

(Mid–end) 

Local 

(low–end) 

BoP 

(Bottom–end) 

Average 

Strong 

Weak 

Weak 

Fr
ug

al
 P

ro
du

ct
s 

Customer Segment Market Position of 
Western Companies 

Figure 3: Four - layers emerging market structure - Adaptation for Khanna and Palepu (2006) and Roland 

Berger (2014) 
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As a matter of fact, Angot & Plé (2015), argue that “frugal innovation is central to BoP strategies; it 

means innovating while significantly economizing on the use of scarce resources.”(Angot & Plé, 2015, 

p.4). Moreover, the type of consumers that emerging markets are hosting, it is important to highlight 

also the impact of consumer behavior, which will influence the purchase of frugal products. Atsmon et 

al. (2012) has made a research about the implications of three key factors in consumer decision for 

emerging markets.  

 
Word-of-mouth 

The word of mouth plays a more center 

role in purchase decision in emerging 

markets than in developed markets. 

Given the simple reality that emerging 

market consumers usually live close to 

their friends and family, services or 

products will be shaped and higher 

influenced by their evaluation, 

experience and loyalty to a brand. The 

less first-time buyers (represents 60% 

of Chinese’s auto purchasers) knows 

about a product, more they will care 

about the opinions of others. As showed 

in Figure 4, 92% of Egypt and 71% of 

Chinese consumers received recommendations from family and/or friends before purchasing, on food 

and beverage products. Therefore, companies in emerging markets can achieved higher returns 

pursuing a strategy focus on local geographic areas by taking leverage of word-of-mouth nature. 

 
The initial brand - consideration  
Emerging-market consumers are less likely to shift to other brands that were not in their initial set. 

Atsmon et al. (2012) conducted a research, which demonstrated that 60% percent of the time, 

Chinese consumers, purchase on average between only three brands. Since these consumers tend 

to view local TV channels and read local newspaper, local advertisement is crucial to achieve 

visibility. Hence, the message delivered by companies to consumers, needs to focus on frugal 

solutions with durability and reliably which suit with local market preferences and concerns (Tiwari et 

al., 2014). 

 
The in - store experience  

Emerging-market consumers, before purchase more expensive items, have a tendency to collect first 

all possible product information through the interaction with sales person, visiting multiple stores, 

testing products and even negotiate with retailers to get the best deal. Thus, in – store experience is a 

key factor in finalizing purchase decisions since it will compromise the switch or non-switch brand 

preferences.  

Figure 4: % of recommendations before purchasing - Source 

Mckinsey (2009) 
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2.4 Developed Markets 
The link between developed markets and frugal innovation emerged recently among researchers, 

consequently there are only a few articles mentioning this connection. According to Bhatti & 

Ventresca (2013, p.9) “global austerity pressures in developed markets makes frugal innovation 

particularly relevant, technologically feasible, and impact oriented”. Furthermore, Govindarajan & 

Trimble (2012) suggest that frugal innovation is achieved in advanced markets when all specific gaps, 

i.e performance gap, infrastructure gap, sustainability gap, regulatory gap, and preference gap are 

filled in many beneficiaries. 
 

During the last centuries, consumers in the developed world wanted premium products with more 

variety, more features, and sophisticated choices. As a consequence, firms started to invest in their 

R&D departments and therefore production and development process became more complex (Engel 

& Sebaux, 2014). However, given the decreasing demand for high-cost products in developed 

markets economies, western companies increasingly seek to simplify and optimize their R&D 

processes in an efficient manner. With the aim of creating more disruptive products (high customer 

value at low costs) global firms seriously consider to apply frugal innovation for the following reasons: 

 

1. Global economic slowdown and stagnating markets in the western world are encouraging    
price- sensitive consumers for taking leverage of frugal products consumption. 
Given to the current severe crisis in many regions, economic growth in developed countries has 

become more stagnated (Soni, 2013). High pressure in consumers caused by cuts on budgets, 

public debts, scarce of natural resources and an increase in market prices, leads to a reduction of 

purchasing power and growing demand for frugal products (Universe Foundation, 2013). This 

puts "scarcity on the agenda for Western companies, forcing them to find frugal ways to grow with 

less." (Radjou et al., 2012, p. 14).  According to Roland Berger (2015), in USA, only 44% of 

Americans still see themselves as middle class and more than 40% have slipped into lower 

income class since 2008. These fluctuations demonstrate that customers’ needs are changing, 

buying patterns from developed market consumers are switching to less wasteful products.  
 

2. Major current environmental issues such as climate change, air pollution, scarcity of water 
are increasing the need of frugal influence in production and consumption processes. 

Besides the financial pressures, the excessive and unsustainable consumption of water, food and 

energy are growing concerns in the developed markets. Alongside the global growth population 

across poverty, there is a global need to increase resource consumption to provide and make 

accessible higher standards or to ensure minimum requirement of population welfare (Bound & 

Thornton, 2012). Accordingly, the implementation of environmental regulations with the aim of 

reducing used material and resources, diminishing the use of energy and water leading to a 

reduction of emissions, could be a driver for frugal innovation (Rosca et al., 2016). In western 

markets, even more value conscious consumers “are buying products and services with an 

improved ecological footprint, especially in terms of resource consumption” (Engel & Sebaux, 

2014, p.2).  



 14 

3. Constant technological innovation in the developed markets allows the creation of new 
opportunities for frugal innovation. According to Bound & Thornton (2012, p.24), “cloud 

computing, the rapid spread of mobile phones and new digital platforms are lowering the barriers 

to innovation around the world”. Introducing new clean technology advancement can overcome 

economic barriers and reduce negative environment impacts through significant improvement of 

efficient energy usage, a sustainable use of resources and environmental preservation processes 

(Boons & Lüdeke-freund, 2013). The application of frugal innovation in company's production 

process leads to the use of cutting edge technology to create low-cost and no frills products (Rao, 

2013).  
 

A better analysis at the range of products and services implemented in the developed world, frugal 

innovation is already predominant. Tradition and recently established firms are actually meeting 

specific target market needs with frugal products (Engel & Sebaux, 2014). According to Radjou & 

Prabhu (2015, p.388) these firms have embedded in their business models, a “frugal culture”, which 

describes “how corporate leaders can foster the right culture to embed frugal innovation within their 

organizations”. In a survey of over 547 executives from around the world by Ernst & Young (2011), 

more than 75% thought that adopting ‘frugal innovation’ to create products and services is a major 

opportunity, while 81% of executives agreed that frugal innovation is a concept that has as much 

relevance in developed markets as it does in rapidly growing emerging markets. Frugal innovative 

services partly stem from doing good, but also from unmet gaps in the market (Woolridge, 2010). To 

reach ‘the next three billion’, as Ernst & Young (2011) names this opportunity, companies have to 

think differently about every stage in new product development process to create entirely new 

products and services to fulfill unmet needs.  

 

Thereby, frugal innovation strategy applied through products, services or even business model (Tiwari 

& Herstatt, 2014) can be possible achieved within an organization, given a need of exploring the 

different applications areas, in developed countries. 

 

2.5 Practical dimensions of frugal innovation  
Only few researches attempted to investigate different areas concerning frugal innovation. However, 

throughout the literature review, it was possible to define six different research fields in frugal 

innovation: social sustainability, environmental sustainability, logistics, business models, product 

development and finally market analysis. In particular, two research areas are not briefly described in 

this section: Business Models and Market Analysis. The research field denominated as “Business 

model” will not be analyzed here, for the reason that, later, it will be described in more detail. 

Furthermore, research area Market analysis is not also examined here, since it has already been 

analyzed in the previous chapters. A following briefly description to the remaining research fields are 

presented.   
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Social Sustainability 
According to Rosca et al. (2016, p.11) “frugal innovations highlights the social dimension of 

sustainability and have a high impact on society, especially in health or education”. By adopting a 

frugal culture in their organizational structure, companies can create not only sustainable economic 

output but also enhancing social value, i.e. improvement of living standards for frugal consumers 

(Hamacher, 2014). Providing affordable products enables a higher accessibility to low–income people 

and allows to manage more efficiently their expenses (e.g food, education and others goods and 

services) (Rosca et al., 2016).   

Furthermore, an increase of inclusive growth and equality between communities’ results in better 

economic development. As referred by Kahle et al. (2013) “Frugal innovations that are able to 

achieve social inclusion of the poor will also increase the social capital of communities” (Kahle et al. 

2013, p.229) 
 
Environmental Sustainability  
“Environment constrains around climate, energy, water and other resources will increase demands for 

more frugal models of production and consumption” (Bound & Thornton, 2012, p.23). Frugal products 

are conceived to use less raw materials and energy consumption seeking to create positive benefits 

and reducing significantly negative impacts for environment (Bocken & Short, 2015). Taking into 

account the increase of environment–conscious customers (Rao, 2013), embracing frugal innovation 

requires the attention of all stakeholders including environment, end consumers and future generation 

(Basu et al., 2013). Hence, circular economy practices such as new design methods: eco – design 

(cradle-to-cradle, close-loop and biomimetic) and new consumption methods (sharing economy) are 

adopted to optimize resource usage, reduce waste to landfill and preserve local materials (Radjou & 

Prabhu, 2015). 
 
Logistics 
Radjou & Prabhu (2015) suggest some supply chain (SC) strategies for the development of frugal 

products. Western corporations should implement a decentralized production strategy, a manufacture 

of modular products and standardized components, an investment in local sourcing and network and 

take leverage on resource sharing. In a recent research made by Rocca (2016) a framework for frugal 

innovation supply chain (FISC) which consist on the evaluation of frugal products characteristics 

along a sustainable supply chain has been developed. After collecting frugal best practices and 

organizing them, the framework structure was created by following seven processes: design, 

procurement, production, distribution, disposal, sales and use. This model aims to be “a pro–active 

tool that helps decision makers in managing frugal products and improve companies economic, 

environmental and social performance in the entire value chain” (Rocca, 2016, p.53). 

 
Product Development 
Traditionally, businesses improve their profitability by applying cutting cost measures. The initial 

design of frugal innovation is built around the cost cutting in processes through the production stage, 

obtaining cheaper ordinary products. In addition to low price, the use of limited resources, compact 

and robust design, user–friendly design and having a quality frills structured, put frugal innovation in 
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position of creating technologic disruption (Christensen et al., 2006).  Serving successfully new frugal 

market segments, the relocation of innovation centers (R&D) in emerging markets are a key factor to 

capitalize “local talent, local market’s needs, and customer expectation” (Engel & Sebaux, 2014, p.5).  

 
For further research it will be important to discuss the interconnection and interdependencies between 

the six areas and propose several frameworks allowing firms to address and approach frugal 

innovation in different ways. Table 2 summarizes all the authors who analyzed the literature review of 

frugal innovation in each research field. 

 

2.6 Frugal Business Practices   
Foster and shape frugal innovation can be done by companies adopting effective strategies with the 

implementation of frugal business practices. The following practices presented are the most common 

successful applied in frugal business models. 

 
Innovative cooperation 
External collaboration through alliances and partnerships is one solution for facing low profit margins, 

costs reduction, institutional voids and knowledge access (Gold et al., 2013). Local corporations can 

benefit from cost - effectively crowdsource frugal solution and therefore provide more affordable and 

accessible frugal products (Radjou & Prabhu, 2015). Furthermore, to ensure flexibility, efficiency and 

highly networked operations in R&D functions, cooperation with external network of suppliers, venture 

capital, universities and entrepreneurs are required. Thus partnerships with innovative technical 

experts and start-ups can change the perspective of employees and speed up cultural change by 

Social Sustainability 

Environment Sustainab. 

Logistics 

Market Analysis 

Product Development 

Bhatti, 2012; Hamacher, 2014; Kahle et al., 2013; Rosca et al., 
2016; Soydan, 2012; Tavoletti, 2013; United Nations 
Development Programme, 2014 

Research Fields  Authors 

Business Models 

Basu et al., 2013; Bhatti & Ventresca, 2013; Pansera & Owen, 
2015; Pansera & Sarkar, 2016 

Basu et al., 2013; Bocken & Short, 2015; Bound & Thornton, 
2012; Engel & Sebaux, 2014; Rao, 2013; Rosca et al., 2016; 
Millstone, 2014 
 

Eagar et al., 2011; Lehner et al., 2016; Roland Berger, 2014; 
Sharma & Iyer, 2012; Tiwari et al., 2014; Wohlfart et al., 2016; 
Zeschky et al., 2014a; Brem & Wolfram, 2014 

Angot & Plé, 2015; Bhatti & Ventresca, 2013; Engel & Sebaux, 
2014; Ostraszewska & Tylec, 2015; Roland Berger, 2013; 
Soydan, 2012; Zeschky et al., 2014b 

Bound & Thornton, 2012; Eagar et al., 2011; Herstatt & Tiwari, 
2012; Ray & Ray, 2010; Roland Berger, 2015; Rosca et al., 
2016; Soni, 2013; Tiwari et al., 2014; Winterhalter, 2015 

Table 2:Authors Research for the different research fields of frugal innovation 
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giving easy access to disruptive technologies that diminish exposures to risks and increases quality 

(Radjou & Prabhu, 2015, Engel & Sabaux, 2014).  

 
Implement Modular Design 
Incorporating modularity into the architectural design of frugal products allows the customization for 

the needs of different customer segments (Sharma & Iyer, 2012). Modular product strategy explores 

economies of scope in R&D with component standardization and increases consumers marginal 

benefit by providing more sophisticated functionalities and enduring low-cost value to price-sensitive 

customers (Ray & Ray, 2010). The production processes need to guarantee the upgradability and 

flexibility for the development of frugal modular products in order to ensure cost-effectiveness and 

adaptable capabilities to meet specific needs (Radjou & Prabhu, 2015). 

 
Exploit and expand local knowledge  

The implementation of frugal innovation requires always a deep understanding of the unique 

environment and hidden customer needs for which frugal products and services are developed 

(Zeschy et al., 2011). Some authors have noticed a greater impact of the high level of embeddedness 

along the process of frugal innovation in local context of frugal target markets (Zeschy et al., 2011; 

(Herstatt & Tiwari, 2012). Local supply chains, local engineering development and local technological 

capabilities are required to enable economization of components average costs, keep in-house 

capabilities and talent, build awareness of cultural preferences and institutional shortcomings 

(Herstatt & Tiwari, 2012). 

 

Simplify structures and empower employees  
According to Radjou & Prabhu (2015), frugal organizational structures could save more time 

(business most valuable resource) and gain more agility by “flexing their assets”, eliminating 

bureaucracy, empowering employees and cultivating a flexible mindset in its workforces. It concerns 

basically on the structure processes of how frugal product is designed and simplify in a manner that 

package, distribution and deliver to consumers is made within the least possible time (Roland Berger, 

2015). Further, new mass customization working tools (robotics and 3D printers) and innovative 

approaches (social manufacturing, continuous production and just-in-time (JIT)) can support supply 

chain manager to “flex” production, logistics and service assets to improve customer satisfaction and 

reduce cost of ownership (Radjou & Prabhu, 2015). 
 

Clear branding, distribution and sales strategy  
Operating a dual brand strategy aims “at leveraging the corporate heritage while preventing 

cannibalization of existing products and services” (Roland Berger, 2015, p 4). In particular, a distinct 

branding strategy is established to avoid jeopardizing in which communicates clearly the origin of 

frugal products and neglected negative affects concerning brands placement and pricing (Roland 

Berger, 2015). For implementation of a frugal approach, creation of non-traditional distribution 

channels must be developed to overcome poor infrastructures, decrease operational costs and 

improve accessibility (Basu et al., 2013). Also, to respond to price-sensitive customers are especially 
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developed innovative sales models such as micro-credit services and subscriptions in order to reduce 

initial capital investments and provide access to low-income customers (Roland Berger, 2015). 
 

New business model  
For the development of frugal products, business model innovation can be more critical and disruptive 

than product innovation (Soni, 2013). According to Bound & Thornton (2012) frugal business model 

“create an advantage in creative remodeling of product- service ecosystems”. Further, circular and 

sharing value networks embedded in corporations frugal business models can help to be more 

resource-efficient by embracing sustainable methods of design (C2C), production and distribution. 

(Radjou & Prabhu, 2015). In more detail, will be analyzed in the next chapter the literature review of 

business models and their influence and impact in frugal innovation.  

 

To sum up the frugal business practice, Table 3 summarizes the most common frugal business 

practices and their benefits.  
Table 3: Frugal Business Practices 

Frugal Business Practices Benefits 

Innovative Cooperation Overcome low profit margins, costs reduction, institutional 

voids and knowledge access 

Implement Modular Design Increases consumers marginal benefit and customize needs 

of different customer segment 

Exploit and expand local knowledge Understand hidden customer needs and their environment 

Simplify structure and empower employees Efficiency use of time and increase of organizational agility  

Clear branding, distribution and sales strategy Preventing brand cannibalization, decrease operational costs 

and improve accessibility 

New business model Advantage in creative remodeling of product - service 

ecosystems 

 

2.7 Conclusion 
Frugal innovation targets BoP markets with low and mid segment markets and efficiently serves the 

needs of specific consumers with affordable, easy to use and functional solutions. The Frugal 

innovation’s focus is on the development of high quality, robust and simpler products, while reducing 

nonessential costs and usage of natural resources. In order to accomplish these severe performances 

and raise the living standards of local communities’ new business models and organizational 

capabilities fostering competitive and strategic advantage need to be developed. In particular, 

external collaborations and clear understanding of local context are needed to respond customer 

hidden needs and effectively adapt existing technologies. For frugal products to be able to provide 

profitable business opportunities, while enhancing sustainable development, it is crucial for 

corporations to embed frugal business models. However, there is no empirical research about the 

appropriate theoretical structure for built this new business models. Thereby in order to provide the 

ground for systematic future research, the “state of the art” of business model and their connection 

with frugal innovation is presented in the next chapter.  
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3. Business Model Management  
This chapter summarizes the state of the art about research on business model management and 

provides appropriate knowledge collected from literature review. In Section 3.1, the description and 

characterization of different perspectives that define the concept of BM are presented. Then, Section 

3.2 analyses the various types of existing business model frameworks (BMC, RCOV, OPM, EBM and 

FBBM) and their own constituents, the core elements. Furthermore, in Section 3.3, innovation 

approaches (BMI) towards global economy changes are examined along the development of 

business models. Lastly in Section 3.4 a briefly introduction of the role of sustainable innovation is 

used to introduce the sustainable business models (SBM). In conclusion Section 3.5 presents the 

investigation done by several authors on business model management including frugal innovation. 

 

3.1 Business Model Concept 
The origin of the term “business model” (BM) appeared in the mid 90’s during the Internet boom 

(Porter, 2001). “Dot.com” firms raised huge amounts of capital by pitching flawed business models 

that led to poor performance and ultimately to bankruptcy (Shafer et al., 2005). These outcomes are 

derived not by the term itself but from unclear and distorted use of the “business model” concept by 

managers. Hence, new business opportunities were not leveraged given the lack of knowledge 

concerning the building of a model (Johnson et al., 2008).	

 

Notwithstanding, a successful business model remains a key driver of organizational performance 

(Magretta, 2002). Thereby, many business researchers and consultants started to adopt the business 

model terminology as firm’s way of doing business (Johnson et al., 2008). In this way, it is undeniable 

the necessity to accurately understand the nature and components of a business model, while aiming 

to lessen discrepancies between practitioners, consultants and researches (Dasilva & Trkman, 2013; 

Shafer et al., 2005).	

 

One of the first definitions of this concept was introduced by Timmers (1998). The author defines 

business model as an archetype composed by products, services and flows of information describing 

the impacts and benefits of each business actor involved and sources of revenues. 	

 

Later, Amit & Zott (2001) presented business model as unifying unit of analysis that “depicts the 

content, structure, and governance of transactions designed so as to create value through the 

exploitation of business opportunities”. In other words, BM are constructed in such a manner that 

firm’s value capture is leveraged to its upper limits or through the maximization of the total value 

creation (Zott & Amit, 2010).  

 

Also, Johnson et al. (2008) agree that a firms have to prioritize the selection of a value creation and 

value capture logic, meaning that the integration of a strategy is done by choosing their business 

models (Fielt, 2013; Osterwalder et al., 2010; Casadesus-Masanell & Ricart, 2010). 
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Chesbrough & Rosenbloom (2002) focus on technological innovation, allocating the business model 

as an intermediary between technological development and economic output. This model uses 

technological characteristics and potentials as inputs and converts into economic outputs, by 

approaching customers and markets. In a general scope, it will answer to fundamental questions such 

as: “How we are going to make money in this business? Who are the customers? What is the value 

proposition that our company can deliver at an appropriate cost?” (Ghaziani & Ventresca, 2005; 

Magretta, 2002).  

 

From a resource/competence perspective, Demil & Lecocq (2010) refers the importance of focusing 

on the interactions between business model core components, allowing a combination of a 

conceptual static and dynamic views. It conceives a BM “as a way an organization operates to ensure 

its sustainability” through the interactions of their core components. Besides, Afuah and Tucci (2001) 

emphasizes this linkage between components as an activity system in which a firm performs a set of 

actions, how it performs, and when it performs them. Osterwalder et al. (2010) also mention an 

activity system approach as inward looking comparing to a value/customer–oriented approach, which 

is more outward looking.	

 

In the literature, some authors have presented a correlation between the concept of business model 

towards the creation of a sustainable competitive advantage. Others have presented the clear 

distinction between BM and company’s strategy, since these two terms are often misunderstood.	

 

According to Teece (2010), a “business model is more generic than a business strategy. Coupling 

strategy and business model analysis is needed to protect competitive advantage resulting from new 

business model design”. In fact, a business model has been seen as a reflection of firm’s realized 

strategy (Porter, 2001). These terminologies differ substantially in an organization when is necessary 

to modify the current business model, which is not by adding value to stakeholders (Porter, 1996), but 

through the implementation of a new set of diverse activities creating unique value and competitive 

advantage (Casadesus-masanell & Ricart, 2010). Osterwalder et al. (2010, p.15) mention that a 

“business model is like a blueprint for a strategy to be implemented through organizational structures, 

processes, and systems.”	

 

Organizations need to be supported by a robust business model with distinct characteristics from the 

rivals (Barney, 2001) in order to foster a strategy which ensures the creation of a sustainable 

competitive advantage (Porter, 1985), it would have to. Furthermore,  Morris et al. (2005) argued that, 

to address and create a sustainable business model, it is required a set of flexible decisions 

interrelated with the “areas of venture strategy, economics and architecture in defined markets”.  
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Table 4 summarizes the diverse definitions of BM and their classifications/approaches. 

 

Therefore, based on different definitions, in this work, it is proposed that the concept of business 

model can be classified in three types: i) generic meta – model static approach describing the core 

elements of a business model (Osterwalder et al. 2010) ii) dynamic approach- addressing real world 

business model changes focusing on innovation (Chesbrough & Rosenbloom, 2002; Johnson et al., 

2008; Demil & Lecocq, 2010) iii) inductive approach - explaining the interactions of different type of 

BMs and their common characteristics (Casadesus-masanell & Ricart, 2010; Fielt, 2013). 

	

Generally speaking, the concept refers to the description of the articulation between 
different BM components or ‘building blocks’ to produce a proposition that can 
generate value for consumers and thus for the organization. (p. 227) 

Teece (2010) 

Authors	 Definitions	

Timmers (1998)	

Afuah & Tucci 

(2001)	

Amit & Zott (2001) 

Magretta (2002) 

Chesbrough & 

Rosenbloom (2002) 

Morris et al. (2005)	

Johnson et.al 

(2008) 

Demil & Lecocq 

(2010) 

Osterwalder et al. 

(2010)	

An architecture for the product, service and information flows, including a 
Description of the various business actors and their roles; a description of potential 
benefits for the various business actors; and a description of the sources of 
revenues. (p.4) 

Companies build and use their resources to offer its customers better value than its 
competitors and make money doing so (now and in the long-term). The model is 
what enables an enterprise to have a sustainable competitive advantage, to perform 
better than its rivals in the long term. (p. 3-4) 

Provides a coherent framework that takes technological characteristics and potentials 
as inputs, and converts them through customers and markets into economic inputs 
(p.532) 

Representation of how an interrelated set of decision variables in the areas of 
venture strategy, architecture, and economics are addressed to create sustainable 
competitive advantage in defined markets.’’ (p 727) 

Consists of four interlocking elements that, taken together, create and deliver value. 
The most important to get right, by far, is the customer value proposition. The other 
elements are the profit formula, the key resources and the key processes. (p. 52-53) 

A business model describes the rationale of how an organization creates, delivers, 
and captures value. (p. 14) 

Defines how the enterprise creates and delivers value to customers, and then 
converts payments received to profits. (p. 173) 

Depicts the content, structure, and governance of transactions designed so as to 
create value through the exploitation of business opportunities. (p 511) 

Creating a business model is, then, a lot like writing a new story. At some level, all 
new stories are variations on old ones, reworking’s of the universal themes 
underlying all human experience. 

The concept refers to the description of the articulation between different BM 
components or ‘building blocks’ to produce a proposition that can generate value for 
consumers and thus for the organization. (p. 227) 

Casadesus-
Masanell & Ricart 

(2010) 

Table 4: Definition of business models 
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3.2 Frameworks and Core Elements of BM 
Directly related to the BM definitions are the core elements describing the integrated structure of a 

business model. In the literature does not exist an establish taxonomy to provide consistency of the 

terms that underpins the constituents of business models (Fielt, 2013). Therefore, according to 

different authors the basic units of an integral BM frameworks vary their denomination:  

• Magretta (2002) defines BM as set of fundamental questions that every manager must ask; 

• Chesbrough & Rosenbloom (2002) interpret as functions in the context of products and 

technologies; 

• Johnson et al. (2008) characterize elements as an systematically identification of all its 

constituent parts to operates an effective business model. 

• Demil & Lecocq (2010) depicts as components encompassing in each of them many subsidiary 

elements; 

• Osterwalder et al. (2010, p.15) describes as building blocks that “show the logic of how a 

company intends to make money”. 

 

Given this disparity of terms, along this section it will be adopted the designation of elements, as the 

basic unit of an integral BM framework. Business Model frameworks addresses in general “what a 

business model is made – off” (Richardson, 2008; Shafer et al., 2005; Casadesus-Masanell & Ricart, 

2010; Ghaziani & Ventresca, 2005). The existent significant similarity of elements between different 

frameworks is frequent and have in common the goal of “generating new business models or analyse, 

compare, and develop existing ones” (Fischer, 2012, p.8). Furthermore, some authors, not only define 

the concept of core elements, as a static-approach, but they also refer the complexity between the 

relationship of its parts to address innovation in the organization, as a dynamic and transformational 

approach (Johnson et al., 2008). For each BM the core elements will be described as well as, the goal 

of the framework and advantages. 

 

The Business Model Canvas (BMC) is 

the most well-known and frequently 

applied model and it has been proposed 

by Osterwalder et al. (2010).  

Business Model Canvas has been seen 

as a common language used to 

conveniently describe, design, challenge 

and improve current business models, in 

order to create new strategic and 

dynamic alternatives. The BMC covers 

nine elements (Figure 5), divided into four 

main areas of business: customers, offer, 

infrastructure, and financial viability. Figure 5: Business Model Canvas 
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In particular, the customer area covers three core elements of this model:  

(1) Customer Segments - defines the different groups of people or organizations that corporations 

desire to reach and deliver;  

(2) Channels - describes how an enterprise interacts and communicates with its target consumers;  

(3) Customer Relationship - depicts the types of relationships a firm established with its target 

consumers.  

Further, the offer area contains one of the most common and important core element:  

(4) Value Proposition - describes a product or a service that creates value for specific customers, 

while solving their problems and satisfying their needs.  

Moreover, the infrastructure area is constituted by three core elements:  

(5) Key resources - portray the essential assets required to make a business model work;  

(6) Key activities - defines the crucial activities needed for a company to be able to operate 

successful; (7) Key Partnerships - depicts the network of supply, partners and alliances with the aim 

of optimizing company’s business models. 

Finally, in the financial viability area it is possible to characterize two core elements:  

(8) Revenues - represent the amount of money generated from each target consumer;  

(9) Costs - describe all the costs involved while operating a particular business model.  

One of the benefits for the application of BMC relies in its dynamic structured and visual approach, 

which facilitates the description and stimulates discussion of current business activities.  

 

The Four – Box Business Model (FBBM) is an identical framework with similar characteristics with 

the BMC. When companies identify all BM’s elements, firms are capable to comprehend how the 

models can provide a powerful value proposition in a profitable way using specific key resources and 

key processes.  

 

 

 

 

 

 

 

 

 

 

This model is constituted by four core elements (Figure 6). Similarly to the BMC, it starts with:  

(1) Customer Value Proposition - product or service that helps consumers to obtain an effective, 

convenient and affordable solution towards a fundamental problem they have been trying to solve.  

Moreover, from a financial perspective comes:  

 

 

 

Figure 6: Four - Box Business Model 
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(2) Profit formula. This core element not only includes the revenue model and cost structure verified 

in BMC, but also takes into account the margin model and the resource velocity needed to cover them 

(Johnson et al., 2008; Osterwalder et al., 2010).  

Furthermore, organizational key resources and key processes used to convert inputs to finished 

products and services are integrated: 

(3) Key resources are assets such as people, technology, products, equipment, facilities and others 

related, required to deliver effectively the customer value proposition; 

(4) Key processes include all the development tasks involved, such as training, development, 

manufacturing, planning, etc. 

The success of this model lies in understanding the natural interdependencies, strengths, limitations 

and high/low - levels between the core elements (Johnson et al., 2008). Also, in contrast of the BMC, 

more operational details such as business rules, metrics and norms are considered. However, there is 

a lack of elements that enhance a better customer relationship and satisfaction. 

 
RCOV Business Model is a dynamic 

approach, which has been developed by 

Demil & Lecocq (2010). This framework 

structures a consistent business model 

aiming to create sustainable 

performance. This model, shares the 

same view as Four-Box BM (Johnson et 

al., 2008), when it comes to “focus on the 

relationships between its core 

components more than on their isolated 

attributes” (Demil & Lecocq, 2010, 

p.243).  

Three core elements can describe this mode (Figure 7):  

(1) Resources and Competences (RC) - concerns the required internal and external resources 

together with the abilities, knowledge and competences needed by managers to perform and improve 

their services.  

(2) Organizational Structure is needed to support firm’s activities and relationships established with 

others corporations. It includes its value chain and value network activities and relations with external 

stakeholders.  

(3) Value Proposition, similar with BMC and FBBM, represents the value created and delivered by a 

certain company to customers. 

In comparison with the Business Model Canvas of Osterwalder et al. (2010), it “avoids the 

disadvantage of assuming that the same elements are equally central or core in all the firms”, by 

taking into consideration a BM’s dynamics that changes between and within its core components. 

 

 

 

Figure 7: RCOV Business model 
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The Open Business Model (OPM)  addresses business model, as a static approach, with a 

prospection for development innovative technological considering the economic side of the company 

(Chesbrough & Rosenbloom, 2002). It ensures “that the technological core of innovation is embodied 

in an economically viable enterprise” 

(Chesbrough & Rosenbloom, 2002, p.25).  

The configuration of this framework 

consists into six core elements (Figure 8). 

It describes two similar features included 

in previous business models (BMC, FBBM 

and RCOV):  

(1) Value Proposition - value creation 

based on the current technology for target 

consumers;  

(2) Cost/Profit Structure - balance between all costs involved and profit generation.  

Further, the structure analysis of the (3) Value Chain - required to conceive and allocate the value 

proposition and identification of firm’s position within the (4) Value Network - used to link suppliers 

and customers, are presented as core elements.  

The last two elements describe the: 

(6) Market Segment - target customers to whom the technology is useful; and  

(7) Competitive Strategy - purpose of taking leverage of innovation to achieve competitive 

advantage  

This business model provides a useful pathway between managing technology feasibility and 

performance with the creation of profitable economic value in environments of significant market 

uncertainly  (Chesbrough & Rosenbloom, 2002). 

 
Entrepreneur’s Business Model (EBM). Morris et al. (2005) proposed a framework that consist of 

six specific elements of decision making, with the objective of adopting a dynamic entrepreneur view 

to address and serve specific needs, applicable to general firms. This model integrates six core 

elements: 

(1) Offering Factors - concerns the value proposition offered to target consumers; 

(2) Markets Factors - identification of target customer types, their geographic dispersion and 

interaction requirements located in specific market scope in which the firm competes; 

(3) Internal Capability Factors - focus on leveraging intern capabilities and skills as sources of 

performance and competitive advantage; 

(4) Personal/Investor Factors - capture the entrepreneur’s time, scope, and size ambitions. Includes 

the analysis of income, growth and investment models; 
(5) Economic Factors - provides a consistent logic for earning profits, in consideration of costs 

structure vs firm’s revenue model; 

(6) Competitive Strategy - involves how the entrepreneurs intend to obtain advantage against 

market competition. 

 

Figure 8: Open Business Model 
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Accordingly, EBM benefits from their entrepreneur perspective, in a manner that propose a viable 

business model considering the ability of the entrepreneurs to apply unique approaches to one or 

more fundamental core elements. 

 

To sum up Table 5 presents a selective overview of business model frameworks mention above by 

describing a few prominent examples and highlight their engagement in specific areas.	

Note that the five frameworks selection was made based on their number of citations in the scientific 

papers.	

 

 

 

 

Table 5: Core Elements of Business Model 

Authors Elements 

Osterwalder 

& Pigneur 

(2010) 

Areas 

 Strategic                                              
management 

• Key Partnerships 

• Key Resources 

• Key Activities 

• Cost Structure 

Johnson et al. 

(2008) 
Corporate   

Strategy • Key Resources 

• Key Activities 

Business Model Canvas 

• Value Proposition 

• Profit Formula 

Four – Box Model 

RCVO Business Model 

• Key Resources 

• Key Competences 

Demil & 

Lecocq (2010) • Value Proposition 

• Organizational Structure 

Resource and 

Competence 

Management 

Chesbrough & 

Rosenbloom 

(2002) 

Morris et al. 

(2005) 

• Value Proposition 

• Market Segment 
• Profit/Cost Structure 

 

• Value Network 

• Value Chain 

• Competitive Strategy 

Open Business Model 

Entrepreneur Business Model 

• Offering Factors 

• Market Factors 

• Economic Factors 

Innovation & 
Technology 

Management 

• Internal Capability 

• Investor Factors 

• Competitive Strategy 

  Entrepreneurship 

• Customer Relationship  

• Customer Segment 

• Value Proposition 

• Channels 
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3.3 Business Model Innovation (BMI) 
“Frugal innovation does not necessarily involve new technologies, but it does involve new business 

models (Rosca et al., 2016, p.3). In particular, Bhatti (2012) defines frugal innovation as an 

intersection between business innovation, social innovation and institutional innovation. The general 

approach about business model innovation is that explores resource and affordability constrains, 

institutional voids and social aspects which will align with frugal principles. Hence, given the clearly 

influence of these innovation models in the development of frugal products, the concept of business 

model innovation is analysed. 

 

In globalized and increasingly markets, business models are continuously subject to rapid 

displacement and disruption. Facing a high variability of market conditions, the ability to adapt and be 

more flexible is one of the keys to be successful in a competitive business environment (Baldassarre 

et al., 2017; Chesbrough, 2010; Johnson et al., 2008; Joyce & Paquin, 2016; Morioka el al., 2016). 

Here, innovation plays a significant role against these challenges through the creation of business 

model innovation. Hence, BMI has been established as a “process of changing both the value that is 

promised to customers and how it is delivered to tap into new profit sources” (Lindgardt & Ayers, 

2014, p.2). A suitable “process of changing” or transactions to old business models into new ones, is 

one of the paths to ensure a successful BMI implementation leading to renew growth and profits 
(Casadesus-masanell & Ricart, 2010; Chesbrough, 2010; Johnson et al., 2008). Maintaining the 

effectiveness of the current business model, while changing the organization’s culture to better 

incorporate the new business model that is being developed is crucial (Chesbrough, 2010). 	

 

Many authors investigate, from different perspectives and industry backgrounds, key factors to 

achieve successful BMI in order to bring more business opportunities in dynamic markets (Anderson 

& Kupp, 2008; Wirtz et al., 2016; Laukkanen & Patala, 2014). Chesbrough (2010) believes that to 

pursue a successful path in the development of BMI, managers require a way of “commitment to 

experimentation” in which strategy and organizational leadership must be also considered. 

Furthermore, in a dynamic capabilities perspective, Roaldsen (2014) believes that small and medium 

enterprises (SME) require a reconfiguration of their value chain in order to implement successfully 

BMI in mature markets.  

 

Anderson & Kupp (2008), for instance, have researched the mobile industries, which target low – 

income consumers in developing countries. These authors argue that there are two important 

innovative approaches in BMI:	

i. Collaboration with Non – Traditional Partners: Sharing corporate value through establishing 

relationships with non- profit/traditional partner organization;  

ii. Building Local Capacity: Recognized the value of existing local institution by providing training 

to local entrepreneurs. 

 

Furthermore, Laukkanen and Patala (2014) explain different functions to overcome and remove 

barriers of sustainable BMI and leverage technological innovation in areas imposed by stakeholders 
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such as regulatory, market and financial, behavioural and social. These functions applied in 

innovation systems frameworks (Hekkert et al. 2007) executed by government activities, firms and 

consumers are:  

a) Entrepreneur activities - encourage collaborative and partnerships activities with 

stakeholders; 

b) Knowledge development - better awareness about sustainable value and business 

innovation; 

c) Knowledge diffusion through networks - diffusion of the knowledge through relevant networks 

of actors in the innovation system; 

d) Guidance of the search -  forming regulating frameworks focus on the limited resources 

available provided by government interventions; 

e) Market formation - process integration of new technologies to successful compete in specific 

markets; 

f) Resource mobilisation - manage require resources (human and financial) for new innovations; 

g) Creation of legitimacy - create legitimacy for the focal innovations. 

 

Although BMI bring along many opportunities, the presence of external and internal factors against 

successful BMI implementation are very powerful, which makes its implementation a difficult task 

(Wirtz et al., 2016; Demil & Lecocq, 2010). External factors involve all the environment changes that 

may constitute a barrier, such as behaviours of competitors, customers, partners and governments 

(Sandberg & Aarikka-Stenroos, 2014). Then, internal factors are most related to management issues, 

human resources factors and internal organization. Moreover, Richter (2013) distinguishes the lack of 

competencies and profitability deriving from inflexible innovation management process, organizational 

complexity, and cognitive barriers that strongly influence the understanding about business model 

(Martins et al., 2015).	

Due to the traditional business model configurations of firm assets, some managers tend to be risk 
averse fearing new experiments that might affect negatively their ongoing value to the company  

(Amit & Zott, 2009; Christensen et al. 2006) As a consequence, it will create a tension or a conflict 

between the current business model already established for the existing technology and the new one 

(Amit & Zott, 2009). For this reason, Christensen et al. (2006) refers the necessity of allocating more 

assets and capital to exploit disruptive technology than the established one.	 Furthermore, 

Chesbrough (2010) refers that mostly in developed companies, the general managers usually rotated 

from one position to another in the period between 2/3 years. Although, they have the authority and 

power to put in practice new business decisions, is not enough time to formulate, monitor and 

conceive an efficient transformation into a stable new business model. 	

	

Though the great involvement of innovation for the implementation of business models of frugal 

products, promoting suitable development is one of the goals of frugal innovation. In the following 

section it will be presented the interaction between sustainable development/ innovation and business 

models. 
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3.4 Business Model for Sustainable Development 
3.4.1 Role of Sustainable Innovation  
Nowadays, the ability to achieve sustainable development is an increasingly important concern for 

business managers (Laukkanen & Patala, 2014). Lacy et al. (2012) conclude with their empirical 

studies that CEOs address sustainability with higher importance, when implementing and integrating 

the strategy in a long - term and structure operations of a company accordingly. Hence, by providing 

sustainable innovation with a highlight on social, economic and ecological concerns (Arnold & Barth, 

2012; Arnold & Hockerts, 2011) embedded within the company business model, managers are able to 

stimulate sustainable consumption patterns (Daae & Bocks, 2015) and to understand better 

customers’ needs by combining technological efficiency with customers’ benefits (Keskin et al. 2013).	
 

Lovins et al. (1999) and Hart & Milstein (2003) have identified the necessity of changes in business 

models as a way to reduce negative social and ecological impact, and act as an instrument to support 

“sustainability - oriented business”.  Through the improvement of respective innovations, such as 

“eco–innovation” (eco-design and eco-efficiency), a more efficient usage of non-renewable and 

natural resources and reducing impacts on the environment (Bocken et al., 2014), sustainable 

development can be achieve through a business model (Boons et al., 2013).	
 

Implementation of sustainable innovation is always considered a challenge due to introduction of new 

technologies and designs. One possible way to contribute and address to global sustainable 

development is the logic engagement of a set of objects, concepts and relationships, which can 

represent in a simplified manner, a sustainable business model (Morioka et al., 2016).	
 

3.4.2 Sustainable Business Models (SBM) 
“A business model for sustainability helps describing, analyzing, managing, and communicating (i) a 

company’s sustainable value proposition to its customers, and all other stakeholders, (ii) how it 

creates and delivers this value, (iii) and how it captures economic value while maintaining or 

regenerating natural, social, and economic capital beyond its organizational boundaries.” 

(Schaltegger et al. 2016) 
 

Current business models, guide managers through the achievement of revenue centered values, and 

fail to promote corporate sustainability. The demand of new business models, with high influence of 

sustainability concepts is increasing, focusing on shaping the mission and driving key decision - 

making of the firm (Wicks, 1996). The development and implementation of solutions, which promotes 

sustainable benefits for stakeholders and simultaneously minimize the negative impacts on society 

and environment are required to drive in innovation and reinforce sustainable business models 

(Bocken et al. 2014). 
 

A sustainable business model (SBM) could be conceptualized considering various aspects: i) 

sustainability practices, ii) the description of features/attributes/characteristics, iii) a list of necessary 
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conditions iv) representation of business processes and v) firms – level and system – level description 

(Stubbs & Cocklin, 2008).  
 

Stubbs & Cocklin (2008) define a sustainable business model as a triple bottom line approach with 

the collaboration of key stakeholders (considers also environment and society as stakeholders) to 

measure performance and define firm’s purpose. Furthermore, authors conclude that firms adopting 

SBMs should have a capable internal structure and cultural capabilities to achieve firm-level 

sustainability. This means that SBMs are “designed to address one or more sustainability issues 

through the logic employed to create and capture value” (Bittencourt Marconatto et al., 2015, p.2). 

Boons & Lüdeke-freund (2013) propose a framework which links sustainable innovation with business 

models. This approach is focused on four elements that need to be met in order to obtain a 

“successfully marketing sustainable innovation”: (1) Value Proposition - Providing measurable 

ecological and/or social value aligning with economic value; (2) Sustainable Supply Chain - 

Addressing social issue management and materials cycles that avoid/reuse wastes; (3) Customer 

interface – recognition for the customer about sustainability challenges; (4) Financial Model - 

Economic costs and benefits including firm’s ecological and social impacts. 

Moreover, highlighted the importance of technological and social innovation, pointed out the ability of 

business model to support clean technologic or social products and services. Finally, by shaping 

culture, structure and routines of organization, also relates the term organization innovation towards 

creation of sustainable development in a business model. Bocken et al. (2014) explains through a 

system – level perspective that sustainable business models could serve as an instrument to achieve 

sustainability coordinating with technological and social innovations. Aligning business models with a 

creation of competitive advantage and sustainable/social development of the enterprise, Boons & 

Lüdeke-freund (2013) believe that through a superior customer value it is possible to achieve a 

sustainable business model. Given the context of emerging markets, where resources are lacking 

towards an increasing population, besides the fact that in developed countries affected by global crisis 

it has become more relevant to deploy radical new sustainable business model (Bocken et al., 2014; 

Boons & Lüdeke-freund, 2013).  

 

Bittencourt Marconatto et al. (2015) highlighted the significant role of governments towards 

sustainability initiatives and reinforce regulations in order to reduce poverty and alleviate social 

issues. These authors have described the influence of government over SBMs in three different 

domains: (1) Legitimation (2) Feasibility and attractiveness (3) Creation and Support (Stubbs & 

Cocklin, 2008). These three domains of influence provide some indicators about how governments 

will affect the intersection of an environmental, social and economic performance, which comprises 

the main dimensions of a sustainable business model (Bocken et al., 2014).	
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In accordance with many authors there are several pros and cons to adopt a sustainable business 

model, which are listed in Table 6: 

3.5 Business Models for Frugal Innovation 
Due to the lack of empirical research, it becomes difficult to define the main characteristics of 

business models that actually create benefits and have a positive impact in the field of frugal 

innovation. Despite of that, some authors attempted to describe important aspects that should be 

embedded in a frugal business model. 

Basu et al. (2013) refers the hurdles of implementing frugal models, especially when targeting 

emerging markets with highly rural nature. Due to lack of existing infrastructure and knowledge 

(institutional voids), the use of sharing economy (technology, goods, services or education) is even 

harder without the collaboration of diverse external partners (such as suppliers, universities, venture 

capitalist and startups). Consequently, a frugal business has to ensure the utilization of local 

resources and capabilities to be more cost effective, as well as able to overcome these challenges 

(Basu et al., 2013). Also, business practices (such as cradle-to-cradle (C2C)) are essential to achieve 

frugal innovation because companies can create self-sustaining products while simultaneously 

adopting a circular economy structure (Radjou & Prabhu, 2015). Tiwari et al. (2014) address frugal 

business model focusing on one of its core elements: value proposition. This value proposition may 

be achieved following: a reduce cost of ownership (not only purchase costs, but also maintenance, 

usage and repair costs), a robustness product structure, and users’ friendliness experience and 

through the implementation of economies of scale (reducing costs of development and production). 

Moreover, a successful frugal business model is a business instrument, that target price-sensitive 

consumers, with the purpose of creating frugal solutions with attributes such as quality, accessibility 

Authors Cons 

Authors Pros 

• Long – run self - interest  

• More positive Public Image 

• Viability of business 

• Avoidance of government regulation 

• Preventing is better than correcting 
 

• Profit Maximization 

• Cost of social involvement 

• Dilution of business primary purpose 

• Not possible to account for sustainability 

• Lack of broad support 

 

Baldassarre et al., 2017; 

Rosca et al. 2016; 

Joyce & Paquin, 2016; 

Bittencourt Marconatto et al., 2015; 

Upward & Jones, 2015; 

Gast et al., 2017. 

Rauter et al., 2015;  

Schaltegger et al., 2016;  

Sinkovics et al., 2014; 

Morioka et al., 2016; 

Bocken et al. 2014; 

Boons & Ludeke-freund, 2013. 

Table 6: Pros and Cons of SBM 
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and affordability while reducing nonessential costs and maximizing the value to customer (Zeschky et 

al., 2014b). Finally Rosca et al. (2016) believe that by employing frugal business models, companies 

are able to produce more economic output, enhance social and environment sustainability due to their 

engagement in procurement, production, distribution and consumption practices. Therefore, frugal 

innovation are sustainable business models with the particularity of creating affordable and accessible 

quality solutions, while covering the needs of all stakeholders: consumers, environment, and future 

generations (Basu et al., 2013). Furthermore, Soni (2013) concludes that frugal business model is 

designed to: (1) overcome transportation and distribution drawbacks (2) encourage customer 

purchase and (3) lowering the price points drastically. 

 

3.6 Conclusion 
From a generic perspective, business models could provide static, dynamic or inductive 

organizational approach by describing the architecture model of a company in terms of how it creates, 

captures and delivers customer value. Moreover, BM frameworks disclose different model structure 

consistency, consumer and business perspectives, as well as interdependencies and synergies 

between their core elements. 

Given high volatility and uncertainly of financial global markets, companies searched for new sources 

of innovation and therefore managers started to adopt BMI, as new innovative BM designs, in order to 

increase customer satisfaction, profit and revenues. Furthermore, the impact of resources scarcity 

growth required an incrementally sustainable development performed by corporations towards an 

improvement of economic, environment and social value. The literature review shows the relevance of 

adopting different types of business models according to their core elements, goals and advantages. 

Likewise, it reveals how corporations could design business models with innovative and sustainable 

character with the purpose of enhancing frugal products.  
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4. Research Methodology  
The research methodology employed is a multi - methodology approach (Mingers, 2001; Mingers and 

Brocklesby, 1997) engaging three different research methodologies: 1) Literature Review, 2) Case 

Study Analysis, 3) Grounded Theory (Bell, 2005; Charmaz, 2006; Morse, 2009; Saunders et al., 

2009). The multi-methodology research analysis (Strauss and Corbin, 1998; Dillon, 2012; Flick, 2009) 

was divided into two different sections: the framework development methodology and the framework 

validation methodology (See figure 9).  

 

 

  

  

 

 

 

 

 

 

 

 

 

The framework development methodology was built according a sequence of three research 

procedures with different purposes: 1) a literature review was undertaken to identify the key business 

stakeholders who have a crucial impact and influence in frugal business and obtain all scientific 

knowledge about different business models frameworks and their respective elements; 2) a case 

study analysis was performed to determine best appropriate practices employed in current frugal 

business model for emerging and developed markets; 3) a grounded theory was performed in order to 

conjugate and allocate all the information acquired in step 1 and 2 with frugal principles and 

characteristics in order to propose the FBM framework that fits in a frugal innovation context. 

The framework validation methodology was performed through a case study analysis in order to 

validate the proposed framework according frugal business case studies. 

This chapter describes how each methodology has been applied through the two framework 

procedures. In Section 4.1 explains in detail the diverse approaches used to develop the framework, 

from data collection to the organization and structuring of information. Then in section 4.2 is described 

in detail the case study analysis performed for the validation of the framework. 

 

 
 

 

Literature 
Review 

1  
Methodical literature review about frugal business key stakeholders, 
different business models frameworks and their elements.  
 

 Case Study 
 2 

Identify core business practices from current frugal business models 
for emerging and developed markets. 

 Grounded 
Theory 

 3 Propose a business model framework for relevant stakeholders that   
fits with frugal innovation. 

Case Study  
4  

Validate the proposed FBM framework with frugal innovation case 
studies 
 

Framework Development Methodology

Framework Validation Methodology

Figure 9: Framework Development and Validation Methodology 
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4.1 Framework Development Methodology 
 

The development of the FBM framework was conceived through three main research methodologies: 

Literature Review; Case Study Analysis and Grounded Theory.  A description of the following 

methodologies and their contribution to the present study are concisely explained through this sub-

chapter. 

 

4.1.1 Literature Review 
The first research strategy consisted on a comprehensive literature review. According to Cronin et al. 

(2008) literature review aims to provide a comprehensive background for understanding current 

knowledge and highlighting the significance of new research. Moreover, it was chosen to follow the 

theoretical data sampling by comparing, interpreting and analyzing the empirical material in order to 

define the next research steps to take over throughout the literature review (Corbin and Strauss, 

1990). 

This methodology is carried following a research structure in order to enhance the flow and readability 

of the review (Colling, 2003). It will essential contribute to achieve more accurately the final goal of the 

literature review: identifying all relevant information to enable the construction of a new frugal 

business model. To achieve the final goal two objectives were established: on one side the 

investigation targets the area of business models with the aim to gather different related frameworks 

with the focus on sustainability (SBM) and innovation (BMI) that could fit into a frugal innovation 

context; and on the other side a more business – oriented analysis in the area of frugal innovation is 

performed to collect crucial information for the success of a frugal business. 

Thus, a selection strategy to obtain relevant literature, in accordance with the objectives stated above, 

is purposed into two different approaches: the business model framework review and the frugal 

innovation review.  The first approach is divided into three research topics: 1) consisted on the 

analysis and overview of the current conceptual business model (CBM) and their business elements; 

2) identification and understanding of several frameworks of sustainable business models (SBM) and 

3) innovation business models (BMI). Then, the second approach is divided also into three research 

topics: 1) a stakeholder analysis in order to capture most influence stakeholders that plays a key role 

in a frugal business environment; 2) attain a clear understanding of the frugal characteristics and 3) 

frugal business elements already recognize by the authors which an organization should take in 

consideration to succeed in frugal innovation. 

 

Throughout the literature review, the search of relevant material for frugal innovation was performed 

through online libraries, publishers and databases, such as: ‘Google Scholar’, ‘Research Gate’, 

’Springer’ and ‘Elsevier/Science Direct’. This research resulted with data from different types of 

sources: academic papers, magazines and books, consulting reports and websites. The terms 

employed for the keyword research were “frugal innovation”, “stakeholder”, “business model”, 

‘sustainable business’ and ‘business innovation’. The main findings returned over 250 results, but 

after a first examination of the data only 110 documents were judged for further analysis and resulted 

in the review of 44 papers which subsequently were selected for in depth investigation.  
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Hence, the most significance sources of knowledge used in the present study in each literature review 

approach and research topics are described below in Table 7. In addition, as showed in Table 7, 

several fonts of information were considered and used in order to allow data triangulation and to 

guarantee a certain degree of information accuracy (Yin, 2013). 

 
 
 

Table 7: Literature Review Approach 

Literature 
Review 

Approach 
Research Topics Journals, Books Academic Papers Consultant Reports Websites  

Business 
Model 

Framework 
Review 

CBM 

 

- Fielt (2013) 

- Afuah (2001) 

- Porter (2001) 

- Osterwalder& 

Pigneur (2010) 

- Chesbrough 

(2011) 

- Gassman et al. 

(2014) 

- MIT Sloan 

Management 

 

-Morris et al. (2005) 

- Johnson et al. (2008) 

- Demil & Lecocq (2010) 

- Fischer (2012) 

- Hamacher (2014) 

- Bocken et al. (2014) 

- Upward & Jones (2015) 

- Boons & Ludeke (2013) 

- BCG (2014) 

- Accenture (2013) 

- Mckinsey (2014) 

 

 

- GreenBiz 

- Cleverism 

- Strategy+Business 

- Pre-sustainability 

- Aimark 

- Management 

Study Guide 

BMI 

SBM 

Frugal 
Innovation 

Review 

Stakeholder 
Analysis - The Economist 

- Harvard Business 

Review 

- Radjou and 

Prabhu (2012) 

- Millstone (2014) 

- Radjou and 

Prabhu (2015) 

- Zeschky (2011) 

- Soydan (2012) 

- Basu et al. (2013) 

- Tiwari and Herstatt (2014)  

- Brem and Wolfram (2014)  

- Angot and Ple (2015)  

- Rosca et al. (2016) 

-Ernst & Young 

(2011) 

-AT Kearney (2014) 

- Roland Berger 

(2016) 

- KPMG (2017) 

 

- Cairn 

- Frugal Woods 

- United Nations 

Development 

Program  

- Social Impact  

 

Frugal 
Characteristics 

Frugal Business 
Elem. 
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4.1.2 Grounded Theory  
 

The third research strategy employed was the Grounded Theory (GT). According to Charmaz (2006), 

Grounded Theory refers to a set of systematic inductive methods for conducting qualitative research 

intended to generate and develop theories. Through multiple stages of data collection and analysis, 

the methodological strategies of GT identifies general patterns and regularities which enables to 

systematize and categorize the information providing consistency theory building from strong 

empirical foundations (Strauss and Corbin, 1998).  

 

Notwithstanding, in the mid-century, Glaser and Strauss (1967) already contested notions of 

methodological consensus and offered systematic strategies for qualitative research practice. It 

proposed the application of GT with the aim of “moving qualitative inquiry beyond descriptive studies 

into the realm of explanatory theoretical frameworks, thereby providing abstract, conceptual 

understanding of the studied phenomena” (Charmaz, 2006, p.6). 

 

By using systematic and thorough analytical procedures and adopting a “construct oriented” approach 

(Dillon, 2012), it was developed a set of substantive hypothesis and theoretical insights which allowed 

the construction of a visual framework (FBM) displaying a coding diagram of the theory being study 

(Creswell, 1988).  Thus, it was performed previously a literature review in order to serve as database 

for the simultaneous analysis of relevant information which subsequently aimed toward the design of 

the theoretical framework and refinement of the theory (Eisenhardt, 1989). The grounded theory 

approach was therefore performed as the third and final stage of the framework development which 

provided the methodological fundamentals for constructing the frugal business model. 

 

The implementation process of the grounded theory was carry out according two types of GT coding: 

initial line-by-line coding, and focused coding. The coding was fundamental since crystallize meanings 

and actions in the data to concrete theoretical assumptions used in the developed framework. 

 

Initial line-by-line coding: initial coding consists on the transformation of detailed data collected in 

the literature review (Table 7) about fundamental empirical problems or processes into separate core 

conceptual categories. Through the process of coding each line of data, this strategy line-by-line, 

focused on: 1) breaking up the data into their component parts; 2) contextualize the significance of 

each point; 3) comparing data with data and 4) defining appropriate theoretical assumptions. 

Following these procedures, the researcher gains a general overview and insight of the data enabling 

being more prone to identify possible gaps and leading to the development of theoretical categories. 
 
Focused coding: given that initial coding provided us strong analytical directions through line-by-line 

coding, this second strategy focus on synthetize and explain larger segments of data with the purpose 

of deciding most significant information in order to categorize them more incisively and completely. 

Through comparing data from the initial coding in a more depth structure level and concise analysis 
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allows to obtain a more precise explanation of the phenomenon and it is possible to refine the 

established categories that constitute the framework.  

 

To guarantee the consistency of the developed theory, the main categories were selected and revised 

by adopting this two types of coding, removing the unnecessary components and clarifying the extend 

analysis of data aimed towards the construction of the frugal business model. 

 

4.1.3 Case Study Analysis 
The second research procedure followed in the framework development is the case study analysis, 

which represents an analytical research strategy that investigates a contemporary phenomenon within 

its real – life context (Yin, 2013). More specifically, this approach consists of a detailed qualitative 

research, with data collected over a period of time, with the purpose of providing an analysis of the 

context and processes in order to enlighten the theoretical issues being addressed (Hartley, 2004; 

Flick, 2009). An extended analysis to several case studies are performed in order to mitigate the 

impact of scientific generalization problem (Yin, 2013; Stake, 2000). With this established, the present 

study will rely on multiple sources of evidence and technically distinctive situations guaranteeing the 

viability of the findings.  

 

Therefore, this section focuses on multiple case studies with an important function in generating 

hypotheses and building theory (Eisenhardt, 1989; Gersick, 1988). In order to achieve that goal an 

extensive interpretation and exhaustive treatment of data was strongly necessary and fundamental to 

narrow boundaries of the investigation and identify only the distinguish case studies, which contained 

real frugal innovation solutions.  For this reason, the case studies were specific chosen and analysed 

following a meticulous procedure to guarantee the information viability and facilitate the selection of 

best practices, which consisted in four phases:  

i. Identification and aggregation of case studies directly related to frugal innovation; 

ii. Selection of companies that employs and follows the principles of frugal innovation in their 

business models;  

iii. Chosen in preference to successful frugal products/services already implemented in the 

market; 

ii. Retrieve information regarding these frugal innovation case studies that comply with the three 

previous conditions about their best frugal practices. 

 

Concerning the scientific case studies papers, the collection of these documents were obtained 

alongside the analysis already performed in the literature review regarding the frugal innovation 

review (Table 8) with other online and academic sources available concerning frugal case studies. 

More specific, the literature source of respective case studies considered, are mentioned in the list of 

references in the Table 8. 
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Table 8: Literature Authors for the frugal case studies 

 

The findings obtained in the first phase were an extensive list of 187 frugal innovation case studies. 

The identification criteria employed here was the number of literature citations that a frugal product 

have, which was considered at least one reference to be frugal. However, an analysis property was 

given to the ones with higher number of literature citations since represents a higher probability of 

being a frugal innovation product. Thereafter, in second phase the case studies were restricted to 

102, which the selecting criteria was limited to companies that not only produce products with frugal 

characteristics but also adopt frugal principles in their business model and value chain tackling social 

and environmental issues. 

Finally, in preference were chosen the successful frugal products/services already implemented in the 

market, 75 case studies, to ensure the viability of the best frugal practices. Note that all collected 

frugal products were considered to be cheaper than available alternatives in the market. 
 

As a result from the research, the database encompasses a 75 out of 187 from the first extensive list 

of frugal innovation case studies. In more detail, the Table 9 presents the example of 7 frugal case 

studies together with a description of the product/service. The remaining 68 case studies products are 

shown in annex I. 
Table 9: Frugal Case Studies 

Frugal Case 

Studies 
Product/Service Description 

Ghana Bamboo 

Bikes 
Customize affordable and high - quality bicycle using local and abundant bamboo. 

Glatt Stove 
Highly – resistant portable stoves that works with environment friendly fuel as a 

sustainable alternative to wood cooking. 

Ilumexico Provide solar energy solution for marginalized rural areas. 

Mozambikes Affordable quality branded bicycles locally assembled. 

JIBU Distribution network to provide lasting access to affordable drinking water for everyone. 

Global Cycle 

Solutions 
Durable solar – powered lamps affordable for rural villagers. 

      2016 2015 2014 2013 2012 

A
ut

ho
rs

 

Knorringa et al; 
Weyrauch and Herstatt; 

Rocca et al; 
Rosca et al; 

Pansera and Sarkar; 
Hossain et al; 

Roland Berger; 
Numminen and Lund; 

 

Angot and Plé; 

Khan and Haldar; 

Radjou and Prabhu; 

Hamacher and Rai; 

Tiwari and Herstatt; 

Brem and Wolfram; 

Zeschky et al.; 

Hamacher; 

Stehli; 

Basu et al; 

Soni; 

Rao; 

Bhatti and 

Ventresca; 

Tiwari and Herstatt; 

Bhatti; 

Soydan; 

Roalnd Berger; 

Logan et al. 

Bound and 

Thornton; 



 39 

4.2 Framework Validation Methodology 
The validation of the FBM framework was conceived through the Case Study Analysis.  A description 

of the followed methodology and their contribution to the present study are concisely explained 

through this sub-chapter. 

4.2.1 Case Study Analysis 
The research strategy performed in the validation of the framework was the case study analysis for 

frugal products/services. The inquiry process followed the same investigation strategy in section 

4.1.2, with the particularity that the goal is not only to uncover patterns, determine meanings, 

construct conclusions and build theory (Patton & Appelbaum, 2003), but rather validate and 

authenticate the theory assumptions displayed in the developed frugal business model framework. 

 

Therefore, in this particularly study, this section analysis in detail two companies with different frugal 

product implementation performances in the market. It was selected a successful frugal product and a 

non-successful frugal product with the aim of testing the proposed FBM in this different situations. The 

first one is the Glatt Stove frugal product, a portable and high- resistant stove which made a huge 

success in the Mexican market. Then as second is the Tata Nano launched by Tata Motors, an 

affordable and safe compact car designed for the Indian market. In particular a clear protocol was 

created with the aim of summarizing the data about the organizations in a standardized manner.  

 

First a collection of the information was performed through the consultation of multiple sources of 

evidence (Yin, 1984). Then all the material gathered was categorized and sorted, allocating already in 

the respective components of the FBM (stakeholder areas and their business elements) with the aim 

of generating organic knowledge and systematize the large amount of data gathered. With this 

information structure, it facilitates the validation process, which is going to be presented in the chapter 

6. 

 

Furthermore, presented in the sections 6.1.2 and 6.1.3, the analysis of the two cases will be divided 

into five parts: 1) the key facts concerning the overall product information and market target of the 

frugal business, 2) the frugal value proposition offered to its customers, 3) description of the 

stakeholders engaged throughout the frugal value chain, 4) the respective business elements 

correspondent to each stakeholder area and 5) an analysis of the best practices performed by the 

company. This organization of company data into the proposed framework gives the user a border 

perspective of his frugal business model and helps to identify the main business problems providing 

the tools to be able to delineate an efficient strategy to tackle them. 
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5. Framework for Frugal Business Model (FBM)  
This chapter presents the framework for frugal business model (FBM). Section 5.1 describes the 

methodologies and the analysis required that led to the construction of the framework. It also presents 

the final framework model, whose structure and components are explained in Section 5.2. 

Furthermore, in Section 5.3 the scope of the framework and the benefits for its application are 

detailed explain. Then, section 5.4 summarizes the key findings of the framework as well as their 

implications and limitations. 

 
5.1 FBM Development  
The development of the framework relies on the approach of three different phases: 1. The selection 

of the stakeholders (base of the pyramid); 2. The selection of the business elements (middle of the 

pyramid) and 3. The selection of the best practices (top of the pyramid). In addition, it will be 

explained the relevance of each framework component and their association to each attribute. In 

Figure 10, it is represented the overall framework development. 

 

 

 

 

 

 

First phase – Stakeholders Areas 

The first phase has the objective to identify which are the relevant stakeholders, which means the 

stakeholders that have a higher impact in frugal business models.  

i. Description: 
These stakeholder’s areas consist in all key stakeholders that plays a crucial role for the success of 

the frugal business. In addition, it takes into consideration its capability to influence all business 

activities essential for the frugal product development. 

ii. Relevance: 
The reason behind the selection stakeholders process is directly related to its importance and 

impact on the performance of the frugal business. According to Basu et al. (2013) frugal innovations 

are sustainable solutions that address immediate needs and integrate a long-term outlook while 

prioritizing all business stakeholders. When setting a new business model it is crucial the inclusion 

Frugal Characteristics 

Three sustainability 

indicators 

Emerging/Developed 

Markets 

Business Elements

Stakeholders Areas

Best 

Practices 

 

1  

 2 

 3 

Attribute Phase Framework Components 

Figure 10: Framework Components and their attributes 
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of key stakeholders, which with their specific epistemic positions will be an advantage to tackle the 

complexity of frugal innovation challenges. The cooperation among stakeholders throughout the 

value chain is crucial to guarantee the value creation maximization as well as the proper functioning 

of all frugal business activities. Besides this coordination, sharing knowledge between actors can 

definitely determine the success of a business model. 

 
iii. Attribute – Frugal Characteristics 
The attribution of frugal characteristics was performed in order to give a more realistic frugal 

business perspective to organizations when applying this model. Since this framework will address 

several stakeholder’s areas, it is relevant for the company to take into account the impact that each 

stakeholder can have on each frugal characteristics. Knowing this, each organization can define an 

efficient business strategy by putting more emphasis to a specific stakeholder area, which will 

consequently intensify the associated frugal characteristics throughout the value chain. Therefore, 

the firm’s business approach can be flexible depending on their focus to achieve a particular frugal 

performance. Note that each frugal characteristic was previous defined and described in the 2.1 

chapter. 

 

As a result of this analysis it was obtained 8 key stakeholders into our framework business model. In 

particular the number of relevant stakeholders towards frugal context obtained were: Employees, 

Customers, Suppliers, Distributors, Government, Shareholders/Investors, Business Partnerships and 

Communities. In the next sub - chapter, it will be further analysed each of the stakeholders and their 

specific frugal characteristics. 

Second phase – Business Elements 

The second phase aims to identify and allocate the different frugal business elements according to 

each stakeholder previous selected. 

i. Description: 
The business elements are described as the key elements that constitute and support all the frugal 

business model structure throughout each stakeholder area.  

ii. Relevance: 
The importance of selecting adequate business elements according to each stakeholder will define 

how firms create frugal value through the exploitation of business opportunities. In a strategic 

management point of view, the proposed business elements will serve as a tool guide for 

organizations to address or improve their value chain in a frugal oriented way. In other words, the 

chosen BM will provide the company with the main domains to have in consideration when 

approaching each stakeholder in order to have an advantage through market competition and 

improve efficiency focus in the frugal business. Notwithstanding, the capability and flexibility to 

approach this model focusing on a specific business element related to each stakeholder area, will 

have a major impact on the firm’s success.  
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Furthermore, in this framework we combine each of the FBM with sustainability indicators (further 

explained) which purposes relies on the sustainable principles embedded in every developed frugal 

solution. In accordance of several existing conceptualizations for different business models, already 

described in the section 3.2, it was selected the business elements that best fits the frugal context.  

 
iii. Attribute – Three sustainability indicators 

According to Basu et al. (2013) frugal models improve social, environmental and economic 

sustainability due to their engagement with better production and consumption practices. Therefore, 

the inclusion of sustainable factors in this framework becomes essential, since frugal solutions are 

supposed to drive sustainable development (Brem and Ivens, 2013; Bhatti, 2012; Basu et al., 2013).  

Their association with frugal business elements was performed in order to the organization be 

aware of their influence when approached each of the FBM. The attribution of sustainability 

indicators for the frugal business elements are: (1) Economic Indicator  : Profit assessment; (2) 

Environment Indicator  : Circular Economy/ Life Cycle Assessment (LCA); (3) Social Indicator 
 : Corporate Social Responsibility. They were allocated into each business element according to 

three different approaches described below: 

• Profit Assessment: Refers to the generation of value for your company through economic 

factors such as revenue model, cost structure, margins, and inventory turnover (Johnson, 

2008). The goal with this approach was to identify economic business elements in our 

framework. 

• Circular Economy(CE)/ Life Cycle Assessment (LCA): Refers to a circular economy and 

LCA approach. CE consists on generating business and economic opportunities, providing 

environmental and societal benefits (Ellen MacArthur Foundation, 2012). In other hand, the 

LCA consists in the identification of the environment effects existing in each stage of the 

product life-cycle. The goal, with these two approaches, was to have a general overview of 

positive/negative interactions between the environment and the development of frugal 

product in order to identify environment business elements to integrate in our framework. 

• Corporate Social Responsibility (CSR): Refers to a corporate social responsibility 

approach. CSR is a proper conduct of the firm with the purpose of adding social benefit and 

value to the organization’s key stakeholders (Le Bas, Poussing, 2016). Through the analysis 

of CSR principles, the goal was to identify key social business elements, which can 

empower and increase frugal value (in a social perspective). In addition, it aims to provide a 

general overview of the involvement and influence of each key stakeholders in the decision - 

making process thought the frugal business elements in a way that empowers social value 

creation.  

As a result of this analysis it was obtained around 28 frugal business elements into our framework.  
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Third phase – Best Practices 

The third phase consists on the collection of the best business practices for each stakeholder 

engagement, which can be employed to manage frugal innovations in emerging and developed 

markets. 

i. Description: 
The practices are actions performed by the company with the goal of reaching a particular objective. It 

entails strategic and operational activities, e.g cooperation with local NGOs and entrepreneurs to 

share knowledge and resources, or could be more product-oriented decisions, e.g promote robust 

and eco - design products. 

ii. Relevance: 
The suggested practices are fundamental to implement in an efficient way this type of frugal products. 

The use of this frugal practices can provide the right balance between the conflict objective of 

achieving quality and affordability with more inclusive and sustainable activities. Moreover, their 

application can guarantee an improvement in firm’s process efficiency and performance regarding 

meeting different business, social and environmental objectives. It represents effective strategies that 

can be used and followed from the implementation of a frugal business model. In our developed 

framework (FBM), it behaves as main guidelines to support companies to enhance the engagement of 

specific stakeholder areas, in which will vary concerning the market context addressed. 

iii. Attribute – Emerging/Developed Market: 

The presented practices in the FBM are divided into two main markets, the emerging and developed 

ones. This categorization relies upon the distinct main characteristics and conditions of this two type 

of markets. In order to efficiently implement the best practices, it is fundamental to understand first the 

consumers purchase behaviour and their essential needs which will significantly change according to 

the market context.  

 

As a result of this analysis it was obtained around 39 best practices into our framework.  

 

In the following sections, it will be further detailed each of the phases. In more specific, it will be 

deeply analysed the proposed stakeholder’s areas and their associated frugal characteristics. In 

addition, the integrated frugal business elements are described and their relevance explained. Finally, 

the best practices for each stakeholder engagement are presented according emerging and 

developed markets. 

 

The output of the three phases is the complete FBM, represented in Figure 11.
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Figure 11: Frugal Business Model Framework
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5.2 FBM Structure 

The structure of the framework was conducted upon three main components: (1) Stakeholders Areas 

(2) Frugal Business Elements and (3) Best Practices. This first component is represented on the top of 

each block containing their respective frugal characteristics, with the exception of the middle center 

block (Frugal Value Proposition). Then the second component are divided into two: (1) Frugal Value 

Proposition - as the core of the business elements and (2) others business elements that are 

described below the respective stakeholder. Finally, the third component addresses the best practices 

for frugal business for each emerging and developed market situated also below of the stakeholders. 

The following sections explain in detail all components of the framework.  

5.2.1 Stakeholders Areas  

The stakeholder areas are described below, which encompass 8 different block areas: Employees, 

Consumers, Shareholder/Investors, Suppliers, Distributors, Government, Business Partnerships and 

Communities. It will be explained in detail their description, relevant business elements and frugal 
characteristics associated. 

Ø Employees  

Description: 
This stakeholder area has its main focus in the company’s employees, taking in consideration their 

interaction and influence at an economic, social and environment level for the development of frugal 

products/services. It seeks to increase employee morale, satisfaction and quality of working conditions 

(health and safety), to empower employee skills (training, professional development) and encouraging 

workforce equal opportunities as well as human diversity. 

Business Elements: 
It covers all value chain activities where employees are engaged and have a relevant impact 

throughout the firm’s frugal business. More specific, it englobes human resources, the operations, 

technology development, marketing & sales and service performed by the organization (Porter, 1998). 

In addition, through a corporate social responsibility approach, social business elements such as 

employee health & safety and training & opportunities are considered. Finally, following a financial 

model of the firm, costs associated with employees are evaluated (BMI). 

 

  

  

 

 

 

 

 

 

 

During the operation design process, taken by the employees, it is relevant to 

ensure the functionality of the frugal product, i.e products and services that 

actually solve problems.(Radjou and Prabhu 2015), 

Basic and efficient operations are required along the value chain activities in 

order to reduce development costs, i.e production, distribution and other costs 

related, and to achieve affordable customer price (Roland Berger, 2016). 

Frugal solutions must be developed to capture the essential functional 

requirements with a minimalist lean- featured offering (Petrick and 

Juntiwasarakij, 2011). 

Local recruitment of a cadre of engineers and managers who have an intimate 

familiarity of the needs of the masses and institutions in emerging markets is 

critical (Ray and Ray, 2010) 

Frugal Characteristics 

   Functional 

   Affordable 

   User-Friendly 

   Local 

Figure 12: Employees Frugal Characteristics 
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Ø Customers 

Description: 
This stakeholder area addresses the end - users who consumes and buys frugal products. It concerns 

how the proposed frugal value proposition fulfil the needs of the clients and its sustainable 

environment impact, in order to contribute to their satisfaction and increase of wellbeing.  

Business Elements: 
Through a circular economy approach, it covers the use phase performed by the consumers, which 

organizations have to be aware of their environment and social impacts during the process of 

conceiving the frugal product. On the other hand, social business elements such as customer welfare 
& satisfaction (Porters, and customer relationship are considered as part of the CSR approach. 

The financial model analyzed will englobe the revenues of the firm as economic business element. 

 

 
 
 
 
 
 
 
 
 

 
 

Ø Shareholders/Investors 

Description: 
This stakeholder area engages all the shareholders and investors that are an integral part of the 

internal and external organization structure that takes an important role for the management and 

economic capital acquisition for the frugal business. 

Business Elements: 
It covers activities such as firm’s infrastructure/governance, which refers to an organization’s 

structure and its management through the value chain. Furthermore, it takes in consideration the 

appropriate economic and social resources provided by this stakeholder.  

 
 
 
 
 

 

Frugal products should focus on core needs with the aim of the product’s 

functionalities that can serve the customers in the simplest way (Engel and 

Sebaux, 2014). 

The development of frugal products should focus on producing core 

functionalities that are easy to handle without prior knowledge aiming to deliver 

higher value for its customers. (Slade, 2007)  

Frugal solutions must be created taking in consideration a specific local need of 

its customers. Different emerging or developed market context can lead to an 

extremely diverse demand (Herstatt, 2012). 

With the constant growth of population in emerging markets, frugal business 

must be prepared to follow mass customization process and economies of scale 

(Hamacher, 2014).  

Frugal management should follow basic and functional decision – making 

processes as being part of the culture of the company, facilitating the production 

of frugal products (Radjou and Prabhu, 2015). 

The investment climate for frugal business and the availability of impact 

investment for growth, and conventional bank finance for working capital can 

determine the speed of growth of a frugal business. 

Frugal Characteristics 

   Functional 

   User-Friendly 

   Local 

   Growth 

Frugal Characteristics 

   Functional 

   Growth 

Figure 13: Consumer Frugal Characteristics 

Figure 14: Shareholders/Investors Frugal Characteristics 
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Ø Suppliers 

Description:  
This stakeholder area consists all business suppliers of the supply chain organization, responsible for 

providing goods/services and supporting the company competitive advantage in the market. 
Business Elements:  
It covers the procurement activity performed by the suppliers aiming to meet firm’s resources 

requirements. Consequently, the type and characteristics of materials and resources acquired in 

procurement are considered, taking into consideration their environmental/social impacts through the 

value chain. Finally, the costs related to the procurement activities are evaluated following the firm’s 

financial model.  
 

 
 

 
 
 

 
 
 
 
 

 
 

 
 
Ø Distributors 

Description:  
This stakeholder area involves the transportation and storage of goods. Whether the organization 

focus in frugal product manufacturer or frugal service delivery, distribution represents the physical 

means in which the company guarantee access to different transportation modes and ensures an 

efficient logistic’s value delivery in order to perform their key activities through the value chain.   

Business Elements:  
It covers the logistics activity of the company which manages and adapt their inbound and outbound 

logistics according to local infrastructure, customer needs and market conditions. Furthermore, type of 

resources that are used to perform the distribution of frugal goods are considered taking into 

consideration their environment/social impacts. Finally, the costs related to the logistics activities are 

evaluated following the firm’s financial model. 

 

 

 

Firms should collaborate with suppliers to outsource some activities and cut 

costs, for procuring local inputs and raw materials at affordable costs, as much 

as possible without lowering quality (Angot & Plé, 2015). 

Frugal products are developed as robust solutions with high durability and 

reliability to guarantee a certain level of environment resistance. The stability in 

the face of variations in the operating environment will be ensured by the 

characteristic of resources provided by the suppliers (Soydan, 2012). 

The more skilled and efficient the suppliers, the greater the reliability, quality, 

and cost savings for the company in procurement. The more informed the 

consumers, the easier is to grow and build new markets (Jenkins, 2010) 

Collaborating with local suppliers is crucial for frugal innovation by ensuring and 

maintaining quality and cost- effective products offering accurately what is 

demanded given the different levels of purchasing power and user habits in 

each market (Roland Berger, 2014). 
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Figure 15: Suppliers Frugal Characteristics 
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Ø Government 

Description:  
This stakeholder area addresses the government influence in developing regulatory measures, new 

legislations and policies to promote economic growth, facilitate market-based exchanges and protect 

social and environment objectives. It refers to the commitment of the government to exceed its legal 

obligations and adopt social responsible behaviour, support environment responsibilities, initiatives 

and campaigns in order to assist potential frugal business.  

Business Elements:  
It covers the regulation & policies made by the government, as business element, to empower and 

stimulate a frugal business. Additionally, it takes into consideration the economic and social 

resources provided.  

 

 
 
 
 
 
 
 

 
Ø Business Partnerships 

Description:  
This stakeholder area represents all business partnerships made with external organizations with 

exception of suppliers, distributors and governments. It involves business relationships with the 

purpose of collaboration and cooperation of knowledge, capital and human resources in order to help 

and improve the current frugal business model. Follows the principles of key partnerships of Business 

Model Canvas (Osterwalder,2012) in a way that assumes different types of partnerships such as 

strategic alliances with competitors and non-competitors (MNCs), non - government organizations 

(NGOs) and joint ventures willing to develop new business with an organization. 

Distributed channels of many frugal innovations are a benefit to be taken into 

account, especially because they avoid inefficient and expensive transportation 

and decreases the environmental impact (Wohfart,2016). 

It allows improved access to an otherwise extremely dispersed customer base 

(Hamacher, 2014). 

For companies that aim to produce frugal products having their own local 
distributors systems becomes crucial to overcome problems concerning the 

accessibility to products in local communities and ensure a quality customer 

service (Kumar and Puranam, 2012). 

Companies can address the affordability challenge providing financing and 

microcredit services, and working with governments, which can bear some of 

the costs (Stheli, 2014). 

As a result of the government stimulation on the supply-side of the economy as 

well as industrial R&D laboratories in emerging markets, it proved to push 

economic and scientific growth for emerging innovations (Hamacher, 2014). 

Through the support of social entrepreneurs and the local government, 

organizations can adapt their business models and have more elasticity to 

create basic frugal products with minimal social - environment impacts and low - 

costs features (Sharma & Iyer, 2012). 

Frugal Characteristics 
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Figure 16: Distributors Frugal Characteristics 

Figure 17: Government Frugal Characteristics 
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Business Elements:  
It covers the capacity of scalability with objective of business expansion leading to creation of a 

greater impact on a geographic level, i.e local, regional and global focus. Besides, it takes into 

consideration the economic and social resources provided. Following the finance model, the 

development costs occurred when making business partnerships are considered.  

 

 
 
 
 

 
 
 

 
 

Ø Communities 

Description:  
This stakeholder area focuses mainly on the social relationship built with the local communities and 

suppliers. In particular, focus on establishing and maintaining the interaction between communities, by 

fulfilling their frugal needs and ensure social benefits to guarantee organization success.  

Business Elements:  
It covers essential business elements resulting from the corporate social responsibility approach, 

which is the community involvement & welfare and community funding and support.  

 

 
 
 

 
 

 

 

 

 

 

 

 

 

 

 

Cooperation through alliances and partnerships appears to be the solution for 

dealing with low profit margins and institutional barriers in developing countries 

(Rosca 2016). 

Organizations that want to scale their frugal solutions seek collaboration with 

potential partners in order to collect necessary conditions allowing them to grow 

and develop their business overseas (Tiwari and Herstatt, 2014). 

Developing partnerships and collaborations with NGOs and other local 

institutions in developing markets working with the BOP enables the creation of 

new business models, inclusive value chains and therefore develop local 

competencies (Gold et al. 2013) 

Actively combining the strengths and the objectives of social communities builds 

social capital and promotes productivity and development. Frugal solutions that 

are able to achieve social inclusion of the poor will also increase the social 

capital (Ernst et al 2013). 

Frugal solutions respond to the local situation and the interests and values of 

the local communities involved, addressing daily problems (Brem and Wolfram, 

2014). 
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Figure 18: Business Partnerships Frugal Characteristics 

Figure 19: Communities Frugal Characteristics 
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5.2.2 Frugal Business Elements  

The frugal business elements are described in detail below, which encompasses 29 elements. It will 

be provided a description and relevance for each element.  

 

Ø Frugal Value Proposition  
 

Description: This element describes the frugal value proposition of a service/product. It represents an 

offer that solve and respond essential problems and needs of the customer in a unique frugal way.  

Relevance: Through the integration and adoption of sustainability value orientation as the foundation 

of creating the frugal value proposition, it allows the organization to include and emphasize an 

economic, environmental and social value into a holistic view of corporate sustainability. Nevertheless, 

frugal characteristics are always present and must be consider through each stage during the 

construction of the value proposition. Furthermore, frugal innovation could require changes in all 

aspects of business and therefore this proposition also reflects the overall business transformations 

needed on a technological, organizational and social level in order to extract and obtain frugal value 

from its product or service. Thereby, through the combination of sustainable elements and frugal 

principles, as well, considering all the structure to develop an innovative business model it is possible 

to achieve a successful FBM, having as starting point and focus the frugal value proposition. 

 

Ø Stakeholder Employee: Business Elements 

(1) Operations 
Description: This element encompasses all transformational activities required to convert raw 

materials (inputs) into a finished product or service (outputs). The influence of innovation processes 

for operational activities enhancing product design and production management for frugal products are 

considered, with particular emphasis in conversion, assembly, packaging and maintenance. 

Relevance: In the search of low - cost frugal solutions, most steps in firm operations should be 

redesign in a way of achieving extremely fast and simple production process (Hamacher and Rai, 

2015). For example, assembly of components should mainly occur as close to the target market as 

possible, in order to diminish costs and increase supply chain flexibility. Capturing efficient operations 

throughout the value chain with simplified standards is the key too quickly achieve desired frugal 

products (Roland Berger, 2017). 

 

(2) Technology Development 
Description: This element support activities that rely on frugally technological innovated procedures 

throughout the value chain. This value - creating activities are used to assist and increase efficiency 

performance during company operations, mostly in R&D and manufacturing stage with more 

influence/impact in product design and development, process automation and process design. 
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Relevance: The adoption of emerging and disrupting technology has foster the development of frugal 

solutions, driven firms to exceed their own expectations with regard to the costs, quality, performance, 

and profitability of their frugal products (Roland Berger, 2015). For example, the implementation of low 

- cost 3D printer technology allows firms to completely redefine their business models in a manner that 

provides non - experts to access expert capabilities, decrease manufacturing process costs and 

empower integration of even low-income consumers into overall global market. 

 
(3) Marketing & Sales 
Description: This element relates to activities and processes to persuade clients to purchase the 

company’s frugal products. Through the use of marketing and sales channels it covers activities such 

as advertising, promotions, sales-force organizations and pricing which target frugal needs consumers 

and ensure their satisfaction. 

Relevance: A frugal product solution must include an overall concept in which a detailed brand 

strategy creates the basis for successful market entry (Roland Berger 2018). In most remote areas in 

emerging markets, marketing initiatives are very limited since high presence of accessibility and 

infrastructure restrictions. Therefore, a strong commitment to adopt unusual marketing tactics (word-

of-mouth) and unusual sales channels (e.g. door-to-door sales) is essential for firms to increase their 

brand awareness and profitability (Sida, 2013).  

 

(4) After sale service 
Description: Concerns the after - sales services provided by the organization, such as the need of 

maintenance and repair of frugal products, warranties and updating. It addresses also the amount of 

customer material resources needed and energy requirements for the execution of the service. 

Relevance: A typical hurdle that appears during the final phase of the product development cycle is 

the low quality of local after sales services (i.e customer help desk, maintenance and other services). 

Therefore, since target consumers for frugal products are very cost – sensitive and conscious buyers, 

it becomes significant for firms to improve their product assistance by ensuring local maintenance 

processes at lower cost possible and guarantee a quality assurance (Roland Berger, 2016). In 

addition, an efficient after sales support could contribute to a higher customer retention.  

 

(5) Human Resources 
Description: This element concerns the level of skills and capabilities of the workers and the amount of 

physical, mental and social effort used by employees to produce goods and services. It involves all 

employees from high profile managing positions to the labor force who perform all operations activities 

required to turn raw materials into finished products or services. 

Relevance: Through the development of frugal products, techniques of production are mostly capital-

sensitive and requires a lot of labor - intensive processes (Ray & Ray, 2010). Hence, the availability of 

cheap and quality labor resources is crucial to guarantee the efficiency of operations and product 

quality requirements. Also, local human resources can contribute to effective utilization of local 

knowledge providing a better understanding of the dynamics of local markets leading to more accurate 

response to the customer needs. 
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(6) Training and Opportunities  
Description: This element tackles the commitment of organizations to encourage human capital skills 

and workforce diversity, enhance intellectual professional development and equal opportunities 

between employees within the organization.  

Relevance: When developing a frugal business, the lack of skilled talent will affect the capability of the 

firm to create their frugal innovation solution (Soydan, 2012). By providing training and more 

opportunities for local talent workers, enable firms to increase their employee productivity enhancing 

the creation of value-adding solutions for the frugal business. Furthermore, organizations that offer 

equal opportunities and encourage employee diversity have higher rates of qualified workforce 

retention, encourages better creativity and innovation, and improves working environments and 

decision-making. 

 

(7) Employee Morale, Health and Safety  
Description: This element addresses the welfare of employees seeking to increase their morale, 

satisfaction and quality of working conditions (health and safety). It provides an overall perspective on 

how organization initiatives of fulfilling employees needs will affect business operations and employee 

motivation.  

Relevance: It recognizes the potential impact in improving the welfare and fulfilling employees needs 

for supporting and contributing to the viability and success of the frugal organizational activities. By 

enhancing productivity and morale of employees, it will have a direct economic impact in the financial 

bottom line because people tend to perform better and thus it increases sales and profits. 

Furthermore, companies that manage to provide these improvement measures for employees are 

more successful in recruitment and retaining skilled and qualified employees. 

 

(8) Costs 
Description: This element covers all company business operations costs with particular emphasis for 

R&D, production, labor and employment costs. It includes such categories as recruitment expensive, 

wages, salaries, employment taxes and benefits. 

Relevance: Due to strong constrains of resources in emerging markets, frugal business models are 

built to have the capability to create valuable product solutions by replacing elements of capital with 

local labor at low costs (Ray and Ray, 2010). Usually, one of costs advantages in process innovation 

lays in form of low labor costs, which are in turn mostly local employees who go through a training 

program to improve their work-skills and achieve a better performance in their activities. 
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Ø Stakeholder Consumer: Business Elements 
 

(1) Use Phase 
Description: This element focus on the economic, environmental and social impacts associated with 

the use of frugal products/services. Takes in consideration the consumption of energy and materials, 

the regularly of maintenance, repair and infrastructure required to allow a permanent functioning of the 

frugal solution. 

 

Relevance: Frugal products are recognized for their robustness and high durability allowing to endure 

intense usage which avoids a constantly need of maintenance expense (Zeschly et al. 2011). In 

addition, frugal solutions which require low levels of energy and material consumption also contributes 

to diminish associated costs and environment impacts. Due to energy supply and infrastructure 

restrictions, in some emerging markets, the only alternative for companies is to offer frugal products 

that can operate autonomously. 

 

(2) End-of-Life 
Description: This element refers to the moment when the customer chooses to end the consumption of 

the frugal product. It reinforces the extension of an organization responsibility through the need to 

ensure a decrease of negative environment impact after conceiving the product. In this perspective, it 

entails the capability of the firm to perform processes such as remanufacture, repurposing, recycling, 

disassembly, incineration or disposal of a product. 

Relevance: The way of organization deals with the recovery of a used product could enable the 

lifespan extension of the product since the components are recovered and incorporated into a new 

cycle through the launch of new products in the market. Furthermore, by remanufacturing 

components, the devastating externalities associated with the disposal activities are significantly 

reduced. 

 

(3) Customer Relationship 
Description: This element refers to practices, strategies and technologies used to communicate and 

manage customer interactions with the purpose of encouraging sales growth, guarantee customer 

retention and raise awareness of sustainability issues.  

Relevance: Frugal solutions are not successful developed when firms rely only on market analysis 

offering standard solutions to customers as a response of their needs. They success because product 

managers and developers, design their own vision of the target market by developing a close 

relationship with potential client through interacting and understanding their daily routines and real life 

situation needs. Therefore, organizations must work on their communicating and relationship 

strategies based on this affiliation with the customer (Roland Berger, 2017). 
 

 

 

 



 54 

(4) Customer Satisfaction and Welfare (CSW) 
Description: This element relies on the performance in how the organization meets or surpass the 

customer’s expectation and needs. It emphasizes the correspondence between the characteristics of 

frugal product developed and the customer requirements.  

Relevance: In current markets, the increasing of global competiveness cause companies a need for 

exceptional marketing and brand strategy in order to deliver high customer value and obtain a good 

product stewardship. Therefore, during frugal product development the satisfaction management and 

feedback capturing are two very important ways to drive product change and further meet customer 

expectations. It is argued that these matters will be further pursued and investigated, given that failing 

to comply will damage customer loyalty and company reputation.  

 

(5) Revenue Stream 
Description: This element focus on operating revenue related directly from the sales of frugal goods or 

services. It concerns the affordable price of the frugal solution as well the number of customers which 

the company can attract and persuade to buy them. 

Frugal Relevance: From a financial perspective, adopting frugal business is a way of creating new or 

enhanced revenues and profits at relatively low cost. Therefore, exploiting opportunities for new 

revenue streams for frugal solutions becomes crucial to overcome periods of change and resource 

scarcity, high uncertainly and volatile in both capital and real markets. Moreover, an increase in 

revenues represents more profitability and opportunities for investment for the company. 

 

Ø Stakeholder Government: Business Elements 
 

(1) Regulations & Policies 
Description: This element focus on the role of the government in stimulating through regulations the 

economic liberalization and adoption of free - market system for frugal products. In addition, the 

creation of policies and incentives that support environment - social protection are taking in 

consideration. 

Relevance: The government interference for driving frugal products enhances social/environment 

inclusion in their business models, allowing firms to be more flexible in introducing sustainability 

through their value chain activities (Bound &Thornton, 2012). Additionally, through the application of 

sustainable regulations and policies, fosters companies to have proper business conditions where the 

risks of frugal innovation are reduced and the rewards maximized. 
 

(2) Resources 
Description: This element regards the economic and social resources provided by the government to 

support and capitalize on new economic and social approaches to the development of frugal projects. 

Relevance: Apart of the traditional business models, most of the BoP firms sustains its functional 

activity through informal and subsistence economies, such as business funds in forms of grants, 

financial incentives or contracts, which most of the part relies on government and NPOs to serve their 

needs (Rudnik et al. 2015). Local government must provide key resources towards market restrictions 
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such as difficult accessibility, low quality labor skills and capital markets underdeveloped with the aim 

of reducing poverty, creating employment opportunities and empowering inclusive growth for frugal 

products (Prabhu et al. 2012). 

Ø Stakeholder Suppliers: Business Elements 
 

(1) Procurement 
Description: This element is focus on how the organization deals with the process of acquisition 

materials and resources, finding and qualifying suppliers and handle with company downstream 

relationships. Takes into account the firm’s frugal business goals, establishing a strategy focus on the 

time horizon, demographic and geographic location and number of suppliers. It controls the amount 

and periodicity of the purchases including the terms of the buyer-supplier collaboration. 

Relevance: In frugal business, it is relevant for firms to identify potential local suppliers which can 

provide higher purchase flexibility and understand target costs for the product (Roland Berger, 2017). 

In addition, the adoption of green procurement practices such as using recycling materials instead of 

raw materials can contribute to lowering costs making the frugal product more affordable and 

sustainable. (Rosca, 2016). 

 

(2) Resources 
Description: This element consists on the type and characteristics of materials and resources acquired 

in procurement, which frugal products or services are composed and provided by suppliers. Takes into 

consideration their environment/social impacts through the value chain, keys qualities such as 

durability and reliability and efficient allocation to exploit economies of scale in production. 

Relevance: Design and materials are the main contribute for ensuring the achievement of robustness 

characteristic for frugal innovation. Through the purchase of rugged and high quality materials and 

adopting some of eco - design principles using in preference rapidly - renewable materials is a way of 

obtaining high endurance and sustainable frugal products (Nadjou & Prabhu, 2014).  

 

(3) Costs 
Description: This element targets the costs affairs involved in all procurement activities. In particular, 

costs related with purchase costs (i.e price, shop time, paperwork, expediting, mistakes and internal 

handling costs) and holding costs (i.e storage, financing, control, taxes/insurances costs). It concerns 

the cost flexibility of the supplier to respond efficiently to the variability in procurement practices of the 

company.  

Relevance: To achieve successfully an affordable frugal product, it must exist a higher cost flexibility 

of the supplier in order to respond efficiently to the variability in procurement practices of the company. 

Furthermore, the level of the supplier expertise must be sufficient to identify joint cost - reduction 

opportunities, such as eliminate unnecessary features and seek for more cost - efficient materials, 

thus improving the product development processes. In addition, exploiting a full transparency about 

costs as negotiation policy between supplier - buyer is crucial in order to not undermine the optimum 

sales price. 
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Ø Stakeholder Distributors: Business Elements 
 

(1) Logistics 
Description: This element is focus in the way of a company manages and adapt their inbound and 

outbound logistics according to local infrastructure, customer needs and market conditions. It relies on 

the organization flexibility to adapt his delivery model in order to became more effective and efficient in 

transport, storage and delivery of goods into a business (inbound) and out of a business to customers 

(outbound). 

Relevance: Given the high presence of institutional voids, mainly in emerging markets, frugal products 

and services should be taken to customers by local distributors situated in rural areas instead of 

expecting them to travel to urban centers (Kumar and Puranam, 2012). Therefore, firms should 

efficiently manage and own local logistic centers in order to overcome the excess amount of time 

spent by the non-efficient paths of resources transportation and employee movements and also 

problems concerning product accessibility. 

 

(2) Resources 
Description: This element consists on the type of resources that are used to perform the distribution of 

frugal goods taking into consideration their social - environment impacts, productivity and efficiency in 

overcoming operational challenges.  

Relevance: In many developed markets, logistics infrastructure does not play a special role because it 

is assumed to be available, however an existence of poor transportation and distribution 

infrastructures affect negatively the firm’s business operations in emerging markets. Hence, the 

adoption of adequate and suitable transportation resources for specific market context are necessary 

to allow companies to be more responsive to its customers’ needs, increase the performance of 

operational activities as well to access to new markets.  

 

(3) Costs 
Description: This element targets the costs affairs involved in all inbound and outbound logistics 

activities. In particular, costs related from packaging to shipping products to market, i.e. transportation, 

warehousing, inventory and overhead costs.  

Relevance: To achieve successfully an affordable frugal product, it must exist a higher cost flexibility 

of the distributor to respond efficiently to the variability in logistics practices of the company. 

Furthermore, it is important to consider the level of the distributor expertise to identify joint cost - 

reduction opportunities, such as using more economic transportation modes and equipment, and 

improve the productivity of distribution methods. Also, it seeks to exploit a full transparency about 

costs as negotiation policies between distributor and the organization. 
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Ø Stakeholder Business Partnerships: Business Elements 
 

(1) Scalability 

Description: This element integrates the advantages of having long - term relationship between non-

profit organizations (ex: NGOs) and profit organizations (ex: MNC) with the purpose of business 

expansion to create a greater impact on a geographic level, i.e local, regional and global focus. 

Relevance: Given the extreme competiveness in current markets, firms should establish strategic 

partnerships into their plans for market expansion in order to overcome competition and acquired the 

appropriate resources required for the achievement of firm’s scalability.  

 
(2) Resources   
Description: This element focus on two distinct type of resources which partnerships can provide, 

which is financial and non - monetary resources.  
Relevance: The allocation of additional human labor, the sharing of technological capabilities and 

financial capital by strategic partnerships will be crucial in order to implement change and 

improvement of business practices for the adaption to different markets context. In addition, the 

contribution of knowledge about the scope of new markets which addresses societal differences 

across distinct cultures and countries will also be relevant for the firm’s business integration. 

 

(3) Costs 
Description: This element is characterized essentially on the variations in the company development 

costs which that will occur when making business partnerships.  

Relevance: Sharing costs and risks through the value chain will definitely decrease production and 

distribution costs, as well as, the use of mutual expertise and networking to overcome inefficient use of 

resources. In the other hand, many organization will might need partners to conduct outsource 

services which will therefore imply an increase in organization costs. 

 

Ø Stakeholder Shareholders/Investors: Business Elements 
 
(1) Firm’s Governance/Infrastructure 
Description: This element captures the internal organizational structure (e.g. organizational hierarchy), 

decision-making policies and general company management made by the shareholders. It also 

captures the impact of private investors involvement, as external organization factor in the frugal 

business. 

Relevance: An appropriate firm’s management is fundamental to shape strategies and implement 

better sustainable and frugal practices in order to meet general stakeholder’s expectations, needs and 

requirements. Hence, companies should have good internal management systems and policies to 

organise the communications with their customers and to implement appropriate strategies to meet 

their needs. Furthermore, the involvement of investors and shareholders in business activities 

enhances the legitimacy of corporate governance towards the rest of the stakeholders. 
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(2) Resources 
Description: This element concerns the economic and social resources provided by the investors and 

shareholders to support and guarantee an adoption of an efficient management for achieving success 

frugal business. 

Relevance: Given the growing financial investment in frugal innovation, private investors empowers  

product development though the delivery of new sources of social finance which lowers the cost of 

investing in frugal innovations. Furthermore, due to lack of financial flexibility from companies that 

struggle against economic constrains, appropriate source of finances can lead for efficient 

commercialisation of the product and improvements in research and development research. 

 

 

 

Ø Stakeholder Communities: Business Elements  
 

(1) Community Involvement and Welfare 
 
Description: This element consists on positive and negative externalities generated by the frugal 

business that have a relevant social effect on the communities and the delivered social value. 

Relevance: It is severely relevant for companies to understand the advantages of the involvement and 

integration of local communities in the organization activities. The potential benefits rely on a direct 

feedback on real economic, environment and social impacts caused by the activities of company. In 

addition, the contribution of local communities to mitigate negative externalities are more effective, 

enabling to better frame efficient responds towards an achievement of more social benefits and social 

value delivered to the customers. 

 
 
(2) Community Funding and Support 
 

Description: This element addresses the direct and indirect financial support as well as material 

resources provided by the firm though the offer of frugal products or services, that the community 

involved are benefiting. In more detail, focus on the cultural and education interactions between the 

firm and the community. 

 

Relevance: Interacting with the stakeholders’ community continuous to be a crucial phase in order to 

genuinely understand their expectations and essential needs towards the employment of social 

development programmes. Hence, the willingness of a company to support local communities and 

build productive infrastructures for the communities can highly contribute to a competiveness 

advantage and improvement of the external social environment around the company. 
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5.2.3 Best Practices  

Core stakeholders’ areas of the frugal innovation process are based on the following best practices. 

They represent effective strategies adopted by companies, which successfully have profited from the 

implementation of frugal business models.  

 

Table 10: Best Practices of the FBM 

 Emerging Market Developed Market 

Em
pl

oy
ee

s 

(1) Invest and empower local entrepreneur talent: Critical 

to be able to exploit their local expertise and establish locally 

sustainable ecosystem and facilitate dissemination of 

innovation. 

(2) Improvement of employee’s skills and capabilities 
Overcome the lack of qualifications of local employees by 

providing them professional training.  

(3) Maximise material productivity and energy 
efficiency: Do more with fewer resources, generating less 

waste, emissions and pollution while increasing the firm’s 

profitability. 

(1) Adoption of a frugal culture: Help employees to 

change towards their attitudes and mindsets: development 

of an established high-tech product vs. development of a 

new simple and robust product. 

(2) Diversity in recruitment process: HR department 

could include frugal criteria when recruiting new working 

people, i.e with different social backgrounds and culture. 

(3) Rewards and recognition for meeting frugal goals: 
Stimulate employees to engage their activities in a frugal 

way. 

C
on

su
m

er
s 

(1) Deliver functionality, rather than ownership: Provide 

services that satisfy customers’ needs without having to own 

physical products. 

(2) Identification of BoP consumer behaviors: 

 

 

(1) Promote frugality as a new emerging lifestyle: 
Enhance the advantages of consuming frugal products and 

the adoption in general of a frugal mind-set towards their 

purchase behaviours. 

(2) Awareness of sustainable consumption: Educate 

the consumers about the relevant environment and social 

impacts that occurs during the product consumption. 

G
ov

er
nm

en
t 

(1) Training programs with support of local 

governments: 
Provide expert advice on the features and quality for frugal 

products is crucial to cover the existent gap of business 

knowledge in this type of markets. 

(2) Financial incentives and agreements with local 
governments that promotes a more open economy: 
Considering the rapid pace of economic development, 

allows local companies to access more easily to global 

market capital and attract more investment opportunities by 

MNCs.	
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Su
pp

lie
rs

 
(1) Cooperating with local suppliers: Obtain natural and 

robust local resources at affordable costs in order to achieve 

lower sales price and diminish environmental impacts of the 

frugal product. 

(2) Promote quality, performance and loyalty as key 
selecting criteria for suppliers: Establish strategic 

alliances with suppliers that are able to overcome material 

quality issues, inefficiency to respond effectively accordingly 

demand variability and the lack of trust between the firm and 

suppliers. 

(1) Selecting certified suppliers with environmental 
criteria: Suppliers should implement an environmental 

management system with the aim of meeting ISO 

regulatory standards focusing on material and energy 

efficient through the value chain. 

(2) Promote eco - design solutions with suppliers: 
Involve supplier in the design process to leverage and 

enhance the implementation of better environment 

solutions. 

D
is

tr
ib

ut
or

s 
 

(1) Share of non-conventional logistics networks: 
Enfolds unusual channels to transport frugal products 

according infrastructural constrains in order to reach remote 

areas. 

(2) Utilization of different modes of transportation: More 

available, sustainable and accessible transportation systems 

for local communities, such as employing bicycles and 

motorbikes to deliver the product. 

(3) Collaborating with local 3PL entities: Outsource 

distribution activities could be beneficial to the company by 

sharing assets and costs. 

(1) Adopting innovative distribution methods: Employ 

more flexible and durable distribution channels to business 

dynamics and emerging technologies. 

(2) Diminish packaging: Usage of less quantity of 

materials required to pack the product in furtherance of 

optimizing the storage and space utility during frugal 

product transportation. 

(3) Improve warehouse layout: Manage more efficient 

the utilization of space contributing to a reduction of the 

lead times and costs. 

B
us

in
es

s 
Pa

rt
ne

rs
hi

ps
 (1) Cooperation with local NGOs and entrepreneurs:  

NGOs have a wealth expertise to share with frugal business. 

In addition, local entrepreneurs have a deep understanding 

towards the business community. 

 
(2) Alliance with MNCs and start-ups: Collaboration with 

western companies with aim of sharing economic and 

human resources and technological expertise. 

(1) Develop scale-up solutions: Deliver frugal solutions 

at a large scale to maximize benefits for society and the 

environment. 

 

C
om

m
un

iti
es

 

 

(1) A commitment to community development efforts: 
Employ measures to increase the contribution of the firm to 

local communities, engaging in more active forms of 

community work. 

(2) Integrates communities in the way the organization 
works:  Integrated local communities into the frugal 

business providing support in specific ways and 

empowerment of local market knowledge development. 
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(1) Feedback management system quality: Ensuring a 

constant feedback of the quality management is 

fundamental in order to control and guarantee the quality of 

the products.  

(2) Substitute with renewables and natural processes: 
Reduce environmental impacts and increase business 

resilience by addressing decision – making constraints 

associated with the use of non-renewable resources and 

current production systems. 

(1) Annual sustainable development report: Highlights 

progress towards improving environmental performance 

and enhancing workplace and societal well-being. 

(2) In-house waste reduction and pollution prevention 
teams: Green' teams, comprising personnel from different 

departments, can be effective in devising strategies to 

improve environmental performance. 

(3) Re-purpose the business for society/environment: 
Prioritizing delivery of social and environmental 

benefits rather than economic profit (i.e. shareholder value) 

maximization. 

 

5.3 FBM Scope and Use 

The FBM purpose is to provide a visual tool used to support firms to reframe and reconfigure their 

frugal value proposition through a stakeholder’s engagement with the aim of providing guidance for 

new frugal opportunities. Its scope is to offer business guidelines to engage and choose the most 

appropriate strategies and ensure that they fit to the unique frugal characteristics.  This allows firms to 

explore new frugal innovations which may result from adapting their current business model or 

creating new ones towards a stakeholder engagement approach.  

 

Adopting a stakeholder assessment in the framework allows the users to develop a systematic 

perspective of the organization and to discover opportunities for shared value creation that would 

otherwise be missed. With the proposal of different business elements to address, helps decision-

makers to shape their own strategy business model and consequently managing more efficiently their 

frugal innovations. Furthermore, the model stimulates systemic thinking by proposing best practices 

for all the firm’s stakeholders in emerging and developed markets. 

 

The FBM is a generic tool that enables firms to have a business strategy flexibility to adapt their model 

according to specific application. The stakeholder’s areas were conceived as an independent modular 

blocks, which means that depending on the corporation business situation, some of them might not be 

addressed. Moreover, the FBM was designed not only for organizations who are already implementing 

frugal products into the market, but also for companies that have no prior expertise and knowledge 

about frugal innovations. The first ones have the opportunity to review and approach their frugal 

business model, verifying if they are in fact taking into account all important stakeholders and its 

business elements and validated practices. The seconds can use this model as a first guide in order to 

create or transform their current business model into a frugal one, prioritizing all the selected 

stakeholders and systematic engage its business elements and further try to employ the respective 

practices. 
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5.4 FBM Conclusions 

The FMB results from the integration of key frugal stakeholders, their frugal business elements and 

the suggestion of best practices in emerging and developed market. This final framework consisted on 

the analysis of which impact the involvement of the stakeholders have in frugal business, and how 

companies can engage them in a frugal way through addressing the frugal business element. 

Furthermore, it also provides frugal business practice that can be implemented in order to ensure a 

delivery of a product that can provide frugal value to its customers. 

In the figure 20, summarizes some important conclusions about the three pillars that constitute the 

frugal business model. 

The capability of implementing the framework proposed depends in accordance of each business 

structure organization, the frugal solution being developed, and the characteristics of the market 

where the company operates. Therefore, as first limitation of the model arises from higher   

organizational discrepancy existing between companies in different types of market. Since the model 

presented is too generic, it may raise questions about how this model can contribute to the frugal 

implementation success of each specific business and what results would companies have if followed 

its approaches. Since to answer this questions, it would be required to execute a business plan for 

each specific case to obtain real and practical results, it was not evaluated. 

The second limitation relies on the fact that the model only offers general best practices for the 

stakeholder’s engagement, which can have practical variations even in the same type of markets. In 

addition, it was not evaluated business practices for each business elements addressed. Due to the 

recent novelty of the theme and generic information about frugal business practices, it was quite 

difficult to access and clearly identify best practices for each specific business elements. 

Finally, it should be clarified that the present framework was mostly developed with a business-

oriented for emerging markets. Since the lack of information about frugal innovations in developed 

markets, the applicability of model it will be more efficient for companies that operates in a emerging 

market context. 

Frugal Value Proposition 

(1) Target market for BoP and 

middle – class customers; 

(2) Focus mainly on satisfying 

basic needs thus offering basic 

functionalities; 

(3) Affordable purchase prices 

with low total ownership costs 

(i.e maintenance and repair 

costs) 

(4) Offers good quality and 

robust products  

(5) Contributes to positive 

sustainability impacts 

Frugal Value Chain  
(1) Enhance cooperation, non-

conventional partnerships, 

NGOs and MNCs involvement; 

(2) Build upon local resources 

and capabilities; 

(3) Adoption of local non-

traditional supply chains 

(suppliers, distribution, 

producers and service 

providers)  

 (4) Follow a frugal engineering 

approach in all operational 

activities 

 

 

Frugal Value Capture 
(1) Revenue model associated 

with low costs and relatively 

low business margins; 

 

(2) Costs reduction through 

mass customization, 

economies of scale, efficient 

use of materials and processes 

 

(3) Societal and environment 

benefits captured with the 

delivery of frugal values to 

customers; 

 

 

Figure 20: Three pillars of the frugal business model 
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6. Validation  

This chapter details the validation of the FBM. Section 7.1 presents the qualitative analysis performed 

which a multiple case-studies was used to test the proposed framework. First process employed 

concerns the collection and organization of the data from each case presented to each component of 

the FBM. The information obtained was examined in detail. Section 7.2 contains the main conclusions 

for the application of the FBM. 

 

6.1 Qualitative analysis 

This section provides an insight of how the information gathered from the multiple case-studies was 

used to perform a qualitative analysis of the data. In particular, it is exhaustive analyzed two specific 

case studies. The information gathered of each individual case is structured, standardized and then 

aggregated, with the goal of testing the level of applicability and functionality of the proposed model. 

The results of the validation process allowed to derive some conclusions about the stakeholder’s 

areas, the business elements and best practices suggested that constitute the FBM. 

6.1.1 Application of the case studies to the validation of the framework 

 

After creating the frugal business model presented in the section 5.2 (Figure 11), it was necessary to 

verify how the framework can be applied to specific cases. Therefore, in the present study it was 

evaluated two different case studies: a non – successful frugal case study: Tata Nano and a 
successful frugal case study: Glatt Stove. The selection process to obtain the best suited cases for 

testing the framework was performed over three key requirements: 1) analysis of a frugal product that 

was successful and non-successful implemented in the market; 2) both samples must be aiming to 

reach the same type of customers, e.g low/middle class segment; 3) the conditions and characteristics 

of the market must be similar. Before performing the validation process, it is necessary to take into 

consideration some relevant limitations of the cases employed and its repercussion on the framework 

testing: 

§ The two company’s used for the case-study are different related to their business size. Tata 

Motors is a multinational company; however Glatta Stove is a medium/small sized 

organization. Despite both firms aims to satisfy emerging customers, due to this inequality in 

operational size will affect in terms of comparison levels between business models.  

§ The number of case studies to test and validate the framework is very small and limited with 

only 2 cases. This could provoke general implications for the development of well-grounded 

assumptions.  

§ Due to lack of frugal products recognized in developed markets, the chosen market target in 

both cases was the emerging markets.  

Through the application and testing of the FBM framework, the further sections will describe in detail 

the analysis of the two case study’s. More specific, the presented cases were analyzed following the 

sequence of five main steps: 1. Key Facts (overall product and market target information); 2. Frugal 

Value Proposition (component from the FBM); 3. Analysis of the Stakeholders Areas (component from 

the FBM); 4. Analysis of the Business Elements (component from the FBM) and 5. Analysis of the best 

practices (component from the FBM). 
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6.1.2 Tata Nano: Case - Study findings 

This sub-chapter is related to the non- successful case study: Tata Nano. It will be further given a 

general information about the frugal product and their market target. Then is analysed each of the 

FBM component in the present case study context.  
 

Key Facts:  

Tata Nano launched by Tata Motors in October 2009. 
 

1. Product Information: 

An affordable, safer and efficient compact car with the following 

technical features: 

§ First car in India with rear engine with 2 cilinder and rear wheel 

drive with 4 speed trans-axle that gives the car better fuel efficiency of 21.97km/ltr in city and 

25.5km/ltr on highway. 
§ With the engine strapped in the car’s rear, the front wheel drive and petrol tank ensures a spacious 

interior and lower weight and costs.  

§ Acceleration: 0-70km/h in 14 seconds. Maximum speed of 105 km/h. Trunk capacity of 15 L. 

Strong wheel bearing to drive the car at 72kmph. 

2. Indian Market Target: 

I. Sector: India’s Automobile Transportation 

The Tata Nano was built and design concerning the automobile market context in India. According to 

the agency Crisil, around 8 million Indians currently own cars and 18 million have the means to buy 

one. With the affordable price performed with Nano car, it could increase this pool of potential auto 

owners by as much as 65 percent, to 30 million. 

II. Customer: Low and middle - low class  

The consumer target for the Tata Nano is the low and low-middle class, which concerns the average 

people that already own a car and the ones who drives motorcycles and scooters and not have a car. 

According to the agency Crisil, a mumbai-based credit-rating, the buying power of the consumer is 

increasing which led automobile companies to grab the opportunity in the small car. The middle-class 

household incomes in India start at roughly 6,000 EUR a year, so a 2,000 EUR is the frugal innovation 

that could create new drivers.  Furthermore, Tata Nano is intended to be a substitute for two/three-

wheeler transport frequently used by the lower class, allowing them to have the opportunity, through 

an affordable price, to buy a car. 

Frugal Value Proposition 

Tata Motors conceived and offers the Tata Nano as a safe, affordable, all-weather mode of transport 

to mainly low customer segment who population did not have such option before and also for middle-

low class customer segment. This frugal product was design to satisfy essential customers’ needs 

offering only the basic functionalities of a car. From a sustainable perspective, the Nano promises to 

provide an environment-friendly, compact and convenient form of transport with low rates of gas 

emissions and sustainable design.  

Figure 21: Tata Nano Car 
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Analysis of the Stakeholders Area 

This section describes a broader perspective of the stakeholder’s engagement when implementing a 

frugal business model. It is further examined in this specific case study each of the stakeholder’s 

areas of the FBM. It is also showed the frugal characteristics associated in each stakeholder. 

 
1. Customers  
The consumer target for the Tata Nano is the low-

middle class and mainly the low segment class. 

Concerns the average people that already own a car 

and the ones who drives two/third - wheel vehicles 

(motorcycles and scooters) and not have a car. 

3. Suppliers 
The suppliers were selected with strong process 

capabilities who could give valuable suggestions and 

improve on the designs. There must also be situated 

closed to the plant in order to decrease costs. For 

example: Tata went with established suppliers such as 

Bosh which supplies the engine management system 

and diesel engine. Other main suppliers are: Caparo, 

Continental, Delphi, Denso, and Fag. 

 
5. Business Partnerships 
Strategic alliances with insurance companies to 

enhance the sales performance offering additional 

safety conditions. In addition, cooperation with local 

banks to facilitate the sales process by providing capital 

to their customers in order to increase their possibilities 

of purchasing. 

 
7. Communities 
The community engaged is the Indian community. No 

activities or campaigns were promoted to empower the 

product involvement for local communities within the 

organization.  

 

 

 

  

 

2. Employees  
The large number of employees belongs to the labour 

force workers in each manufacturer plants (high 

percentage in the key mother plant situated in 

Gujarat). Alongside this is also included the training, 

design, logistic and communication and managerial 

employees and the managing director and CEO 

Gunter Butschek and the Chairman Ratan Tata of 

Tata motors. 

4. Distributors  
The distributors of Tata Nano are responsible for 

shipping the fabricated parts and kits from the 

manufacturer plants to the dealers (Tata motors own 

transportation system). Then the dealers are 

responsible to assembly and sell to the final 

customers, usually they must have their own 

warehouses.  

 

6. Government  
The government in this specific market context is the 

Indian government which may vary their regulations 

and policies concerning each state. A general 

approach is the ensuring of nearly 85% of local 

recruitment.  

 

8. Shareholders/Investors  
The main shareholders and investor involved are 

from Tata Motors. Includes some insurances and 

investment banks and also a few hedge funds. 
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Analysis of the Business Elements  

This section concerns a broader perspective of the business elements when implementing a frugal 

business model. It is further examined in this specific case study each of the business elements 

belonging to each stakeholder area, described in the following Tables 11 to Table 18.  

Table 11: Business Elements of Employee Stakeholder 

Operations 
Technology 

Development 
Marketing & 

Sales 
After Sales 

service 

Training and 
Opportunities 

Employee 
Morale, Health 

and Safety 

Costs 

§ Focus on 

modularity 

production 

processes. 

§ Build a volume-

driven plant with 

series 

manufacturing 

to leverage 

economies of 

scale 

§ Use automated 

and centralized 

production 

strategy to 

reduce unitary 

cost. 

 

 

§ Lean design 

strategy 

technology that 

has helped 

minimize weight, 

maximize 

performance per 

unit of energy 

consumed, and 

deliver higher 

fuel efficiency 

 

§ Engineers 

redesigned the 

suspension to 

eliminate 

actuators in the 

headlights, the 

levellers that 

adjust the angle 

of the beam 

depending on 

how the car is 

loaded. 

 

§ Advertised only 

through print 

medium and 

radio. No TV 

campaign. 

 

§ Tata Nano is 

being sold 

through its retail 

and electronics 

store and their 

auto dealership 

stores. 

 

§ In order to 

reach smaller 

towns, they 

have set up 

special Nano 

access points 

(showrooms) to 

experience and 

test-drive the 

car. 

§ Maintenanc

e services 

very cost –

efficient and 

supported 

by the 

dealers 

 

§ Train local 

entrepreneurs to 

establish their 

assembly 

operation. 

 

§ Provides the tools 

to local mechanics 

to assemble the 

car in existing auto 

shops to reach 

rural customers. 

 

 
 

 

 

 

§ Most of the 

labour workers 

are unhappy with 

their low wages 

and health 

precarious 

conditions. 
§ Overwork hours 

without payment. 
 

§ Innovative 

and cost 

effective 

marketing 

campaign. 

 

 
Table 12: Business Elements of Customer Stakeholder 

Use Phase End-of-Life 
Customer 

Relationship 

Customer 
Satisfaction and 
Welfare (CSW) 

Revenue Stream 

§ Poor service and 

performance, since some 

Tata Nanos had initially 

caught fire due to 

operational car problems. 

§ The car conforms to 

environmental protection. 

Tata Nano has the lower 

emissions compared to the 

average 

§ Car plastic 

parts without  

any eco -

disposal 

process which 

will affect 

negatively the 

environment. 

 

 

§ Taking cues 

from 

customers' 

responses 

they 

introduced 

some better 

strategies to 

woo more 

customers. 

 

§ To increase the 

confidence of 

customers, Tata 

Motors offered an 

additional safety 

features for the 

Nanos already 

sold. 

 

§ The price is lower 

than available 

alternatives: Sales 

price of 2,000 EUR. 

Expected high 

volume of sales in 

order to mitigate low 

margins due to high 

showroom costs and 

high discounts 

offered. 
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Table 13: Business Elements of Suppliers Stakeholder 

Procurement Resources Costs 

§ Uses vertically – integration by 

producing their own inexpensive 

polymers or biodegradable plastics 

instead of a full-metal body. 

§ Guarantee that suppliers have strong 

process capabilities and were situated 

closed to the plant in order to decrease 

costs. 

§ About 97% of the materials are 

sourced locally. 

 

 

§ Due to suppliers were located 

closed to the mother plant, it 

was possible to guarantee low 

price costs. 

 

 
Table 14: Business Elements of Distribution Stakeholder 

Logistics Resources Costs 

§ Adoption of an unconventional and 

open distribution channel: consists on 

a very organized system, from 

manufacturing plants to large number 

of 3PLs (an extensive network of 

dealers) and then to consumers. 

 

§ Once the order is placed by the 

dealer, the assignment is managed 

and transit starts as soon as possible. 

The transit takes around 2-3 days (in 

some case it may vary) to reach the 

dealer. Each dealer must have their 

own warehouses to receive the cars. 

§ Own transportation system provided 

by Tata Motors 

§ The freight cost is 63,20 EUR 

per car, which is paid by the 

dealer initially and then recovers 

from the customer. 

 

 

 
Table 15: Business Elements of Business Partnerships Stakeholders 

Scalability Resources Costs 

§ New insurance schemes were co-

designed with five partner insurance 

companies to enhance the sales and 

service network for better reach and 

service to the customers. 

 

§ Financial capital from 18 preferred 

banks / Non-Banking Financial 

Company (NBFCs), in order to get 

substantial demand from the sale of 

form for booking. 

§ No costs verified in this specific 

business partnerships 

 

  

Table 16: Business Elements of Shareholders/Investors Stakeholders 

Firm’s Governance/Infrastructure Resources 

§ CEO follows an innovative and driven management 

approach. Responsible for a committed team that 

believes in the cause and wants to change the world. 

Also promotes the product around the world and get 

the big actors on board to create alliances and 

projects 

 

§ Capital invested by the Tata Motors Finance which 

extended credit with tax risk assessment 
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Table 17: Business Elements of Communities Stakeholder 

Community Involvement and Welfare Community Funding and Support 

§ No activities or campaigns were promoted to 

empower the product involvement for local 

communities within the organization.  

 

§ No activities or campaigns were promoted funding or 

support local communities within the organization.  

 

 

Table 18: Business Elements of Government Stakeholder 

Regulations & Policies Resources 

§ The company have to ensure of nearly 85% of local 

recruitment. 

 

 

§ The Indian government, provided to Tata Motors 

around 11,000 acres of land for the purpose of 

construction the Tata Nano mother plant, established 

in Sanand (Gujarat). 

 

 

Analysis of the Best Practices  

This section consisted in the analysis of the best practices for the case study market context, in this 

specific case for emerging markets, which are performed or not performed by the organization. In the 

following Table 19 displays the best practices for each stakeholder area. Note that the practices that 

are green underline are performed by the company and orange underline are not performed by the 

company. The choice of color underline it was determined and verified based on the two analysis 

made previously, the stakeholder and business elements analysis. 

 

Employees 

(1) Invest and empower local entrepreneur talent 

(2) Improvement of employee’s skills and capabilities 

(3) Maximise material productivity and energy 

efficiency 

Customers 
(1) Deliver functionality, rather than ownership 

(2) Identification of BoP consumer behaviours 

Government 

(1) Training programs with support of local 

governments 

(2) Financial incentives and agreements with local 

governments that promotes a more open economy 

Suppliers 

1) Cooperating with local suppliers 

 

2) Promote quality, performance and loyalty as key 

selecting criteria for suppliers 

Distributors 
(1) Share of non-conventional logistics networks 

(2) Utilization of different modes of transportation 

(3) Collaborating with local 3PL entities 

Business Partnerships 
(1) Cooperation with local NGOs and 

entrepreneurs 

(2) Alliance with MNCs and start-ups 

Communities 

(1) A commitment to community development 

efforts 

(2) Integrates communities in the way the 

organization works 

Shareholders/Investors 
(1) Feedback management system quality 

(2) Substitute with renewables and natural 

processes 

Stakeholders Best Pracices Stakeholders Best Practices

Table 19: Best practices of Tata Nano 
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6.1.3 Glatt Stove: Case - Study findings 

This sub-chapter is related to the successful case study: Glatt Stove. It will be further given a general 

information about the frugal product and their market target. Then is analysed each of the FBM 

component in the present case study context.  
 
Key Facts:  

Glatt Stove (La Estufita) launched in 2013. 
 

1. Product Information: 

Highly-resistant portable stove that works with environmental 

friendly fuel with the following technical features: 

§ Weight: 2 pounds 

§ Temperature: 608º F 

§ Lifetime: 2 years. 

§ Monthly fuel consumption: 2 to 3 gallons per family. 

§ Supports a pot of 154 lbs. 

§ The cover can turns off the stove in seconds. 

2. Mexican Market Target: 

I. Sector: Households Goods 

According to Euromonitor International the Mexican living standards generally continue to rise, 

however due to high income inequality approximately 20% of the population lives below poverty level 

and more than 58% in precarious conditions. The informal economy, where low wages remain the 

norm and older consumers find they cannot afford to retire, is estimated to represent a quarter of 

Mexico's GDP and employ more than half of its workforce. 

II. Customer: Low segment class  

The consumer target for the Glatt Stove is the low segment class, which concerns the population who 

do not have a clean option for cooking because they live in poverty, the aftermath of a natural disaster 

or in a refugee camp. Due to the increase purchasing power, many of them are looking for good 

quality products that can help save time as well money. In order words, mexican consumers tend to be 

very aware of brand names and focused on the cost-benefit ratio of a product or service.  

Frugal Value Proposition: 

Glatt Stove offers a highly-resistant portable and simpler stove with affordable price allowing the 

customer to use under every circumstance in a efficient way. Due to product design focusing only on 

the basic functionalities of a standard oven, Glatt Stove was able to provide a lower price aiming to 

give the opportunity for people who didn’t have the purchasing power to buy one. Furthermore, the 

Glatt Stove performance is equivalent to a gas stove at a house, providing the user to cook at the 

same temperature of 608 F. From a sustainable perspective, it requires an environmental friendly fuel, 

which is derivative product of natural gas, and its equipment and parts are more than 60% recycled.  

 

Figure 22: Glatt Stove 
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Analysis of the Stakeholders Area 

This section describes a broader perspective of the stakeholder’s engagement when implementing a 

frugal business model. It is further examined in this specific case study each of the stakeholder’s 

areas of the FBM. It is also showed the frugal characteristics associated in each stakeholder. 

 
 
1. Customers  
The customer target for the Glatt Stove is the low 

segment class, which concerns the population who 

do not have a clean option for cooking because they 

live in poverty, the aftermath of a natural disaster or 

in a refugee camp. 

 

3. Suppliers 
The suppliers were selected regarding their 

sustainable labour practices and environmental 

protection. Due to green supply chain, Glatt Stove is 

considered as certified B corporation.  

 
5. Business Partnerships 
Strategic alliances with enterprises strongly 

committed to corporate social responsibility (ex: 

Impact Hub and Safe America Foundation). 

 
7. Communities 
The community engaged is the Mexican community. 

Promotion of support activities for local communities 

who had suffer from recent disaster events and don’t 

have electricity available. Supplying these 

communities with Glatt Stove, it is possible to 

accelerate the process of recovering and restore 

people’s lives and livelihoods. 

 

 
 
 
 
 
 
 

2. Employees  
The large number of employees belongs to the labour 

force workers in the mother plant in Mexico. Alongside 

this is also included the managerial, training, design, 

logistic and communication employees and the 

managing director and CEO –co-founders Carlos 

Glatt. 

4. Distributors  
The distributors are the company’s own transportation 

system which are divided into two different distribution 

channels: 1) supermarkets and comer-shops for urban 

areas and 2) micro-retailers for rural zones. It ensures 

product availability even in remote regions employing 

regional representatives of local communities. 

 

6. Government  
The government in this specific market context is the 

Mexican government which may vary their regulations 

and policies concerning each state. A general 

approach is the ensuring of 50% of the sales that are 

financed by the government through a 9$ contribution. �

 

8. Shareholders/Investors  
The main shareholders and investor involved are the 

CEO & Co-founder Carlos Glatt, COO & Co-founder 

David Litchi and CFO & Co-Founder Salomón Achar. 
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Analysis of the Business Elements  

This section concerns a broader perspective of the business elements when implementing a frugal 

business model. It is further examined in this specific case study each of the business elements 

belonging to each stakeholder area, described in the following Tables 20 to Table 28.  

Table 20: Business Elements of Employee Stakeholder 

Operations 
Technology 

Development 
Marketing & 

Sales 
After sales 

Service 

Training and 
Opportunities 

Employee 
Morale, Health 

and Safety 

Costs 

§ Focus on process 

efficiency to 

minimize carbon 

emissions. 

§ Build a volume-

driven plant with 

series 

manufacturing to 

leverage 

economies of 

scale 

§ Use automated 

and centralized 

production 

strategy to reduce 

unitary cost. 

§ Use cross-

industry analogy: 

imitate production 

process used for 

aluminium cans. � 

 

§ Employ a 

modular 

architecture to 

facilitate 

disassembling 

and material 

recycling. 

§ Design 

numerous 

prototypes to 

find the best 

characteristics 

and then offer 

a unique 

standardized 

model. 

§ Create a 

universal 

platform that 

can be 

employed by 

different types 

of users and 

for various 

tasks. � 

 

 

§ Employ 

various 

marketing 

strategies: 

commerciali

ze in public 

events, 

enable 

product 

testing in 

rural villages 

and engage 

with 

testimonials. 

� 

� 

 

§ Provide 

technical 

assistance, 

maintenance 

services and 

local 

knowledge 

through 

regional 

distribution 

centres and 

representativ

e. 

 

 

§ Train local 

entrepreneurs to 

learn how to manage 

the Glatt Stove and 

its advantages.  

 

 

 

 

 

 

§ Offer better 

working 

conditions 

compared to the 

minimum legal 

requirements. � 

 

 

§ Innovative 

and cost 

effective 

production 

strategy   

 

Table 21: Business Elements of Customer Stakeholder 

Use Phase End-of-Life 
Customer 

Relationship 

Customer 
Satisfaction and 
Welfare (CSW) 

Revenue Stream 

§ Train and educate 

customers through videos 

and workshops. � 

§ Suggest practices to 

reduce fuel consumption 

and follow sustainable 

behaviours. � 

§ Avoid product misuse by 

reducing the features (no 

flame regulation) and 

simplifying the use (just 

one hole to insert and 

recollect the fuel). 

 

 

§ Components 

can be easily 

disassembled 

to reuse raw 

materials. � 

§ Aluminium is 

100% recycled 

and the plastic 

60% recycled. 

§ Cradle to 

cradle: reuse 

plastic bottles 

for the 

production of 

plastic shovels 

§ Given the 

high profits, it is 

possible to 

finance 90% of 

the total cost of 

Glatt Stoves for 

customers who 

are unable to 

afford. 

 

§ With this portable 

and durable frugal 

product avoids 

traveling long 

distances that can 

mean prevent 

going out of their 

communities and 

compromising 

their security. 

§ The price is lower 

than available 

alternatives: 10$ the 

stove (normal 

camping gas cost 

around 30$), 1$/liter 

the fuel (bio-ethanol 

costs around 5$/liter). 

� 
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Table 22: Business Elements of Supplier Stakeholder 

Procurement Resources Costs 

§ Vertically integrated by producing its 

own liquid fuel.  

 

§ Guarantee that suppliers are certified 

regarding labour practices and 

environmental protection. Employ 

local, ethical and fair-trade sourcing 

(certified B-corp). � 

 

§ The gas is ecological (emissions 

are 7 ppm vs 750000 ppm 

generated by wood burning), 

efficient (one liter lasts over 5 

hours, while ethanol only 3 hours) 

and easy to transport. 

 

§ No relevant costs verified 

 

 
Table 23: Business Elements of Distributors Stakeholder 

Logistics Resources Costs 

§ Develop different distribution 

channels: supermarkets and comer-

shops for urban areas, micro-retailers 

for rural zones. 

 

§ Ensure product availability even in 

remote regions employing regional 

representatives of local communities. 

 

 

Own Glatt Stove transportation 

system. 

 

§ No relevant costs verified 

 

 

Table 24: Business Elements of Business Partnership Stakeholder 

Scalability Resources Costs 

§ Foster strategic alliances with 

enterprises strongly committed to 

corporate social responsibility (ex: 

Impact Hub and Safe America 

Foundation) 

 

§ Impact Hub can provide human 

resources and investment to 

support and improve the frugal 

business  

 

§ No relevant costs verified 

  

Table 25: Business Elements of Shareholders/Investors Stakeholder 

Firm’s Governance/Infrastructure Resources 

§ CEO follows an innovative and driven management 

approach. Rresponsible for a committed team that 

believes in the cause and wants to change the world. 

Also promotes the product around the world and get 

the big actors on board to create alliances and 

projects 

 

§ Capital invested by the co-founders 
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Table 26: Business Elements of Community Stakeholder 

Community Involvement and Welfare Community Funding and Support 

§ By providing a clean and durable cooking solution 
empowers communities to use local fuel, improve 

health benefits and considerably reduce costs. 

 

§ A solution that is adaptable to every community 

around the world while preserving their traditions 

and improving economic, social, environmental 

situations. 

 

§ Engage struggling communities offering them Glatta 

Stove for the use in post-disaster situations where 

electricity is not available. Example: After hurricane 

power outages, puerto rico community recovers 

with the help of Glata Stove, distributed around 

1000 units. 

 

 

Table 27: Business Elements of Government Stakeholder 

Regulations & Policies Resources 

§ No relevant regulations or policies were verified for 

this specific case study that will affect the frugal 

business model 

 

§ Agreements with official institutions: 50% of the sales 

are totally paid by the customers, 50% are financed 

by the government through a 9$ contribution. � 

 

Analysis of the Best Practices 

This section consisted in the analysis of the best practices for the case study market context, in this 

specific case for emerging markets, which are performed or not performed by the organization. In the 

following Table 28 displays the best practices for each stakeholder area. Note that the practices that 

are green underline are performed by the company and orange underline are not performed by the 

company. The choice of color underline it was determined and verified based on the two analysis 

made previously, the stakeholder and business elements analysis. 

 
d 

Employees 

(1) Invest and empower local entrepreneur talent 

(2) Improvement of employee’s skills and capabilities 

(3) Maximise material productivity and energy 

efficiency 

Customers (1) Deliver functionality, rather than ownership 

(2) Identification of BoP consumer behaviours 

Government 
(1) Training programs with support of local 

governments 

(2) Financial incentives and agreements with local 

governments that promotes a more open economy 

Suppliers 

1) Cooperating with local suppliers 

 

2) Promote quality, performance and loyalty as key 

selecting criteria for suppliers 

Distributors 
(1) Share of non-conventional logistics networks 

(2) Utilization of different modes of transportation 

(3) Collaborating with local 3PL entities 

Business Partnerships 
(1) Cooperation with local NGOs and 

entrepreneurs 

(2) Alliance with MNCs and start-ups 

Communities 
(1) A commitment to community development 

efforts 

(2) Integrates communities in the way the 

organization works 

Shareholders/Investors 
(1) Feedback management system quality 

(2) Substitute with renewables and natural 

processes 

Stakeholders Best Pracices Stakeholders Best Practices

Table 28: Best Practices of Glatt Stove 
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6.1.4 Validation Results 

This section explains three key considerations about the validation process of the framework. It entails 

a comparison of the results obtained and identifies the main problems from each of the FBM 

components. In addition, the main challenge faced and improvement suggestions for the application of 

the FBM are described. 

§ Main problems identified and comparison results in each case study FBM components: 
In the Tata Nano FBM, regarding the first stakeholder’s analysis, it is clear the identification of lack 

awareness approach for local communities which will have negative impact on the sales and branding 

performances. On the other hand, in Glatt Stove FBM, it strongly focuses their marketing approach in 

supporting local communities when facing post-disaster situations.  

Second, regarding the business elements analysis for Tata Nano, the customers use phase entails 

significant quality issues concerning a poor service and performance (see in the table 12). Moreover, 

the employee morale and satisfaction is decreasing due to low wages and health precarious 

conditions (see table 11). In contrast, regarding the business elements analysis for the Glatt Stove, 

offers better working conditions compared to the minimum legal requirements (see table 20). In 

addition, it entails a high focus in quality process efficiency aiming to adopt a cost-effective production 

strategy while enhancing sustainable reutilization of product components (see table 20 and 21).  

Third, regarding the best practices analysis, it was possible to verify main differences that led to the 

success of the market implementation of Glatt Stove and the non – success of Tata Nano. On the 

community stakeholder, it is clear that any basic practice was performed by the Tata Nano and for the 

customer side it can be verified that low effort was made to understand purchase behaviours of local 

market consumers (see table 19). On the other side, as showed in the table 28, the practices 

performed by Glatt Stove engages all the stakeholder’s areas which will be highly significant for the 

frugal business performance. 

§ Main challenge and suggestion to improve the application of the FBM: 

Due to lack of information about operational and strategy activities in each of the case studies, the 

main challenge was to retrieve all the appropriate information related to the specific stakeholder’s 

areas and their business elements for further data examination. For the application of the FBM it is 

advice to previous obtain all the adequate data in order to take the most benefit outcome of it. 

6.2 Conclusions  
This chapter presented the work validation that consisted of the analysis of two case studies 

conducted with the main objective of testing the applicability and functionality of the FBM as a whole. 

That allowed guaranteeing the practical and theoretical relevancy and pertinence of the work, as the 

case studies approached had distinct market targets, stakeholder’s engagement and business 

operational performances for the implementation of a frugal product.  

To achieve the main goal, the case studies were evaluated around the key components of the FBM: 

frugal value proposition, the stakeholder’s areas, the business elements and the best practices. 

Throughout this, the FBM was validated through the implementation and application of the framework 

in each case study, proving their utilization can be useful to identify main business problems, delineate 

more efficiently strategy and operational decisions and acquire a broader perspective of the firm’s 

frugal business model. It was verified that for the succession of a frugal product, there is urgency in 

contextualizing the solution and the frugal business model according to the customers. 
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7. Final Conclusions and Final Work 
 

In the next decades, competitive pressures and market forces will produce significant challenges in 

global economy, pressuring firms to deliver more affordable products to a larger population worldwide. 

Growing resource scarcity and volatility, rapid increase of global middle-class, enormous economic 

and social disparity between consumers is forcing firms to adopt radical changes and redefine 

business models through innovation. The incorporation of a frugal strategy within the companies’ 

business environment can act as profitable solution to address these problems, since it stimulates 

efficient usage of raw materials, encourage sustainability development and ensures profit generation. 

Frugal Solutions target unserved customers providing a greater value with functional, high quality and 

affordable products, while minimizing the use of resources and increasing customer’s satisfaction.  

 

The state of the art of frugal innovation reveals a lack of scientific work and scarce information 

available that hinders research strengthening. Consequently, literature review linking business model 

management and frugal innovation is practically non-existent. Authors critically suggest the need to 

restructure traditional business models towards the leveraging of disruptive opportunities, 

improvement of operational flexibility and enhancing sustainability development in frugal innovation. 

Moreover, global economic slowdown and increase of awareness of sustainability issues, are forcing 

companies to devise new business models. Enterprises started to adopt not only BMI principles, such 

as collaboration with non-traditional partners and building local capacity, but also introducing circular 

and sharing value networks as a SBM strategy.  

 

Despite of frugal business practices seem to bring many benefits and opportunities, some 

corporations are still doubtful to execute them, and those ones that are already promoting frugal 

products, are struggling with challenges in their implementation. The dilemma relies in the lack of 

established structure processes for achieving a frugal business model, which would allow companies 

to completely make advantage from frugal innovation. In this sense, the goal of the present work is 

enable companies to implement Frugal Innovation through a standardized and structure business 

model with the aim of improving the efficiency and performance of frugal products in the target market. 

This was achieved by building an integrative and generic framework for frugal business model, FBM.  

 

As a first step, a comprehensive and literature review was performed. It resides on the two main 

concepts: Frugal Innovation and Business Models. The result is a collection of 8 stakeholder areas, 

through the use of grounded theory, were allocated 28 business elements and finally through case 

study analysis were gathered 32 practices. These three elements constitute the basis of the frugal 

innovation framework. The stakeholders’ areas, which encompasses all key stakeholders that plays a 

crucial role for the success of the frugal business. Then the business elements, which encompasses 

the key elements that constitute and support all the frugal business model structure throughout each 

stakeholder area. Finally strategic and operational practices that the company should perform for 

engaging each of the stakeholder area are suggested. 
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The FBM is a visual tool that provides the guidelines for firms to choose the most adequate business 

strategies and guarantees that they fit to the unique frugal innovation characteristics. It also support 

the decision makers to reframe and reconfigure their frugal value proposition through a stakeholder’s 

engagement with the aim of providing guidance for new frugal opportunities. It stimulates 

organizations to use a holistic approach in the frugal product development, by encouraging the design 

of integrated frugal business models rather than just products. This proposed framework can be used 

not only by organizations who are already implementing frugal products into the market, but also for 

companies that have no prior expertise and knowledge about frugal innovations. It is a complete 

framework that enables firms to have a business strategy flexibility to adapt their model according to 

specific application. 

 

FBM validation was conducted though case study analysis. Through the application of the FBM, it was 

exanimated two case studies: a successful (Glatt Stove) and non-successful (Tata Nano) frugal 

product. They were analyzed around the key components of the FBM: frugal value proposition, the 

stakeholder’s areas, the business elements and the best practices. It was validated and proved the 

useful of the FBM to identify main business problems, delineate more efficiently strategy and 

operational decisions and to acquire a broader perspective of the firm’s frugal business model. The 

validation process enriched the FBM in a way to understand their level of applicability and 

functionality, and also to identified room for future work.  

 

Three main areas of future research are suggested. First, the FBM is generic to all industry sectors in 

all type of markets, it could serve as basis for specification to a certain organization performing in a 

particular industry of a certain target market. This could support firms in better understanding of Frugal 

Innovation’s opportunities, requirements, and challenges. Secondly, to apply in efficient way the FBM 

it would be necessary to include or have in consideration the adoption of more efficient mechanisms of 

value chain controlling for better access key information required for the usage of the FBM. It would 

help companies for designing a more effective frugal business models. Third but not least, this FBM 

should be integrated with other models addressing frugal supply chain, social and environment 

sustainability and frugal product design in order to complement each other. 
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Annex I� - Frugal Case Studies 

 

Frugal Case Studies Frugal Case Studies Frugal Case Studies 

M-PESA Zhongxing X-Ray Machine 
Immunoassay-based fabric 

chips  

Dacia Logan  
Awaaz.De - Voice Message Board for 

Education 

Shakerscope 

GE MAC 400 
Kerala Palliative Care 4 Motorcycle-

based tractor 

eRanger - ambulance for rural 

GE LOGIQ Book Unilever's washing-powder sachets Unilever's 1 rupee shampoo 

Selco Bone Drill - Lunar Design Mobile e-learning in Bangladesh 

Tata Ace careHPV Haier’s air conditioners 

Tata Nano Harman's home infotainment systems 10 Lenovo $300 laptop 

Tata Swatch Mindray- healthcare products Siemens’ wastewater treatment  

Sunnan Patient Monitoring System “missed call” service in India 

Crop Tiger  Cookit - Solar Cooker International Acme power interface unit 

Nokia 1100 Liter of Light ATM on wheels 

ChotuKool Kenya Ceramic Jiko (KCJ) Stove 

Scooter-powered flour-mill 

ToughStuff Ultrasound device GE Vscan 

Superseva 

ModRoof One Laptop per Child Medicall in Brazil 

Miticool Scanner bCPAP for new born breathing 

Aravind Eye Care Naandi Bahria Town 

Jaipur Foot EKO mobile phone banking Solvatten 

Aakash Tablet Haier washing machine Square Kilometer Array 

Dacia Logan Coolar Solar energy fridge Spike missiles 

Galanz’s microwave Briago braille printer Accor Ibis Budget hotel chain 

Bamboo Microscope 
Lullaby Baby Warmer from GE 

healthcare Briago braille printer 

Fetal Heart Rate Monitor Mahindra & Mahindra's small tractors BrickPi Bookreader 

 


