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Business Model Innovation or Imitation? Strategy Study
Based on Real Option Game Theory

Liu Zhiying, Zhou Zhangqing, Chen Mingchun, Liao Suqin
(School of Management, University of Science and Technology of China, Hefei 230026, China )

Summary: The business model is constantly changing in the enterprise life cycle. A large number
of studies show that business model innovation enables enterprises to improve their processes and
operation modes, reduce costs, create new markets, improve market efficiency, gain competitive
advantages, and achieve higher value and business performance. However, since returns on business
model innovation are uncertain and business model innovation can easily be imitated by competitors, it
is more difficult to evaluate the value of business model innovation. This paper solves the problem of
business model innovation or imitation strategy choice under uncertain conditions by constructing a real
option game model. The model is based on the assumption of a duopoly market, namely when enterprise
A carries out business model innovation, enterprise B can choose to innovate alone or imitate in the
middle period. The results of two-stage binary tree analysis show that the value of business model
innovation or imitation is only related to enterprise market share o and base period multiple I(a ratio of
base period cash flow to innovation investment). When the base period multiple is very high and the
enterprise shares are not much different, business model innovation is the best choice for both the two
companies. When the base period multiple is medium and the enterprise shares are not much different, it
is possible that there is a combination of equilibrium strategies that the small enterprise participates in
business model innovation and the large enterprise business model imitation. When the base period

multiple is not low and the enterprise shares are much different, there is a ‘pig game’ that large
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enterprise participates in business model innovation, and the small enterprise business model imitation;
when the base period multiple is low, both small and large enterprises do not have the motivation for
innovation. Therefore, business model innovation or imitation needs to take current market shares and
initial returns of a project into account. This paper expands the application of real option, which is of
great significance to the construction of business model innovation value evaluation model. In the field
of business model innovation, theoretical concept construction, measurement scale development and
empirical research have been basically completed, which focus on the impact of business model
innovation on business performance. Few studies have analyzed the value of business model innovation
from the perspectives of mathematical models and game theory, so it is a relatively new perspective to
evaluate the value of innovation and imitation by using the real option game theory. Business model
innovation is a systematic change, which is more complex than common project investment. This paper
highlights consideration of uncertainty and opponent decision-making, which is more in line with the
actual situation. On the other hand, the existing research on real option mostly adopts Black-Scholes
option pricing method. However, the returns on business model innovation are sustained, belonging to
American-style option, so we adopt the binary tree pricing method to take the revenues during the
project period into account, providing a directional basis for future research and development. In the
existing literature, the NPV method is commonly used in enterprise investment analysis and business
model profit forecasting. The real option game has not been widely used, and more researchers are
required to enrich the method for more rational use in practice. Firstly, the problem becomes more
complex and closer to reality when considering multiple actors and multiple policy choices. When the
binary option is exceeded, the binary tree method will not be applicable. Secondly, another complicated
task is about the measurement of uncertainty in real option. There are many factors that have risks. It is a
future research direction for scholars to unify them into one variable or independent comprehensive
analysis of multiple variables.
Key words: innovation; business model innovation; imitation; real option; game theory
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