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ABSTRACT

Chinese real estate enterprises which undergo a time of dramatic changes are confronting a series of complex and
unprecedented problems including a slow economic growth, the adjustment of industrial structure and the
elimination of outdated capacity. Under this circumstance, the innovation of business model is the key to obtain
competitiveness for these enterprises. Based on the elements of the business model which involve value proposition,
value creation, value maintenance and value network, this paper, taking the macro-environment changes into
consideration and with the Evergrande Group as an example, presents an innovative route to real estate business
model and illustrates the cycle process of innovating business model.
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INTRODUCTION

Insufficient domestic demand and weak external dehrasult in severe overcapacity in China. In otddmprove

the situation, Chinese government is working pesiji on the adjustment of industrial structure. Bindhis

circumstance, Chinese real estate enterprisesieed fvith problems such as money squeeze, turapuprand the
government macroeconomic regulation and contrdlttfdse problems lead to the insufficient or eves lbroken
cash flow to these enterprises. Besides, Amit asttisZresearch reveals that business models ofitkerprises play
an important role in innovation and value creatiStudies about the business model focus on howdimtain

competitiveness and increase enterprise value eTdrer many definitions about the term “businessetiad China

and abroad. After making a comparative study ofdéfinitions, Osterwalde points out that businessi@h which

is made up of many elements and is formed on tlsés bt these elements, is a conceptual tool toaixpghe

business logic of a specific enterprise. Thus, ies8 model is used to explain how the enterprizparg the
market, transfer value, create relational capgain profit and maintain cash flow through creatingtomer value,
establishing internal business structure and fogmélationships with partners. Changes of the maorronment

urge Chinese real estate enterprises to innovaie blasiness models to improve competitive edgecokding to

Weng'’s study, among the 50 famous global enterpriggich change the world, 31 enterprises surviwk davelop

depending on the innovation of business model. Mbshese enterprises change their business modey 2 to 4

years on their own initiative. To sum up, the stuay how to innovate business model of Chinese estdte

enterprises under the background of industriatstine adjustment is of necessity.

2. LITERATURE REVIEW ON BUSINESS MODEL INNOVATION T HEORIES

The concept of business model innovation can lredrdack to Schumpeter's concept of technologiredvation.

In Schumpeter’s view, the generalized technologyimtion includes almost all aspects of enterpmis@magement
innovation involving product innovation, processignation, market innovation, the source of supplyovation
and the innovation of organization and managemé@ntong them, market innovation, the source of supply
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innovation and organization management innovatian be incorporated into the category of businessleino
innovation. So far, studies on business model iatiom both at home and abroad can be mainly dividedthree
categories including: studies on the definitionboiness model innovation, analyses on the innevatute of
business model and the evaluations of businessIroderation.

2.1DEFINITION OF THE BUSINESS MODEL INNOVATION

Magretta who combines business model innovationvahge chain theory considers that a new businextelris

the adjustment of the existing value chain. Thdbisay, it is an innovation of the two basic atité in the value
chain (one is related to the manufacturing businasether is related to the sales business aesyitbiggelkow
describes the adjustment process as enlargemdotcement and elimination. He thinks that when adgistment
exceeds certain limit it turns into the businessleiannovation. Michael and Morris point out thatsiness model
has a life cycle which includes the norming stageengthening and consolidation stage, adaptattages
modification stage and the reengineering stage. bitstness models of the enterprises will evolvenftbe base
layer to the unique layer and finally to the rusydr. Besides, with changes of the business emueot the
effective commercial mode must face adjustmentchitl and Coles, taking the constituent elementbusiness
model into consideration, put forward that the basiements of the business model are 5W2H, nantiedy,
stakeholders of the enterprises, products or sssvicovided by the enterprises, where and whemithéucts or
services to be provided, reason for the enterpmigstence, means of exchange and the price paahlyfone of
these seven elements makes the enterprise towardoibd direction, this can be called the improvenuérthe

business model. If four or more elements have lsbanged, it becomes the revolution of the businessdel. When
it comes to the business model innovation, it seferthe business model revolutions which areljotew and have
not been applied in the industry. This kind of wegadented business model transformation processllisd

business model innovation.

2.2ANALYSSON THE INNOVATIVE ROUTE OF BUSINESS MODEL

Analysis on the innovative route of the businesglehavill make the business model innovation procdssnge
from the "intuition-oriented" to the “creative anational-oriented” one. At present, studies onitim®vative route
of the business model both at home and abroad amdyrbased on two aspects, namely the value chiaihthe
component elements or the classification systerth@fbusiness model. In the analysis based on the whain,

Paul Timmers puts forward a classification systehictvis based on the interactive mode and the iiatiem of the

value chain. He points out that the systematic @ggr to build business model includes the decortipnsif the

value chain and the reconstruction of it. The acatsion and implementation of a typical businesslel@equire the
identification of the value chain elements, thesiattive mode and the latest development of tecdigyolin the

analysis based on the component elements or thsifitation system of the business model, the §irsp is to find
the component elements or to conclude the reaseriddsification of the existing business modeld Alme next
step is the methods study on the business modeVvation based on the component elements or thsifitations.

This step will provide methodology guidance for tesign of business model and help enterprisedajepeactical

business model innovation strategies. At prese@hima, Li Dong’s research in this field is relatiy mature. He
adopts the Meta method to conduct the principalpmmnt synthesis analysis and the iteration arsatysithe basic
management strategies of the enterprise and oocotin@onent elements of the business model mentibpexther

researchers. Based on the new principal componeattlarough hierarchical clustering, three basianelets

including customer value proposition (CVP), costicure innovation and profit protection mode inatlon are
obtained. And next is the analysis of the innowatieute of the business model under the macro-@mvient

changes.

2.3ASSESSMENT ON THE BUSINESS MODEL INNOVATION

At present, assessments on the business modeldrb@hina and abroad can be divided into two kinmse is
beforehand assessment which will predict by forngghe profitability and applicability of the bimess model the
performance that it may have after implementatamyther is called ex post assessment. It is arysisabn the
changes which are brought after the implementaifanbusiness model. It is no longer a forecastuassessment
on the actual effect. In the beforehand assessiHambel mainly evaluates the business model fronp#repective
of the potential for wealth because he considexsatgood business model must be able to credtemhpgofits than
the average ones. In his opinion, efficiency, uaitgss, matching and profitability are the four atpéo evaluate
the business model. Gordijn thinks that in the sssent of the business model, the key lies in tfadyais on the
flow of value between the different participants. & invents the profit/utility sheet as an assesgrtool. Morris
considers that the matching of the business motahincludes internal matching and external maigtplays an
important role in evaluating the business modeltehms of ex post assessment, Afuah and his felesgarchers
also evaluate the potentiality of the business mfsde the perspective of profitability. They thitlke evaluation of
the business model can be divided into in thregsstie first step is to investigate the presentieg performance
which mainly involves the evaluation of income arash flow of the business model; the second staprseasure
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the profit forecast factors, which includes theeassnents on the profit margins, market share arghte growth
rate; the third step is to measure the constitfaators of the business model, which involves tarigpand each part
including a complete set of evaluation index. Drayilessons from Kaplan, Duboson and Torbay adopt th
balanced scorecard method to evaluate businessl.midue author of this thesis thinks that in the wpge of the
overseas merger and acquisition, Chinese entespnbe eagerly step to globalization should first tise ex post
assessment methods to assess the present busiogsk And once the enterprises find that the curberisiness
model has no potential or the indexes cannot gatisf enterprises’ expected profit or the marketrshthey should
take proactive measures to consider whether theg t@ conduct business model innovation. In formangew
business model, beforehand assessment must beoteddiihen, in a certain period, the assessmeié eyltich
consists of ex post assessment — beforehand assdssnex post assessment will be repeated to emisardhe
present business model has been in a state oft@btand under control through the constant inniovet and
changes.

3. INNOVATIVE ROUTE DESIGN ON CHINESE REAL ESTATE E NTERPRISES

3.1 BACKGROUND

Since the market-oriented reform on the real estabgstry in 1998, China's real estate market legsnlileveloping
rapidly. With the continuous development of thel estate market, Chinese real estate enterprisestieen rising
sharply too. During this period, China's real estaarket has been through twists and turns: a lauggber of real
estate enterprises, for example, the famous réatieesnterprise “Shun Chi Real Estate”, closed dbagause their
business models can not adapt to the market emagoh Since the financial crisis in 2008, Chin&al restate
market growth has been falling back with lots ofeeging problems like the increasing difficulty iimdncing and
financing cost and the slow down of the money otilig rate. Faced with all the difficulties, thedtgrande Group,
through constantly improving its business modek kapt more than ten years of rapid developmentisTh is

necessary to study and draw lessons from its bssimedel innovation. Recently, the Group has caedua ot of

mergers and acquisitions, making the developmenthef Group more diversified. But whether this kiotl

development mode can adapt to the increasingly mparket environment is still a subject which deéurther

study both for the academic and corporate circles.

A

Figure 1 Real Estate Enterprises Business Model lmvation Graph

3.2 BUSINESSMODEL INNOVATION

(1)Business model innovation under the backgroundhdfistrial structure adjustment.Mark W. Johnson pseg
that business model consists of four elements, yathe customer value innovation, profit model, kegources
and key process. Based on the characteristics efréhal estate enterprises business model and fiséingx
classification method and taking the component el@mof business model and the innovative routggdes the
classification system into consideration, the autbbthis thesis considers that the constituenimelats of the
business model are: value proposition, value ndéwaalue creation and value maintenance. The vaitaposition
which includes target customers and value conterthé unique value that the products or the sesvafethe
enterprise will bring to the consumers. It is tlunsof a series of vested interests that the custwgsn perceive.
The value network which mainly involves networkrfoand value orientation can potentially provideeemtises
with access to information, resources, market, rteldgy, and the possibility of scale and scope engnthrough
studying. It will help the enterprises achieve t&tgic goals, such as risk sharing, value activiie®rganization
function of outsourcing and the improvement of déhganization ability. The value creation includimyenue model

1361



Jian-Ping You J. Chem. Pharm. Res,, 2014, 6(7):1359-1365

and cost management refers to a series of busantisties and their cost structure in producing anpplying the
products or services that meet the needs of thmess. It reflects the enterprise’'s main investmé&he value
maintenance mode mainly involving partnerships arsilation mechanism is the distribution and traission

activity through which the products and servicethefenterprises are delivered to the customeascireative mode.
It aims at making the target customers buy or getilfar with the enterprises’ products or servicEse author of
this thesis thinks that under the adjustment ofinldestrial structure, the enterprises are entesimgw market. It is
not feasible to transform the business model thnahg profit protection means like the formationtraide barriers
and the government subsidies. So the author potsfd the real estate enterprise business modeVation graph
shown in figure 1 under the background of the imdlisstructure adjustment:

In the diagram, the value proposition, value maiatee and value creation are put in the same cwigdievel,
thus forming the innovation surface. The value eknis established on the basis of the three elésném the
situation of severe overcapacity and the unfinisineldistrial structure adjustment, the author thitilegt the focus
should be first placed on the expansion of the },aW axis and Z axis. And after these three poiatshing a
certain level, the expansion of the Y axis showdrbplemented.

(2)Actual operation on the innovation surface of thusibess model — a case study of the EvergrandepGdou
November 15, 2009 the Evergrande Group appearddeohlong Kong stock exchange. After that the Earde
Group underwent a rapid expansion, reaching a rigtv in the sales volume at that year. However him year
before, affected by the financial crisis, the Growfth a lack of cash flow and the risk of capit@cture, failed in
coming into the market and was faced with bankwyuptberefore, this paper studies the business nindelation
of the Evergrande Group from 2008. Throughout tast ffive years, the innovative measures that theushas
taken on the innovation surface which is formedhgyZ, W and X axes (shown in figure 1) are afod:

First is the value proposition mode innovationtie Z axis. The Evergrande Group incorporates tediloility of

the brand, service brand and sports brand factdosthe approval of the target customers. The Grouis the
quality of the products and the services it prosidegether with the corporate reputation, tryingetdhance the
brand reputation from the credibility level. Thrdugral spreading, the credibility of the enterprised the
reputation of the brand are both improved. Morepwervice brand factor mainly refers to the ensesvice

management which starts from the customers gettingpuch with the products. The after-sales sengtdhe

products mainly refers to the property manageniemt. problems and suggestions put forward by thtomess, as
long as the Group can solve or thinks they areoretse, will be adopted or solved promptly. Throeghablishing
cooperation relationship with sports brand, theuprenhanced its competitiveness and made its bralug rise
sharply. In terms of the value content, the measthat the Group has taken are still focus on toeyct quality
and social benefit, which is short of appeal re&dyi.

Second is the value creation mode innovation inthaxis. In terms of the revenue model, the Groupléments
large-scale reserves, fast development and higls stlategies. With the massive reserves, mupifggcts and the
opening quotation featuring low prices, the Groepoups the funds quickly. In such a mode of incaimaygh the
sales profits increase significantly, the cash fluthe Group has some problems. So the Group taleasures to
optimize its cost management mode. The measureslymaclude implementing standardized operation ejod
trying hard to lower the management risk and engutie effective control of the cost. To be specifie measures
are product standardization, operation standaidizatmanagement standardization, standardizatiornprofect
selection and material selection, standardizatfdrmdding, project management standardization aaddardization
of marketing. These specific standardized measweksthe Group step on a new stage in the manademaking
the cost of production very clear. Based on thesasures, the Group develops the project developooshtontrol
system which through scientific measurement cowdterexplicit provisions both for every standardizésp of the
production and the project schedule. Owing to flyistem, the project cycle is shortened; the coshefproject
materials and the labor cost are reduced; the fltashtension is eased and the high speed develomngnue
model of this enterprise is thus guaranteed.

Third is the value maintenance mode innovatiorha X axis. In terms of the cooperation relationshihe Group
has established full cooperation relationships alththe partners in the upstream and downstreatheofeal estate
enterprises. In construction materials and equipsyethe enterprise established strategic cooperatiibh the
Kohler Company in the U.S. In the product desitpe, Group established cooperation with Atkins. imte of the
choice of construction unit, the Group cooperatéth whe China State Construction Engineering Caapon
(CSCEC). When it comes to the product decoratibre, Group cooperates with the Gold Mantis Company in
Soochow, China. In the choice of the marketing agethe Group cooperates with the E-House (Chimal) the
Hopefluent Enterprises. In the property services,@Group established win-win cooperation with tiEZBCompany.

In the insulation mechanism, the biggest advantagethe Group are its insulation of the brand aimmhricing
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advantages. The implementation of the financing esoghich include preferred convertible stock firiagcloan
guarantees, project financing, public financing a&nel priority of bill financing help the Group rismoothly in
carrying out strategies in the maintenance of tagnership and in the value proposition as wellttas value
creation.

Fourth is the business model comparison with coigpst The author of this paper summarized thenitedns of
the Z axis (value proposition), W axis (value ci@at and X axis (value maintenance) defined re$pelgtby the
Wanda Group, Vanke Group and the Country Gardewinigé Company (see table 1). The above analysigepro
that all the successful real estate enterpriseseshi@ge thing in common that is they all have anliekgusiness
model which will change with the macro-economic iemvment. These successful business models are
characterized by a supporting system which incluesesponding knowledge structure, brand capitdl@annels
and the loyalty of customers. The above mentioinedet companies have different core competitivenésthe
Evergrande Group wants to imitate the diversifiededopment strategy of the Wanda Group, learnsitite-quality
goods strategy as well as the property managemgetrience of the Vanke Group and at the same tiamenot
meet the low cost and high efficiency of the prddurclike the Country Garden Holdings Company, bhesiness
model of the Evergrande Group will be fuzzy andlddoe copied. The author of this paper consideas the
Evergrande Group should evaluate and adjust itséss model timely to find the value activities wihicould form
new core competitiveness, thus forming its distugcbrand features.

Table 1 Business Model Comparison

Business Model Country Garden Holdings

Comparison Wanda Group Vanke Group Company
Value proposition innovation (Z axis)
. o . . Mainly the customers who
Target customers Diversified customers Mainly uriaite-collars have urgent needs
Value content Integration of commerce and housing Product quality and property Product qual_lty and
management landscaping

Value creation innovation (W axis)

Getting land in the urban
fringe at a low price;
large-scale development;
low price selling

Stable development;
relatively concentrated
relevant industries

Large-scale reserves, fast development and higis sal

Revenue mode strategies; diversified development

Refined cost management; Refined cost management;  Refined cost management;

Cost management large-scale purchase to lower the price bidding mode Multiple suppliers

Value maintenance innovatiofX axis)

Win-win cooperation;

Partnerships Win-win cooperation Win-win coopeati Helping the weak ones

Insulation
mechanism

Brand & financing

Brand & financing advantages advantages

Brand & financing advantages

(3)Innovative route model building .In the aboveseatudy, with the description on the changes efhtsiness
model of the Evergrande Group, the author elabsratev the innovative route which is formed by thsibess
model element method is implemented in the actparation of the innovation surface. In China, thare a
majority of real estate enterprises of differerdlas, financing ability and core competition akiliThe application
of the innovation methods should be different, the innovative route on which every enterprise miegpend
during its development has a general law. Basethisnthe author chooses the business model elemethiod in
studying the innovative route of the business maohel classifies the component elements. Takinghdwessary
conditions for the business model innovation intasideration, the author considers that the innornathould be
conduct on the basis of science and rigorous blefme: assessment and ex post assessment. So the puth
forward the innovative route model under the bagkgd of the macro-environment changes (see figure 2

The model describes the innovative route of thénass model. First, due to the macro-environmeanghs, the
enterprises should pay attention to the businesgehmssessment. That is to say, they should enthex post
assessment method to evaluate their present bssinedels. According to the research results ofrdievant
studies on the business model, tools that can bé usevaluating the present model include balarsoedecard,
earning performance, profit forecast and the corepbrelements of the business model. If the resulthe
assessment matches with the expectation of thepeists which means the present business modéll imarkable,
the enterprise could preserve the original one @erain period of time. If there is a gap betwésn assessment
result and the enterprise’s expectation, the eriserpvill know the current business model is notrkable and it
must take measures to innovate the model. Accoridirtge business model element method, the engerghiould
do the following things. First is the value propmsi innovation which includes redefining the custys and
making clear the profits that can be given to thet@mers. Second is the value creation and valuetenance
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innovation which involves finding new profit poirgplving the problem of how to optimizing the ceBucture by
using the resources advantage of the new environnWhen the enterprise completes the customer value
innovation and the profit pattern innovation, indake advantage of the profit protection, namebsging the key
resources and key process, to consolidate thetisituaf getting high profits. After that, the erpeise could carry
out the value network innovation. When the busimasslel innovation is completed, the enterprise khemploy

the beforehand assessment in which the profitjusiheet or the four elements analysis can be usedaluate the
new business model. If the result shows that theaht feasible, then it can be put into practiéghe result
indicates the model is not feasible, the innovasibauld be carried out once again. It is importardware that the
process of business model innovation is a circolae featuring continuous improvements. With the stamt
changes of the macro-environment, a business malielertainly be replaced by new ones.

A

Figure 2 Innovative Route Model under the Backgroud of the Macro-environment Changes

4. Conclusions and suggestions for further study

Combining the business model element method with libforehand and ex post assessments, this pafer pu
forward the innovative route model for the entespsi Based on the case study of the EvergrandepGitoaipaper
also elaborates on how to create the innovatiofaseiby using the innovative route, providing sigjigas to the
Chinese enterprises on business model innovatio& cbnclusions of this paper are as follows.

(1) Owing to the fact that Chinese real estaterprises are entering a new macro-environment, thergrises
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should first pay attention to the innovation suefaghich is made up by the value proposition, valteation and
value maintenance during the process of businesteinionovation which is based on the business meldghent
method. And after achieving certain improvementshie innovation surface, the focus should be th&nop the
value network mode innovation.

(2) Chinese real estate enterprises, faced witbriassof complex and unprecedented problems inctudi slow
economic growth, the adjustment of industrial diee and the elimination of outdated capacity, iaran era of
rapid changes. Thus, the enterprises must carrgudfitient analyses before conducting businessehiothovation
to find the necessary conditions for innovatione¥tshould first choose an assessment method whith the
development of them and then carry out the rigorousiness model evaluation, forming the cycle psecef
business model assessment, business model innova@assessment and readjustment.

(3) The development of China's real estate enwapris not the same. Based on following the stépthe
innovative route, different enterprises should c®different methods which suit them to build thHaimovation
surfaces.
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