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Legitimacy in the Process of Innovation of Private Enterprise

Business Model: A Case Study of Chongqing Gagarin
WANG Kai, LIU Xue-xin

(College of Business Administration, Capital University of Economics and Business, Beijing, 100070, China)
Abstract : In recent years, the emergence of a number of privately owned enterprises achieves growth through business model
innovation. However, after the start-up of business model innovation, how a firm achieves substantial development is still
unknown. Based on Neo-institutional theory and Resource-orchestration framework, this paper builds a process model of
legitimacy gaining through the case study of Gagarin in Chongging.

First, this paper reviews literature about business model innovation, legitimacy types, legitimacy gaining and the
relationship between legitimacy mechanism and efficiency mechanism. We find that few studies have analyzed the process of
business model innovation and tried to build a bridge between legitimacy gaining strategies and different legitimacy types.
Also, conclusions on the relationship between legitimacy mechanism and efficiency mechanism are confused. That is, some
studies find they are consistent, while others show evidence to support that they are inconsistent. This paper tries to solve
these problems using case study method,and Chongqing Gagarin is an ideal sample for our study.

Second ,we describe the process of Chongqing Gagarin’s business model innovation. We find that the innovation of
business model of privately owned enterprises can be divided into two stages: start-up and development. In the start-up
stage, Ren Zhihong, the president of Gagarin,negotiated with CFDA. After several twists and turns,he finally got the online
trading license of medical equipment. In the development stage, Gagarin conducted public benefit activities, organized
culture activities,found Maker Space and carried out university-enterprise cooperation to achieve sustainable development.
As the online retailer of medical equipment, to compensate the lack of offline pavilions, Gagarin has carried out offline
activities towards community many times. Gagarin carries out various cultural and recreational activities to enrich employees’
life in spare time. It includes motivational, welfare, technical and recreational activities. Gagarin’s party branch was
established in 2014. Gagarin requires party members to serve as role models to others. To combine party construction with its
culture, Gagarin always carries out diverse activities. The Maker Space of Gagarin mainly serves newly-established
enterprises. It can reduce office costs and labor costs in the way of one-stop-service. Chongqing Leyousong provides logistics
to the Maker Space of Gagarin, which can solve the problem of inventory management of medical equipment. Also, it is
difficult for both staff recruitment and student employment nowadays. Gagarin always pays attention to personnel training.
Based upon this situation, Gagarin put forward the strategic demands for university-enterprise cooperation.

Combined with existing studies and the data of Gagarin,we conclude a theoretic model. In specific, there are differences
in the legitimacy of different stages: in the start-up stage,as the institutional field hasn’t emerged, the legitimacy strategy
adopted is manipulation strategy characterized by structuring resources to obtain regulatory legitimacy; in the development
stage, with the development of institutional field, the legitimacy strategy adopted is the adaptation strategy characterized by
bundling and leveraging resources to obtain the cognitive and normative legitimacy. Further analysis of the relationship
between the legitimacy mechanism and the efficiency mechanism found that regulatory legitimacy and efficiency are
conflicting,and cognitive and normative legitimacy and efficiency are consistent. We find some evidence to support our
theoretical model, both subjective and objective.

The conclusion of this paper not only enriches the literature on the business model innovation, legitimacy gaining
strategy , legitimacy types,and the relationship between efficiency and legitimacy,but also has some practical enlightenment
to the innovation of private enterprise business model. For example , at first, private firms should use existing resources to get
support from government. As time goes on, these firms need to explore new kinds of resources to get support from other
stakeholders. Only in this way can a private firm get sustainable advantage.
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