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The severity of the COVID-19 pandemic confronts us with a global grand challenge rep-
resenting an unprecedented crisis for health, economies, and societies. While digital cham-
pions are thriving, a large number of businesses and industries have been facing radical
uncertainty, pushing some to the edge of collapse. This emergency calls for new ways to look
at organizational ambidexterity and business model innovation. In this paper, we present
and discuss a unique case study of a low-cost airline, AirAsia. With their fleet of aircraft
grounded, and unable to pursue any incremental innovation opportunities, AirAsia decided
to follow a radical ambidexterity path — focusing on exploration by building an innovation
ecosystem. This case not only offers insights on a novel way to create value through open
innovation but also extends the body of knowledge on entrepreneurial effectuation by intro-
ducing the concept of an ecosystem effectuation. AirAsia’s case shows that, in financially
distressed times, business model reconfiguration may not be enough, and instead of select-
ing means to attain goals, the goals may be created upon available means.

1. Introduction was (and still is) fundamentally difficult due to a rad-
ical uncertainty of its consequences, which are ex

he COVID-19 pandemic caused an unprece- ante unknowable (Wiltbank et al., 2006; Townsend et
dented crisis for global health, economies, and al., 2018). This radical uncertainty forces decision-
societies. The formulation of new courses of actions making that extends far beyond being adaptive to
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changes in the environment and balancing resource
allocations between current and future businesses
typically associated with organizational ambidex-
terity (Tushman and O’Reilly, 1996; Raisch et al.,
2009). Instead of following a causation logic and
selecting means to attain goals, the goals may be
created upon available means following the effectu-
ation logic (Sarasvathy, 2008; Berends et al., 2014).
The severity of the crisis demands managerial ap-
proaches that will help organizations and entire in-
dustries to effectively respond to the pandemic while
maintaining a growth infrastructure for the future
(Chesbrough and Garman, 2009; Chesbrough, 2020).
Engaging the ecosystem provides a critical resource
for achieving this, way beyond well-known creative
destruction and creative accumulation (Li-Ying and
Nell, 2020).

Radical uncertainty used to be inherent to the
entrepreneurial innovations (Sarasvathy, 2001;
Grégoire and Cherchem, 2020) that led to the success
of many large companies today. Suddenly, the pan-
demic pushed many of these well-established compa-
nies back into their entrepreneurial roots. Unable to
ascertain their ‘best’ response, they chose instead to
identify the best next step by assessing the available
resources, which could help to achieve their goals
(Sarasvathy, 2001; Townsend et al., 2018). Previous
research highlights the importance of exploration
strategies, which could help companies in financial
difficulties to get out of the crisis (Osiyevskyy and
Shirokova, 2020). However, the pandemic challenges
exploration and exploitation strategies discussed in
management literature over the past years (Raisch et
al., 2009; O’Reilly and Tushman, 2013). Completely
new and still unexplored in the literature is, e.g., the
inability to employ exploitation strategies when an
entire market disappears in pandemic lockdown.

A large body of literature in strategy (Burgelman,
2002; Monteiro and Birkinshaw, 2016) and inno-
vation management (Jansen and Van Den Bosch,
2006; Alexiev et al., 2010) offers insights into how
to organize for and implement exploration strategies
in balance with exploitation. Before the COVID-19
pandemic, large companies would typically spin-off
architecturally separated units dedicated to explo-
ration (O’Reilly and Tushman, 2013). These units
would have a distinctive and specifically designed
business model, which, if successful, could lead
to a business model reconfiguration of the incum-
bent (Massa and Tucci, 2013). In the face of the
COVID-19 outbreak, these actions were insuffi-
cient to address the depth of the crisis. In many
cases, developing the business model in line with the
open innovation model, which relies on purposively
managed knowledge flows across organizational
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boundaries, may help to accelerate such processes
(Chesbrough and Bogers, 2014). This begs two ques-
tions: How can organizations effectively respond to a
pandemic, and what role might open innovation play
in that response?

To address these questions, we have looked for
established companies that had to find completely
new ways out of the crisis. The selection of a unique
case (Siggelkow, 2007) of a champion in its league,1
severely hit by the pandemic,2 which nonetheless
successfully pivoted to become a digital lifestyle
company, helped us in better understanding and
explaining a novel way of responding to a pandemic.
The counterintuitive response to the pandemic
offered by AirAsia, a Southeast Asia-based low-cost
airline with its main HQ in Malaysia, not only helped
the company to survive the pandemic but enabled the
company to harness the crisis to accelerate a digital
transformation that was already begun.

Through abductive theorizing, we further explore
the notion of leveraging open innovation by an
‘inside-out’ development of an innovation ecosys-
tem. The analysis of the AirAsia case led us to effec-
tuation theory (Sarasvathy, 2001, 2008), which helps
us in explaining the transformation taking place in a
large firm (as opposed to a startup or SME (Berends et
al., 2014)) and at the same time to respond to the call
for studying the new theory of entrepreneurship from
higher levels of analysis (Arend and Sarooghi, 2015).
By building an ecosystem of companies openly col-
laborating and supporting one another, the low-cost
airline champion transformed into a digital lifestyle
company. To further explain this strategic change,
we coin the term ‘ecosystem effectuation’, which
we define as an approach to making decisions and
performing actions in the ecosystem emergence and
legitimization process when [similarly to the entre-
preneur| the ecosystem orchestrator identifies the
best next step by assessing the available resources,
which could help to achieve the ecosystem’s goals.

Our findings offer a new way to think about value
creation outside of existing organizational boundaries
by designing a completely new ecosystem business
model and legitimizing it (Thomas and Ritala, 2021).
In the absence of exploitation opportunities, which
in turn hindered the business model reconfiguration
process, AirAsia’s collaborative efforts focused their
activities on building the innovation ecosystem, even
as they struggled to survive themselves. The AirAsia
case outlines how, by recombining and repurposing
the assets, reframing the scope of operational activi-
ties, and leveraging synergies among the ecosystem
partners, companies could find a way forward to
adapt to new realities. This new way extends the stra-
tegic portfolio of inside-out open innovation moves
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proposed by Chesbrough and Garman (2009) and
also introduces firm-level business model innovation
constructs (Massa and Tucci, 2013) to the ecosystem
level.

The outline of this article is as follows. Section 2
reviews the research on the organizational responses
and strategic moves that organizations can undertake
to effectively respond to lean economic times caused
by crises. Section 3 covers the research methodology.
Section 4 presents the case study and highlights the
main findings. Section 5 offers a concluding discus-
sion of limitations and a further research outlook.

2. Theoretical background

In response to abrupt global crises, such as a pan-
demic, firms need to rapidly adapt to new circum-
stances. Organizational ambidexterity, often viewed
as a way to adapt and reconcile exploration and
exploitation, has been perceived as a prerequisite of
organizational survival and success (March, 1991;
Tushman and O’Reilly, 1996; Raisch et al., 2009).
Earlier smaller-scale crises informed management
theory about firms’ approach to tackling or even tak-
ing advantage of uncertainties. One of the first stra-
tegic choices that firms face in a crisis is to consider
whether to employ exploration or exploitation as a
response to the economic crisis (March, 1991; Gupta
and Smith, 2006; Ngo et al., 2019). The exploration
covers ‘search, variation, risk-taking, experimen-
tation, play, flexibility, discovery, and innovation’
in contrast to exploitation defined as ‘refinement,
choice, production, efficiency, selection, implemen-
tation and execution’ (March, 1991, p. 71). Even
though exploitation may enhance short-term perfor-
mance, exploration could help firms in increasing
their ability to renew their knowledge base, which
could address the potential shortcomings of inade-
quate responses to environmental changes (Leonard-
Barton, 1992; Ahuja and Morris Lampert, 2001).
This, however, entails a risk of entering a cycle of
search and unrewarding change (Volberda and Lewin,
2003), which is specifically relevant during global
emergencies, such as a pandemic. Studying a recent
crisis in Russia, Osieyvskyy et al. (2020) argued
that firms should explore rather than exploit ways to
capitalize on a crisis when facing a severe revenue
decline along with falling financial performance.
However, the COVID-19 pandemic is different from
previous financial crises. It is much more severe and
diverse in limiting firms’ exploitation opportunities,
which destabilizes airline,3 hospitality,4 autornotive,5
and other industries. Lockdown measures devas-
tated the underlying demand for these industries, and
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industry participants cannot know ex ante how long
these measures will continue.

Changes in the business environment could be a
strong motivation for exploring new business oppor-
tunities (Sund et al., 2016) that could consider both
business design for new companies and business
model reconfiguration of established firms (Massa
and Tucci, 2013). Despite multiple barriers related
to business model innovation, Chesbrough (2010)
calls for the adoption of an effectual attitude toward
business model experimentation. Following this
suggestion, we tap into the theory of effectuation
(Sarasvathy, 2001). Originally coined as an entre-
preneurial action process theory (Arend et al., 2015)
inspired by studying expert entrepreneurs, the effec-
tuation theory explains the logic of floating goals and
resource recombination that drives the evolution of
the startup strategy through actions that identify the
best next step. Effectual entrepreneurs do not plan or
strategize about the future; instead, they enact it and
learn from it while doing so. Following Sarasvathy
(2008), expert entrepreneurs follow several specific
principles of effectuation in the face of their decision-
making process (see Table 1).

Building on the general principles of effectuation,
the most important similarity between the entrepre-
neurial and ecosystem effectuation (see Table 2) is
that in both cases the formulation of the course of
(prediction based) actions becomes fundamentally
difficult — if not impossible — because the conditions
and/or factors of success are ex ante unknowable
(Townsend et al., 2018; Grégoire and Cherchem,
2020). The questions that the entrepreneur and eco-
system orchestrator asks themselves are the same and
center on the already possessed or ready to mobilize
means, resources, and capabilities. During a pan-
demic crisis, the business environment changes in a
highly unpredictable manner, making it hard for an
ecosystem orchestrator to carefully plan and execute
the process of achieving their set goals. Instead, the
path forward is to observe, experiment, measure,
and adapt (Chesbrough, 2010). That is why both
an entrepreneur and the ecosystem orchestrator try
to engage the world with the possessed means and
convince others (both people and organizations) to
join in these efforts (Sarasvathy, 2004; Sarasvathy et
al., 2008; Sarasvathy and Menon, 2013). What sets
entrepreneurial and ecosystem effectuation apart is
not only the main action driver but also the locus of
constraints. Unlike an entrepreneur, a large company
operates in a relatively high means, resources, and
capabilities context — building the ecosystem is a way
to mobilize additional resources.

One way to extend the range of possibilities in
testing new business models is to follow an open

© 2021 RADMA and John Wiley & Sons Ltd
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Table 1. Principles of effectuation (Sarasvathy, 2008, pp. 15-16)

The patchwork quilt principle

The affordable loss principle

“This is a principle of means-driven (as opposed to goal-driven) action. The
emphasis here is on creating something new with existing means than
discovering new ways to achieve given goals.’

“This principle prescribes committing in advance to what one is willing to

lose rather than investing in calculations about expected returns to the

project.”
The bird-in-hand principle

“This principle involves negotiating with any and all stakeholders who are

willing to make actual commitments to the project, without worrying
about opportunity costs, or carrying out elaborate competitive analyses.
Furthermore, who comes on board determines the goals of the enterprise.

Not vice versa.’

The lemonade principle

“This principle suggests acknowledging and appropriating contingency by

leveraging surprises rather than trying to avoid them, overcome them, or

adapt to them.’

The pilot-in-the-plane principle

“This principle urges relying on and working with human agency as the

prime driver of opportunity rather than limiting entrepreneurial efforts to
exploiting exogenous factors such as technological trajectories and socio-

economic trends.’

Table 2. Similarities and differences between entrepreneurial and ecosystem effectuation (inspired by Grégoire and

Cherchem (2020))

Entrepreneurial effectuation

Ecosystem effectuation

The nature of the action Human (entrepreneurial)

action
The main action driver Entrepreneur
Resources level Low
Uncertainty level High/radical
Management complexity Low
Organizational size Small
Bottom line goal Survival

Market type Existent and non-existent

Innovation focus Incremental and radical

Mobilization of resources Through one’s network

Organizational and inter-organizational action

ecosystem orchestrator

High

High/radical

High

Large

Survival

Non-existent or not-yet-existent
Radical

Through an ecosystem

innovation logic and consider involving external
stakeholders in the process of shaping the model. In
addition to shaping possible experiments by the focal
firm, an ecosystem may also help to explore new ave-
nues by receiving a spin-out project that the focal firm
no longer directs (Chesbrough and Garman, 2009).
If successful, this could either scale outside the firm
or be taken back inside the firm as it switches from
an old to a new business model (Chesbrough and
Bogers, 2014).

In a major downturn, which typically follows a
crisis, innovation spending gets hit very hard. Costs
must be reduced, yet a severe cost-cutting approach
may impair a firm’s ability to innovate again when
the markets recover. Chesbrough and Garman (2009)
tried to capture a set of five open innovation inside-
out moves that focus on continuous investment in
the firms’ innovative capabilities during the time of

© 2021 RADMA and John Wiley & Sons Ltd

economic turndown. In particular, they highlight the
inside-out aspect of open innovation as the way to
refocus the firm by placing some of its assets and
projects outside of its walls to sustain the growth
infrastructure. This approach reduces current costs
while preserving the ability to grow faster when the
market recovery is underway. Like Sarasvarthy’s
(2008) effectuation principles, these inside-out moves
involve existing means (assets, in Chesbrough and
Garman’s (2009) parlance). There is also the sense
of urgency found in the bird-in-the-hand principle,
as these moves are explored with those already in the
ecosystem of the focal organization, such as current
partners, customers, or suppliers. The pilot-in-the-
plane principle applies both figuratively, through the
use of existing actors to do new things, and literally,
as some of these repurposed resources in the AirAsia
example were in fact pilots.
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The growth options proposed by Chesbrough
and Garman (2009) provide a framework for get-
ting the greatest value from firms’ research initia-
tives during the lean times while retaining some
optionality for the future (see Figure 1 outlining
all 5 moves). In particular, they advocate for main-
taining interesting projects (Move 1), ideas (Move
5), and non-strategic initiatives (Move 2) by first
moving them outside of organizational boundaries
into the firm’s surrounding ecosystem. The same
applies to making the intellectual property (Move
3) work for the firm and maintaining and growing
its ecosystem (Move 4) by building on potential
innovation partners. This framework specifically
addresses the lean economic times caused by a
financial crisis, yet the moves can also be relevant
for the likely revenue decline that will result from
a pandemic.

3. Methodology

To best showcase novel ways to curb the effects of
the pandemic, we use a unique case study design
(Yin, 2009) and focus on the abductive theorizing
of the case of AirAsia, whose reaction to the pan-
demic does not fit with prior theoretical expecta-
tions and wider empirical patterns (Yin, 2009). The
airline industry is one of the most severely affected
industries by the COVID-19 pandemic,6 and
according to the International Air Transportation
Association (IATA),’ it is not expected to return to
the 2019 levels until 2024 at the earliest. This con-
tinues to have a significant negative influence on
the revenue and financial performance of all related
businesses. Worldwide governmental lockdown
restrictions caused most of the airline industry to
cease operating most of their flights. Moreover,
within this setup, the most natural decision of any
airline would be to seek support on the national
level to make sure that once the pandemic is over it
will be able to resume its operational activities. An
alternative path would be to consider introducing
new offerings within the current operational activ-
ities (see ‘Flight to nowhere’® offered by Qantas
Airlines), which exposes the airlines to additional
reactions from environmental activists. Instead of
following any of these paths, as a result of the cri-
sis, AirAsia transformed its business into an eco-
system of digital lifestyle companies that openly
collaborate and support one another in the process
of creating and testing new value propositions.
Given the nature of this context, this particular
reaction of the AirAsia airline was highly counter-
intuitive, which provokes thoughts and new ideas

380 R&D Management 52, 2, 2022

(Siggelkow, 2007). AirAsia, a champion in its indus-
try, did not have much more to optimize even before
the pandemic, which completely ruled out other
potential incremental adjustments to the pandemic.
This made their situation even more extreme than in
the case of other airlines.

As the pandemic put significant pressure on the
airline business, we decided to base the data col-
lection on online archival data (e.g., media articles,
press releases, and online videos) from publically
available data sourced through, inter alia, Nexis
Uni and Factiva. We complemented these with
AirAsia keynote presentations focusing on its dig-
ital journey (in April and October 2020). To ensure
the data accuracy and validity, we triangulated the
evidence between the co-authors’ team and incor-
porated feedback provided by the AirAsia Group
President. These steps ensured a good understand-
ing of the decision-making process and actions
performed by the company (Eisenhardt, 1989;
Yin, 2009). The analysis process started with map-
ping important events and activities undertaken by
AirAsia before the pandemic, which were already
influencing the development of its innovation eco-
system. After the pandemic hit, we mapped the
company’s newly established ecosystem with the
support of the AirAsia Group President, along with
all the roles and activities carried out by each of the
ventures, which directly contributed to new value
propositions for the ecosystem participants. The
collected data allowed us to capture a large number
of emerging initiatives that, having been launched,
are still under development as of the time of this
writing.

4. AirAsia Group - the day before the
pandemic

Pre-COVID situation we flew 600 million guests
(...) we had over 516 million people in our database
(...) 160 destinations and over 280 aircraft (...) we
carried over 100 million guests (...). So we were
big. (Omar, 2020a)

The success story does not start with the first day
of the pandemic (see the pre-pandemic timeline in
Figure 2).

It is an effect of a series of risky strategic invest-
ments that began before the pandemic. AirAsia’s
transformation from an airline into a travel tech-
nology company to exploit data and offset cyclical
volatility in airline earnings started in 2018 when it
received the World’s Best Low-Cost Airline award

© 2021 RADMA and John Wiley & Sons Ltd



Move 1:Become a customer

or supplier of your former internal :
: initiatives

projects

i Move 2: Let others

develop your nonstrategic

i Move 3: Make your
: IP work harder for you
: and others

Ecosystem effectuation

i Move 4: Grow your
i ecosystem, even when you
: are not growing

i Move 5: create open
i domains to reduce costs

IF your business is pursuing an important
capability that it can neither afford to de-

and others in or beyond your industry also
covet the capability...

THEN join with those others to fund,
develop, and launch it as an independent
business, and become its first customer.

EXAMPLE Eli Lilly turned an internal proj-
ect whose goal was 1o create a superior
process for sourcing ideas and expertise
for new-drug development into an inde-
pendent venture that eventually became
InnoCentive.

i IF your business is refocusing on its core
activities and you've identified adjacent,
velop itself nor acquire on the open market,
i much attention, time, and capital but that
might attract outside interest and

¢ investment...

complementary initiatives that drain too

THEN spin them out to investors who can
i take over the development burden. Others
i will fund the progress, and you can keep

i some equity in case they make it big. You
can even reacquire the best ventures.

i EXAMPLE Lucent Digitial Video was built

i upon technology that Lucent initially judged
10 be nonstrategic. Putting it up for adop-

i tion helped Lucent focus on its core. Once
i investors proved there was a strong global
market for digital video encoders, Lucent
brought the technology back inside.

i sipate unless itis

i IFa lot of your company’s intellectual
property sits on a shelf and generates no
direct financial benefit and you understand
i that its value, to you and to others, will dis-

i IF your company is an active innovator,

i continually engaging with its customers,
collaborators, industry experts, trade

i associations, and others to identify future

i THEN let outside partners benefit from

¢ what you've created, continue its develop-
ment, and pay you licensing fees. Many

i businesses recover 10% o 20% of their

i annual R&D spending in this way.

i EXAMPLE Faced with intense competi-

i tion in the semiconductor business, Royal
Philips Electronics shifted its strategic

i focus, stranding a wide range of innova-

i fion initiatives. It has developed a thriving
i licensing business around its more than
60,000 patents and has spun out nearly

" two dozen new ventures.

i THEN build on your ecosystem of potential
i that either exchange information and ideas
or provide shared facilities and services.

i innovation partners. Be like Major League
: Baseball general managers, who always

$ know which team will be interested in

¢ which player at what price.

i EXAMPLE Unilever has an incubation pro-
i cess that develops ideas either for internal
placement in suitable business units or

¢ for potential spin-off as turnkey ventures.

i One spin-off, a purveyor of personalized
wellness counseling called MiLife, delivers

i IF your internal ideas are likely to attract

* interest from valuable outside communi-
ties, potentially creating breakthrough ad-
i vances or even changing the game within
your industry...

THEN consider establishing open domains

i EXAMPLE Philips turned its R&D facility

i in the Netherlands into an open campus,
home to more than 7000 researchers from
: adozen other companies. Once a cost

i center and now a profit center, the campus
i expands the company’s ecosystem and

dded value as a platform for

sharing among the

i Unilever products. i tenants.

Figure 1. Five open-innovation moves adapted from Chesbrough and Garman (2009).
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ntroducton Worlds Bost Low-GostArling' for

the first tme.

Figure 2. AirAsia Pre-pandemic timeline.

(according to the World Airline Awards) for the 10th
successive year. Rather than resting on their laurels,
they decided to rethink their most valuable tangible
and intangible assets. This would prove to be criti-
cally important when the pandemic later arrived and
led to the following four actions.

4.1. Repurpose and refocus critical assets

AirAsia Digital is a combination of our entrepre-
neurial spirit, innovation, and technology (...) We
incubate and growth strategic businesses some of
which are spin-offs from AirAsia’s business units.
(Omar, 2020b)

In June 2018, AirAsia Group transferred its non-
airline businesses to Redbeat Ventures (in 2020
renamed AirAsia Digital), one of its wholly owned
subsidiary companies. Redbeat Ventures then entered
into a Share Sale Agreement with AirAsia Berhad
and AirAsia Investment Ltd and acquired nine non-
airline digital businesses as well as their subsidiar-
ies. The main reasoning behind the decision to place
digital assets under Redbeat Ventures was to expand,
monetize, and broaden AirAsia’s digital footprint.
The company knew that digitalization would gen-
erate new business opportunities and might require
different business models. So creating a separate
organization to house these ventures provided more

© 2021 RADMA and John Wiley & Sons Ltd

Silcon Vally Digital Transformer of the Year at

the IDC Digital Transformation
Awards (OXa)

management focus and reduced internal conflicts
with the core airline business. By then AirAsia real-
ized that its data comprised a bigger asset than the
aircraft itself.

4.2. Reframe the scope of operations

The data has become a real asset for us, and we dis-
covered this many years ago, but we didn’t know
how we can actually make use of it and how we can
actually create better businesses out of it, until about
three years ago when decided to go on a real digital
transformation. (Omar, 2020a)

As the corporate venture arm of AirAsia, Redbeat
Ventures planned on working much closer with tech-
nology startups and looked out for investment oppor-
tunities in the high-tech and digital space to remain
competitive and relevant in these rapidly chang-
ing commercial and technological environments.
However, the main question of how to use the data for
building new business areas, targeted offerings, and
engagement with customers, remained unanswered.
The natural way for AirAsia to frame this was to
consider the typical way that industry solutions were
developed to improve the tourist experience when
tourists traveled. AirAsia decided that it needed to
innovate by serving the current customers’ day-to-
day needs beyond travel. They started to wonder if
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it would be possible to go beyond the scope of being
just an online travel provider.

4.3. ldentify complementary competences

AirAsia and Redbeat Capital are on the lookout for
the world’s best and brightest to help us develop a
travel technology ecosystem. What better place to
start than right here in San Francisco. (Fernandes,
2019)

AirAsia knew that ‘not all the smart people work for
them’” so it explored ways to tap into the knowledge
and expertise located outside their company. Thus,
a year before the COVID-19 outbreak, Redbeat
Ventures established a global $60 million venture
capital fund, Redbeat Capital (RBC). RBC then
entered into a strategic partnership with 500 Startups
— a Silicon Valley venture capital firm and startup
accelerator based in San Francisco. That same
month, Reuters reported that the non-flying ancillary
revenues made up about 20% of the group’s revenue.
To grow its competencies, AirAsia needed to find
external experts that would help them in accelerating
innovations beyond travel itself.

4.4. Leverage synergies among ecosystem
partners

Prior to the pandemic, RBC’s main focus was on post-
seed-stage startups. They wanted to invest in scalable
startups seeking to enter or expand their presence in
Southeast Asia. The key vertical business areas of
interest were Financial technology, Logistics, and
Travel/Lifestyle. Additionally, RBC also invested
in digital enablers to support these verticals. These
included companies involved in artificial intelli-
gence, cybersecurity, and the Internet of Things.
Building an innovation ecosystem only makes sense
when all ecosystem partners can jointly develop and
deliver a value proposition that none of them would
be able to offer alone (Adner, 2016; Jacobides and
Cennamo, 2018). As a result, on the day before the
crisis, AirAsia was orchestrating an ecosystem con-
sisting of a set of new ventures outlined in Table 3.

5. AirAsia during the pandemic - the
recovery plan

The COVID-19 outbreak led to significant financial
losses for the airline industry. Practically overnight,
business and leisure travel was suspended and many
airports were temporarily closed down to prevent the
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Table 3. AirAsia’s new ventures before the pandemic

New ventures Core work

Teleport Cargo Air freight, also last-mile delivery

BigPay Fintech company, with a lending
license

Big Life Flight points redemption company,
300 partners in lifestyle & travel

Santan In-flight food, airport restaurants

Ourshop In-flight, duty-free online shop

Redbeat Ventures ~ Corporate venture arm (renamed

AirAsia Digital)

These new entities were intended to position the company for new
growth as the digital world advanced.'? As we will now see, they
also proved to be invaluable in responding to the pandemic.
Source: Orbis database last update 2019.

spreading of the coronavirus globally. As of May 4th
2020, the Stock Performance by companies within
the airline industry witnessed declines of —56.85%."°
Consequently, the industry was badly hurt. In some
markets, such as the US and Germany, airline com-
panies were lobbying aggressively for bailout fund-
ing through state aid. In other markets, such as India
and Italy, airlines have entered into bankruptcy pro-
ceedings. AirAsia was not immune to these forces.
Reuters reported that in the first week of April 2020,
AirAsia had no incoming revenue and 98% of its
fleet was grounded. In response, they implemented
four main initiatives: reducing costs, re-purposing
and relocating the labor force, and restrategizing.

5.1. Reduce the costs — the affordable loss
principle

The biggest challenge for AirAsia arising out of the
pandemic was the management of its fixed costs.
By the end of Q2 2020, AirAsia managed to reduce
airline operational expenses by 72% (AirAsia Q2,
2020). When most of its flights got suspended, the
company’s management had to enter renegotiations
with their business partners, including lenders
who leased the airplanes to AirAsia. Negotiations
were sensitive, but, considering the strong inter-
dependencies between these partners, winning a
renegotiation battle by leaving the partners with
nothing would potentially result in winning the
battle but losing the war. Such a scenario would
result in the neglected partners (1) getting bankrupt
or (2) surviving, but losing their trust in AirAsia
(and diminishing AirAsia’s ability to recover after
the pandemic). Moreover, aircraft leasing compa-
nies did not have other airlines looking for more
planes to fly, so there was nowhere for them to shift
AirAsia’s leases.
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No virus will kill the spirit of AirAsia. We will con-
tinue to innovate, adapt, recover and come back
stronger. (Fernandes, 2020)

In the cost-cutting process, preserving jobs was
AirAsia’s main objective. That is why instead of
firing people, the next step was to cut salaries. The
management started with cutting their own salaries.
Both unpaid leaves, as well as 15% to 50% of sal-
ary cuts, were proposed to the employees (the more
senior the executives, the deeper the salary cuts).
Cabin attendants’ salaries were based on their
actual flights, so staff that did not fly were not enti-
tled to any compensation. This would offer a cost-
saving in the short run, but it would put AirAsia in
danger once the lockdowns end and their market
demand returns. Those airlines that retained their
trained flight staff would be able to resume flying
more rapidly and could gain a competitive advan-
tage over those who had to rehire and retrain staff.
This is where AirAsia’s new innovation ecosystem
came to provide tremendous support.

5.2. Retain and retrain the labor force —
the bird-in-hand principle

Embarking on all this digital transformation (...) we
realized that (1) there’s a lot of tech talent that we need
(...) (2) it was very difficult to find good tech talent
in this part of the world. (...) We felt that we need to
firstly upskill our own staft (...). (Omar, 2020a)

To keep its flight staff engaged during the lockdown,
AirAsia offered its staff free upskill and reskill opportu-
nities in collaboration with Google. In this way, people
that were currently not working could follow educa-
tional programs to reskill themselves for new work
opportunities in areas such as coding, data analytics, or
data science. In this way, AirAsia offered tremendous
support to talented employees who previously could
not afford to pay for their education. It also sustained
the relationship between AirAsia and staff, which
might become key assets during a potential recovery.

During the pandemic (...) just two days after the
lockdown, we had thousands of staff who just
signed up for it. (...) They came from various
backgrounds, from pilots to cabin crew baggage
handlers. (Omar, 2020a)

5.3. Relocate the labor force — the pilot-in-
the-plane principle

To manage through the downturn, AirAsia’s oversup-
ply of workers in the temporarily suspended aircraft
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business needed to be connected to an undersupply
of workers in the other businesses within the AirAsia
innovation ecosystem. The current staff members
were therefore offered a temporary job reloca-
tion within the ecosystem, which would help them
in maintaining a stable source of income during
the time of the crisis. In some cases, airline pilots
became drivers of delivery vehicles, to give just one
example of this repurposing. Again, this approach
maintained the relationship between the company
and its employees while focusing on activities that
could be controlled.

5.4. Look for weak growth signals — the
lemonade principle

All of the recovery ideas inside AirAsia became
part of the pandemic-related taskforces, with dis-
cussions taking place every day about how to
respond to the pandemic. COVID-19 speeded up
AirAsia’s innovation ecosystem development and
the company’s own transformation. What largely
started as a survival plan shifted into a recovery
plan as the company prepared for the ‘new normal’.
This ‘new normal’ may require a lot more novel
and innovative solutions than the ‘old normal’ prior
to previous crises and recessions. Identifying weak
signals of new growth is particularly important, as
the initial results from these actions become avail-
able to the company. These weak signals, once
identified and explored, will point the way forward
to the new normal.

5.5. Collaboration through
entrepreneurship — the patchwork quilt
principle

Building an innovation ecosystem may offer many
collaborative advantages, but it also comes with
responsibilities for the survival and health of the
ecosystem members. Tremendous external environ-
mental changes such as a pandemic may be a good
test for one’s collaborative vision.!" The innovation
ecosystem built by AirAsia has been serving as an
innovation platform to connect, support, and save
small businesses and entrepreneurs during the time
of the pandemic crisis (Cusumano et al., 2019). The
vision of Redbeat Ventures has been ‘to connect
with the start-up community globally through col-
laboration to foster entrepreneurship and stimulate
market-driven innovation that would benefit not just
AirAsia’s ecosystem but help lead the digital econ-
omy and lifestyle in ASEAN (The Association of
Southeast Asian Nations)’. During the time of the
COVID-19 pandemic, AirAsia started to realize this
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vision locally in ASEAN by opening up their inno-
vation ecosystem and inviting entrepreneurs and also
small businesses to join them.

Throughout the pandemic, small and medium
enterprises were struggling (...) [We] went on
the safe Ourshop campaign in Malaysia and we
opened up those platforms to small-medium
enterprises and within a week about a thousand
merchants sign up. (Omar, 2020a)

During the pandemic, the biggest challenges faced
by small businesses are access to financing, end-to-
end infrastructure, underdeveloped sales channels
and skills, and digitalization know-how. All of these
were able to be supported by the AirAsia innovation
ecosystem. AirAsia offered its ecosystem members
digital banking services, logistics support, online
marketplaces, cloud kitchens, and digitalization
training. To get in touch with entrepreneurs and small
businesses, AirAsia used its communication business
to launch a global information campaign. Table 4
features the key contribution to the ecosystem value
proposition by each venture. Figure 3 offers the key

Table 4. AirAsia ecosystem partners during the pandemic

New venture Contribution to the joint value

name proposition

Teleport Cargo On demand delivery service
through an e-commerce platform

BigPay Virtual bank, remittances up 469%
in the first half of 2020

Big Life Personalized flight and accommo-
dation platform

Santan Ghost kitchens; fresh and frozen
food delivery

Ourshop Platform for third party merchants
(renamed AirAsia Shop)

Format Media training agency supporting
digital businesses

Redbeat Academy  Upskilling and reskilling training
center training digital natives

Ourfood E-commerce platform connecting
customers with restaurateurs;
it takes orders via social media
platforms

Ourfarm E-commerce platform directly con-

necting farmers with customers

Apr 03 2020 Jun 15 2020

Santan launches in-house food OURFARM launch

delivery services

Oct 08 2020

Asean’s super app launch

highlights from the AirAsia recovery timeline in
2020.

Entrepreneurs, small businesses, and farmers
interested in joining the innovation ecosystem were
offered access to digitalization training and assistance
through Redbeat Academy. In this way, Redbeat
Academy not only helped upskilling and reskilling
the current workers, but its mission to empower, con-
nect, and develop tech talents ensured that technol-
ogy brought the opportunity to everyone. It served
as an innovation lab for accelerating innovation as
well as giving smart (but often poor) people a chance
to reinvent themselves and recover their businesses.
Along with the training, entrepreneurs and small
businesses got access to the market that they could
use to grow their business. In particular Teleport, the
former cargo department of AirAsia, now operates as
a separate logistics company and provides a market-
place for microentrepreneurs and small businesses.
The latter was included as a response to COVID-19
when the marketplace both expanded and was con-
solidated with OURSHOP - a travel retail and duty-
free shop.

6. Discussion

The typical exploration strategies employed by firms
during a time of crisis focus on experimentation,
risk-taking, and the overall discovery process that
leads to new innovations and new business mod-
els (Chesbrough, 2010; Osiyevskyy et al., 2020).
Business model innovation can generally be a chal-
lenge in the airline industry, but it is even more prob-
lematic in the face of a crisis (Bogers and Boyd,
2015). Tushman and O’Reilly (1996) define ambi-
dexterity as the ‘ability to simultaneously pursue both
incremental and discontinuous innovation’ (p. 24).
The incremental innovation (focusing on meeting
the needs of the existing customers) is exploitative,
and the discontinuous or radical innovation (focusing
on meeting the needs of the emergent customers) is
explorative. However, what we observed in the case
of AirAsia resembles radical ambidexterity com-
bined with the adoption of paradoxical frames, which
through embracing contradictions help in achieving

Nov 18 2020 Nov 23 2020

BigPay receives Community Credit
Licence in Malaysia

Teleport expands its delivery
services to 70 cities across ASEAN

Jun 04 2020 Oct 01 2020

Digital training program for SMEs Redbeat Academy launch

Figure 3. AirAsia during the pandemic (in 2020).
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Nov 02 2020 Nov 20 2020

airasia Health launch Scan2Fly launch, a real-time
health documentation verification
tool

© 2021 RADMA and John Wiley & Sons Ltd



a superior firm performance among other industry
players (Dragsdahl Lauritzen and Karafyllia, 2019).
More specifically, AirAsia’s existing customers’
needs were no longer possible to satisfy by current
or even incrementally improved offerings because
the flying business was grounded. In particular, Q2
quarterly financial reports highlight that (1) the group
revenue declined by 96% YoY, and (2) the capacity
was reduced by 98% due to temporary hibernation
and capacity cuts (AirAsia Q2, 2020). This ruled out
any business model reconfiguration opportunities — at
least during the time of stricter lockdowns and travel
restrictions. Interestingly, instead of focusing on
emergent customers, they followed effectuation prin-
ciples and based their exploration activities on already
possessed means — their current customer base along
with the available and unused resources in its sur-
rounding ecosystem, AirAsia focused on ‘selecting
between possible effects that can be created with that
set of means’ (Sarasvathy, 2001, p. 245).

Under these conditions of radical uncertainty, the
theory of effectuation (Sarasvathy, 2001, 2008) helps
to explain AirAsia’s approach to making decisions
and performing actions in the ecosystem emergence
and legitimization process. Just as an entrepreneur
only chooses her next step in the effectuation process
(rather than projecting forward and reasoning back to
select an optimal response), the ecosystem orchestra-
tor identifies the best next step by assessing the avail-
able resources among the ecosystem participants,
which could help to achieve the ecosystem goals. In
some cases, these resources may be brought into the
focal firm. In other cases, the focal firm may instead
choose to place these resources outside the firm into
the surrounding ecosystem, which makes the appli-
cation of effectuation principles in the early stages
of the ecosystem emergence similar to the entrepre-
neurial venture. This brings together diverse knowl-
edge bases through a coordinated and collaborative
effort in the face of a crisis. In line with research on
open innovation, managing knowledge flows across
organizational boundaries can enable successful
innovation (West and Vanhaverbeke, 2006; West and
Bogers, 2014), while a broader perspective on open-
ness may be more generally applied to ecosystems,
communities, industries, governments, regions, and
scientific disciplines (Fecher and Friesike, 2014;
Bogers et al., 2017).

Before the COVID-19 pandemic, the growing
interest in ecosystems among both scholars and man-
agers was motivated by their research and experience
in managing customer expectations that no longer can
be satisfied by a single company alone (Thomas and
Autio, 2019; Thomas and Ritala, 2021). Nowadays,
building ecosystems — as structures to jointly create
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value from innovations that none of the partners may
be able to do on their own — could be even more
important (Adner, 2016; Radziwon and Bogers, 2017;
Jacobides et al., 2018). Good business ideas, solu-
tions to urging problems, and even various types of
resources (including human capital) can come from
elsewhere, which makes openness an imperative in
the time of a crisis (Chesbrough and Garman, 2009;
Chesbrough, 2020). That is why companies can and
should utilize the knowledge of other businesses or
organizations (outside-in open innovation), as well as
allow others to exploit their knowledge in their own
innovation processes (inside-out open innovation)
(Chesbrough, 2003). These could happen by ensur-
ing that the knowledge flows across organizational
boundaries (for monetary or non-monetary reasons)
are purposively managed (Chesbrough and Bogers,
2014). Nevertheless, a remaining challenge is the
legitimization of the emerging ecosystem (Thomas
and Ritala, 2021) once this is done.

The AirAsia case complements Chesbrough and
Garman’s (2009) five-moves perspective by offer-
ing Move 6: build an innovation ecosystem with a
newly designed, data-driven business model. It is a
special case of building an ecosystem where sev-
eral spin-offs — not just one — become their new
ecosystem partners. Instead of architecturally sep-
arated units dedicated to exploration (O’Reilly and
Tushman, 2013), AirAsia’s ecosystem is an exam-
ple of architecturally interconnected and inter-
dependent units dedicated to this purpose. In this
way, AirAsia took advantage of the data they have
been collecting through their core flying business
and supplied that data to an ecosystem of com-
plementary partners. Analyzing the process with
which this took place, we identify a perspective on
ecosystem legitimacy emergence that is grounded
in the main principles of effectuation (Sarasvathy,
2001) and that shows how an incumbent firm may
overcome the tension between old and new busi-
ness models (Sund et al., 2016). This sheds new
light on Massa and Tucci’s (2013) distinction
between business model design and business model
reconfiguration. While established companies
would normally engage in the latter and startups by
definition engage in the former, the AirAsia case
essentially shows how an established company can
engage in business model design through ecosys-
tem effectuation, based on the particular conditions
that were shaped by the pandemic. Even though
value network and partners that constitute the eco-
system have always been an important part of the
business model innovation, AirAsia neither perma-
nently reorient their value network — as the busi-
ness model reconfiguration would suggest — nor do
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they simply follow Move 4: to build an ecosystem
by spinning an idea off the organizational boundar-
ies, but it builds a new value network in parallel to
their core (flying) business.

7. Conclusions, limitations, and future
research outlook

The AirAsia case offers a great example of how
openness can speed up the innovation process, both
for the focal company and for its surrounding ecosys-
tem (Chesbrough, 2020). By leveraging open inno-
vation principles before and during the COVID-19
pandemic, AirAsia has not only been on its way to
recovery but now has an innovation ecosystem of
companies openly collaborating and supporting one
another in the process of developing a joint value
proposition (Adner, 2016; Jacobides et al., 2018).
However, given the inherent nature of the grand chal-
lenge it addresses, it cannot be known upfront which
solution will be the best one, although a substan-
tial level of coordination and collaboration will be
required (George et al., 2016). This is where ecosys-
tem effectuation as an approach to making decisions
and performing actions in the ecosystem emergence
and legitimization process (Thomas and Ritala, 2021)
could significantly help the ecosystem orchestrator in
identifying the best next step by assessing the avail-
able resources (Sarasvathy, 2001, 2008). Leveraging
effectuation principles during the pandemic helped
AirAsia in focusing on what is under short-term con-
trol, building an innovation ecosystem of strategic
partners with a newly designed, data-driven busi-
ness model, and exploiting emergent contingencies
instead of selecting means to attain goals by enacting
causation logic (Berends et al., 2014).

Open engagement with one’s ecosystem can
serve to identify and coordinate the allocation of
financial resources, expertise, and capacity across
private actors toward more valuable downstream
uses. Taking the example of AirAsia, one can see
how distributors, wholesalers, and retailers could
interact much more effectively with suppliers and
users through digital technologies than they do
now. Early financial results indicated by AirAsia
confirm that in the absence of exploitation activ-
ities, exploration could also positively influence
firm performance. Here it happens through digital
ecosystem ventures, which have boosted AirAsia’s
revenues by more than 500% in six months and cre-
ated new opportunities for its ecosystem partners as
well (AirAsia Q2, 2020).
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Such changes will need to be supported by legal
frameworks and tools that facilitate the creation of
new knowledge and technology transfer (Price et
al., 2020). These may involve both short-term reac-
tions following the current legislation and more
far-reaching legislative reforms that could help to
govern, direct, and support a sustainable change
from a long-term perspective. Typical examples of
immediate legal reactions relate to the state aid rules
in support of airlines, but also intellectual property
(IP) and antitrust laws are relevant: There is, e.g.,
a risk that antitrust laws prevent or slow down cer-
tain forms of cooperation to protect free compe-
tition. In times of a crisis, however, it can be in
the public interest that suppliers of essential goods
communicate and collaborate without risking vio-
lating competition law (Szentesi, 2021). Therefore,
competition authorities have granted special excep-
tions (e.g., so-called ‘comfort letters’) during the
COVID-19 pandemic on a case-by-case basis and
under certain conditions (Kakkar, 2020; Szentesi,
2021). During the COVID-19 crisis, many of these
interventions were employed or considered in the
medical sector. But there is a need to clarify how
far such exceptions and interventions apply to other
sectors (Minssen and Gerke, 2021) hit by the pan-
demic. The same applies to the legal frameworks
that are needed to increase the interoperability,
fairness, responsibility, sustainability, accessibility,
and good governance of the new open innovation
ecosystem (Dahlander and Gann, 2021; Minssen
and Gerke, 2021).

Legal factors that may hinder or support sus-
tainable change resulting from the pandemic are
important since one implication of this study is that
actions that respond to a pandemic may also help
address societal grand challenges. AirAsia’s activi-
ties directly address hunger prevention, for example,
by supporting local entrepreneurs and farmers. They
would not be able to run their businesses and share
fresh food during a pandemic without a platform that
would allow them to virtually connect with their cus-
tomers and suppliers. The nature of the grand chal-
lenge necessitates a very large (and unprecedented)
degree of openness and collaboration to collectively
explore possible solutions for which the sources of
innovation are not always known upfront (Felin and
Zenger, 2014; Bogers and Chesbrough, 2020). Thus,
openness is not only about the permeability of orga-
nizational boundaries to ideas, but also about the
restructuring of organizational boundaries to increase
permeability (Zobel and Hagedoorn, 2020). The lat-
ter can be operationalized by building the infrastruc-
ture for future growth through the novel inside-out
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open innovation approach (Chesbrough and Garman,
2009). In line with previous studies on effectuation
in small firms, the effectuation may dominate in ear-
lier stages of the crisis, while causation may become
more visible in later stages of innovation trajectories
(Berends et al., 2014). The evaluation of openness
and permeability of organizational boundaries in
different stages of the innovation trajectories caused
by a grand challenge could be an interesting future
research avenue.

The AirAsia case offers lessons that other firms
and organizations can further build upon while
designing their own strategy, which will help them
in overcoming the challenges caused by an exter-
nal crisis. As we have discussed, the airline indus-
try, which is a regulation-dependent business, shows
the value that a dialogue between public, non-profit,
and private actors could provide to other firms in
financially stressed industries. In some situations,
governments, which carry an obligation to support
local businesses or farmers, may consider shorten-
ing the bureaucratic paths through the system. These
may allow more flexible employment conditions or
tax deductions/waivers for firms or individuals who
decide to commit their time and resources to a non-
traditional crisis-fighting solution. Also, once the
immediate COVID-19 challenge is under control
and lessons have been learned, additional effort and
resources will be required to improve pandemic and
grand challenge preparedness on a global scale.
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