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Abstract

The world is changing, and with it comes the requirement that enterprises change to survive in today’s volatile markets.
However, the change does not just include launching a new product on the market but also changing the business model of
the whole organisation. To sustain in today’s fast-changing markets, companies have to detect new market opportunities on
time, assess them and find a way to incorporate the most beneficial opportunities into their business. Without this awareness
that a company must change with the changing market, it risks losing its significance in the market. Both the change of the
business model and the change of the organisation are needed to succeed in the market. An outstanding example of such a
company is Netflix. They have successfully changed their business model twice: first, from an online-DVD-rental service
to a streaming provider and then, to a content provider. They were aware of upcoming new technologies on-time, evaluated
them and planned the implementation in the market while the old technology was still profitable. The present work outlines
the major changes in Netflix’s business model and how they managed the change process successfully.

Keywords Business model - Business model change - Business model canvas - Successful change - Alterable company -

Adapt market opportunites

1 Introduction

The rapid digitalisation in today’s world offers new oppor-
tunities and threats; it is breaking down traditional barriers
and making access for new market entrants easier (Ibarra
et al. 2018). For this reason, researchers point out the impor-
tance of rethinking the business model to gain a competitive
advantage (Ibarra et al. 2018; Rachinger et al. 2019). Despite
this, companies are still more focused on product and service
innovations and are minimally engaged with their business
models (Hossain 2017).

A famous example of a company that failed to adapt to
new market conditions and its business model is Toys "R"
Us. They missed the changes in the market and therefore,
did not continue to address their customer’s needs. Instead
of taking digitalisation into account and developing new
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value propositions for the customers, as Amazon did, Toys
R Us insisted on their traditional business model. This is
how Toys R Us went bankrupt in 2017 (Albanese 2017).

This example shows the immense importance of Business
Model Change (BM Change) for a firm to sustain in the
market. Nevertheless, profound insights about motivators,
facilitators and hindrances are still missing to successfully
execute a BM Change. (Witschel et al. 2019). For this rea-
son, the present work uses the example of Netflix to show
how a successful BM Change can look like.

Netflix can be seen as an outstanding example of BM
Change since they have already successfully changed their
business model two times: Founded as an online-DVD-rental
service, they changed their business model for the first time
when they decided to become a streaming provider. Later
they continued adjusting their business model and are now
both a streaming provider and a producer of original con-
tent. They have succeeded in changing an already success-
ful model into a globally successful company (Netflix Inc
2020).

To understand how this outstanding success was pos-
sible, the present work analyses Netflix’s business model
over time. Using the Business Model Canvas (BMC), the
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three phases—founding, first, and second BM Change—
are presented in detail, differentiated into the nine building
blocks of the BMC. This approach shows what a successful
business model change looks like. The work focuses on key
characteristics in the Netflix change process, which explains
the company’s success.

2 Business model change as the key
to success

There are various definitions of the term business model
and different design approaches. A well-known explanation
is that a business model "describes the rationale of how an
organisation creates, delivers, and captures value" (Oster-
walder et al. 2010). Teece (2018) follow this explanation
and state that it "describes an architecture for how a firm
creates and delivers value to customers and the mechanisms
employed to capture a share of that value."

Due to the various theoretical approaches, the origin of
the term, business model, cannot be clearly identified. An
early approach stems from Peter Drucker, who formulated
"The Theory of the Business." In this, he describes certain
assumptions about business models without mentioning the
term. These assumptions relate to customers and clients,
the market, the company itself and other issues important
for its existence and growth. Based on Drucker’s assump-
tions, Magretta explains the business model as a story that
describes the main tasks of a company to create a value
chain for the customer (Ovans 2015).

One of the first definitions of this concept of ’business
model’ is by Magretta in 2002, which provided the basis for
other researchers to further develop the term (Nielsen and
Lund 2014). Business models are still in a constant state of
change and therefore, cannot be absolutely defined. Particu-
larly in the last decade, the trend towards professionalisa-
tion in business models has become visible in the increasing
number of publications (Cuc 2019). The researches under-
line that business models are the basis for competitiveness,
firm performance and innovations (Witschel et al. 2019).

Recent literature emphasises the importance of BM
Change, which can be seen "as the process by which man-
agement actively alters the intra-organisational and/or
extra-organisational systems of activities and relations of
the business model in response to changing environmental
conditions" (Witschel et al. 2019). This definition shows that
BM Change is the process that can lead to a business model
innovation (BMI). Accordingly, both terms are closely
related.

In summary, there are four distinct research streams. The
first stream includes the phenomenon of BMI and delivers
definitions and conceptualisations. It shows the dynamics
of a business model and how companies can innovate it.
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The second research stream shows BMI as an organisational
change process. Thus it presents, for instance, capabilities,
techniques, and stages to successfully manage the process
that leads to a BM Change. Moreover, the third stream
focuses on the outcome of the change: the new innovative
business model. The fourth and last research stream outlines
the consequences of the BMI and therefore, the BM Change.
It summarises the effects of the change on the firm’s perfor-
mance (Foss and Saebi 2017).

BM Change possesses certain triggers and environmental
dynamics, which can be classified into three triggers. The
first trigger is a regular environmental change that is highly
predictable. This leads to a slow and incremental change.
The second trigger is environmental competitiveness. This
involves changing competitive demands and high-velocity
environments. Typically, the pressure for higher efficiency or
lower prices is associated with this trigger. Lastly, the envi-
ronmental shift is the trigger that leads to the most dramatic
and discontinuous change of a company’s environment.
Disruptive technologies, new competitors, and regulatory
or political changes lead to a profound change. An environ-
mental shift is hardly predictable and leads to fundamental
changes not only in the business model but in the entire
organisation as well (Ode and Wadin 2019).

As a consequence, a successful BM Change requires the
observation of the firm’s environment. Opportunities and
threats have to be discovered and translated into new busi-
ness models. Typically the development of a business model
is a continuous learning process accompanied by experi-
ments and adjustments. (Rissanen et al. 2020).

The Business Model Canvas has a possibility to visual-
ise the development and change of a firm’s business model.
However, there are plenty of alternatives to the BMC. These
usually differ in the number of categories considered; typi-
cally, this is between three and nine categories (Seiden-
stricker et al. 2018; Seidenstricker and Ardilio 2017).

In order to visualise the changes in Netflix’s business
model, this working paper utilises the BMC due to its wide
coverage of different areas and the resulting greater variety
of analysis options. The main advantage of the BMC lies in a
clear and concise design, the targeting of customer needs and
the focus on the main factors (Young 2018). Since the BMC
does not take competition into account, a separate chapter is
devoted to the analyses of changes in competition. Figure 1
(below) illustrates the BMC with its nine building blocks
(Osterwalder et al. 2010) and divides it into four sections
(Cinergix Pty. Ltd. 2019). Customer Segments, Channels
and Customer Relationships make up the market view. The
enterprise view consists of the Key Activities, Key Resources
and Key Partners. Cost Structure and Revenue Streams lend
the financial view. Since the Value Proposition is located in
the middle of the BMC, it receives its own view: the value
proposition view (Figs. 2, 3, 4, 5, 6).
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Key Key Activities Value Customer Customer
Partnerships Proposition Relationships Segments
Key Resources Channels

Fig. 1 Business model Canvas separated into four views

The process between changing an existing model and
creating a new one clearly differs. Since existing busi-
ness models are designed to be stable, it is particularly

challenging to change them. It is, therefore, advisable
for companies to follow change processes according to
certain patterns. Since both the motives and the bound-
ary conditions of a BM Change differ from case to case,
there are also various approaches to describe the process
of change. One of these approaches is the so-called busi-
ness ecosystem approach, which brings about a change in
the model while considering changes in the market (Heik-
kinen 2014).

The success of these BM Changes can be measured
using key performance indicators (Tyler 2020). In gen-
eral, there are the following core capabilities to success-
fully change business models: sensing opportunities and
threats, making timely and market-oriented decisions, and
reconfiguring the organisational resource base (Witschel
et al. 2019).

Fig.2 Netflix roadmap 5| Costumers have to rent their Progressions in the internet
i . technology benefit video- Need of content to match user
é movies and r‘eturn them at a gy ' preferences
retail shop on-demand services
1997: Foundation of Netflix, 2007: Netflix primarily as 2013: Netflix as Content
Netflix as Online-DVD-Rental Streaming Provider Producer
Service with home delivery
§ »  First Pay per Rental, lateras | «  Subscription model *  2013: Premiere of Netflix’
é Subscription model e Personalized first Original content “House
e ¢ Personalized Recommendations of Cards”
% Recommendations . Support of different e Over 1,500 Netflix Originals
£ * Easy order and return process devices (04/2020)
¢ No late fees e Unlimited streaming * Offline Streaming
e 2019: In total over 13,000
titles, in the US more than
5,000 available

Fig.3 Changes in Netflix’s
business model over time: value
proposition view

1997: Reed Hastings founded Netflix

Phase 1: Online-DVD-Rental Service

2007: Streaming service starts in the US

2010: Netflix starts service in Canada
2013: First Netflix Original

04/2020: Over 1,500
Netflix Originals

Phase 2: Streaming Service

Phase 3: Content Producer

Personalized recommendations
Pz
Big library
Instant streaming
Streaming on different devices
Offline streaming
5: Exclusive Netflix Original content

Fix monthly fees
Easy to use
Value
Proposition
Legend: D Elements with high importance for each phase

2 Elements with decreasing importance for each phase

Fig.4 Changes in Netflix’s
business model over time:
market view

1997: Reed Hastings founded Netflix 2007: Streaming s

Phase 1: Online-DVD-Rental Service

2010: Netflix starts service in Canada
ervice starts in the US 2013: First Netflix Original

04/2020: Over 1,500
Netflix Originals

Phase 3: Content Producer

Phase 2: Streaming Service

Emt Film lovers
ustomer .
Segments Early Adopter (DVD Player) Early Adopter (Streaming)
! ‘Want exclusive content
Ch 1 Online Platform
annels P :
Postage P A M
Online Support
Cus?omel: Service and ordering hotline | i
elationship i
: Service hotline
\ Legend: > Elements with high importance for each phase 7> Elements with decreasing importance for each phase
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Fig.5 Changes in Netflix’s
business model over time:
enterprise view

1997: Reed Hastings founded Netflix

Phase 1: Online-DVD-Rental Service

2010: Netflix starts service in Canada
2007: Streaming service starts in the US

04/2020: Over 1,500
2013: First Netflix Original Netflix Originals

Phase 2: Streaming Service Phase 3: Content Producer

Internet & the Netflix Website
Key DVDs 7/
Resources Infrastructure for DVD distribution i
Film studios, actors, directors...
Increase Brand Awareness
E of the ion algorithm 700000
Key Extend the library H
Activities Establish streaming as a second sales channel
éPmductinn of Netflix original content
] Offline Viewing function
Internet Service Providers
U.S. Mail T T
Palr(t‘:lyers Amazon Inc.
i Original content producers
i Licensee for Netflix Originals
Legend: > > Elements with high importance for cach phase Elements with decreasing importance for each phase

Fig.6 Changes in Netflix’s
business model over time: finan-
cial view

1997: Reed Hastings founded Netflix

Revenue Subscripti

Streams

Phase 1: Online-DV]

2010: Netflix starts service in Canada
2007: Streaming service starts in the US

04/2020: Over 1,500

2013: First Netflix Original Netflix Originals

D-Rental Service Phase 2: Streaming Service \ Phase 3: Content Producer

DVD Sales
on revenue from DVD rentals

Subscription revenue from streaming
‘Revenues from Netflix Original Licences|

Cost
Structure

Subscription

.Operating expenses
revenue costs from DVD rentals /777 d
Subscription revenue costs from streaming

Netflix Original production costs

> Elements with

Legend:

high importance for cach phase 37> Elements with decreasing importance for each phase

3 Identifying key characteristics
of a successful business model change

3.1 Overview of Netflix’s corporate history

Netflix was founded in 1997 by Reed Hastings and Marc
Randolph in California as an online-DVD-rental service.
The most outstanding features, and Netflix’s selling points
at that time, were the easy and uncomplicated order and
return process, as well as the personalised recommenda-
tion algorithm (Netflix Inc 2020). These differentiated
Netflix from their biggest competitor, Blockbuster, who
relied on the franchise model to distribute their products
(Ash 2020). Starting with a pay-per-rent model, Netflix
switched early to a subscription-based model without any
late fees. The idea for this model came about when Reed
Hastings misplaced a VHS and had to pay a $40 late fee.
While on his way to the gym, he came up with the idea that
"video stores could operate like a gym, with a flat member-
ship fee" (Schorn 2006). Already early in Netflix’s history,
Reed Hastings stated that he was interested in video-on-
demand when the technology became advanced enough.
"That’s why the company is called Netflix, not DVD-by-
Mail" (Hastings 2005). With the new opportunities arising
from advances in technology and the Internet (Mauldin
2019), Netflix launched its streaming service in 2007 (Net-
flix Inc 2020). By 2009, it was already providing about
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12,000 movies and TV episodes to stream instantly, plus
about 100,000 DVDs available through the home deliv-
ery service (Murph 2008). Because of Netflix’s success in
the U.S., the board of directors approved the decision to
expand internationally. Firstly, in Canada and later in other
parts of the world (Netflix Inc 2020). In an interview, Reed
Hastings states that every market with access to broadband
is attractive for Netflix (Frommer and Blodget 2011). In
order for Netflix to sustain in the future, it is necessary
to stop being purely a distributing middleman and start
providing exclusive content made to meet the desires of
their subscribers (Yglesias 2013). Therefore, in 2013 Net-
flix premiered their first Netflix Original Series, "House
of Cards", followed by a continuously rising number of
exclusively produced movies, documentaries and TV
shows. The increase in original content is also to prevent
being dependent on licensed content; instead, the aim is to
be able to maintain their subscribers with company-owned
shows (Steel 2015) In December 2018, for the first time,
the amount of Netflix Originals reached 51%, surpassing
the number of licensed shows in their library. This shows
its aim to become a content producer as well as stay com-
mitted to the core of their business model (Burks 2019).
Netflix’s success in content production is seen in its
growing role at the annual Oscars. In 2014, Netflix man-
aged to get their first nomination for the documentary film
"The Square"; however, it did not win an award (Clark
2020). The documentary film "The White Helmets" was
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the first success at the Academy Awards in 2017, followed
by further successes in the following years (Reid 2017).
With 24 nominations, Netflix was the studio with the
most nominations in this year’s Academy Awards, show-
ing it’s increasing role as a content producer. Of these, the
film "Marriage Story" won the Oscar for best supporting
actress, and the documentary "American Factory" won the
Oscar for best documentary feature (Solsman 2020).

3.2 Detailed view of Netflix’s business model
change

The following charts show the changes in Netflix’s busi-
ness model during their three phases of the BMC-featured
building blocks. The charts are divided into value proposi-
tion, market, enterprise and financial views.

3.3 Value Proposition

The generated value is a result of many different com-
ponents. The main factor spanning all three phases in
Netflix’s business model is the algorithm for personal-
ised DVD recommendations. This is based on the actual
watchlist of every subscriber instead of recommendations
from others, leading to a more personalised experience
(Netflix Inc 2002a). Another value constantly gener-
ated over all three phases is made by the large selection
offered. In 2019, subscribers were able to choose from
over 13,000 titles (Lovely 2019), including 1,100 Netf-
lix Originals (Elliott 2019). Apart from these, the value
Netflix created differs in each phase. During its time as
a DVD rental company, Netflix’s value was also created
by its fixed monthly fees, meaning there was no late fee.
Additionally, the ease and convenience of the rental and
return process (Netflix Inc 2002a). After the first change
to a primarily video-on-demand provider, these two factors
became less important. Instead, Netflix’s value became
generated by the instant streaming of titles and the cross-
platform compatibility, which allows streaming on dif-
ferent devices such as mobile phones, gaming consoles,
tablets and televisions (Falcone 2009; Netflix Inc 2011).
Due to further technological progress over time and, thus,
growing competition, Netflix has been forced to find new
ways to create value for its subscribers. Hence in 2013,
Netflix offered its first Netflix Original Series, "House of
Cards," exclusively on their service. Subsequently, Netflix
has continued focusing more and more on original con-
tent instead of licensing (Roettgers 2013). Additionally,
in 2016, Netflix introduced the offline viewing function to
allow watching certain movies and series without internet
connection (Netflix Inc 2018).

3.4 Customer segments

Initially, Netflix defined their target group as "[...] a classi-
cal early adopter: predominantly affluent, technologically-
savvy, and male. [In 2002,] women made up more than half
of [its] subscribers [...]" (Netflix Inc 2002a). Already, in
the early stages of Netflix’s business model, the company
extended its target group from early adopters to people
interested in movies. Particularly, consumers who prefer to
watch movies at home used Netflix’s subscription service to
have DVDs sent directly to their houses (Netflix Inc 2002a).
With the step into streaming, the target group for Netflix
has also changed from early adopters using DVD players to
early adopters utilising video-on-demand services (Netflix
Inc 2007). As streaming has become more common these
days, Netflix’s target audience has also changed from early
adopters to people who want exclusive content (Netflix Inc
2013). As well as the changing audiences, Netflix attracts
affine movie-watchers throughout all three phases.

3.5 Channels

Netflix’s business model as an online-DVD-rental com-
pany required two crucial factors. First, an online platform
to place orders and, second, the mailing route to send the
DVDs. These DVDs arrived with a prepaid return envelope,
making the process easy and convenient (Netflix Inc 2002a).

Netflix’s changes in their business strategy in order to
become a video-on-demand provider led to an increase in
streaming instead of distributing DVDs and, therefore, a
decrease in the importance of mailing routes (Netflix Inc
2013).

3.6 Customer relationship

Despite the past changes in Netflix’s business, the way
Netflix interacts with subscribers has barely changed. The
company’s online orientation means that customer support
during all three phases is provided primarily on the website.
Even in the early stages of Netflix, subscribers could solve
most of their problems on a self-service basis, "[...] such as
the ability to report and correct most shipping problems"
(Netflix Inc 2002b). Also, for further communication, cus-
tomer support seven days a week via e-mail and phone is
provided (Netflix Inc 2002b).

3.7 Key recourses

Based on Netflix’s prior business model as an online-DVD-
rental company, the key recourses are the website to place
orders, the DVDs themselves, and the infrastructure to
distribute these items within one to two days (Netflix Inc
2002a).
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With the start and development of Netflix’s streaming
service, DVDs, and the necessary infrastructure lost their
importance, while the Internet and website gained impor-
tance. Therefore, Netflix’s most important key recourse
became the Internet and their website. Later, movie studios,
directors and actors were incorporated into the list of key
recourses due to the increasing focus on Netflix Originals
(Netflix Inc 2018).

3.8 Key Activities

Crucial for a new company like Netflix, in the interest of
competing with companies like Blockbuster, was raising
brand awareness. Hence, Netflix put a lot of effort into mar-
ketising their service on many different channels such as
"[...] online promotions, advertising insertions with most
leading DVD player manufacturers, and promotions with
electronics and video software retailers” (Netflix Inc 2002a).
Furthermore, Netflix put great interest in continuously
improving its recommendation algorithm. For that reason,
in 2006, Netflix started a contest for developers to improve
the recommendations algorithm and offered a $1 million
prize (Jackson 2017). In the second phase, it became more
and more relevant for Netflix to establish streaming as the
second sales channel (Netflix Inc 2007) and also keep raising
its brand awareness, especially in the international market
(Pepitone 2011). Netflix established themselves domestically
as well as internationally, which is why one key activity of
Netflix today is to offer exclusive content to differentiate
themselves from the mass of streaming providers (Roettgers
2013). A second key activity was to keep improving their
service by offering functions like offline streaming (Netflix
Inc 2018).

3.9 Key partners

The strong reliance and necessity of the Internet throughout
all three phases of Netflix’s corporate history solidifies the
fact that Internet service providers are considered as one of
the key partners for Netflix’s success. Initially, the U.S. Par-
cel Service was also considered one of the most important
partners due to the home delivery service. With the declin-
ing importance of the online-DVD-rental service, the U.S.
Parcel Service also lost its importance (Netflix Inc 2013).
In 2009, in order to handle the increasing data traffic
caused by streaming, Netflix started outsourcing their data
centres to the public cloud using Amazon Web Services
(AWS). In 2016, Netflix closed the last self-owned data
centre. "The migration improved Netflix’s scalability and
service availability, and the velocity by which the company
could release new content, features, interfaces and interac-
tions. It also freed up the capacity of engineers, cut the costs
of streaming, drastically improved availability and added the
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experience and expertise of AWS" (Macaulay 2018), making
Amazon a key partner in streaming.

With the step to producing its own content, Netflix also
has to partner up with producers for their original content.
Therefore directors, actors, etc., became essential partners
(Netflix Inc 2018).

3.10 Revenue streams

In 1998, when Netflix started its service, the revenue stream
consisted of two elements: the sales of DVDs, which became
insignificant early on, and the subscription model for rent-
ing movies. This revenue stream underwent a rapid growth
"[...] from $74.3 million in 2001 to $150.8 million in 2002,
representing a 103% increase" (Netflix Inc 2002b).

With the shift of focus onto streaming, the main revenue
source also changed. In 2013, 75% of Netflix’s domestic
revenue was made by streaming, while the other 25% were
generated by DVD rentals. This change is also visible in
the number of subscribers to each model. In 2013, Netf-
lix’s DVD service had about 7 million domestic subscribers,
while the number of streaming subscribers in the U.S. was
at about 33 million. Five years later, in 2018, only 2.7 mil-
lion subscribers used the DVD service, while 58.5 million
subscribed to the streaming service in the U.S., showing a
clear trend towards Netflix’s business (Edspira 2019).

3.11 Cost structure

Netflix’s cost structure is primarily made up of the costs
for operating expenses and costs of revenues (Netflix Inc
2002b). Operating expenses include technology and devel-
opment costs (e.g. to improve the recommendation algo-
rithm), marketing costs, general and administrative expenses
(e.g. payrolls), stock-based compensations for employees
and fulfilment, which includes expenses surrounding logis-
tical service, and more (Netflix Inc 2013). Naturally, these
operating costs are present in all three phases of Netflix’s
business model. Cost of revenues, on the other hand, include,
for example, the subscription revenue costs and cost of sales
revenue. Under subscription revenue costs, Netflix defines
revenue-sharing costs, or that Netflix pays a sharing fee for
every DVD shipped to a subscriber, amortisations of DVD
costs and intangible assets related to equity issued to studios,
and, finally, postage and packaging costs (Netflix Inc 2013).

These costs were especially prominent during the first
phase of Netflix’s "high.” With the change to streaming, the
costs due to shipping of DVDs diminished and, instead, Net-
flix started to pay for streaming licenses and per view (Netf-
lix Inc 2013). The last change in the cost structure occurred
in 2013 when Netflix decided to enter the original content
market; Netflix’s strategy change to more original content
instead of licensing also led to original content expenses.
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In 2019, Netflix spent roughly $10.5 billion on its original
content (Schedeen 2019). This increase is necessary due to
the rising competition of companies like Disney, Amazon,
Apple, and more, offering exclusive content in order to sup-
port their services (Spangler 2019).

In conclusion, Netflix underwent two main BM Changes.
The first one beginning in 2007, which shifted the focus
from online-DVD-rentals to a global video-on-demand
provider. And the second began in 2013 with the premiere
of Netflix’s first original series, "House of Cards," which
shifted their reliance from licensed content to production.
The effects of the change vary dramatically depending on the
building blocks. In particular, the elements of value created
underwent the biggest changes.

3.12 The development of Netflix’s key figures
throughout the business model change

In order to obtain an overview of the economic development
of Netflix, this chapter focuses on the trend of key figures
over time. Figure 7 focuses on the development of employee
numbers and how these are affected by the changing busi-
ness model.

When Netflix went public in 2002, its official number
of total employees was roughly 500. Out of these, 381

Fig.7 Development of Netflix’s 10000
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employees were full-time workers, while 114 were part-time
and temporary workers. In the annual report, Netflix stated
that these part-time and temporary workers are used "[...]
primarily in Fulfillment Operations, to respond to fluctuating
demands for DVD shipments" (Netflix Inc 2002b). Due to
the increasing demands of Netflix’s delivery program and
the launch of the streaming service, the need for employees
increased greatly compared to 2002. As a result, the number
of Netflix’s employees rose greatly until 2010. In particular,
the number of temporary employees remained consistently
high, leading to a ratio of about one-to-one of permanent-to-
temporal employees. Marketing also saw the highest number
of temporary employees in the corporation’s history.

Only in 2010 did the number of temporary employees
begin to decline again. In the annual report of 2011, the
company explains this: "Our use of temporary employees
has decreased significantly due to decreased DVD shipments
in 2011, as well as increased automation of our shipment
centres" (Netflix Inc 2011). From 2013 on, the number of
permanent employees increased every year. This rise was
mainly caused by the growing international orientation of
the company and the decision to produce its own content.
The absence of information on temporary employees from
2018 onwards is due to their non-publication in the annual
report. It is also interesting to analyse the changes in the

4

“Our use of temporary employees has /
decreased significantly due to

decreased DVD shipments in 2011, as /
well as increased automation of our

shipment centers.” (Netflix Inc 2011) // 700
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Marketing
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First Netflix Netflix in
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/
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distribution of employees across departments due to the
BM Change. Since Netflix only published the distribution
of employees by department in their 2002 annual report, a
comparative figure for 2019 is based on LinkedIn registra-
tions by department in per cent.

According to the pie chart, the majority of the employ-
ees in 2002 were employed in the Fulfilment Operations
department. These employees are primarily responsible for
the activities related to the DVD rental process. A further
16.8% are responsible for technology and development and
work on improving services, problem-solving, and other
processes. The remaining 5% work in marketing and 8.1%
are responsible for general and administrative tasks. (Netflix
Inc 2002b).

The introduction of the new business model led to the
conclusion that changes in the company structure were also
necessary. Due to the necessary changing competencies, the

Fig.8 Netflix’s revenue growth

distribution of employees among the departments was also
affected.

With the shift towards streaming and content production,
positions in fulfilment became less important, dropping to
about 13%. Caused by the focus on streaming and content
production, the Technology and Development department
increased to 31.5%, as well as a new subsection, Media and
Communication, which reached about 17.4%. Employees
focused on content production made up another 15.6% of
Netflix’s total employees (LinkedIn 2020).

'With the internationalisation of their service, the need for
more marketing and general/administration-related staff also
increased. The following Fig. 8 focuses on the development
of the annual revenue from 2002 to 2018 and classifies these
by income source (Figs. 9, 10).

In 2002, Netflix’s income was solely generated by physi-
cal DVD rentals. With a revenue of about $150 million

Netflix revenue growth from 2002 to 2018
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Comparison of lobbying expenses (2019)

Company | FH oSy | rtation t the revenue
Amazon 16.8 0.0060%
Facebook 16.7 0.0236%
Google 11.8 0.0073%

Apple 7.4 0.0028%
Disney 4.6 0.0066%
Netflix 0.85 0.0042%

*Data derivated from opensecrets.org entries

Fig. 10 Comparison of lobbying expenses in 2019

(Netflix Inc 2002b) and roughly 500 employees (includ-
ing part-time workers; Netflix Inc 2002b), the revenue
per employee was approximately $300,000, the lowest in
all their statistics. Despite the strong increase in revenue,
the key performance indicator, revenue per employee, was
only increasing slightly due to the growth in the number of
employees. Furthermore, a look at the revenue curve shows
the importance of streaming for Netflix’s business success.
The majority of revenue was generated through domestic
and, later, mainly international streaming. In 2018, for the
first time, international turnover exceeded the streaming rev-
enue made in the US. With a cumulative turnover of $15.8
billion, Netflix generated more than a hundred times its 2002
figures (Netflix Inc 2018). The characteristic bend in the rev-
enue per employee curve in 2013 reflected the phase when
the company turnover was high and the number of employ-
ees particularly low due to increasing automation in the ful-
filment area (Netflix Inc 2011). The revenue per employee
curve then settles at around $2 to $2.5 million per employee.
The reason for this is that the number of employees rose in
line with the revenues.

3.13 The change of Netflix’s main competitors
over time

The profound change in Netflix’s business model led to a
change in the competitive environment as well. To illustrate
the changing competitive environment, this chapter com-
pares the different competitors to Netflix in the respective
phases. The key findings are summarised in the following
figure.

As already stated, Netflix managed to become one of the
world’s most successful video-on-demand providers. But in
the early stage of Netflix’s business, they proved to be ambi-
tious enough to survive the strong competition. As an online-
DVD-retailer, Netflix’s main competitors were Blockbuster
and the non-franchised DVD retailers; later, RedBox also
entered the fray. Blockbuster, which was founded in 1985,
was known to be Netflix’s main competitor. The difference

between Blockbuster and Netflix can be narrowed down into
two areas. The distribution channels and the recommenda-
tion process. While Netflix offered its service online and
delivered the DVDs directly to customers’ homes, Block-
buster focused on local franchise shops to distribute their
DVDs and games. In 2004, Blockbuster also began offering
the home-delivery of DVDs to poach customers from Netflix
(Pogue 2005). In terms of the recommendation algorithm,
the difference between the two competing companies was
that Netflix delivered individual suggestions to the ’watch’
preferences of their subscribers (Netflix Inc 2002a). Thus,
even though Blockbuster recorded sales of $8.1 billion in
2007, while Netflix generated $1.2 billion, by 2010, the
company went bankrupt (Ash 2020). With the founding of
Redbox in 2009, another main competitor entered the market
of physical DVD rentals. The main difference to Blockbuster
and Netflix was that Redbox operated automated kiosks for
DVD & game rentals and returns. Customers were able to
rent DVDs and games from over 41,500 self-service kiosks.
Starting in 2018, Redbox began offering on-demand stream-
ing without the need for a subscription (Redbox 2020). In
2018 Redbox owned an estimated 37.8% of the DVD, game
and video rental market share in the US, while Netflix held
about 11.6% (Graham 2018).

With the changing focus towards streaming, Netflix faced
a new competitive environment with different competitors.
The main competitors are divided into two categories. The
previously established competitors and upcoming threats.
Among the already established competitors were Hulu,
Amazon Prime and HBO, while the category of upcoming
threats included Apple TV +and Disney +. Almost simulta-
neously, with the introduction of Netflix’s streaming service,
Hulu and HBO also entered the video-on-demand market.
Clearly different to Netflix, Hulu focused on TV streaming,
with both free and subscription-only content. In contrast,
the streaming service of the American premium cable net-
work, HBO, focused more on HBO originals like "Game of
Thrones" and other feature titles. After the introduction of
Amazon’s streaming service in 2014, they rapidly became
Netflix’s main competitor. With 150 million subscribers,
Amazon Prime Video is currently the biggest competitor
to Netflix, with its 167 million subscriber base (Littleton
2020). Similar to Netflix, Amazon Prime offers licensed as
well as original content. With the increasing importance of
streaming services, more and more companies have decided
to enter the fray. These companies include Apple and Dis-
ney, comprising the two main participants in the category
of upcoming threats. With Apple TV + and Disney +, these
two big companies started to offer exclusive original content
to their subscribers. Disney managed to acquire 28 million
subscribers in the first year (Littleton 2020). In comparison,
Apple has not yet published any official figures on their sub-
scriber base.
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3.14 Changes to Netflix’s lobbying strategy

Besides the importance of competing with other competi-
tors, it is also crucial to ensure a beneficial environment
for one’s business model. Therefore, it often becomes nec-
essary to be active in lobbying.

In order to put the lobbying expenses of Netflix in rela-
tion to other tech companies, the graphic shows the abso-
lute and relative revenue dedicated to lobbying expenses
of selected businesses in the US. A look at the absolute
expenses shows very clearly that Netflix spent about
$850,000, the least compared to the other five companies.
Amazon and Facebook, on the other hand, had the high-
est absolute expenses for lobbying with $16.8 million and
$16.7 million. Even though Google, Apple and Disney
are behind Amazon and Facebook, their expenses are still
significantly higher than Netflix’s. This difference between
Netflix and the other companies decreases greatly when
the absolute expenses are put into relation to the annual
revenue. With about 0.0042%, Netflix’s relative expenses
are quite similar to the other businesses. Only Facebook
stands out for its high relative spending of about 0.0236%
compared to annual revenue.

What is interesting for this research paper is the change
of focus in the use of these funds. With the introduction of
original content and the globalisation of Netflix, also the
destination of lobbying funds has changed. Up until the end
of 2018, Netflix was a member of the Internet Association,
which to date includes Google, Facebook and Amazon, and
then became the newest member of the Motion Picture Asso-
ciation of America (MPAA; Keegan 2019). While the Inter-
net Association "[...] exclusively represents leading global
internet companies on matters of public policy" (Internet
Association 2020), the MPAA focuses on supporting the
"[...] film, television, and streaming industry around the
world" (MPAA 2020). The reason behind this change var-
ies. One of them is the increasing importance of creating
original content; thus, which made the MPAA a better fit
for Netflix.

Another reason is the rising internationalisation of Net-
flix. Nowadays, Netflix is active in more than 190 foreign
countries, where most of Netflix’s growth lies. Due to this,
the necessity for internationally-oriented lobbying increased
drastically. "The MPAA’s global reach gives Netflix a bar-
gaining advantage on issues from Latin American tax pol-
icy to new European laws regulating streaming companies”
(Keegan 2019), making the MPAA a more suitable partner
for their lobbying funds.

Today, Netflix employs approximately 30 full-time public
policy staff, four of them work national offices and the oth-
ers in international offices (e.g. in Germany, France, Brazil,
Mexico, India, Australia and Korea). The goals of Netflix’s
lobbying are focused on the taxation of digital services,
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new regulations, such as those concerning Al, and others
(Keegan 2019).

4 Discussion

In order to narrow down how Netflix was able to change its
business successfully, this discussion will list some charac-
teristic points in Netflix’s strategy to find a possible answer
to this question. First, it becomes clear that Netflix is a flex-
ible company that doesn’t rely too much on their previous
success (in contrast to Toys “R” Us). This helped Netflix
decide to change their business model, even though their
DVD rentals increased constantly. The fact that Netflix does
not allow themselves to be distracted by their early success
but is willing to change shows its flexibility and openness to
change, as previously mentioned. In an interview with Reed
Hastings, he mentioned early on that Netflix is not limited to
DVD rentals but is open to implementing video-on-demand
once the necessary technology was mature enough. "We
want to be ready when video-on-demand happens. That’s
why the company is called Netflix, not DVD-by-Mail" (Hast-
ings 2005). A lack of flexibility and openness can lead even
successful companies to lose importance or even disappear
completely. Examples of this are Blockbuster, which failed
to satisfy the need for streaming and, therefore, went bank-
rupt (Ash 2020). Another example is the former tech giant,
Nokia, which reacted too late to the trend towards smart-
phones and thus lost their strong market position to their
competitors (Bhasin 2018). In addition, Netflix does not
stick strictly to earlier statements. So, despite earlier state-
ments that Netflix has no interest in original content, they
revised these and entered the content production arena when
a good opportunity arose, with their first original, "House of
Cards" (Fritz 2011). Another reason for the successful trans-
formation of Netflix is that they did not completely dissolve
their previous profitable DVD rental business model, but
continued to run it in parallel with the new business model.
This made it possible for them to build up the streaming
service without having to endure large profit losses. The
downsizing of the DVD rental service only took place step
by step, after Netflix was able to establish themselves as a
streaming service. In addition to this, the fact that Netflix
focused on one product to a large extent, also plays a major
role. Unlike many competitors, Netflix’s main product is
home entertainment. Companies like Amazon, whose focus
is on online shopping, or Apple, who focus on high-end
devices, must therefore allocate their resources to various
business areas, while Netflix can use them to further develop
and expand their service. The reason for the focus on one
product is, according to an interview with Reed Hastings,
due to one of his mentors who taught him the value of focus
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and that it is better "[...] to do one product well than two
products in a mediocre way" (Hastings 2007).

However, these statements are not final. In a recent
interview in 2019, Reed Hasting responded to the ques-
tion about whether Netflix can imagine opening a theme
park by saying that it depends on several factors in the
future, including how the concept of a theme park will be
defined in the future and whether it is consistent with the
idea of Netflix (Sarandos 2019).

Points such as these are one of the reasons why Net-
flix has been able to successfully change their business
model twice.

5 Conclusion

The study tried to discover how a successful BM Change
looks like. In order to find an appropriate answer to this
question relevant terms were defined and characteristics
in Netflix’s behaviour were analyzed, that is, how to a
successful enact a BM Change was outlined as well as
how the changes influence the company and their eco-
nomic environment. As a general basis to answer these
questions, relevant terms concerning business models
were described, followed by a short description regard-
ing Netflix’s corporate history.

As it turned out, Netflix passed through two changes:
after transitioning from an online-DVD-rental service to a
streaming provider, they developed themselves into a con-
tent producer. Both changes led to profound changes in
the company’s business model, which were shown using
the BMC. Not only the nine building blocks of the BMC
changed but also the selected key figures, the definition
of the company’s competitors, and its lobbying behaviour.
This especially shows the importance of being able to
adapt all concerning variables to be successful.

To sum up, it can be said that Netflix is a very dynamic
company and dares to leave their well-known environment
to focus on future success. As it turned out, the company
combined the core capabilities mentioned by Witschel
et al. (2019). Both changes were accompanied by time
advantages. While other companies still relied on their
old business models, Netflix had already begun to plan
and execute the next step. The company didn’t hold on to
previous decisions, was open to change and attempted to
use new opportunities. Netflix adapted to the changing
market conditions and changed them into a competitive
advantage. Moreover, the change was accompanied by
restructuring the organisation: the number and type of
employees, as well as the departments, changed over time.

6 Limitations and further research

Although the presented work provides several insights into
the success story of Netflix, the study has certain limita-
tions that should be taken into account when interpreting
the findings. As a consequence, the identified limitations
outline a starting point for future research.

Firstly, the present study focussed on the path Netflix
took but did not analyse how the change within the com-
pany was carried out. Future studies should find out how a
BM Change can be carried out as successfully as possible
from an internal perspective. By surveying this, it should
consider implementation steps, the timing of the change
and the solution to problem areas. It is also necessary to
take a look at the challenges that come along with such a
change. A possible problem area can be the resistance of
the workforce to a change. The retraining of employees
should also be taken into account, as they may face major
challenges with the newly required skills.

Secondly, since successful streaming was made possible
by increasing bandwidths, it is recommended to analyse
technological developments in order to discover potential
opportunities and threats to companies like Netflix. More-
over, this working paper did not focus on the competitive
perspectives; further studies could appropriately take a
closer look at them.

Thirdly, in addition to the company view, it may also
be interesting to observe the future of business concepts
themselves. What are the trends in the area of BM Change?
Also, which concepts are becoming increasingly important
and which are being left behind?
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