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Abstract 

A Competitive Analysis of Netflix 

 

Rakel Alitte Solli 

International Commerce  

Graduate School of International Studies 

Seoul National University 

 

This thesis conducts a competitive analysis of Netflix by applying the theories of 

Michael Porter’s value chain and Hwy-Chang Moon’s ABCD model. In order to show 

relative strategic positioning and industry challenges, an industry analysis of the film 

and television industry by applying the five forces model with Walt Disney Company, 

Amazon and Facebook examined as relevant competitors. These are used to highlight 

key challenges and trends in the SVOD segment and wider entertainment industry, and 

how this affects the competitive advantages of Netflix. As such, the thesis aims to 

understand the industry developments and sources of competitive advantage in shifting 

industries through the application of theories.  

 

Keywords: Netflix; SVOD industry; Entertainment Industry; Competitiveness; 

ValueChain; ABCD-model; Five Forces-model  
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국문초록 

본 논문은 마이클 포터의 가치사슬 이론과 문휘창의 ABCD 모델을 넷플릭스에 

적용하여 경쟁분석을 실시하였다. 상대적 전략적 포지셔닝 및 업계가 직면한 

도전들을 파악하기 위하여 영화 및 TV 산업을 산업구조분석모형을 적용하여 

분석하였으며 월트 디즈니 컴퍼니, 아마존 및 페이스북이 관련 경쟁 기업들로써 

평가되었다. 해당 분석들은 구독형 비디오 서비스 (SVOD) 부문 및 넓은 범위의 

엔터테인먼트 산업이 직면한 도전들과 트렌드들을 확인하기 위하여 

실행되었으며 이러한 도전들과 트렌드들이 어떻게 넷플릭스의 경쟁우위에 

영향을 미치는지 또한 함께 조사되었다.이와 같이 본 논문은 이론들의 적용을 

통해 변화하고 있는 산업들의 산업 발전 및 경쟁 우위의 원천을 이해하고자 

하였다. 

 

키워드: 넷플릭스; 구독형 비디오 서비스 (SVOD) 산업; 엔터테인먼트 산업; 

경쟁력; 가치사슬; ABCD 모델; 산업구조분석모형 

학생 번호: 2016-25043 
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I. INTRODUCTION 
 

The impact of the internet in the early 2000s signaled the restructuring of various 

industries. One of which was within the cultural industries, where the internet allowed 

for new distribution channels, both legally through downloads and streaming, but also 

illegally such as film and music piracy. The established firms in the film and television 

industry sought to explore the new distribution channels, as customer demands shifted 

towards the convenience of the internet platform to receive entertainment instantly. The 

traditional activities and revenue structures made the shift slower for incumbent firms, 

which resulted in various tech companies gaining ground in the industry and causing as 

structural shift through the rise of the Subscription Video-on-Demand (SVOD) segment. 

These developments in the industry started in the late 2000s and is still consolidating as 

old and new entrants explore the SVOD segment and content creation.  

 

Netflix has in particular been credited as the leading company in the SVOD segment, 

having experienced impressing subscriber growth and expansion. Furthermore they have 

ventured into original programming from being a content aggregator, positioning them 

as a content creator in the entertainment industry. This also causes a shift in the 

configuration of activities within the company, which impacts the interaction of various 

variables within strategy and the value chain structure. As such, it relates to competitive 

advantage and how companies can create and/or sustain competitive advantage where 

shifts in technology and consumption channels influence the content creation activities. 
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Analysing these dynamics at the company level can provide further understanding of 

how competitive advantage evolves under technological shifts and interactive 

restructuring of industry boundaries.  

 

In order to identify and analyse these dynamics, this thesis will qualitatively analyse the 

competitive advantages of Netflix by outlining the value chain activities using Porter’s 

(1985) value chain model, and applying Moon’s (2016b) ABCD model to these activities 

to identify key factors. Competitive advantage refers to the conditions that allows a firm 

to deliver greater value than competitors to customers. This can be either through cost 

efficiency or differentiation (Porter 1985). An industry analysis of the film and television 

industry by applying the five forces model and a brief outlining of relevant competitors 

will also be conducted in order to identify external challenges to Netflix’s 

competitiveness and industry dynamics.   
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II. LITERATURE REVIEW 
 

2.1 Existing Studies  
 

There has been many studies and articles addressing the success of Netflix and in general 

the transition of the film industry from distribution of physical copies to online platforms 

of distribution. Netflix transitioned from a DVD-by-mail service to online streaming in 

2006 and this transition has been the focus of most studies. Furthermore, the challenge 

of Netflix to other segments within the cultural industries such as the film and television 

broadcast has been the focus of several studies, especially in light of Netflix’s increasing 

global expansion of its services. Most studies focus on Netflix’s business model and/or 

strategy to determine the factors to its success and some relate these to the industry 

challenge Netflix has imposed upon traditional segments of film and television 

broadcast. These studies highlight important factors and bring understanding to business 

models and strategy, particularly in terms of adapting to the IT revolution and 

successfully challenging incumbents through innovative business models and strategies. 

But as most studies focus primarily on the Netflix success vis-a-vis Blockbuster leading 

up to and following its transition to online streaming, a comprehensive analysis of 

Netflix’s current competitive advantage and strategy in face of new challenges in the 

SVOD segment has not been fully explored. Furthermore, in terms of Netflix’s strategic 

positioning vis-a-vis other traditional segments within cultural industries such as the film 

and television broadcast segments, a clear analysis of industry boundaries in terms of 
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competition and cooperation within the broader industry of producing and delivering 

content to customers has not been conducted. The following section will assess existing 

studies of Netflix and the film and television industry.  

 

The focus on the technological element of Netflix has been widely addressed in articles. 

The technological opportunity and disruptive innovation the internet presented has 

correctly been identified in articles on internet companies. Likewise, the “Netflix Effect” 

has been analysed, showing how Netflix transitioned from a DVD mail service to an 

online platform to beat industry giants in distribution of film such as Blockbuster and 

Walmart, among others (Bereznoi 2014; Darlin 2012; Mithas & Lucas Jr. 2010; Oat 

2013; Pardo 2012, 2013; Halal 2015; Teece 2010). Some focused specifically on the 

business model of Netflix, emphasising how Netflix did not invent any new technology, 

but had a unique business model through efficient delivery (Teece 2010; Kaplan 2012).  

 

These studies undoubtedly highlight a crucial element to the rise of Netflix and its 

successful strategy to adapt to technological changes, but they do not sufficiently analyse 

the chain of activities underlying Netflix’s business model and strategy to uncover the 

competitive advantage they have and whether this is sustainable or not. Without 

identification of sustainable competitive advantage, there is a risk of understanding 

pioneering or first-mover advantage as Netflix’s competitive advantage. While bringing 

the pioneering firm an initial advantage, the first-mover advantage does not represent a 

sustainable competitive advantage as scholars such as Moon (2016b) has observed 
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through the study of second-mover advantages and rapid catch-up of companies from 

developing countries. An analysis that examines Netflix’s current competitiveness 

through identification of relevant sources of competitive advantage and the interaction 

of these value activities can provide a more complete understanding of Netflix’s success 

as well as their future competitive advantage, especially in the face of increased 

competition and entry of big players like Disney into the streaming services.  

 

Other studies have attempted to analyse Netflix’s competitiveness and challenges 

through theory applications. One popular framework is the Strength-Weaknesses-

Opportunities-Threats (SWOT) analysis, which aims to identify a company’s strengths 

and weaknesses as well as the opportunities and threats in the external environment. 

While the framework is easily accessible in terms of its simplicity, its analytical power 

is limited in providing a comprehensive analysis of Netflix’s competitive advantages 

and future prospects. It may identify important elements of Netflix’s business operations, 

such as its customer service and technology element (Muzumdar 2014; Datamonitor 

2017), but it fails to properly examine how these relate to one another and to the wider 

challenges in the industry. Strengths and weaknesses are two sides of the same coin, and 

understanding how activities lead to being either a strength or weakness can better 

provide the prescription for fixing the problem rather than simply identifying them.  

 

Another area of focus has been on the challenge Netflix is imposing upon traditional 

segments of the industry such as film and television broadcasting. With Netflix’s 
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international expansion the last 6 years, its apparent challenge to these segments are 

happening at a global scale. In Netflix’s initial years when SVOD was relatively 

unknown to television and film companies, licensing deals were reached at a arguably 

cheap price for Netflix who sought to expand their catalogue as a content aggregator.  

Since then the SVOD segment has become increasingly recognised as a threat to these 

established companies, with a particular emphasis on Netflix due to their rapid growth. 

As such the discussion has increasingly focused on what the rise of online content 

aggregators, such as Netflix, mean for the future structure of film and television 

industries (Barr 2015; Chalaby 2016; Gubbins 2008, 2012; Knee 2011; Nocera 2016; 

Pardo 2013). Some argue that Hollywood and Silicon Valley are growing closer, 

showing the increasingly tight relationship between tech firms and content creators of 

Hollywood (Lawson 2007; Wallenstein 2011). Arguments for and against the idea that 

“content is king” is part of the discussion as it questions whether mere content 

aggregators, as Netflix has largely based itself as, can survive in the long-run or whether 

content creators such as large cable networks and major Hollywood companies leverage 

the ultimate power through content ownership and creation (Knee 2011; Tartaviglone-

Vialatte 2008).  

 

The effect of Netflix’s entry into the SVOD segment has certainly had effects upon the 

wider film and television industry, but existing studies do not comprehensively analyse 

industry structure to provide an understanding of industry boundaries and how they are 

changing. Furthermore, the studies do not properly relate changing industry structures 
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to value chain activities in order to understand why and how changes take place in terms 

of complementarities and substitutes between industries and segments. In other words, 

it analyses on the presumption that Netflix is a threat to companies in the television and 

film industries, without consideration of value activities that rest on potential 

complementarities that could offer cooperation in the wider industry. 

 

Netflix’s recommendation algorithm has also been the focus of both strategic and 

technological studies. Netflix arranged the “Netflix Prize” from 2006 to 2009 in which 

it offered prize to the contestants that offered the best recommendation algorithm for the 

streaming website. The recommendation system is composed of a variety of algorithms 

aimed to provide personalised services to the individual customer. As such it can be a 

source of customer satisfaction and strengthening customer loyalty (Das, et.al 2010). 

These complex recommendation systems coupled with the amount of choice the internet 

can offer can be linked to the rise of the “Long Tail” force in the economy, a term coined 

by Anderson (2004; 2006). This argues for the rise of the niche as opposed to mass hits, 

allowing for more individual niche preferences to be capitalised upon. This is an 

important observation of the effect of the internet, in which Netflix has sought to take 

advantage of by offering a wide catalogue and based on the vast information gathered 

on people’s viewing habits, their recommendation system allows to guide people to and 

cater to specific preferences.  
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The recommendation system is a key proponent of Netflix’s competitive advantage, but 

it should not be analysed in isolation. The strength of this recommendation system and 

the idea of the “Long Tail” depends on people being offered a satisfactory range of 

choices. Understanding how Netflix’s catalogue can decrease or increase due to 

competitors in content creation and licensing is essential in order to understand to which 

extent the recommendation system is a competitive advantage. Thus the way the 

recommendation system interacts with wider value activities within Netflix and the 

changing landscape of the industry must be taken into consideration in order to assess 

sustainable competitive advantage.   

 

Existing studies have mostly focused on Netflix innovating their business model, the 

effect of the SVOD segment on industry and competition, and specific technological 

components such as the algorithm system. While these are all relevant factors, they do 

not comprehensively study the sources of competitive advantages. This requires to 

assess the corporate strategy and the value activities involved, and how these interact 

and reinforce each other. Understanding sustainable competitive advantage requires a 

dynamic understanding of the factors responsible for enhancing the value activities, and 

how these are positioned externally to bring value to the customer and survive 

competition. The following section will review relevant theories of business and strategy 

that analyses sources of competitive advantage.    
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2.2 Theoretical framework  
 

Studies in the field of strategic management and developing corporate strategies are 

numerous and they aim to develop theories to explain the sources of competitive 

advantage. There are theories on both the industry and firm level perspectives of 

competitive advantage. Competitive advantage is the ability to provide the buyer with 

comparable value at a lower cost or provide unique value that commands premium price 

through activities at a comparable cost (Porter, 1985). Theories have focused on different 

factors influencing and determining corporate strategy. Some have been internally 

focused such as the resource-based view of the firm, while others have stressed the 

influence of external factors such as industry structure and institutions. Another 

approach stresses a combination, showing how internal factors responds to changing 

external circumstances.  

 

Theories emphasising the external focus shows how industry structure influences firm 

behaviour. A popular theory advocating this view is the five forces model developed by 

Porter (1980) in which a framework to analyse industry profitability is presented and the 

strategic implications derived from such an analysis. The model presents five forces: 

bargaining power of suppliers; bargaining power of buyers; threat of substitute products; 

threat of entry and intensity of rivalry. Together they determine the attractiveness of the 

industry. While it is a model for identifying external conditions, it has specific strategic 

implications for a firm in terms of challenges in an industry and considerations in terms 
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of potential entry or exit. The criticisms to external approaches such as these is that it 

assumes homogenous firms implementing strategy. Different strategic positioning is 

thus not explained, which suggested the need for a probe into the internal aspect of the 

firm.  

 

The resource-based view of the firm as an idea was first advanced by Penrose (1959), 

but gained more prominence as a theoretical approach to strategy and competitive 

advantage during the 1980s-1990s with the work of Wernerfelt (1984); Barney (1986; 

1991) and into the idea of core competence by Prahalad and Hamel (1990). This view 

stresses the role of resources in creating competitive advantage. The conception of 

resources is a broad one, encompassing both tangible and intangible resources, such as 

assets, knowledge, capabilities and organisational processes (Wernerfelt 1984; Barney 

1991). As opposed to the industry-structure view, the focus on resources emphasises the 

heterogeneity of firms and the impact this has on strategy to create competitive 

advantage. Barney (1991) argued that a firm’s resources could lead to sustainable 

competitive advantage if they were valuable, rare, inimitable and without strategically 

equivalent substitutes, which act as indicators of how heterogeneity and immobility of 

the resources. The concept of core competence similarly develops a framework for 

strategy implementation based on tapping into the portfolio of core competences a firm 

possesses (Prahalad and Hamel 1990). While the focus on resources highlights the 

important role of resources and develops a broader understanding of resources useful to 

strategic management, the framework does not adequately explain the means to ensure 
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competitive advantage in response to a changing external environment. The need for a 

more dynamic theory of the role of internal and external factors in strategy has become 

even more important in light of the rapid development of IT the last three decades. The 

concept of “creative destruction” of competences stemming from innovation-based 

competition particularly causes difficulties for achieving sustained competitive 

advantage based on resources and competences. The internet has contributed to changing 

industry structures inherent in “creative destruction”, causing an exclusively resource-

based view to become insufficient in developing strategy and explaining competitive 

advantage.  

 

To connect the external and internal, the dynamic capabilities approach was developed 

to identify or build organisational processes which act to respond to external changes, 

such as distinctive processes, specific assets and choice of path (Teece, Pisano and Shuen 

1997). This addresses particularly the dynamics of quick response, process orientation 

and creating new practices that sustain competitive advantage in a shifting environment. 

These capabilities are necessarily an internal creation, and as such can be a strong source 

of competitive advantage. The idea of dynamic capabilities bear resemblance to the 

resource based view in that it understands competitive advantage as stemming from the 

certain processes or assets which create capabilities for a firm to respond to a changing 

environment. This is useful as it connects the internal and external considerations, but it 

less comprehensive in identifying and outlining assets and their related activities in terms 

of when and how the dynamic capabilities respond.  
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Another view is Porter’s (1985) idea of the activity-based firm, in which competitive 

advantage stems from the specific way firm’s conducts and combines its activities. 

Porter develops the tool of the value chain as a means to identify and analyse the 

activities of a firm, as well as buyer’s and competitors’ value chains to understand which 

specific mix and coordination of activities achieves sustained competitive advantage. 

The value chain consists of primary activities divided into different segments of the 

development of a product or service and elements of supporting activities that support 

the primary activities. The source of competitive advantage can be found in the 

configuration of these activities, either in terms of performing activities more 

efficiently(low cost) than others or a specific mix of activities to bring unique value at a 

comparable price. These are recognised as strategic positioning of cost leadership or 

differentiation. Furthermore a firm can develop a focus strategy which seeks low cost or 

differentiation for a particular (narrow) segment of buyers. Porter argues that low cost 

and differentiation cannot be achieved at the same time because of inherent trade-offs 

due to limits imposed by the productivity frontier (Porter 1996). Therefore the source of 

competitive advantage is to seek a strategic positioning through an efficient(low cost) or 

unique mix of activities to create value that exceeds the cost of producing the product or 

service. Porter conducts a rigorous analysis of important considerations for analysis of 

firm’s value chain to develop strategy through the focus on activities in the value chain. 

While a powerful tool, using the value chain to analyse the value chain and identify 

specific ways to organise activities for competitive advantage can be a large and 
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uncertain task. A more specific framework that outlines factors to assess the firm strategy 

and value chain activities could help firms to more clearly and efficiently identify the 

necessary activity configurations to achieve both operational effectiveness (OE) and 

strategic positioning (SP) that can result in sustained competitive advantage.  

 

A framework that can be applied is Moon’s (2016b) ABCD model. This model was 

developed for the use at both firm, industrial and national level, and contains 

determinants encompassing both the realm of operational effectiveness and strategic 

positioning, both which are necessary for achieving competitive advantage (Porter 

1996). The factors of the ABCD model encompasses the issues and considerations of 

Porter’s (1985) analysis to identify and develop firm strategy based on value activities, 

organised into four factors each with two subcategories. Each factor is mutually 

reinforcing, allowing for each value activity and combination of activity to be carefully 

analysed to highlight the contributions to competitive advantage.  

 

The factors are agility, benchmarking, convergence and dedication. Agility is composed 

of two sub factors; speed and precision. These highlight, similarly to the dynamic 

capabilities approach, the importance of speed in responding to a rapidly changing 

external environment and consumer demand, but also adds precision accompanied with 

speed in order to ensure speed is not done at the expense of considerations such as 

quality. Benchmarking consists of learning and best practice. Learning refers to the 

imitation process, where firms can learn from others through imitation to grow their 
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product. This should not be confused with counterfeit or copycats, but as a benchmarking 

process of understanding and catching up with the standards of the leading companies. 

However, in order to sustain competitiveness, companies must also seek for best practice 

after learning, by incremental innovation and surpass the existing benchmark. 

Convergence consists of the sub factors mixing and synergy. Mixing can be understood 

as the diversification and investment into related and seemingly unrelated activities, in 

other words as a restructuring or expansion of the firm portfolio. However, for mixing 

to create increased productivity and value it is required that synergy is created between 

these activities. The last factor is dedication, which can be seen as an overarching 

condition that influence all the other factors. Composed of goal orientation and diligence, 

this factor emphasise the importance of goal orientation in order to channel firm 

resources and human capacity in the direction of corporate goals. This is similar to 

Porter’s (1985) emphasis on the horizontal strategy in order to keep motivation and 

common goals among business units. This must be coupled with diligence, which can 

be understood as commitment to the process, which under a proper goal orientation will 

enhance competitiveness in all factors.  

 

The analysis will be qualitative in nature and information will be drawn from secondary 

sources such as journal articles, newspaper articles and company documents. The factors 

of the model will be applied by identifying relevant processes and configuration of 

activities outlined in the value chain. As such, the activities will be assessed by 

highlighting the characteristics or dynamics in which the sub factors are present or 
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lacking, showing how these have contributed or could potentially strengthen competitive 

advantage. It is expected that the activities displaying the qualities of the factors will 

contribute to competitiveness. As the presence of the sub factors should display a balance 

in order for the activities to be an efficient source of competitive advantage the analysis 

will assess each factor and its sub factors to determine whether they are present or 

lacking and adequately balanced. 
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III. INDUSTRY ANALYSIS 
 

For purposes of understanding where the position SVOD segments occupies in the 

overall entertainment industry and understanding which industry/segment and 

companies Netflix is challenging, the value chains/structure of the film and tv/cable will 

be treated separately, although these can be treated as within the same industry as well.  

 

3.1 Film Value Chain and Structure 
 

The motion picture industry has experienced several technological disruptions to its 

value chain structure, with the introduction and adoption of VHS cassettes in the 1970s 

and DVDs in the 1990s, changing the economics of the value chain for the film industry 

through new technological standards for production and distribution. Similarly, in the 

2000s a rapid transition from physical distribution of film to digital sales was taking 

place. This had economic impacts as the value chain might be reconfigured by 

disintermediation through the bypassing of distributors for producers and studios (Zhu 

2001). While many of the traditional distributors suffered during this transition, others 

emerged to incorporate the technological development of the internet platform to offer 

new ways of distribution. Some failed such as the Movielink and Moviebeam which 

employed a video-on-demand offer through wireless transfer of movies to a set-box top.  
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With the increased ease of film piracy through the internet, the consumers became more 

price sensitive as well as seeking a wide catalogue of options. The opening of iTunes 

store by Apple which allowed for download or rental of TV-series or films, as well as 

music, at a close to break-even price was an important move into digital distribution of 

film. Apple used a device-led strategy through IT-innovation, which allowed them to 

distribute content at break-even prices, relying on the profit of “hardware” sales 

(Cunningham, Silver & McDonnell 2010). On the other hand was the subscription based 

models, such as Netflix who built on their existing DVD-per-mail business model to 

streaming of films online in 2007. Similarly, Hulu, a joint-venture launched in 2007 by 

major companies including 21st Century Fox, Comcast, Disney and Time Warner, 

sought to capture a position in the digital distribution through ad-supported online 

streaming. Since the launch, streaming services have steadily increased their number of 

consumers, posing questions of its impact upon the existing players in the industry.  

 

With Hollywood and films, the industry is dominated by an oligopoly consisting of the 

big six; The Walt Disney Company, Time Warner, 21st Century Fox, Comcast, Sony 

and Viacom. SVOD companies such as Netflix, Hulu and Amazon are initially and 

primarily in the business of content aggregation and distribution and as such is not a 

direct threat to the Hollywood companies. The effect of streaming services is seen in the 

distribution and delivery to consumer stages of the value chain, in which other options 

of viewing movies such as theatres, TV and video rental and purchase, receive increased 

competition. The effect upon these alternative ways of viewing a film, which relates to 
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the disruption of the original structure of sequential release windows of a movie, is to 

change the revenue structure of a film project for the studios. Here an understanding of 

substitutes is crucial to understand which distribution channels will be disrupted. 

Consuming a film in the box-office is supposedly a differentiated product due to the 

various facilities and services a cinema experience offers compared to viewing the film 

at home. Part of the appeal of the cinema has been its preferential position in the 

sequence release window of the film in which the film could be viewed in the cinema a 

substantial amount of time prior to its release for purchase or rental. This is a release 

window which is being challenged by SVOD services, particularly Netflix who have 

released movies to their service at the same time as cinemas. For the video 

rental/purchase distribution channel, the streaming service offers consumers the same 

home viewing experience in a more convenient way for the consumer as the film can be 

received instantly, saving the trip to the store and hassle of returning the video in the 

case of rentals.  

 

The reconfiguration of the value chain’s distribution channels can affect the bargaining 

power in the value chain. The buyers, in this case the end-consumers have experienced 

increased range of options in terms of consuming entertainment and the ease at which 

they are accessible. The introduction of internet based entertainment platforms, 

including the illegal film piracy distribution, have made consumers more price sensitive 

and demanding in terms of the speed and accessibility of entertainment content. 

Furthermore, they would like a range of content options accommodating their taste at a 
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reasonable price. For suppliers, in this case the movie studios, there has been a 

reconfiguration in the process of distributing their content, with the introduction of 

internet-based sales and the SVOD segment. While licensing to SVOD services brings 

in revenue for the movie studios, they are increasingly losing the revenue from physical 

sales of the product from the video rental/purchase channel, which accounted for a 

significant source of revenue (Sullivan 2010). Furthermore, as entertainment 

consumption has changed, the revenue from box-office distribution and the sequential 

release window system could decrease as consumers prefer easy and instant on-demand 

access to content.  

 

In the initial stage, the movie studios had control of quality content as SVOD services 

was primarily focused on content aggregation through licensing. However, this has 

changed as players like Netflix, Amazon and Hulu are increasing their spending on 

original content, of which a lot of the content have garnered fanbases and recognition at 

prestigious award shows. This relates closely to the question of whether “content is 

king”, that the ultimate power lies with those who produce and control quality content 

in the industry (Stewart 2017). Many have argued that the rise of SVOD services 

signaled that content was no longer king, however, the investment of these services 

suggest that content is still crucial to sustainable competitiveness in the industry. In that 

sense the movie studios still possess power in the industry value chain as content owners, 

but this may be challenged if SVOD services garners the same success in movie content 

as they have with tv-series.  
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The barriers to entry in the industry has been seen as lowered with the introduction of 

internet-based platforms, as the start-up costs of an internet company is lower than when 

physical assets and location penetration was necessary for distribution of content. 

However, the failure of many start-up companies in the early years of the SVOD segment 

indicates the barriers might be higher than they appear. As the market is consolidating 

with big brand names in the SVOD industry, the big investments and increased spending 

on content, the barriers to enter are becoming increasingly high as the ability to compete 

requires big pockets to control content and enter locations. Amazon has big pockets to 

spend and relies on an integrated product through Amazon prime to draw consumers and 

spend on original content. The global expansion of Netflix has required the company to 

localise its catalogue and spend on local content, which are costs in addition to its 

licensing and globally targeted original series.  

 

The intensity of rivalry is fairly high. There is not a large number of competitors for film, 

but there is fierce rivalry in the acquisition of content and with the proposed entry of 

Disney into the SVOD services may increase the intensity of this rivalry as content will 

be spread across platforms. There is not only the question of competing for consumers’ 

time, but also the willingness of consumers to pay differentiated services if content is 

spread across platforms. Consumers’ switching costs are generally low as most 

subscription services are on a non-contractual term, however there are certain brand 

loyalties existing which lowers competition, with companies such as Disney controlling 
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franchises such as Marvel and Lucasfilm (Star Wars). The film-industry is project-based, 

thus fixed costs are less prevalent and exit barriers are relatively low.    

 

3.2 Television Value Chain and Structure 
 

The television and cable industry has similarly been disrupted since the introduction of 

internet-based companies offering entertainment. They are in a slightly different position 

than the film industry despite also being based on delivering entertainment content. The 

television and cable industry is both a content creator as well as licenser of content from 

film industry. Furthermore, they supply the consumer with a variety of entertainment 

content through their channel bundle, such as sports, live TV, news and other forms of 

broadcasting in addition to producing TV-series and offering films. Unlike the film 

industry, television does not have a sequential release window with other distributors 

such as the cinema. The premiere of a series happens on a specific channel on an episode-

by-episode basis. As such it operates purely as “home entertainment” for the consumer. 

This is an important distinction from the film industry as the distribution mechanisms 

and system differ. This causes television and cable companies to experience a different 

impact by the increase of SVOD services.  

 

Many have emphasised the threat of companies like Netflix upon the television and cable 

industry, as a cheaper and more convenient alternative to home entertainment. The 

television companies has operated on a highly profitable business model of delivering 
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its content to homes on a contract basis through a box-set or similar installation. The 

content offer is through bundles of channels, with the option of more expensive bundles 

to include more channels. Many of these companies have also offered phone-line 

connection and installation of internet as part of the package. An important distinction 

from the film industry is that the companies of the television industry operates on a 

national basis, thus there are a number of companies in different geographic locations 

impacted by the SVOD industry. There are channels and content such as globally popular 

TV-shows that are global in its reach, but the distribution mechanisms and companies 

involved differ from the film industry. This has implications for assessing the impact of 

the SVOD industry as it may differ by location and to companies depending on their 

global reach.  

 

The bargaining power of buyers in the television industry has changed since the 

introduction of SVOD services. There has been an increase in so-called “cord cutters” 

as well as more “cord-nevers”. Cord cutters refer to the customers with a cable 

subscription choosing to cut the cord to the television package and rely on internet-based 

entertainment. Cord-nevers refer to younger generations who choose to not establish a 

cable subscription from the on-set. The number of cable subscribers are reducing at a 

rate of 1% per year in the US, highlighting the trend towards internet-based options 

which are viewed as more convenient and cheaper by many consumers (Johnson 2014a; 

The Economist 2016). It is also reported that people spend fewer hours watching 

traditional television, which is a bad sign in the “attention economy” (Spangler 2017a; 
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The Economist 2017). SVOD services like Netflix on the other hand are recording 

streaming records (Roettgers 2017a). Most SVOD services are at a non-contract basis 

with prices ranging from $5-$15 per month compared to cable bundles that have risen 

to around an average of $80 per month. The bargaining power of buyers to access their 

preferred entertainment content has increased, although there are still are limits in terms 

of distribution of content, as certain content such as sports and live TV is mostly 

restricted to the cable bundle. For people seeking content such as films and TV -series, 

the SVOD services has made great leaps in offering content, giving consumers more 

bargaining power in choosing entertainment services.  

 

For suppliers, in this case the content creators, the bargaining power have increased as 

the SVOD industry offers more platforms to distribute content. The bidding-process for 

content has become more competitive as the SVOD services have increased their 

spending on original content, which make it more challenging for cable companies to 

wield control over quality content. Cable companies still wield significant control over 

live-tv such as news and sports, however these may also become more contested as 

internet platforms such as Facebook and Google seek to offer more content on their 

platforms. Facebook as experimented with live broadcasting of sports events on its 

Watch platform. The revenue structure of the cable companies is very dependent on the 

selling of channels in a bundle, which becomes threatened as they attempt to offer the 

convenience of on-demand services over the internet to compete with SVOD services.  
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A lot of the competitive pressure of SVOD companies comes from the degree to which 

they are a substitute threat. They offer a very different service, and in the initial stage 

they were simply content aggregators through licensing. Due to different licensing deals, 

the content catalogue has been restricted by the presence of cable companies holding 

rights and popular content. The SVOD services have all tried to position themselves as 

platforms offering original content which has had success through award-winning shows 

such as Netflix’s House of Cards and Orange is the New Black and Hulu’s The 

Handmaid’s Tale. This has positioned SVOD companies with a unique product in 

addition to content aggregation. SVOD services similarly operates within the realm of 

home entertainment, with the added convenience of on-demand consumption of its 

content as opposed to scheduled content delivery of cable companies. The cheaper price 

of SVOD services may further induce cable customers to view the SVOD service as a 

more convenient substitute. The reason SVOD still remain an imperfect substitute is 

because cable companies offer live content and sports, which is an important component 

to many consumers. There is also evidence that people subscribe to a SVOD service in 

addition to having a cable subscription, indicating that people see these as differentiated 

products that are not necessarily substitutable, but rather complementary. The threat of 

substitutes is still relatively low, however it may increase for the cable companies as 

more companies enter the live and sports content segment.  

 

The barriers to entry has been high in the cable industry as investment into production 

of and installation of TV box-sets across homes has been a requirement to reach 
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consumers. The SVOD segment offer a lower initial investment in the form of the 

internet platform to reach consumers. However, there has been a high failure rate of 

SVOD companies which suggest that establishing a position has increasingly become 

dependent upon being able to spend on and acquire content. Furthermore, there may be 

national regulations that favour established national companies and larger companies 

such as Amazon that already have a presence and have the capacity to spend to meet 

regulations. As these services are part of the cultural industries through its content, many 

governments have cultural policies that require local content production and other 

cultural regulations. These all represent barriers to entry, both into the SVOD industry 

itself as well as for global expansion of its services.  

 

The intensity of rivalry used to be fairly low for the cable companies whom enjoyed high 

consumer switching costs and high growth. There were a limited number of companies 

which made profits higher. With the introduction of SVOD services the rivalry has 

shifted, as switching costs are lower and alternatives are more accessible. There is more 

competition in the strive for market share which is largely based on acquiring content. 

As companies are competing for consumers’ time in the attention economy, the diverse 

strategies of cable companies and SVOD services to attract consumers’ attention make 

the competition intense, despite the product being undifferentiated in terms of what is 

being delivered, the experience of watching content. The strategic positioning between 

these companies are not simply mutually imitated as their business models are in many 

ways contradictory. The increase in quality content from the SVOD companies 
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challenges cable companies’ supremacy in delivering differentiated entertainment 

content, many of which are important sources of attracting viewers in prime-time 

broadcast, a crucial component for advertising revenue. Advertisement also force 

networks to release their viewership figures, which reveal important sources of 

competitiveness in terms of decisive content. SVOD companies such as Netflix, who do 

not rely on advertisement revenue, does not need to release their consumer statistics 

which makes the competition more uncertain in the industry.   

 

As we can see, there are some fundamental differences in how the internet impacts the 

film industry compared to the television and cable industry. The main disruption to the 

film industry happens in the distribution phase, where the revenue structure has changed 

with the move from from physical sales to internet-based distribution as well as the 

ongoing disruption to the sequential release window of movies. The cable industry is 

perhaps more directly attacked due to SVOD companies also offering a home 

entertainment product, which makes it more likely to be or become a substitute for 

having cable. However, cable is not necessarily without competitive advantages as they 

still are offering live tv and sports, which is yet to be widely available in SVOD services. 

Whether these are sustainable competitive advantages depends on the entry of other 

companies seeking to offer similar entertainment products. To understand the necessary 

strategies to achieve competitive advantage, it is important to assess the existing 

competitors in the industry and the potential entries, and how these may influence the 
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industry structure through specific combinations of value activities to provide 

entertainment to consumers.  

 

3.3 Relevant competitors 
 

To analyse the competitive advantage of a company it is necessary to understand the 

industry, competitors and consumers. This can be done through an analysis of key value 

activities of competitors to reveal their source of competitiveness and strategic 

positioning within the industry. This can help advance strategic planning for a company 

as it identifies areas for differentiation, cost savings and/or focus as well as positioning 

in terms of potential cooperation within industry. As Porter (1985) noted, some 

competitors are more beneficial than others in keeping a profitable industry while others 

may be detrimental to the overall industry structure. The competitors that will be 

analysed will be representative of different segments to highlight their contribution to 

the industry and competitive advantages. The Walt Disney Company is a major and well 

established firm in both the film industry and the television segment. This will show the 

SVOD companies positioning vis-a-vis established companies in the industry. Disney 

also announced in 2017 that they are planning to launch their own streaming service 

which would have a major impact on the industry. Amazon will be considered as a 

competitor in the SVOD segment and Facebook will be considered as an outside entrant, 

which has strong advantages in internet technology and user networks.  
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3.3.1 Walt Disney Company  

 

As the Walt Disney company is a formidable and well-established firm in terms of scope 

vis-a-vis many of the new entrants in the industry, focus will be on the relevant business 

segments such as studio entertainment and media segments, while considering other 

segments such as consumer products and park and resort in the way they influence the 

overall brand name and are complementary to the aforementioned business segments. 

Disney is a firm with recognised strong assets through its intellectual property rights in 

content and foot in various segments, however the competitive strengths lies not in the 

assets themselves, but how they are managed, thus it is relevant to focus on the value 

activities related to these assets to understand the competitive advantages the company 

possesses.  

 

Disney, in addition to well-known cartoons, has recently made strong advances in terms 

of content through their acquisition of Marvel Entertainment, Pixar and Lucasfilm 

(Stewart 2017). For Marvel Entertainment they have expanded the franchise, creating an 

integrated storyline of movies and TV-series. These represent important procurements 

that provide inbound logistics in the making of entertainment products and services 

through intellectual property rights in terms of storylines. As they are all well-known 

brand names, marketing and sales are centred on managing the brand names to be 

mutually beneficial for the Disney brand and the franchise. Brand names can sometimes 

be conflicting in what they signal and promise to deliver for its audience, therefore 
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managing marketing of acquired brands must be done carefully. Disney has aligned its 

strategy to manage remakes and franchises both with its original content which can be 

seen in the various remakes of classic animations as well as the production of the newer 

acquisitions such as the Star Wars franchise.  

 

As it operates within the realm of cultural industry and entertainment, Disney has always 

emphasised the experience of a product or service. This understanding can be related to 

the concept of the experience economy, which emphasises the distinctive nature of 

experiences as opposed to just offering products and services (Pine & Gilmore 1998). 

These strongly affect the brand image and loyalty, as experiences can be characterised 

as “memorable”, thus powerful in forming perceptions among consumers. For Disney to 

provide experiences, it is crucial that the company manages the activities of different 

segments to integrate them into a larger concept of the “Disney experience”, even if they 

by themselves offer different storylines, products and services. This highlights the 

importance of Porter’s concept of a horizontal strategy to manage various business units 

(Porter, 1985). Evidence of this strategy can be seen in Walt Disney former vice 

president Kelly Summers’ emphasis on the experience aspect when making decisions 

regarding the disruption caused by the digital revolution in the entertainment industry. 

A lot of the skepticism in entering services such as the SVOD segment was rooted in the 

quality of these new services and how it would affect the experience of consuming 

Disney products. Diversification in these digital segments were pursued only as far as 

the activities in producing them could bring the same quality experience that Disney 
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want consumers to associate with their brands (Summers 2014). They recognised 

necessary activities and interrelationships that was necessary to ensure the control of the 

experience and deemed many SVOD and internet based services as underdeveloped to 

deliver in terms of this experience. This shows an important consideration between speed 

and timing. Disney recognised the digital rise but understood entry must be based on not 

only entering at sufficient speed, but also with precision to take advantage of the 

enhanced experience it can provide, not let it erode the differentiation of their product.  

 

Disney also has a foot in the television and sports entertainment through its ESPN 

channel and Disney channels which accounts for approximately 30% of revenue 

(Kramer 2017). ESPN is part of the content they seek to build into the streaming platform 

when they announced their plans for streaming services in August 2017. These platforms 

are expected to be launched in 2019. This move has potential impacts on various 

segments, as Disney seeks to enter streaming without cannibalising its existing revenue 

structure within the film and television segments. Disney has had good experience in 

managing different segments and diversification, managing to integrate and capitalise 

upon their brands through activities that deliver a common experience for consumers. 

The distinction from previous diversification compared to their planned streaming is that 

this one is not simply an add-on to integrate, but requires existing activities that are 

important to current revenue stream to reconfigure into a new segment that operates with 

different actors and boundaries. It requires a certain level of synergy among its activities 

to be able to transfer the existing programming onto the online platform in a way that 
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provides the same experience and commands a price that can uphold its revenue flow 

without relying on the cable industry’s structure to generate revenue.  

 

Disney’s positioning in the SVOD segment will depend on what experience they can 

manage to deliver. If they launch two separate services for their movie franchises and 

sports segment, they may be less of a substitute to Netflix as they will not offer the same 

level of content aggregation as Netflix does through its catalogue. While they have a 

clear advantage in terms of producing and managing quality content, they are not as 

well-versed in internet activities and e-commerce as Amazon and Netflix. It is plausible 

to expect that Disney will deliver a streaming experience different from that of Amazon 

and Netflix. Disney emphasise a Disney experience, a specific brand experience which 

is closely related to their content brands. Netflix and Amazon on the other hand seek to 

deliver an experience of choice and freedom in consuming movies and shows. Their 

brand is less reflective of specific content, but the choices and personalised experience 

of consuming content. Disney encourages exploration of specific content while Amazon 

and Netflix seek to retain attention by serving wide content preferences. However, this 

is subject to change as more SVOD services focus on producing original content.  

3.3.2 Amazon 

 

Amazon is oft cited as one of the key competitors to Netflix in the SVOD segment. 

Amazon is principally an e-commerce firm, operating globally. It started offering 
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streaming services in 2011 and has since ventured into original programming. Its 

foothold in several countries due to its e-commerce business and deep pockets to spend 

on programming are reasons many see it as one of the stronger competitors in the SVOD 

segment.  

 

Amazon has a business model rooted in its e-commerce to offer consumers a wide range 

of products (a to z) through their website and ship them to the customer. As such, it has 

sought to create a shopping experience and maximum convenience through its shopping. 

It is about reaching its customers in a practical way that creates value for the consumer 

who shops at Amazon. The digital restructuring of entertainment distribution became 

something Amazon could enter by utilising their activities to deliver a download and 

renting service initially, expanding into a streaming service. Its streaming services are 

part of its Amazon prime subscription where streaming is added onto the shopping 

benefits the subscription provides. Amazon also offers streaming music as part of their 

service, reported to be the third largest streaming service behind Spotify and Apple 

music (McIntyre 2017). Furthermore, the service offers cloud storage as part of the 

benefits, all together costing the customer $10.99 per month. As such, Amazon is 

offering a bundle of services, at a competitive price, comparing Netflix’s cheapest 

subscription at $7.99 per month. While a bundle may entice customers that value several 

services for a reasonable price, it also risks losing customers who are only seeking to 

stream videos and not interested in the other services. If Amazon were to offer a stand-

alone service at a price competitive to Netflix, for example $7 per month, it would be a 
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direct competition to Netflix (Lovelace Jr. 2017). However, it is unlikely that Amazon 

would do this, considering their core business is e-commerce. Video streaming has 

shown to increase spending on Amazon, which was a key reason for Amazon to continue 

increasing their spending budget on content (Jhonsa 2014).  

 

This reveals as of now that Amazon’s streaming strategy is done based on the effect it 

has on their core business. However, the focused strategy of Netflix to offer streaming 

on-demand may be hard for Amazon to challenge without creating a highly differentiated 

product within their streaming service. It is also possible that some consumers view these 

as different products rather than as substitutes and would pay for both. This was implied 

by Netflix’s CEO Reed Hastings who argued Amazon is not a direct competitor to 

Netflix because of their less focused strategy in the SVOD segment (McAlone 2017). 

The big threat remain Amazon’s power to spend on original content, which could be a 

challenge to Netflix’s similar strategy to base their services more on original content, 

seen in their rapid increase in content spending the last few years (Fiegerman 2017). But 

this requires an integrated strategy to offer various content of satisfactory value to 

consumers. Amazon is aiming to reach a wide set of content preferences with the signing 

of deals with sports events and sports channels such as Eurosport through its partnership 

with Discovery (Eurosport 2017). It also announced it would launch an anime channel 

for $5 per month. It has also entered production of devices such as smart speakers and 

TVs.    
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The vulnerability behind Amazon’s business model compared to a focused competitor 

like Netflix is that it is a highly and increasingly diversifying company, but offers almost 

all services in a bundle. If it helps raise subscription numbers over-all, the strategy will 

be successful, but it faces competitors in a variety of industries and segments that have 

focused strategies which could outperform Amazon on each of its services in the bundle 

package. Amazon’s value activities must necessarily be based on interrelationships and 

integration as the success of each unit impacts the others. One is only as strong as its 

weakest link, suggesting that Amazon could be missing necessary trade-offs in their 

search to entice customers with a wide range of services. Widening the portfolio of 

business segments can be a successful strategy, but it depends on being able to achieve 

the right mixing to create synergy among the segments. Other companies have had 

success in entering seemingly unrelated industries to strengthen their competitive 

advantage. Amazon could have success, however it depends on their ability to achieve 

interrelationships, and the failure to achieve these could jeopardise the whole business 

due to the integrative nature of their business model. In other words, the devices and 

subscription bundle must offer more value than the separate services and products other 

companies offers.  

3.3.3 Facebook 

 

Facebook is not the most obvious competitor as it is considered a social media website 

and not as fully offering a streaming service that challenges the film industry and 
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television. However, Facebook has increasingly made moves into the segment, primarily 

through broadcast of sports, but also seeking to produce shows and movies. Furthermore, 

Facebook is in the competition of demanding consumers` attention, which directly 

affects the entertainment industry, especially if they were to start offering services that 

previously were exclusively on SVOD services or traditional media outlets.  

 

Facebook’s price model is based on a free, ad-supported service which allows users to 

connect through personal profiles and/or pages and groups. Most companies utilise the 

service to reach consumers through pages users can receive information from and 

interact through. Facebook commands a vast network of users globally which makes it 

a powerful medium for other business to interact through as well as having the potential 

to expand their services. The user network makes Facebook both an opportunity for 

reach, but also a competitor if it starts to offer similar services as other media outlets. Its 

pricing model and ability to spend money on rights would seriously challenge existing 

outlets, and potentially change consumers to become more price sensitive. This has been 

one of the problems of internet-based entertainment, the issue of pricing a service that 

most consumers expected to be free. Facebook has made bids on various sports events, 

such as $600 million for streaming rights to cricket in India, and some one-off events 

such as Major League Soccer and Champions League matches. In the first six months of 

2017, the site broadcast 3500 sports events (The Independent 2017). Reports also say 

Facebook is considering to bid for Premier League rights for 2019-2021, among other 

tech companies (Steinberg 2017). Another tactic Facebook tried was to seek rights from 
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UEFA to broadcast Champions League matches to emerging markets were these were 

not shown on television. However, the negotiations failed as Facebook sought the rights 

for free, arguing for their ability to reach audience as value for UEFA (Joseph 2016). 

This highlights a conflictual aspect of Facebook, that the entering into the streaming and 

broadcast segment puts it into direct competition with companies that are using its 

website to reach audience and increase viewership.  

 

Facebook has also made moves into producing TV shows to air on its Watch platform, 

a video streaming service it launched in August 2017. While it is still in the process of 

defining the exact content to offer, it has bought projects such as Five Points and an 

English remake of the Norwegian television series Skam, both high school dramas 

(Clarke 2017). If the initial content on the Watch platform becomes a success it is likely 

Facebook will start to expand its content offer, which would put them in direct 

competition with streaming services such as Netflix and Amazon, not only in competing 

for consumers time, but also in the bidding process for content. This could increase the 

supplier’s bargaining power, here the content creators and studios. What may lessen the 

blow of Facebook’s entry for the existing streaming services is that it is still free for 

users, in which they may not regard it as a substitute if they are willing to pay for one or 

two more services providing content. However, as mentioned, Facebook may increase 

consumers` price sensitivity, which would challenge traditional outlets such as cable 

channels, but also streaming services such as Netflix who have had price increases to 

their subscription plans in order to finance more original content.  
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A strong point for Facebook lies in its Silicon Valley experience of information 

technology, similar to Netflix, but perhaps even more extensive. Facebook, through its 

global network of users and collection of all these users` behaviour data and personal 

information, commands a vast control of information on its users’ habits and preferences. 

It can use this to predict and customise content to appeal to both broad targets of 

audiences as well as niche audiences. Amazon has information on shopping habits and 

viewing behaviour from their streaming service and Netflix has accumulated knowledge 

on its users’ viewing behaviour which it uses to shape and decide its content offerings 

and recommendations. Facebook through its vast networks of companies; organisations; 

private individuals and more have an even more powerful bulk of information. If used 

correctly it can offer great leverage in shaping their entertainment content on the Watch 

platform.  

 

This further shows the increasing linkage between Silicon Valley and Hollywood, where 

the traditional linear TV and release window schedule for movies has been challenged 

by SVOD services and the use of information technology through gathering internet user 

data to shape and create content. It not only can create a personalised and differentiated 

product, but it can improve cost structure through more precise channeling of finances 

into projects that have a higher accuracy in predicting preferences and appeal with 

audiences. Silicon Valley firms like Facebook, as well as Google and other user 

networks that gather consumer preferences and behaviour on the internet, have the 
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ability to employ this strategy to expand their services into the entertainment industry. 

This also has the potential to make marketing more cost efficient through personalised 

targeting of certain audiences through information technology and recommendation 

algorithms. This has been one of Netflix’s key competitive advantages in creating a 

differentiated and efficient user experience on their platform. Silicon Valley companies 

such as Facebook has the capacity to challenge on this front as they venture into the 

SVOD segment.    
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IV. NETFLIX ANALYSIS 
 

4.1 Background 
 

Netflix was founded in 1997 as a video rental service. Competing against large 

companies in the industry such as Blockbuster, Netflix sought to differentiate themselves 

by providing a service that offered the customer a more convenient solution. Instead of 

opening rental stores they opened a website where consumers could rent videos by mail 

on a subscription-based payment plan, without any late fees. Consumers would order the 

videos on the website and they would be shipped with a pre-paid return envelope. This 

saved customers the trip to the store and annoyance of late fees that were common in 

rental stores like Blockbuster. At the same time it allowed Netflix to enter the industry 

and operate more cost efficiently by eliminating the need to open rental stores to reach 

customers. Interestingly, the business model of Netflix initially highly resembles its 

current business model in that its key value activity configuration was to create 

convenience for the consumer by allowing them to order videos from home and 

encourage so-called “binge-watching” through a subscription-based payment plan rather 

than pay-per-video pricing model.  

 

Building on this business model and exploiting the digital shift in distribution, Netflix 

entered the SVOD segment in 2007 and started expanding internationally in 2010 to 

Canada, growing its global expansion steadily since then. By 2016 the streaming service 
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was available in 190 countries and reported 109 million subscribers worldwide in 2017 

(Netflix, Inc 2017a). As a new and relatively untested distribution channel, Netflix 

achieved favourable content licensing deals in the beginning of the 2010s, but as the 

service and Netflix subscription base grew, many television and film companies became 

more vary about licensing their content to Netflix. That as well as the increasing 

competition in the SVOD segment in acquiring content caused Netflix to expand their 

business model to enter content-production activities. This is part of a strategy to 

continuously provide its customers with a new and broad catalogue of content as well as 

protect against hostile content producers who may withhold their content or start their 

own streaming services.  

 

Originally a content aggregator and online company, Netflix’s entry into content 

production shows the tightening relationship between Silicon Valley and Hollywood. 

An important part of Netflix’s competitiveness lies in its technological competencies. 

As the service operates purely on the online platform, technologies play an important 

part in designing and delivering a smooth product. It has used these website interface 

competencies to combine information technologies and audience interaction to provide 

the customer with a convenient and personalised entertainment experience. This requires 

not only in-house technology to run smoothly, but also to consider value activities in 

other infrastructures such as broadband and payment to be able to optimise the service. 

With the global expansion, these infrastructures become even more salient, as different 
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countries may have different institutional; legal and technological restrictions that must 

be accommodated without compromising the quality of the service.  

 

In order to identify the sources of competitive advantage it is important to show the value 

activities of the company. Porter’s value chain offers a powerful tool to conduct value 

activity analysis by outlining the activities into primary and supporting activities, which 

also helps determine interactions and interrelationships of activities within and between 

business units. As it is a sequential activity analysis it can also be utilised to connect 

different value chains, such as between buyer and supplier to determine how to organise 

and fit activities in the most beneficial way for efficiency and competitiveness. By 

connecting the value chain to end buyers, in this case the individuals consuming 

entertainment, a deeper understanding of how to arrange the activities to provide value 

to the consumer can reached. This is particularly challenging for entertainment products 

and cultural industries, because it relates to fulfilling a consumers’ demand for 

satisfaction rather than a service or product that performs necessary functions to the 

buyers’ value chain, such as transportation. It must therefore be considerations in the 

interactions of delivery and content in consuming the service and product. Attention to 

the details that determine the satisfaction of experience must be given.  

 

The following section will outline and describe the current value chain activities that 

contribute to the competitiveness of Netflix. Activities can always be analysed in more 

detail and at smaller unit levels, however, the activities that are identified here will be 
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approached by highlighting key interactions between activities and units, and how they 

are linked to improving the customer experience and growth of the company. By doing 

this with consideration of the requirements arising from global expansion as well as 

growing consumer base and other structural conditions, weaknesses and potential for 

improvements can be identified more efficiently. Outlining the value activities and 

relevant interrelationships and interaction between them also helps identify relevant 

trade-offs, which are important to understand potential differentiation and strategic 

positioning vis-a-vis existing and potential competitors.  

 

4.2 Value Activities  

 
A streaming service not only requires content the consumer wants to watch, but also 

enabling a smooth consumption of the content through easy access and adequate speed 

for an enjoyable experience. Some of these are out of the direct control of the company, 

but they are nevertheless crucial activities in bringing value to the consumer. This 

highlights connections of value chains in other industries and companies that supply 

necessary infrastructure for the SVOD industry to deliver their products. It has been 

estimated that during peak hours Netflix accounts of over 30% of the bandwidth usage 

in North America (Sandvine 2016). This is a substantial amount, which has raised 

concerns that broadband providers may limit the amount of bandwidth for Netflix 

consumption. However, the net neutrality law prohibits any discriminatory   behaviour 

for bandwidth usage. But this is still a concern Netflix must attend to as a supporting 

activity to work towards technologically through less bandwidth usage to transmit files, 
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as well as legally to ensure their interests are protected against violations or changes to 

the net neutrality law. These fall into firm infrastructure, through maintaining legal units 

that respond to changes in the external environment or detect shifts in industries affecting 

the service of Netflix. 

 

Netflix is well-known for their human resource management, with the infamous 127 

“Freedom and Responsibility” slides published in 2009 becoming a popular resource for 

corporate culture and HR management among Silicon Valley firms (Roettgers 2017). It 

relates closely to the corporate culture found in firm infrastructure that emphasise less 

hierarchy by teaching context for employees rather than management control. As such 

they approach Porter’s concept of a horizontal strategy through a non-hierarchical 

method, but still emphasises the importance of management in conveying the 

expectations and goals that employees should follow. To create efficient employees 

Netflix emphasises “freedom and responsibility” and the idea that employees should be 
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treated like “adults” (McCord 2014). This freedom involves a level of self-determined 

reward scheme, such as the free annual leave arrangement. To avoid slackers, Netflix 

simultaneously emphasise the high level work that is demanded, and managers are 

encouraged to keep a continuous assessment of valuable and efficient employees and 

fire those who are no longer needed or otherwise lacking. By keeping a generous 

severance package, Netflix makes this process easier to maintain as employees 

understand the corporate culture and the severance package makes legal disputes less 

common (McCord 2014). By highlighting efficiency over long hours and providing 

context and roles for its employees it fosters risk and innovation among its employees 

Figure 1: Netflix`s Value Chain Activities 
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as they are granted a level of freedom, but with a sense of responsibility to make 

decisions.  

 

In technology development, there is constant work to improve the website and user 

interface. As the experience of viewing content on Netflix is the core product, ensuring 

a website that is user friendly, but high quality is essential to the business. This requires 

constant improvement to stay up to date with best practice, as well as innovating and 

differentiating to keep a product customers want to keep using. This must also be 

considered across various devices and as global expansion continues, specific country 

specifications must also be taken into account. Improving technological development of 

legal restrictions such as VPNs and prevent piracy of its content is crucial for Netflix’s 

own content as well as to be a reliable competitor in the entertainment industry through 

following legal considerations across borders. Netflix has been criticised for slacking on 

enforcing VPN restrictions as users outside of the US wished to access the considerably 

larger US catalogue, which was in conflict with the established licensing rights in the 

respective countries (Hern 2015).  

 

Procurement is a crucial supporting activity for Netflix, especially in the context of its 

global expansion. It is still primarily a content aggregator. Despite increase in spending 

on original content, an estimated 80-85% of the content budget is spent on aggregation 

of licensed content (Bowman 2017a; Sarandos 2017; Spangler 2016). As mentioned, the 

library catalogue differs across countries due to varying licensing agreements on content, 



47 

 

which affects the locational value of Netflix’s service. Furthermore, relating to legal and 

institutional variations across countries, Netflix are obliged to keep a certain percentage 

of local content, which requires knowledge and experience in acquiring and producing 

content for the specific market (Bhatia 2017; The Economist 2014; Sweney 2016). In 

some markets the challenge is not legal, but consumer sensitivity to local content, which 

was seen in the entering of the South Korean and Japanese market where the audience 

are less interested in Western content than the European countries (Frater 2017). It is 

harder to rely on algorithm data accumulation in these countries as the viewing habits 

are considered to be different than Western European countries where consumption of 

American TV is more common and thus can be assumed initially to be more similar to 

American viewers. Procurement activities requires close interaction with other 

departments, utilising the consumer data and sales experience in specific locations to 

make decisions and channel funds to content acquisitions and partnership and platform 

building that will ensure new subscribers and retain current subscribers. 

 

Inbound logistics concerns the process of receiving the content and producing the 

content, determining when they are received and the amount (episodes; seasons). Here, 

with the content bidding acquisition for producing original content, Netflix has increased 

efficiency and reduced costs with the model for launching a new show. The traditional 

process of most television networks is to order a pilot, only committing to a full season 

if it is deemed appropriate and fitting. This pilot trial system is expensive as a lot of 

money goes into making a pilot that may not bring any additional revenue if they are 
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rejected. Netflix utilises its consumer data to outline preferences and viewer habits and 

bases that to bid for content. If successful, they commit to a full season without the pilot 

trial system. This reduces both time and cost, although it comes at the risk of a 

unsuccessful full season of a show, but this risk is still present even with the pilot trial 

system.  

 

Netflix spends a lot of money on content, increasing their budget significantly each year. 

They are now one of the top spenders in the entertainment business, even surpassing 

established content creators such as HBO, FX and CBS (Koplin 2017). However, the 

size of the spending budget has been criticised due to the debt Netflix has been 

accumulating as a result. Thus their margins are suffering due to spending more on value 

activities, than the value they capture. This is mostly due to increased spending budget 

in content, and related marketing. They announced they would spend $7-8bn on content 

in 2018, up from $6bn in 2017, and spent $1bn on marketing in 2017 (Levy 2017; Netflix 

Inc. 2017a). This comes as a response to external shifts, with more tech companies 

starting to spend on video content in addition to the large spending budgets of established 

entertainment companies. Put in perspective, Netflix has one of the lower debt levels in 

the industry (Sarandos 2017). But increased spending levels requires continuous growth, 

which should be based on establishing competitive advantage through value activities 

rather than simply increasing spending. At this point Netflix has a subscriber penetration 

at 38% in the US and 1% internationally, as percentage of subscribers to internet users 

(Levy 2017). This shows that Netflix has a lot of growth potential in the international 
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market, and potentially still in the US market, but as can be seen from Figure 2 below, 

the growth is not very high and dropped from the Q4 2016 for the international market. 

The US market has steadily declined in quarterly subscriber growth. While debt-fuelled 

growth can help establish a position through a transitionary phase, Netflix content budget 

is growing fast, which suggest the associated value activities are not yet generating 

enough value for consumers for the firm to be operating at a profit.  

 

 Operations consists of preparing the content to be distributed on the website. This 

includes many technical considerations such as file conversion and sizing for efficient 

streaming, encryption to protect against piracy, ensuring VPNs are blocked, and 

applying and integrating the content into the algorithm system. Furthermore, each 

content must be subtitled and/or dubbed to the appropriate language of each location and 

add descriptions and other required information like age rating etc.  

 

The outbound logistics is the process of distributing the service and relates to channels 

and devices as well as efficient running of the website for a quality streaming service. 
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Here the release window is defined, as releasing the content in sequences has been a 

traditional strategy of movie industry (through different channels) and the television 

channels(through weekly release). Netflix, with a few exceptions, has adhered to the 

principle of releasing full seasons at once. This has been a source of differentiation for 

the service, as it encouraged so-called binge-watching and changed viewer habits and 

behaviours. This strategy however, requires aligning the inbound logistics activity and 

procurement to the demand following this model of viewer habits. As it is on a non-

commitment-based subscription model, to keep subscribers, a steady supply of content 

must be ensured. When releasing seasons in full that viewers may watch in a week or 

less, it is important to ensure a similar supply for every month to ensure subscribers stay 

happy with the balance of new and old content. Since Netflix does not have 

advertisement on their website, they are not obliged to disclose any viewership numbers; 

ratings or keep release schedules according to “peak hours” which is common practice 

with television networks. This serves to contribute to Netflix’s differentiation as they 

can cater to more niche preferences and allows for more freedom and personalisation of 

the viewing experience compared to the linear schedule which bases its time slots on 

Figure 2: Netflix Subscription Growth Q4 2016-Q3 2017 
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viewership numbers and ratings. This increased freedom may positively influence the 

procurement and inbound logistics as Netflix can keep a policy that allows more freedom 

to content creators, thus attracting more creative talent.  

 

Marketing and sales refer to the process of keeping existing customers as well as enticing 

new ones. Netflix has a trial-system in which new users can get the first month free, then 

pay on a monthly basis. They offer three subscription plans, basic, standard and 

premium. They differ in number of screens that can be streamed on simultaneously, 1, 2 

and 4 respectively, and access to HD quality streaming. By keeping the subscription on 

a non-contract basis, with the free trial month, consumers are more likely to try their 

service due to the perceived low financial risks. Netflix then relies on their 

recommendation system to entice consumers to continue subscribing by encouraging 

“binge-watching” through continuous recommendations of new shows and films to 

watch based on the viewing behaviour and preferences of the user.  

 

In some countries Netflix has reached deals where their service is offered as part of a 

cable and/or broadband package by cable companies (Bowman 2017b). By having 

subscription plans that allow simultaneous use of screens, Netflix becomes family 

friendly as well as potentially gaining new consumers through account sharing among 

friends. This practice has been criticised as detrimental to Netflix who have more users 

than paying subscribers, especially from investors who worries about the decrease of 

new sign-ups. However, as the screen usage is limited, many who become accustomed 
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to having access to Netflix through a borrowed account could choose to get their own 

subscription as interruptions to viewing due to too many streamers on one account causes 

inconvenience. It is a risk and potential trade-off, but it has been helpful in creating a 

“culture” of Netflix watching, which strengthens the brand name and makes customers 

familiar with the service.  

 

Another important part of the sales is to ensure convenient and reliable payment 

channels. As it is conducted online, it is important that the system is secure and protected 

against leaks. Netflix emphasise its commitment to privacy as a Silicon Valley born 

intellectual-property company (Sarandos 2014). This requires close interaction between 

sales department and technology department, between primary and supporting activities 

to ensure the process of reaching and interacting with the consumer is secured in terms 

of privacy and personal information. As the internet and its users has matured, 

consumers have become more aware and demanding in terms of privacy requirements, 

making it a crucial component to any internet-based company.  

 

Finally, service refers to the process of improving the consumer experience through 

customer service and repair service. As it is an internet-based service, this refers to 

ensuring sufficient help pages and feedback channels as well as quick and efficient 

troubleshooting response. Through their extensive system of recording account activity 

and viewing behaviours, Netflix has a system that detects inconsistencies as they happen. 

In the case of an error in viewing a certain video, the system will detect if a large number 
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of consumers exit or report problems and investigate the error. Not only will it know the 

specific file that experiences problem, but it will detect at the specific time of the viewing 

the problem occurs, thus increasing its accuracy in fixing the problem. It also ensures 

correct identification of the problem, such as whether it is related to the consumers own 

separate internet connection issues or an error in the Netflix website. This way 

consumers are less likely to fault Netflix with poor service in cases where the error 

occurs elsewhere. Furthermore, the recommendation algorithm serves to provide a 

continuously guided and personalised service for consumers as they use Netflix. This is 

closely tied to the success in procurement and inbound logistics in ensuring content is 

available to keep the recommendation system relevant and constantly upgraded for 

consumers.        

 

Outlining the value chain activities are useful to understand sources of competitive 

advantage as it shows interrelationships; activity interactions and links the creation of 

value in the firm to that of the supplier and buyer’s value chain. However, in order to 

dynamically approach the value activities and identify weaknesses and challenges, it is 

necessary to understand the drivers that makes an activity or links of activities create 

value and continuously maintain and upgrade competitive advantage for the firm. In 

order to achieve this, Moon’s ABCD model will be applied to the value chain of Netflix 

to assess the internal and external dynamics that influence the competitiveness of 

Netflix. The determinants of the model shows the dynamic of each activity and the 

relative weight of each necessary for the activities to create value for the buyer. Each 
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determinant and its sub-variable, and its application in terms of how Netflix performs its 

key activities, will be assessed in the following section.   

 

4.3 Netflix’s ABCDs 

4.3.1 Agility  

 

This variable consists of two sub-variables, speed and precision, which can help 

companies identify non-efficient processes in terms of pace or turnover, but also 

consider the necessary timing of a process and at which point speed inflicts upon the 

quality, or in other words lacks precision. This highlights an important part of Porter’s 

generic strategies, the idea of trade-offs and making decisions on the balance of doing 

some activities, while foregoing others. This consideration is apparent in Netflix’s firm 

infrastructure and human resource management, where they have foregone a degree of 

hierarchical control to ensure more speed in decision-making processes by granting more 

responsibility to all its employees. This leaves a certain level of risk as more hierarchical 

control may leave more room for risk-consideration in decision-making. To counter this 

and ensure precision, Netflix keeps a strict human resource management hiring and 

firing process which puts more pressure in terms of responsibility to perform well for 

employees, making them more keen to act in the company’s interest. Furthermore, 

managers are taught to provide context for the employees, and make room for them to 

exercise their responsibility by emphasising their role and how their activities is linked 

to overall company goals. By having a generous severance package, it allows for speed 
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and precision in the firing process for managers by mitigating the potential backlash 

from employees who are let off (McCord 2014). However, this company culture and 

human resource management could face challenges as Netflix globally expands, facing 

different legal and cultural environments. It has opened offices in South Korea and 

Japan, which are both countries with a different working culture compared to the Silicon 

Valley culture in which Netflix is based.  

 

Netflix global expansion was made with considerations of speed for steady subscriber 

growth, but also precision in terms of which markets to enter first. This requires 

interactions among the different value activities, such as procurement in terms of 

creating partnerships and securing content agreements in various locations; inbound and 

outbound logistics, as well as technology development in ensuring adequate localisation 

of the service and necessary technological infrastructure to provide quality access to 

service. Netflix first expanded to Canada and Latin America in 2010-2011 followed by 

the UK, Ireland and Scandinavia in 2012. These are all markets with good internet access 

and a habit of consuming American content, which made Netflix’s existing content 

appealing, in addition to their plans of creating local content, such as the American-

Norwegian production of the TV-show Lillyhammer. As Netflix gained more experience 

with its international expansion, it sped up introducing the service in the rest of Europe 

in 2013-2014, followed by Oceania and some East-Asian countries in 2015-2016. Asian 

markets such as South Korea and Japan were always attractive due to the widespread 

usage and quality internet access among its populations, but Netflix was aware of the 
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challenges in the viewing habits of the consumers which had strong local content 

preferences (Frater 2017). Thus the entry was required to be precise in terms of aligning 

activities of producing and acquiring content that would entice consumers to view 

Netflix as a substitute (or valuable add-on) to local alternatives. This also requires 

marketing and sales to adjust to the new environment, as there are different channels and 

habits to consider in reaching consumers in these markets. Here it is important to balance 

the global image of Netflix and its local content ambitions. As Porter mentions, there is 

not always a match between how consumers use a product with how the company intends 

them to use it (Porter 1985). Similarly, in marketing there may be a mismatch between 

the global view of Netflix and its push to become a local content producer. A balanced 

marketing strategy that projects an image of glocal content offering is necessary to avoid 

marketing and brand image dissonance. This requires good coordination between 

activities such as procurement, inbound logistics and marketing and sales in order to 

keep a unified approach to the brand image and company direction.  

 

In terms of the website user interface and technological components, it is important that 

Netflix has a precise and efficient system to handle anything related to distribution and 

streaming such as blocking VPNs and implementing encryption as well as keeping the 

recommendation algorithms continuously updated. Netflix arranged algorithm prize 

competitions for a few years, in 2006-2009, which aimed at improving their algorithms 

by making a prize incentive for people to develop algorithms for the website. The 

competition was discontinued due to privacy concerns in the data involved in making 
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algorithms, but it served to be an appropriate move at the time as Netflix was in the early 

stages of developing its streaming service, in which they still experienced disruption in 

terms of human resource management as staff skill requirements rapidly shifted 

(McCord 2014). This helped Netflix gain some experience and ideas in developing 

algorithms more quickly. The algorithm system not only serves as a recommendation 

system, but also to make troubleshooting more efficient by keeping an extensive system 

that can detect errors as they happen and where they are located in the website or files. 

This ensures speed and precision in both the distribution activities and in customer 

service.  

 

As Netflix is increasing their original content production activities, they have tried to 

restructure their production process from the traditional Hollywood and TV networks, 

as well as the sequential release window. Netflix does not require a pilot to be made 

before committing to a show. This speeds up the production process, which is important 

for Netflix who needs to keep a steady stream of new content to entice new customers 

and keeping current subscribers. It also cuts costs, as producing a pilot is costly, and if 

it is not approved it would be no revenue gain from the experiment. The reason Netflix 

can differentiate in this way is because they have a different release window, and is not 

constrained by advertisers and peak schedules as is the case with TV channels (Netflix, 

Inc 2017a). Netflix releases full seasons at once, and need only to be concerned with 

growing subscriber numbers, not when or how consumers watch the content as ad-

sponsored platforms or tv channels must consider. This has allowed Netflix a bit more 
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leeway in terms of speed, as they have less precision concerns with outside parties such 

as advertisers.    

4.3.2 Benchmarking 

 

Benchmarking has two sub variables of best practice and learning. These can be likened 

to Porter’s idea of operational effectiveness and strategic positioning. Learning by 

benchmarking and imitation is necessary to compete, which represents the operational 

effectiveness, however, once initial benchmark in the industry has been achieved, in 

order to achieve unique competitive advantage against competitors, one must find a 

strategic position, which comes through exercising best practice and adding innovative 

elements.  

 

Human resource management and firm infrastructure has created conditions for these 

elements to be fostered. As employees are given freedom and responsibility, but with a 

clear context, innovative solutions are encouraged and given room to be explored. This 

variable and activities are strongly linked to the dedication variable, which stresses goal 

orientation and diligence. This is similar to Porter’s idea of a horizontal strategy that 

must be communicated across business units and human resources in order to ensure 

employees know which goal to work towards. Providing employees with a clear context 

to seek learning and upgrading best practice has a direct influence on technology 

development, in which constant upgrading and innovation is necessary to support the 
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primary activities in delivering a great service. In this activity and procurement, learning 

considerations are important as Netflix has only recently started producing their own 

original shows, making them grow ties with the Hollywood film and television industry, 

ceasing to be just a tech company form Silicon Valley. This has required them to 

benchmark in the process of selecting, acquiring and producing content, while at the 

same time keeping their original activities as an internet platform service. It was 

successful with its first series such as House of Cards and Orange is the New Black, in 

which they utilised their knowledge from viewer habits and content preferences in 

selecting which content to bid on. They found an interest in the original British House 

of Cards series and that many users who liked this content also liked Kevin Spacey 

movies. Thus the combination of House of Cards and Kevin Spacey as the main 

character, with highly qualified directors and producers, proved to be a successful start 

into the production business. This work becomes even more important as Netflix 

globally expands, as they are seeking to develop local content, which means learning 

about local culture as well as local viewing habits, which may differ widely from country 

to country (Spangler 2017b).   

 

With the global expansion comes more requirements in terms of primary activities such 

as ensuring a service and content that is specialised for each location. It must consider 

local environments such as broadband infrastructure, internet access and preferred 

devices and platforms to consume Netflix content. It must also ensure each market’s 

payment infrastructure, which is important for safety and privacy concerns. Emphasising 
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constant learning in each activity is important to ensure Netflix stays competitive 

globally. It must consider how many positions and offices to establish to meet knowledge 

and location demands, without overextending its reach compared to the benefits it 

achieves from having these offices. As it is an internet-based company, their physical 

presence globally may not always be necessary. Furthermore it must make sure customer 

support services are available for each location, which may have different concerns or 

different language requirements in handling issues.  

 

As a smaller company Netflix could be more lax in terms of enforcing legal standards in 

earlier years. As they have become a more significant player interacting with various 

competitors in different locations, they have had to improve their standards by enforcing 

more efficient restrictions against illegal activity such as VPNs. Different locations have 

different license agreements in place as well as locations where Netflix is still 

unavailable. Here, VPN blocking to keep consumers from accessing larger content 

library such as the US Netflix is important to ensure Netflix follows industry standards 

and avoids legal confrontations. Since the subscription plans are the same price in every 

market, aiming to have the same content library through universal licensing is in Netflix 

interest in order to avoid discontent among subscribers who feel they do not get enough 

content for the price they pay. As the internet has also allowed more information 

dissemination, price comparisons relative to content access is easily made by customers. 

To counter this, Netflix is increasingly trying to establish global content license 

agreements (Netflix, Inc. 2017a). This shows that even as Netflix has established itself 
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as a leading SVOD service, it must still seek to continue learning as it globally expands, 

but also seek to upgrade best practice globally by offering a differentiated service that 

bring value to consumers.  

 

Netflix is available in 190 countries, but it is still not in China. Chinese regulations 

regarding internet usage and censorship makes it a challenging market to enter. As of 

now Netflix is licensing its content, which can serve as a benchmarking process by 

gaining more understanding on the preferences and viewing habits of Chinese 

customers. Due to the restrictive environment in the Chinese market, Netflix says they 

will not enter China anytime soon (Sarandos 2017). Entering China must be considered 

in terms of whether to establish partnership with local streaming providers, which carries 

risks concerning intellectual property rights, but could serve as good benchmarking 

process. Otherwise it must develop a service customised for Chinese regulations and 

preferences, which may be detrimental to brand image and not very cost effective. The 

potential of the Chinese market in terms of subscriber numbers nevertheless makes it an 

opportunity to seriously consider and work on.     

4.3.3 Convergence 

 

The convergence variable consists of the sub variables mixing and synergy, which can 

be linked to Porter’s idea of “fit” (Porter 1987). These are very useful considerations of 

value activities, as it is how the activities are organised and performed that determine 
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competitiveness and strategic positioning. Mixing relates to activities’ interactions and 

interrelationships through restructuring and/or diversification of business activities 

within the firm. To approach the activities in a dynamic way is necessary to respond to 

external shifts and position the firm amongst competitors. A unique mix of activities can 

distinguish a firm from the rest of the competitors. However, in order to achieve 

differentiation and/or cost advantage that lead to sustainable competitive advantage a 

mix of activities must have synergy. Synergy is the ability to mix activities and capture 

benefits from the relationships among these activities. The value chain offers a good way 

to consider synergies, both within firm and between different value chains.  

 

Netflix offer important insight into creating synergy through diversification of its 

business. Starting as a dvd-by-mail service where customers ordered through a website, 

its primary purpose was to bring entertainment to customers’ homes in the most 

convenient way. With the digital revolution that came with the internet, Netflix 

recognised that this platform could be further utilised to bring more efficient delivery of 

entertainment through streaming. Having already established some knowledge in 

internet transactions and user interface through its website’s operations, the skills and 

knowledge in these activities was utilised to diversify and mix the activities in a 

synergistic way. This created an important advantage as it acknowledged the internet as 

an important tool, not the goal in itself, as they still kept their business model intact but 

adding a different channel to deliver the content.  
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Going from being primarily a content aggregator to producing its own content, to 

compete with established producers and studios, Netflix utilised its internet expertise 

and knowledge in offering video-on-demand to determine content for investment. In 

order to draw knowledge from the information technology it has accumulated on its 

users, interactions and cooperation among different activities was necessary to draw out 

the crucial information that could be used to bid on or otherwise pitch content ideas for 

production. This way Netflix was able to compete with established content creators in 

the industry who have more experience in the field by utilising their unique strengths 

and knowledge. 

 

In terms of synergy outside of Netflix’s value chains, it is important for Netflix to have 

access to its service from a wide range of devices. In some cases, the platform may be a 

competitor, such as having access to Netflix through your TV-box set. Here it is 

important to create relationships that provide benefits to both parties. As Netflix is a 

direct competitor to television networks and cable companies, aligning activities in a 

way that including Netflix on the platform becomes beneficial to the competitors is 

necessary. Such consideration can be made in the content offering. Netflix offers content 

to be accessed “anywhere, anytime”, but for TV-series that are owned by other 

companies, these are only released to Netflix after a certain period of time since airing 

the season. Netflix can boost viewership of new seasons, by allowing viewers who did 

not watch it during the television release schedule to catch up and follow new seasons. 

Although it will not be a complementary in the same fashion as services like HBO and 
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Showtime where access was secured only through a cable bundle, having easy access to 

Netflix through the cable can entice customers to perceive these services as add-ons, 

rather than as substitutes if these kind of release mechanisms and content 

complementation exists. Even with an increasing amount of cord cutters, estimated at 

1% per year, there is evidence that Netflix is still viewed as an “add-on”, rather than a 

substitute (The Economist 2016). Another industry in which Netflix is seeking to create 

partnerships is with in-flight entertainment, by making deals with airlines to make their 

services available during flights (Spangler 2017c). This is a win-win situation for 

Netflix, who provides more accessibility to consumers, and to airlines that can offer 

Netflix’s content library for entertainment. Netflix should continue seeking these types 

of synergies with outside parties in order to establish themselves as a “good” competitor, 

which will be useful as new entrants increase the competition in the industry.   

 

Another area in which cooperation has been necessary is in regards to Internet Service 

Providers (ISP). As Netflix expanded its services internationally and increased 

subscribers, their share of bandwidth usage (internet traffic) increased significantly, 

estimated at around 31.6% of all downstream traffic at peak hours in North American 

markets (Brodkin 2014). Netflix keeps a strong legal and strategic focus in ensuring 

strong network neutrality (Netflix, Inc 2017a; the Economist 2014b; Scott 2014). Netflix 

also sought to cooperate with ISPs to ensure that Netflix customers receive a good 

streaming experience. Understanding these connections in value activities is important 

to keep Netflix’s experience a positive one, despite it being outside of their own industry 
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activities. To meet this challenge, Netflix launched the Open Connect initiative in 2011, 

in which they provide a content delivery network (CDN) solution with a proactive, 

directed cached solution (Netflix, Inc. 2017). This solution places the data or Netflix 

traffic closer to customers, reducing the geographical and network distance the data has 

to travel during playback. This move improves the experience of Netflix, as well as the 

ISP networks’ traffic efficiency. Thus the understanding of convergence in value 

activities between value chains is important to the notion of creating shared value (Porter 

and Kramer 2011). This collaborative search of synergy between industries allowed for 

Netflix and ISPs to mutually improve their service and customer experience.  

 

This kind of cooperation is an important notion, especially in light of the effect of the 

digital revolution which has been to bring Hollywood and Silicon Valley closer. The 

idea of clusters is relevant here, which refers to the idea that geographical locations 

creates an ecosystem of different but related businesses to create overall competitive 

advantage. Moon further builds on the idea of clusters, showing how regional and global 

cluster linking exists (Moon 2016a). Understanding the growing connections between 

Hollywood and Silicon Valley, represented by companies such as Netflix but also by 

new entrants such as Facebook and Google, through cluster-linkages, can be more 

fruitful in terms of seeing the balance between cooperation and competition and industry 

decline versus industry growth/restructuring. This is perhaps particularly important for 

traditional movie studios when approaching the digital revolution, by understanding the 

cluster dynamics of related industries being linked. The effects of companies like Netflix 



66 

 

also has the potential to broaden the scope of the Hollywood industry, through its global 

expansion and local content activities. Understanding convergence in the value chain 

and between value chains is important to realise the opportunities arising from these 

linkages. Netflix differentiated approach to acquiring content is also an advantage. The 

full season commitment, more leeway in episode runtime and length of seasons as well 

as no need for week-by-week recap of episodes, allows for more creative storytelling. 

The content market is a fragmented one with significant players such as large movie 

studios and television networks, in which attracting talent and content depends on both 

creative freedom and financial means. Netflix provides both and is able to keep a certain 

bargaining power in terms of price since it does not release viewership ratings and 

numbers, especially with licensed content. Linear television networks are offering more 

video-on-demand platforms, however, Netflix’s integrated system and accumulated 

information technology is a source of competitive advantage that is not easily imitated.  

4.3.4 Dedication  

 

The variable dedication consists of the sub variables goal orientation and diligence. This 

can be likened to the concept of a horizontal strategy that Porter emphasises as key to a 

firm in achieving competitive advantage through the organisation of value activities 

(Porter 1985). The variable may seem superfluous as most firms have a strategy. 

However, having a strategy and executing and maintaining a strategy is less 

straightforward than it seems. The variable also highlights the balance between strategic 
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goals and tactics to achieve them. A firm may have a strategic goal which is represented 

in goal orientation, but achieving it requires diligence. Diligence here should not refer 

to a static conduction of activities, but rather diligence in aiming for the goal, by 

remaining process-oriented in achieving the goal. This is important, especially in rapidly 

developing industry environments, where goal orientation requires a dynamic 

arrangement of activities in order to continuously meet the goals. Diligence also 

highlights the requirements of staying, as Porter calls it, “a moving target” in order to 

avoid erosion of competitive advantage gained by either disruptive innovation or 

otherwise first mover advantages (Porter 1985:183). Diligence is dependent on having a 

clearly communicated goal orientation or horizontal strategy to keep every activity 

equipped with the right information and skills to aim for a common target.  

 

Netflix’s corporate culture and human resource management reflect the commitment to 

goal orientation and encouraging diligence through their emphasis on context over 

hierarchical control. Through their concept of “freedom and responsibility”, Netflix 

seeks to communicate the context and role in order for employees to exercise their 

knowledge and skills towards the common goals (Netflix, Inc 2017; Roettgers 2017b). 

The policy is kept to a simple “act in the interest of Netflix” when making decisions. 

Coupled with clear context, this is a simple, yet effective policy to achieve goal 

orientation, as well as diligence in employees who are given responsibility to work 

towards this end. A challenge will be to continue fostering this kind of corporate 

environment as the company grows and across locations. Cultural, institutional and legal 
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differences may hinder full adoption of their free annual leave and maternity leave 

policies. As these offices requires close coordination, ensuring the corporate culture and 

goal orientation in different places will be important, but the challenge is to at the same 

time localise certain elements to ensure efficiency in each location. One-size-fits-all is 

not always a viable or even preferred solution in handling activities across locations. 

One strategy is to seek or encourage linkages with clusters in different locations, as the 

close locational linkage that can be seen within Silicon Valley and the growing ties to 

Hollywood offers benefits to the firms located there.  

 

Dedication is also important in inbound logistics and procurement in which decisions 

regarding content licensing and production is made. This requires coordination between 

the technology department and activities related to information technology and data 

collection on consumers as the type of content should be based on what brings value or 

satisfaction to consumers. The content licensing and production process shows Netflix 

has kept this coordination well maintained through a common goal and diligence to keep 

to that goal. Netflix wants to provide consumers with a wide library of content as well 

as serving niche preferences. In the beginning of their streaming service, content 

licensing from other studios and television companies was more easily made. As more 

content providers became vary of the threat Netflix had on their traditional revenue 

structures, they became more reluctant to license their content (Sarandos 2017). 

Predicting this trend, Netflix moved to producing original series, based on data from 

viewer behaviour and preferences, to keep to their goal of providing consumers with the 
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right content. This shift from content aggregation to content producer reflects Netflix 

diligence in staying a moving target through diversification and reorganising their value 

activities, which was necessary to keep continue aiming towards the goal.  

 

Diligence will become even more important as companies like Amazon and Facebook 

will challenge their advantage in having a system of information technology and content 

production that produce value in entertainment consumption for consumers. Similarly, 

it should seek to continuously differentiate its content, with a global/local balance, in 

order to stay competitive against the launch of streaming services from established 

entertainment companies such as Disney. So far Netflix has mostly had success in tv-

series, which coincides with their viewing habit system(anywhere, anytime), but movies 

has been more slow. However, their aim to provide diverse content was a success with 

movies like Okja, a movie directed by Bong Joon-Ho, featuring both Korean and 

globally recognised actors. The movie uses both Korean and English language. The 

movie was chosen to compete at the prestigious award show Cannes Film Festival, which 

stirred controversy due to the different release system employed at Netflix which airs 

the movie directly to Netflix rather than having a prior cinema release (Mumford 2017; 

Noh 2017). This policy is causing annoyance with the theatre industry, who do not wish 

to buy the movie unless they get preferential release schedule (Schwerdtfeger 2017; 

Sharf 2017). Netflix has done well in the television format due to the similarity of home 

consumption between television channels and streaming services, however, in the film 

industry there may be some challenges in changing the viewer habits that prefer the 
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cinema experience. Blockbuster movies are usually expensive to produce, which is also 

why the revenue structure of box-office release is preferred for movie studios. Netflix is 

already spending a lot on content, a lot of which is series that bring several hours of 

content to its consumers. Competing against established studios on blockbuster scale 

movies may prove to be less profitable in terms of returns on investment for Netflix, due 

to its value chain structure.   
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V. DISCUSSION 
 

By applying the ABCD model to the value chain analysis, the strengths and challenges 

of Netflix can be recognised. Netflix has employed a gradual, but nevertheless swift 

approach to its value activities. Its global expansion has been fast, but marked with 

precision in choosing the order of markets to enter to ensure profit contribution from the 

more promising markets first, while adding rapidly for global penetration. It keeps a 

glocal approach by aiming for local content and personalisation as well as establishing 

more offices worldwide. However, it faces challenges in ensuring a worldwide quality 

service in terms of broadband and payment infrastructures and in acquiring global 

content deals to offer the same library to all customers, regardless of location. Its 

increased spending on content is a source of debt, which must be sustained by subscriber 

growth. Netflix has had price hikes in the past, most recently in October 2017, making 

their service more expensive compared to competitors such as Hulu and Amazon, and 

future competitors such as Facebook which is likely to keep its free ad-supported service 

when offering video content. Disney is also predicted to launch a cheaper streaming 

platform (Low 2017). It is therefore important that Netflix continues to differentiate its 

services through its content package and user interface. Amazon as of now offers the 

Instant Video streaming service as part of their overall Prime bundle of e-commerce 

subscription plan. However, if Amazon were to offer a stand-alone subscription service 

at a price around $7 it would directly challenge Netflix’s product. This suggest Netflix 

must be careful with the balance of content spending and price hikes, in order to keep a 
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focused differentiation in content offerings to keep their competitive advantage. At 

present it appears Facebook will offer different content from Netflix, with a mix of series 

and live sports, but it is important that Netflix continues its progress in production to 

stay ahead of competitors like Facebook which challenge their competitive advantages 

in information technology.  

 

The global expansion of Netflix requires coordination in various activities, improving 

across agility, benchmarking and convergence. There must be continuous improvement 

in technological aspects such as broadband infrastructure, payment infrastructure and 

device access across locations. This requires speed and precision, but also benchmarking 

in various markets and creating a synergistic mix of internal and external activities. The 

dedication factor impacts each of these, as Netflix must stay goal oriented which has 

been an important part in reflecting their brand image, but also keep diligence in terms 

of process, to recognise the various cultural, institutional and legal challenges that will 

arise from penetration of different markets. Netflix’s long-term strategy bases itself on 

the prediction that internet TV will fully replace linear TV in the future. Understanding 

the sources of competitiveness in Netflix’s value activities can cast light on industry 

developments. For the cable industry, Netflix has positioned itself as a personalised and 

freer alternative where consumers can watch “anytime, anywhere”, whilst promoting 

specific viewer behaviours and preferences through its distribution system. However, 

while Netflix seeks to have a wide content catalogue, it is focussed on movies, TV -

series and documentaries, rather than offering a full spectrum of live- TV, music videos, 
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gaming, reality and other entertainment genres (Netflix, Inc. 2017). Thus it still remain 

differentiated, in which the traditional cable companies may be more threatened by 

companies such as Facebook who are testing live- TV streaming such as sports. 

However, it does show that the SVOD industry is yet to fully mature and certain 

entertainment genres are yet to be occupied.  

 

The strategic direction of Netflix and other existing SVOD companies has implications 

for the entertainment industry. Both the television and film industry has been dominated 

by major firms. In the television industry this has been more fragmented due to different 

big TV networks in various countries. For the film industry, Hollywood has been a global 

force represented by a handful of major firms. As the cost of creating content is high, 

the industry is unlikely to significantly change structure in terms of number of big 

competitors, but the configuration of these competitors may change, and by bringing 

Hollywood and Silicon Valley closer, which is seen by the increased spending on content 

by tech firms such as Facebook, Apple and Google, the rules of competition and 

configuration of the value chain in the industry will shift. While companies such as 

Apple is expected to continue to lead a device-led strategy to disseminate content, 

companies such as Facebook and Google may create disruptions in terms of pricing and 

network reach.  

 

The internet and distribution mechanisms that followed, such as film piracy, made 

consumers more price sensitive as they developed the expectation that things should be 
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free on the internet. By offering a differentiated and valuable service, companies like 

Netflix, Amazon and Hulu have managed to sell their product at a reasonable price, but 

still far below the price cable companies could and still command, although the trend of 

cord cutters indicate these bundle prices are outdated. Facebook is still in the learning 

phase of producing and offering content online, but if successful with its content, it is 

likely to rapidly influence the industry through its customer reach. For the entertainment 

industry, not only will this lead to changing consumer demands and price sensitivity, but 

it will also change the boundaries between technology companies such as Silicon Valley 

and the entertainment industry as well as the distinctions between the film and television 

industry. There will still be differences in content creation and storytelling format (i.e. 

seasons and episodes versus long or short films), but the process of distributing and 

release windows will become similar as everything becomes centred on the internet 

platform. Some distribution mechanisms and features such as the cinema for movies and 

scheduled broadcasting such as live sports and news will still reflect differences between 

these segments, but as the internet platform becomes the normalised distribution channel 

and technological advancements in the consumption experience of online content, these 

differences may become more blurred, creating a more integrated entertainment and 

technology industry. The entry of device-focused companies like Apple is likely to 

hasten this effect upon the industry.  

 

Netflix currently holds a strong position in the changing environment as it is dedicated 

to the internet platform and offers a focused service of content, with good progression 
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into content production to offer exclusive content. This protects it from the withdrawal 

of content from big companies such as Disney who plans to launch its own streaming 

services. Disney’s content brand is also different from Netflix’s, having strong brand 

names within movies in particular, which suggest these streaming services would not be 

viewed as a substitute to Netflix. Amazon is perhaps one of the more direct competitors, 

following a similar strategy in terms of content production and has the financial means 

and size to challenge in acquiring content. However, Amazon is a very different service 

as it offers its streaming service in a bundle with its other features such as e-commerce, 

cloud services and music streaming. It also has a more broad scope in terms of types of 

content, seeking to offer live-TV such as sports. Netflix’s brand is still more recognised 

as a go-to-service for home entertainment whereas Amazon is primarily associated with 

online shopping. Facebook directly challenges Netflix on the information technology 

and internet platform experience. Content-wise, there are differences which lessen the 

substitutability between the services, however, Facebook is a challenge due to its 

network reach, consumer data collection and pricing strategy. Netflix should continue to 

have a focused strategy and offer exclusive and differentiated products that consumers 

would see value in paying for in face of ad-supported, free Facebook content. It may still 

keep its leverage in foregoing ad-revenue by allowing it to keep viewership ratings and 

numbers classified, which has shown to be an advantage in content acquisition and 

creation. However, considering their revenue dependability on subscriber growth, it is 

important that they consistently evaluate the content’s value to consumers, in order to 

more efficiently create quality content without having to disproportionately increase 
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their budget. Other content producers like HBO has a lower content budget at $2bn, but 

still churns out quality series like Game of Thrones, Silicon Valley and West World. 

Netflix should benchmark these producers in order to balance content spending 

considerations vis-a-vis competitors with bringing content value to consumers. 

Balancing this will also have an impact on the bargaining power of suppliers, here 

content creators, where too much budget focus may give content creators more power.  

 

Sustainable competitive advantage in the SVOD segment in face of the new entrants and 

changing industry boundaries will be dependent on the ability to respond to changing 

consumers` preferences and demands both locally and globally and establishing a brand 

name in terms of exclusive content. If linear TV is fully replaced by internet TV as 

Netflix predicts, the services are likely to become more fragmented, as customers seek 

to satisfy their entertainment through various SVOD platforms.  Here, understanding of 

both the experience economy and the attention economy is useful, as competitive 

advantage will rely on the ability to exploit both by commanding attention to its platform 

through tools such as recommendation algorithms to guide customers to content as well 

as designing and creating a platform that allows for an accessible and differentiated 

viewing experience. This requires to synergistically mix value activities to provide 

experience through content, technological features and access through various devices. 

Companies must not only provide a specific and tailored experience of consuming 

entertainment, but also offer choice in how they wish to consume the content, e.g. 

through phones, television or tablets.   
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VI. CONCLUSION 
 

This thesis has examined competitiveness in the entertainment industry and SVOD 

segment. The sources of competitive advantage for Netflix was analysed through 

theoretical application. The theories of Porter’s value chain and Moon’s ABCD model 

was used as tools to outline and assess the determinants of competitiveness in the SVOD 

segment and wider entertainment industry. Before analysing Netflix, the characteristics 

and structure of the film and television industry was examined using Porter’s five forces 

model, and relevant competitors like the Walt Disney Company, Amazon and Facebook 

were briefly analysed to highlight key features of competitive advantage in the SVOD 

segment and wider entertainment industry. Applying the ABCD model to the value 

activities of Netflix shows how they gained a strategic position in the entertainment 

industry and SVOD segment and their sources of competitive advantage. It also 

identifies challenges and activities where there is room for improvement. Netflix has 

gained competitive advantage from speed and precision in corporate culture, global 

expansion and progress into content production by utilising information technology and 

different procurement and content acquisition system. This was supported by emphasis 

on benchmarking through adapting to industry standards in both technological aspects 

and content considerations across locations but adding innovative elements such as 

scrapping the pilot system and basing decisions on user data to predict success. This also 

included legal considerations, especially in content restrictions when expanding 

globally. This is a particular challenge if they wish to enter the Chinese market, where 
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proactive moves to learn about the market and consider modes of entry will be necessary 

to enter. Netflix emphasises convergence within the value chain by utilising the various 

strengths across its departments and value activities when diversifying into original 

programming. This is a source of sustainable competitive advantage as a system of 

synergistic value activities is not easily imitated. Furthermore, they have sought out 

synergy with other industries’ value chains, such as the collaboration with ISP providers 

and establishing partnerships with cable companies. Lastly, the dedication variable 

strengthens all these activities, by providing goal orientation and diligence. Netflix have 

clearly worked to keep this variable clear to all activities of the value chain in order to 

channel the diligence towards corporate goals by communicating the corporate strategy 

and employees’ role in working towards it. 

 

By outlining the components of Netflix’s competitiveness, the challenges of competitors 

and industry developments can be recognised. Competitors like Facebook challenge 

Netflix on their information technology, but will not necessarily be a substitute if Netflix 

keeps its differentiated approach and continues to produce exclusive content. Facebook 

does stand to gain a strong position due to its reach and vast collection of user habits and 

preferences, however this does not directly translate into quality content as activities 

must be managed to utilise information technology to tailor content creation specifically. 

Furthermore, depending on the genre Facebook will focus on (live sports, TV-series), 

they may challenge different companies in the entertainment industry. It does however 

confirm the growing ties between Hollywood and Silicon Valley, in which the 
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competitive elements of tech firms will become increasingly important in the 

entertainment industry. Amazon’s content offering is more similar to Netflix, but still 

slightly differentiated. Amazon’s strategy at the time makes it less of a substitute to 

Netflix due to its business model of offering everything in a bundle. It is still primarily 

an e-commerce company, and associated as such by most customers, which is an 

important brand consideration that suggest as of now that the strategic positioning of 

Netflix and Amazon is differentiated. Lastly, the Walt Disney Company is a well-

established content creator and boasts exclusive intellectual property rights through 

recent acquisitions. Planning to launch its own streaming services, its content will be 

removed from Netflix and will become a competitor in the SVOD segment. Netflix has 

had most success in producing TV -series formats rather than movies, and as such is at 

a disadvantage against Disney. But this also suggest these will be differentiated services, 

rather than substitutes, and as long as Netflix builds its brand by offering exclusive 

content, it can survive the launch of Disney’s streaming platforms. This requires that 

Netflix focuses its resources towards content it has gathered success with previously and 

to carefully benchmark standards in producing films in order to improve its film 

offerings. It has had some success with movies such as Okja, but it still has room to 

improve to challenge companies such as Disney.    

 

In sum, Netflix must carefully consider its competitive advantages, and how competitors 

will challenge these. It must continue to progress into content production, which requires 

an increase in budget as the content market is fragmented and becoming increasingly 
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occupied by companies willing to spend significant amounts to acquire content. 

However, this must be balanced by considerations of subscriber growth and capturing 

value. Netflix must continue to utilise its information technology and create conditions 

such as creative flexibility that will attract creative talent and produce quality content, 

rather than simply increasing their spending budget. They must also continue to 

emphasise partnerships and synergy between value chains and industries in order to 

establish themselves as a good competitor while ensuring any activity that influence the 

quality of their service is improved. This will help differentiate their service and create 

a better position for them to enter difficult markets such as China which requires good 

experience in coordinating across locations and industries. Here, understanding and 

improving synergy across its global offices will help this process. Netflix has a good 

position in current development of the SVOD segments and wider entertainment 

industry as can be seen through the ABCD analysis, but as new competitors are entering, 

it is important to continue diligence towards the process of upgrading and staying goal 

oriented to sustain the competitive advantage they have enjoyed the last years. This 

requires not only sufficient benchmarking of industry progressions, but also to apply 

agility and convergence in order to exploit opportunities as they arise in the most 

efficient way.  

 

In regards to the internet and industries, the research indicates that the internet business 

has higher barriers to entry than oft presumed due to the increasing demand in terms of 

resources and scope for internet-based companies. As this thesis examined the 
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competitiveness qualitatively using the ABCD model, future research could investigate 

quantitative measures, such as the degree to which each factor should be present and the 

proper relative balance between the sub factors to create a framework that can be easily 

applied and measured by companies themselves to implement practical solutions.  
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