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[Abstract]

Global subscription-based video-on-demand companies have transformed the traditional television industry within the media
entertainment sector. However, the nature and trajectory of their innovations and competitive strategies have not received much
theoretical or empirical investigation. This study, using Netflix's entry into this market as a case study, examines the competitive
strategies employed by the company as it undertook disruptive innovations in technology and business models. The study also
explores the environmental context that enabled these innovations from the perspective of the disruptive innovation theory.
Consequently, we conducted a qualitative content analysis of the disruptor’s innovation and evolution from 2007, when Netflix
introduced its streaming service, to 2016, when traditional TV and cable companies in the U.S. joined the market. The results
identified the causal factors and characteristics of the disruptor’s strategic choices and the dynamic evolution of its value network,
which transformed the media entertainment industry into disruptive innovation. The results offer strategic insights for future
innovation responses in industries characterized by rapidly changing customer preferences and technologies, such as the video

streaming market.
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Literature Review(Framework building) Case Study

Critical literature review

- Keyword, subject, review search
: Web of Science, Google Scholar
(Disruptive innovation/Ambidexterity)

- Cases from hbsp.harvard.edu (13 files)

Case selection and data collection

- Netflix (a dominant SVOD firm)

- Annual reports (10 files), Conference calls/
Earnings calls (35/40 files) (2007 ~ 2016)

Conceptual research framework Content analysis
- Key soncepts and components of # - Qualitative data coding (NVivo 14)
Disruptive innovation/Ambidexterity - ) ::::snfyézgf;:;:r;novatlon types/

Complemented research framework
- Validating the initial research framework by applying case study findings
- Reframing the framework of disruptive innovation in SVOD

focusing on the value network/value drivers
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Table 2. Innovation process and characteristics

Areas Innovat!on Details
strategies

Transition to SVOD with a hybrid

Streaming strategy of DVD rental by mail

Hybrid strategy

transform .
and streaming
Building library diversity with
Long—tail and long—tail content, disrupting the
Content multi-layered distribution window system by
content strategy | expanding licensing and exclusive
rights to original content
Expanding to any device with an
Device and internet connection, becoming a
Consumer )
and global global market global platform that delivers
expansion personalized content to global
markets : ) .
strategy subscribers in a variety of
markets
. Collaborative Build partnershlps as an
Business artnership aggregator of existing content
competitio P distribution ecosystems, and

n approach drive a new ecosystem order with

strategy a dominant value network
Leveraging recommendation
Algorithm— ltechnologies for merchandising,
Technology driven internal and external technologies
innovation merchandising for content delivery, and
strategy operational technologies for
strategy

website, marketing,
payments,etc.
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Table 3. Netflix's exploitation and exploration of resources
and capabilities

Exploitation Exploration

— Niche positioning of content
distribution system

- Long—tail content licensing
base, expanding into

— Investment in original content
creation programming
proprietary content libraries — Global rights and market

- Leverage DVD subscriber expansion
base to streaming conversion | — Building capabilities in

— Expand subscription base algorithms and data analytics
through connected device — Disrupting content distribution
expansion practices, such as

— Continuing to balance all-at—once releases that
content return on investment lead to binge watching
and growth — Exploring new business

— Partner with existing models, such as ad-based:---
companies in delivery,
marketing, payments, etc.---
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Table 4. Innovation areas, value networks, value drivers

Innovation in value Innovation in value

Areas -
networks drivers
Non-exclusive content Changes in content
. NN . ; ;
Content/ licensing — exclusive consumption behavior as

content licensing,
expanding original
content

on—demand proliferates
and personalization
advances

consumption

First window entry,

Distribution | . . Changes in series
. improved time to market, . ;
windows/ release practices, binge
releasin cost plus model, output watching
g contract, etc.
lobal ) ) )
Globa Entry into most countries Content mix and
markets/ .
" overseas, Hollywood & personalized
czfi\?en:ser local content mix recommendations

Collaborate with delivery
networks such as ISPs,
cooperation with MVPDs
on marketing, etc, convenience,
consumer electronics customer—oriented
ecosystem cooperation service

Personalized delivery
optimization,

Partnerships accessibility

Subscription business

Platform/ )
business Economies of scope, models centered on
model network effects customer experience and

convenience
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