
 

 
Abstract: Digital transformations are one of the 

basic ways that, in modern business 
environments, enable organizations to effectively 
adapt to new business conditions, through the 
digitization of their business models. Within the 
framework of digital business transformation, an 
overly complex set of activities is performed, 
which aim to ensure efficient adaptation of 
organizations to changes that occur in the markets 
in which they operate. The changes that are taking 
place within the digital transformation projects 
have resulted in substantial paradigm shifts in the 
ways of conducting business and executing 
processes in organizations. Digital transformation 
encompasses all business segments of 
organizations, their strategies, business models, 
organizational structures, and the activities they 
carry out. This paper presents the effects of 
successfully and unsuccessfully implemented 
digital transformations of Blockbuster and Netflix 
companies, and the consequences that these 
companies' digitalization approach had on their 
businesses. Furthermore, emphasis was placed on 
identifying the errors that led to Blockbuster’s 
closure and the positive elements that ensured 
Netflix’s success. 
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1. INTRODUCTION 

Developments in the fields of information 
technology and telecommunications have 
resulted in the emergence of many digital 
technologies, which have enabled organizations 
to implement significant improvements in their 
businesses [1]. These technologies have also led 
to significant changes in the environments in 
which organizations conduct their businesses, of 
which the most significant are changes in 
consumer behavior. Digitalization has enabled 
consumers to perform active, two-way 
communication with organizations and to be  
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actively involved in the business processes that 
take place in them. Thanks to the development of 
digital technologies and the changes they have 
led to, consumers can actively dictate market 
trends, demanding products and services that are 
tailored to their needs and desires [2]. 
 
This rapid development of digital technologies 
has led to changes with an exceptionally large  
impact on the business and organizations. Digital 
transformation of business processes and all 
other business segments is imperative for all 
organizations that want to secure long-term 
sustainable competitive positions in modern 
markets [3]. The term “digital business 
transformation” encompasses all changes that 
result in substantial changes in the ways of doing 
business processes in organizations [4]. The 
main goal of digital transformation is reflected in 
the creation of preconditions for efficient 
adaptation of organizations to changes in the 
market and the use of these changes as a source 
of competitive advantage. 
 
A common mistake, which is present in many 
companies, is reflected in the too-narrow 
understanding of the concept of digital 
transformation, which results in the exclusive 
coverage of its technical and technological 
segments [5]. Digital transformation must include 
all business segments of organizations and all 
business processes that take place in them. The 
maximum positive effects of digital transformation 
cannot be achieved without changes in 
organizational cultures and structures, emphasis 
on human resources, and placing consumers at 
the center of the business of organizations [6]. 
 
Digitization of business models, by applying 
digital transformation to business processes, is 
aimed at the integration of all business processes 
that are recognized in the organization, into a 
single entity. Efficient and adequately 
implemented digital transformation leads to 
complete changes in business models of 
organizations [7]. The application of digital 
transformation aims to ensure that the  
 

Digital Transformation and Evolution  
of Business Models 

Vučeković, Miloš and Gavrilović, Kristina  

30



 

organization makes the most of modern digital 
technologies to improve its business and to 
create partnerships with its customers and with 
all other categories of stakeholders, which 
directly or indirectly affect their businesses [8]. 

2. LITERATURE REVIEW 

2.1 Digital Transformation of Businesses 

Digital transformation has a significant impact 
on all sectors and activities within organizations, 
and it represents a necessity in modern business 
conditions [9]. It often forces organizations to 
implement significant changes in their business 
models, which in many cases can result in a 
complete change of all business processes, 
which in certain situations can result in changing 
the main activities of the organization [10]. The 
inability of organizations to implement digital 
transformation and adapt to new market 
demands can result in the complete closure of 
their business activities [11]. 

 
The fast development of information and 

telecommunication technologies is the most 
significant factor that influenced the emergence 
of the need for digital business transformation 
[12]. This development has affected all segments 
of life for societies, leading to major changes in 
the lifestyles of individuals and to changes in the 
business environments in which organizations 
conduct their business [13]. Modern business 
environments are characterized by continuous 
and very rapid changes that set the imperative to 
change the business processes before 
organizations, which take place in them and 
require their adaptation to the requirements of the 
environment. Traditional business models in 
modern business conditions cannot provide long-
term sustainable competitiveness of 
organizations, which is why they must implement 
the digital transformation in their business 
models. 

 
The basic element of digital business 

transformation is the complete use of digital 
technologies in all business processes that are 
recognized and defined [14]. Digital 
transformation is often mistaken for the 
digitalization of the core business. The term 
digital transformation defines activities that lead 
to substantial changes in the ways of executing 
business processes, managing organizational 
structures, organization strategies, and business 
models. 

 
The term digital business transformation refers 

to business processes that are based on 
changing organizational structures of companies, 
aimed at increasing the level of their openness to 

the environment and the implementation of 
innovative business models, which must ensure 
rapid and efficient adaptation to changes in their 
working environments [15]. Digital transformation 
is a process of a rapid and comprehensive 
transformation of all business segments within 
organizations, in order to create preconditions for 
more efficient use of the advantages that modern 
digital technologies enable, and adjust 
businesses to changes that occur in industry 
environments [16]. The greatest positive effects 
of digital business transformation are realized in 
situations when it encompasses all business 
processes that take place within organizations. 

 

2.2 Digitization of Business Models 

Digitization of business models must be based 
on a digital strategy, which is the basis for the 
analysis of the elements that must be included in 
the new business model and the activities that 
must be carried out when implementing changes 
to business models [17]. 

 
A business model can be defined as business 

logic, which aims to ensure the creation and 
retention of values for consumers and the 
organization itself [18]. It defines how 
organizations use technical platforms and 
architectures to create and retain value for them 
and their consumers [19]. Digitization can be 
defined as the process of collecting and 
preparing data for their processing and storage in 
digital (electronic) systems [20].  

 
The transformation of business models is the 

implementation of changes within organizations 
that create innovations, and which result in visible 
changes in the way they do business. Digitization 
has had an extremely large impact on changes in 
all industries, and with some of them, such as 
health, banking, manufacturing, and many others, 
leading to significant changes in business 
practices [21]. These changes have resulted in 
the need to digitize business models that 
organizations use in their business, which must 
be based on the digital transformation of 
business processes that take place in them [22]. 

 
Business models are gaining in importance in 

modern business conditions, primarily because 
they have become one of the basic factors 
influencing the success of organizations. The 
importance of business models is reflected in the 
fact that they represent a link between the 
strategic and operational level of the organization 
[23]. With the help of the strategy, the desired 
position of the organization in the future and long-
term sources of its competitive advantages are 
defined. Business models represent the means 
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used to realize the long-term goals of the 
organization. Compared to the operational level, 
business models provide a less detailed overview 
of the organization's operations, which is at the 
same time much more holistic [24]. The 
importance of business models and their 
digitalization, in modern business conditions, is 
reflected in the fact that they represent a basic 
element that describes how organizations create 
and retain value. 

 
Digitization of business models is a 

consequence of the exponential growth of digital 
technologies and their application in business, 
which have led to significant improvements in 
many business processes. Numerous studies 
point to the conclusion that efficiently 
implemented digitalization of business models 
can result in sustainable competitive advantages 
of the organization and its superior financial 
performance [25]. Digitization has different 
influences on business models, which enable 
significant innovations in the ways of realizing 
business processes in organizations. 

 
Organizations that primarily base their 

business on the application of digital business 
models, and the Internet and digital technologies, 
are significantly different from organizations that 
use traditional business models [26]. This fact 
indicates the complexity of the process of 
digitization of business models, within which a 
large number of business segments of 
organizations must be covered and very 
significant changes must be implemented in the 
business processes that take place in them. 
Digitization of business models enables 
significant changes in the ways organizations are 
doing business and their transition to models that 
are more collaborative [27]. After the transition to 
digital business models, resources and 
capabilities that organizations have become 
much more modular and can be connected and 
shared in a much more efficient way. 

3. ANALYSIS OF EXAMPLES OF SUCCESSFUL  
AND UNSUCCESSFUL DIGITAL BUSINESS 

TRANSFORMATION 

 
The impact that digital technologies have on 

businesses of organizations differ greatly across 
industries. In certain activities, digital 
technologies have set an imperative for 
organizations to carry out a comprehensive 
transformation of all business processes, to 
adapt them to new business conditions [16]. IAs 
an example, in some industries, such as the 
rental of videotapes and DVDs, new technologies 
have imposed the obligation of a complete 
change in all segments of business and the 

development of completely new, digital business 
models. 

 
Due to its inability to understand the effects 

that the development of digital technologies had 
on the business in which it operated and the 
inadequately implemented digital transformation 
of its business processes, Blockbuster 
experienced bankruptcy. The development of 
digital technologies in the video and DVD 
publishing industry has led to extremely rapid and 
major changes, to which Blockbuster has failed to 
adapt properly. Although the company had an 
extremely good market position, adequate 
resources, and enough time to properly 
implement a digital transformation of its business, 
the company's management and its owners were 
not ready to adapt to changes in the 
environment, believing that they are only a 
passing trend, and will not have a significant 
impact on the business. The main reason for the 
end of Blockbuster is reflected in the fact that the 
owners and management did not understand the 
importance that the digital transformation of 
business has for the future of this company [28]. 

 
Blockbuster’s problems began in 2000 after the 

company’s management turned down an offer to 
buy Netflix, which at the time began developing 
its own digital video streaming platform. Unlike 
Blockbuster, Netflix based its business model 
entirely on the use of digital service sales 
channels. Netflix's business model was fully in 
line with consumers and digital requirements, as 
well as changes in the video rental market [29]. 
Blockbuster considered that it was not necessary 
to carry out a comprehensive digital 
transformation and digitalization of the business, 
which is why the company continued with the 
traditional rental of cassettes and discs in its 
facilities. 

 
The mistake made by the owners and 

management of Blockbuster in 2000 is best 
illustrated by the fact that today Netflix is the 
world's leading company in the field of digital 
video broadcasting, while Blockbuster ceased 
operations in 2010. [30] The reason for the 
closure of Blockbuster was reflected in the fact 
that the company failed to adapt its business 
model to the requirements of digitalization and 
the changes that have taken place in the 
markets. Video renting was extremely popular 
among consumers at the turn of the 20th and 
21st centuries, which is why the companies that 
operated in this business made high profits. 
Blockbuster's business was based on the use of 
high prices at which film cassettes and discs 
were sold, ranging from $50 to $100. This price 
was too high for most consumers, who‚, 
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therefore, decided to rent films and watch them at 
a much less money instead of buying it. 

 
The business model of video renting 

companies, such as Blockbuster, was based on 
the purchase of publishing rights from producers 
and copyright owners and on renting that was 
significantly cheaper than sales prices, and thus 
significantly more affordable to consumers [31]. 
This business model has long been very 
profitable for rental companies, which, after 
enough leases to pay for the initial investment, 
i.e. the purchase of the rights, made a profit on 
each subsequent lease. This way of doing 
business was very profitable for twenty years and 
the main problem in its implementation was 
efficient logistics, which had to ensure that each 
facility had an appropriate number of cassettes 
and disks [30]. 

 
Blockbuster largely based its business model 

on taking advantage of economies of scale when 
buying movies. Many retail outlets allowed 
Blockbuster to negotiate the purchase of many 
copies of individual titles, which is why the 
company had significantly lower purchase prices 
compared to most of its competitors. Many 
facilities also enabled the company to collect 
high-quality information from the market, based 
on which decisions on the purchase of films were 
made. The management and owners of 
Blockbuster were convinced that digitalization 
would not be able to jeopardize the company and 
its business model, due to the position it had in 
the market and the high level of consumer 
confidence in it. 

 
The development of the Internet has resulted in 

the digitalization of the business in which 
Blockbuster operated. An increasing number of 
competitors began to appear on the market, who 
based their business models entirely on the use 
of the Internet and the complete digitalization of 
business. The increase in data flow on the 
Internet and its growing popularity increased the 
number of consumers opting for services of 
Blockbuster’s digital competitors, among which 
Netflix was one of the largest. 

 
The owners and management of Blockbuster, 

after the reduction of business volume and 
declining profits, became aware of the 
digitalization of the industry in which the company 
operated and the technological changes it led to. 
They did not adequately understand the essence 
of these changes, so they completely ignored 
them in the market, primarily those related to the 
wishes and needs of consumers. The company's 
management considered that digitalization is a 
temporary trend and that it is enough to wait for 

consumers to return to the traditional business 
model, which is why they abandoned the 
implementation of more extensive activities of 
digitalization of the business model [29]. 

 
Netflix has continuously improved its business 

model by implementing digital transformations 
[32]. In this way, the company ensured that its 
business model was always as much as possible 
adapted to wishes and needs of consumers, 
which were basic elements of Netflix's business. 
Analyzing consumer reactions and requests, 
Netflix has included a subscription in its offer that 
allows users to watch many different contents on 
request. This service has been very well received 
by consumers, what has significantly contributed 
to strengthening Netflix’ market position and 
weakening the position of Blockbuster and other 
competitors who based their business on 
traditional business models. 

 
One of the main reasons for Blockbuster's 

closure was reflected in the fact that the business 
model on which its business was based was 
largely imposed on consumers, who did not have 
a choice. The traditional business model was 
based on penalties paid by consumers if they 
were late in returning movies. People who rented 
movies were not always sure that they would be 
able to watch them during the renting period, etc. 
Consumers did not like the business conditions, 
but they were forced to accept them because the 
only alternative, before digitalization, was to buy 
movies, which was significantly more expensive. 
The management and owners of Blockbuster 
were not aware of this consumer dissatisfaction 
or simply ignored it, realizing that they had the 
opportunity to force conditions that suited 
themselves. 

 
The entry of Netflix and other companies that 

have used digital business models in the video 
rental market has led to changes that have 
completely changed the way they do business. 
The traditional business model, used by 
Blockbuster, could not adequately match digital 
models. Instead of starting the digital 
transformation of business and adapting to new 
market trends and consumer demands, 
Blockbuster implemented many risky activities, 
which were carried out spontaneously, without a 
clear plan and strategy [29]. 

 
The business model applied by Netflix and 

several other digital competitors have seen 
extremely rapid growth. The delay in 
implementing the digital transformation of 
Blockbuster enabled Netflix, together with 
Redbox, to achieve a dominant position in the 
digital market segment, which made 
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Blockbuster's entry into this segment significantly 
more difficult. During the first decade of the 21st 
century, Blockbuster focused on the introduction 
of new services in the traditional business model 
and on spontaneous acquisitions, which proved 
to be unprofitable [30]. The main reason for 
Blockbuster's failure was reflected in the fact that 
the company, during this period, never tried to 
carry out the digital transformation of its core 
business segment. It was not until the end of the 
first decade of the 21st century that Blockbuster 
digitally transformed its business, offering users 
services that were almost identical to Netflix's 
services. This digital transformation was too late 
and failed to save Blockbuster from bankruptcy. 

 
Netflix is now the world's largest streaming 

company, which at the end of 2019 had about 
183 million subscribers in more than 190 
countries. A key element of Netflix’s success has 
been reflected in the emphasis on tracking 
consumer demands and needs. The technical 
and technological solutions used by Netflix, from 
the very beginning of its business, were ways to 
meet consumer demands, which were central to 
all of the company's digital business models and 
which were the drivers of all the digital 
transformations it undertook [32]. 

 
The main advantage of Netflix is reflected in 

the fact that this company has always used digital 
models from the very beginning of its business. 
The very idea of starting a company best 
illustrates the fact how traditional models of the 
videocassette and DVD renting were sources of 
user dissatisfaction. Netflix was founded in 1997 
by two programmers, Marc Randolph, and Reed 
Hastings, who got the initial idea to create the 
service after Hastings had to pay Blockbuster a 
$40 fine for forgetting to return a DVD. They 
launched a website in April 1998, which was 
based on the method of payment for a rented 
film, and in September they introduced the 
possibility of paying a monthly rental subscription. 
Netflix very quickly switched to a monthly 
subscription billing system, which was well 
accepted by consumers. The monthly 
subscription system has made it possible to 
eliminate most of the elements that have caused 
consumer dissatisfaction in the traditional way of 
renting, such as thinking about the dates when 
cassettes or discs must be returned, late fees, 
and the like. 

 
The fact that Netflix has based its business 

from the outset on the use of digital technologies, 
has by all means significantly facilitated the 
company’s implementation of digital 
transformations. Extremely great success of 
Netflix is primarily a result of closely monitoring 

consumer demands and the implementation of 
digital business transformations in all situations 
where the need arose. Netflix has undergone two 
major transformations during its operations, 
which have fundamentally changed the way the 
company operates, and which have led to a 
significant strengthening of its market position 
and to a growth of revenue it generates.  

 
The first significant digital transformation of 

Netflix’s business processes and overall business 
was reflected in the abandonment of sending 
DVDs by mail and moving to stream video 
content over the Internet. This transformation has 
completely changed the way the entire video 
publishing business functions. The streaming of 
video content introduced by Netflix has greatly 
facilitated the use of services for users, primarily 
due to the fact that they did not have to go for 
CDs or order them, but could watch movies and 
other content at any time, in a very easy way. 
The transition to video streaming required a 
complete transformation of Netflix's business and 
a shift to a fundamentally different way of 
providing services, which was completely 
revolutionary at the time and which completely 
changed the industry over time. 

 
Another significant digital transformation in 

Netflix' business was the decision to start 
creating its own, original programs that would be 
offered to subscribers. This transformation aimed 
to eliminate Netflix's dependence on content 
providers while providing a range of different 
types of content that will only be available on the 
Netflix platform and that will retain existing and 
attract new subscribers. Creating its own content 
led to an entry of Netflix into a completely new 
business, in which the company had not been 
engaged in and it was the thing that represented 
an element that significantly strengthened its 
position in the market. Starting to create their 
own content has resulted in changes to existing 
and the introduction of several new business 
processes, as well as substantial changes in 
Netflix' business model. 

 
From the very beginning of its business, Netflix 

focused on streaming content, while DVD 
publishing was a transitional phase until the 
speed of the Internet became adequate for 
streaming and / or downloading video content 
[32]. This decision points to the fact that the 
founders of the company strategically thought 
about the directions of its development, creating 
a clear vision of the services that would be 
provided, after the technical possibilities allowed 
it. One of the basic elements that represented 
Netflix's competitive advantage was the 
emphasis on consumers, their wishes, 
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requirements, and needs. Netflix felt that it should 
not make significant efforts to analyze the 
activities of its most significant competitors 
because the company had no control over what 
the competitors do. The management of Netflix 
and its owners have very well understood the 
essence of the changes brought about by the 
digitalization of business, which required placing 
consumers at the center of all activities of the 
company. 

4. CONCLUSION 

 
Digital transformation of business processes is 

one of the basic and most important prerequisites 
for achieving long-term sustainable 
competitiveness of organizations in modern 
business conditions. It had an impact on all 
segments of modern human societies, with 
special emphasis on its influence on the business 
organizations, which must digitize their business 
models if they want to adequately meet the 
requirements and expectations of their 
consumers. Efficiently implemented digital 
transformation of business processes and 
digitization of business models can be significant 
source of competitive advantage in modern 
business circumstances. 

 
A common mistake that organizations make 

during the digital transformation of business is 
reflected in an inadequate understanding of its 
essence and placing the emphasis exclusively on 
the introduction of digital technologies in 
business and the implementation of technological 
changes. Digital transformation is much more 
than that and it includes changes in all segments 
of business organizations and in all business 
processes that take place in them. The essence 
of the digital transformation of business 
processes and the digitalization of business 
models is reflected in the change of business 
philosophy of organizations and placing 
importance on the identification and satisfaction 
of wishes and needs of consumers. 

 
This paper analyzed examples of two 

companies, which were engaged in identical 
activities and whose approaches to digital 
business transformation differed greatly. 
Blockbuster, which was the market leader in 
video and DVD renting in the United States, did 
not adequately understand the essence of digital 
transformation and the effects that digitalization 
will have on the business in which it operates. 
Blockbuster's inadequate and late response to 
digitalization resulted in the closure of the 
company, which was unable to adequately meet 
consumer needs and respond to competition 

activities. 
Netflix is one of the companies that has used 

most of the benefits of digitalization.  It has been 
continuously adapting its business models to the 
demands and needs of consumers, as well as to 
the changes in the markets in which it has 
operated. The fact that Netflix started its business 
in a digital form was largely an advantage over 
competitors who used traditional business 
models. The main source of Netflix's competitive 
advantage and its extremely good market 
position is reflected in modern digital business 
transformations, which have always been based 
on analyzes of consumer and aimed to ensure 
maximum adaptation of the company's business 
to the wishes and needs of its existing and 
potential customers.  
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