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Introduction


The business of renting movies is a huge market in the US and in 2005 the industry was estimated to be worth $5.5 Billion (Gundry, 2005). Companies such as Blockbuster took advantage of the mass demand for at home movies and set up a profitable business model. However, this business model did not last for as long as they had hoped. Towards the end of the 90’s, Netflix was founded. Netflix beat other video store businesses because they saw its inefficiencies and solved them using new technology which they channelled into an efficient subscription service. Although this was very profitable, they did not stop there. Moving forward, they used the new system they developed and used it to pioneer their streaming service, which is now one of the most profitable streaming services in the world. Netflix is a good example of an organisation that utilised modern technology to streamline its business model and has used it to gain market share and make Netflix a huge brand that is now present all over the world. 

Background of Organisation

Netflix was founded in 1997 by Reed Hastings and Marc Randolph (Netflix Media Centre, 2020). Legend exists that Hastings thought of the idea of a movie rental subscription service because he had been charged a hefty fee from Blockbuster due to the fact that he returned late one of the movies he had rented from them. At the time, companies such as Blockbuster capitalised on the mass need for entertainment at home and developed the idea of a video store. Their business model was fairly simple. A customer would go into the Blockbuster shop and pick out VHS tapes of the movies they wanted from the variety that were available at the store. Once they had picked them out, they would rent them for a set price depending on the length of time they wanted to keep the film. The customer would then have to return the rented movie/movies back to the store by the agreed upon deadline at the risk of incurring a late returns fee (Rodriguez, 2018). It was highly profitable, but not convenient. Hastings partnered with software engineer Randolph to found Netflix and they launched the first DVD rental and sales site, netflix.com (Netflix Media Centre, 2020). Their business model from the beginning utilised technology to increase its efficiency. The internet at the time was quite modern, and Netflix developed a system where a customer could make an account on their website to browse the collection of movies available, and once the customer had chosen they would proceed to checkout and the movies would be delivered to them by post. The customers would also have to return the rented movies via post. In doing this, Netflix eliminated the need to ever have to leave one’s home to be able to rent films and return them. Their utilisation of this technology gave them a competitive edge against Blockbuster and other companies like it. Going forward, Netflix introduced a subscription-only service for its members in 1999 (Netflix Media Centre, 2020). Not only did this eliminate the hassle of having to pay every single time one rented a film, it allowed Netflix to track and predict their members’ preferences. This became valuable data because it allowed them to create a personalised movie recommendation system (ibid), which they use to this day. In the present day, Netflix has become a behemoth in the entertainment industry – from streaming to producing its own content, its success is undeniable. 

Challenges Before the Introduction of Modern Technology

As stated above, before Netflix was founded and changed the game in home entertainment, the challenges to the business model were mainly the inconvenience experienced by the consumers when they wanted to rent out a movie. Additionally, Blockbuster Video also rented out VHS tapes which were considerably bulkier while Netflix took advantage of yet another rising type of technology: DVD’s (Iqbal, 2020). Using the lightweight, compact DVD allowed Netflix to efficiently mail the movies requested to its respective customers. Other competitors experimented with the idea of mailing cassette tapes instead of DVD’s – but this proved too expensive and most abandoned the idea entirely (McDonald and Smith-Rowsey, 2016). Netflix was a newcomer in the 1990’s and faced competition from Blockbuster Video – at the time, Blockbuster was the dominant firm in the home entertainment industry (Iqbal, 2020). However, while Blockbuster Video and other rental video stores were focussed on opening up more brick-and-mortar stores to combat the inconvenient challenge of having customers physically go to their stores to return movies, Netflix surged forward and thought out of the box (Gundry, 2005). Netflix fought against the tide of the established practices in their industry and survived against their competitors. In hinging their hopes on the new technology – DVD’s, Streaming – they took the risks, but they paid off in the end. In the early 20th century, DVD players became more accessible and that allowed Netflix’s consumer base to increase by about 100% each year (Gundry, 2005; Iqbal, 2020).  However, a significant challenge that posed itself to Netflix as they were pursuing the advanced technology of streaming and achieving a business that was primarily delivered through the internet was the so-called dotcom bust at the turn of the century. Netflix had suffered such a bad loss at the time that Blockbuster offered to buy them out, but they declined (Iqbal, 2020). The bust took many of its competitors out of the market, but Netflix stayed and continued to develop its model of a subscription-based DVD rental service, using the personalised recommendation technology they had developed. In 2002, Netflix started making profit and reached 1 million subscribers in 2003 (Gundry, 2005; Netflix Media Centre 2020). Each year saw a near 100% addition in subscribers and by 2006 they had 5 million subscribers within the United States (Netflix Media Centre, 2020). Netflix was on a pretty good trajectory when they introduced their streaming service in 2007. 

INSIGHTS TO THE MODERN TECHNOLOGY INTRODUCED

Netflix introduced streaming in 2007 (Netflix Media Centre, 2020). As Iqbal (2020) says, this was the technology that diversified their business and changed everything – streaming is now synonymous with Netflix, even though they are not the only company that offers entertainment on demand. Netflix introduced streaming at a time when television was experiencing its renaissance (Lotz, 2017). Because of the introduction of TV shows such as The Sopranos which had content that was not exactly made for mass consumption and rather for niche audiences, Netflix found a space for their streaming service which would allow users to choose programmes and films according to their preferences (ibid). This usage of modern technology placed Netflix at a significant advantage to cable television in that a consumer no longer had to wait for their preferred programme or movie to play – Netflix allowed their customers the luxury of watching what they wanted, when they wanted. With broadcast television, not only would a consumer have to wait for their desired programme to play in its set time slot, but most probably they would not want to watch every programme or film that played on the cable which proved to be an inconvenience. Netflix gambled on their use of streaming as their main platform, but their personalised recommendation system which they had utilised since the beginning solved the problem that cable television had. No one watches everything that is available on Netflix, they only watch what they prefer – this is ensured by Netflix’s system of predicting their customers’ preferences and only showing them what they are most likely to watch (ibid). This coupled with more homes gaining access to high-speed internet services allowing large video files to easily be streamed over the internet (McDonald and Smith-Rowsey, 2016; Lotz, 2017), put Netflix in the position of becoming the go-to home entertainment platform. 



IMPACT OF THE TECHNOLOGY INTRODUCED

In 2007, after the introduction of streaming services, Netflix profit soared to 1.2B USD (Netflix Media Centre, 2020). Furthermore, just three years after the introduction of streaming services, Netflix expanded their business to Canada, and they also successfully expanded their consumer base by allowing their services to be streamed via more devices such as Xbox’s and iPads. Year after year, Netflix expanded their services to more parts of the globe (ibid). Streaming technology allowed Netflix the flexibility to expand its consumer base worldwide because the delivery of their content is through the internet which is accessible anywhere in the world. Not having to set up a physical store gave Netflix the opportunity to quickly expand to more areas around the world because the cost of expansion is not as high (McDonald and Smith-Rowsey, 2016). Today, Netflix is available in 190 countries around the world, delivering content in over 21 different languages (Netflix Media Centre, 2020). Being a service delivered on the internet also allows Netflix to use the data that it collects from its subscribers and it allows them to tailor their content to ensure that the individual consumer is satisfied with the content available to them – as stated above, this is a system that Netflix has utilised from nearly the very beginning of the business. Netflix has tailored their technology to deliver specialised, niche content for each individual consumer and building from this, they have moved forward into the business of producing their own content. In 2013, Netflix launched their first batch of original content – one of them “House of Cards” going on to becoming nominated and winning awards at the Primetime Emmy Awards for Television (Netflix Media Centre, 2020). This makes Netflix the first ever internet TV Network to be nominated and win at the prestigious awards ceremony (ibid). This new innovation into the production business is only possible due to Netflix’s unique position as an internet network. They can afford to produce TV shows and movies with a lower overhead budget than a traditional movie because they do not need to negotiate for the release of these movies and shows in cinemas or on networks – they can simply release them online. Netflix uses the data they collect from their consumers and decide what kind of movie/show to produce that will appeal to their consumers – this ensures that whatever they produce will have a sure audience and will undoubtedly attract more subscribers. In every aspect of their business, Netflix has been helped immensely by their introduction and use of two key pieces of technology: their streaming platform and their continued use and further development of their personalised recommendation system. 


LESSONS THAT CAN BE DRAWN FROM CASE STUDY

There are many lessons that can be drawn from Netflix’s successful introduction and use of technology into their business model. First, that counting on new technology even if it is not developed yet can help give a business the edge that they need to beat their competition. This was especially important for Netflix, because they were entering an industry that already had established business. Because Netflix relied on a new and innovative business model and used technology that was not being used by the other businesses, they disrupted the industry and came out on top. More than that, they moved forward and extended their business to other areas such as production. Second, Netflix was able to last by being able to keep up with the trends (predicting the advent of streaming) and being in-touch with their consumers tastes (Osur, 2016). Blockbuster and other video stores all ended up filing for bankruptcy and are no longer in business. Netflix’s whole business model has always relied on its ability to stay connected to its consumers and to be able to predict their preferences. This early insight allowed them to make informed choices about the content they make available to their customers, and it built up their consumer base. Once they had developed the technology that would allow them to stream their content, they were assured that their consumers would stay subscribed and would be ready to receive their content in a new way. From the start, Netflix has always prioritised the consumer experience and they have consistently used technology to better cater to them – this has proven to be their most effective tool in becoming successful. 


CONCLUSION

In conclusion, Netflix’s development of a personalised recommendation system has allowed them to remain relevant in the rapidly moving entertainment industry. Additionally, the introduction of the new technology of streaming allowed Netflix to fully realise their potential as the prime institution for home entertainment.
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