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Executive summary
A brief overview of the whole report that stands alone and does not refer to the report the way an abstract would. The purpose of the executive summary is so a reader who doesn’t have time to read the whole report can find all the important information 'at a glance'.

Netflix was founded in 1997 as an online subscription service through which movies could be selected and then mailed to customers. By 2007 it started streaming its content online directly on consumer devices and now operates in over 190 countries worldwide with over 220 million subscribers.

Despite its enormous success the company has been criticised for increasing costs, market saturation, high reliance on suppliers, increased competition among other political, economic, legal risks .

This paper assesses Netflix as a business from when it was formed in 1997 to its evolution and growth over the last two decades to becoming the largest subscription video-on-demand service. 

The research will reflect upon the business environment condition Netflix currently operates in by utilizing tools such as PESTEL, SWOT and Porters five force’s.

Based on the risk’s identification the paper has tried to provide recommendations against each risk as well as given his own assessment regarding the future prospects of the company.
































Introduction
Introduces the topic and its background and significance, identifies the specific problem within that topic area that you are investigating, previews the sections of the report, and defines any important terms used.

This paper will critically assess the business environment conditions and their impacts on Netflix. It will explore the company’s evolution in changing the viewing entertainment industry and becoming the leading streaming service.  It will assess the business's competitive environment using analytical tools such as SWOT and PESTEL analysis. The paper will analyse the company’s motives and expansion strategy and identify the risks and opportunities and provide recommendations for expansion based on those findings.

The company was founded in 1997 in California as a media–streaming and video rental company and began an online subscription service in 1999 from where movies could be chosen from its website which was then mailed to the customers in the form of DVD. In 2007 Netflix started offering its content to be streamed online directly to its customers. It partnered with manufacturers of video game consoles and Blu-ray disk players to enable its content to be streamed via those devices. In 2010 it started expanding beyond the United States into Canada and later into Latin America, the Caribbean, UK, and Ireland, and by 2016 its service was available in over 190 countries. Netflix shifted its major focus towards producing original content at the beginning of 2013 with the success of its original series House of Cards. (Hosch, W.L 2022)

Since the company made the transition to a subscription-based video streaming technology post-2007 its revenue has grown from 1.36 billion to over 26 billion in just 13 years and its number of subscribers has followed a similar trend. Despite Netflix’s boom around the world its number of paid subscribers in the U.S. and Canada which is its main market saw a slight decline during the first two quarters of 2022 as a result of market saturation and increasing costs. The main difference between Netflix and its competitors remains its original content on which Netflix is estimated to have spent around $18 billion in 2022. (Statista 2022)

By the end of 2019 with the arrival of the COVID-19 pandemic and lockdowns, Netflix experienced an enormous increase in its viewership, while the shutdown in film and TV productions had some negative impact. (Seetharaman, 2020). Nevertheless, the company’s stock saw massive growth. In March 2022 Netflix stock gave up all its pandemic gains to around $332 which was 50% down from the company’s $700.99 during mid-November, 2021. Netflix saw significant gains during 2020 and 2021 due to COVID restrictions but with the ease of restrictions the number of subscribers steadied. (Whitten,S, 2022)

Despite the company’s enormous success, there has been in the recent past a lot of speculation regarding the company’s future in terms of subscriber growth and its valuation. David Trainer in his article published on Forbes in 2019 claims that Netflix is facing serious problems with the costs incurred on content spending to acquire new subscribers. Licensed content still accounts for the majority of the company’s viewership and the loss of licensed content is an underrated crisis for Netflix. It claims that the company kept its prices low to attract new customers with the service being sticky enough to be able to raise the prices in the future. However, it saw a slight decline in its US subscribers due to a price hike and the increase was due to rising content costs rather than pricing power. Netflix also faces increasing competition from Amazon, HBO, Hulu, and Disney. (Trainer, D, 2019)

In May 2022 Netflix has been sued by its shareholders for misleading the market about its subscriber growth and the decline in its share price. The lawsuit claimed that the company failed to disclose that its growth was slowing due to increased competition. The company’s shares plunged 35% to $226.19 in April 2022 after losing 200,000 subscribers in its first quarter, falling short of its forecast of adding 2.5 million subscribers. The company attributed this decline to rising inflation, competition, and its suspension of services in Russia. (Godoy, J, 2022)


Body
 Treatment of the problem is divided up into different aspects (e.g. definition of the problem, analysis of its features, stages, and/or causes, and proposals for different ways of approaching or managing the problem or situation) 

In this section the paper will use uses analytical tools such as PESTEL and SWOT to assess the current environmental forces to identify the challenges and prospects. It will also understand the strategies used by Netflix to overcome the challenges it faces and utilise the findings of these analytical tools to provide recommendations and suggestions for taking up any opportunities or nullifying any of the threats and weaknesses. 

SWOT analysis

Strengths: The strengths of Netflix include its established brand name with a presence in over 190 countries worldwide and a global customer base. Netflix over the years has a successful track record, and reliable distribution network and has been performing well in new markets. Netflix has always been ready to adapt to technological changes and was an early adapter of big data analytics and data science over the years has excelled in the production of quality original content. (Maddodi et al. 2019)


Weakness: Netflix over the years acquired and produced a lot of content which added to its long-term debt reported to be $14.17 billion by April 2020. Its pricing plan has also been rigid with three tiers including basic, standard, and premium, and has heavily relied upon the North American market which accounts for 50% of its total revenue. Netflix has also been raising its prices compared to other video streaming services such as Disney+ and Apple TV. (Bstrategy hub,2022)

With new entrants like Disney+, Netflix has lost streaming rights to some of its popular content. Also, the high cost of producing original content which in some cases is up to $ 8 million for an episode has an impact on the rising costs of subscriptions. (Bobmanuel, A, 2022)


Opportunities:
According to Business Strategy Hub (2022), Netflix has been testing cheaper mobile-only subscriptions in India. Another opportunity stands in exploiting the ad-based model which could boost its revenues.

Netflix could start tapping into countries where it is currently not present. Another major success of Netflix has been its original content and producing more region-specific content in their local languages is another big opportunity. Another area of opportunity is introducing cheaper annual subscriptions which could potentially increase the overall subscribers and minimize the loss of subscriptions through cancellations. Finally, it could also partner up with telecom providers by offering bundle packages.

Netflix has over 30 million users who gain access to its service through virtual private networks as their service is unavailable in those countries (Hern, 2015). A study by U.S.-based Parrot Analytics suggested that audiences in Asia including Japanese audiences had far less interest in Western series. In India, Netflix signed deals with famous stars including Shahrukh Khan followed by its first original series “Sacred Games” which became a huge success (Frater, P, 2017).


[bookmark: _GoBack]Threats: 
Intellectual property: Netflix uses a variety of patent, trademark, copyright, and confidentiality agreements to protect its intellectual property but it is still subject to certain risks and the company encounters disputes over rights concerning intellectual property. The company faces unforeseen costs and liabilities in connection to the content they acquire, produce, license, or distribute. Piracy is another threat to the business as it virtually allows all content for free. The company relies upon several partners to be able to make their service available on their devices including TV, set-top boxes, mobile devices, gaming devices, etc. and the agreements are typically between one and three years. Thus it is a threat that upon expiration of an agreement a partner does not extend the agreement or demands terms that are unacceptable. (Netflix Form10-K 2019)

PESTEL analysis

To know the different factors that could influence the online streaming industry as a whole one needs to conduct an in-depth PESTEL analysis. 

Political: Netflix service is available in many countries and thus it needs to follow the rules and regulations of the countries it is operating in. Taxes and laws are the most influential political factors. Another political factor to consider is that certain content might not be allowed in some countries. (Gregory, A., 2021)

Changes in government regulations in areas related to Netflix may affect business. For example, the recent changes in European laws enabled individual member states to impose financial obligations on media operators located in international jurisdictions. This may result in increased financial and regulatory obligations resulting in greater operating expenses. (Netflix Form10-K 2019)
Saudi media reported that Saudi Arabia and Gulf countries issued a joint statement demanding Netflix to remove content that violated Islamic and societal values and that the material streamed violated their government regulations.(Turak. N, 2022)
Being a US-based company global politics also affects its operations. After the Russian invasion of Ukraine, Netflix suspended its services and all future project and acquisitions in Russia. (Reuters, 2022) 

Economic: The economic factors are mainly based on two aspects i.e. the purchasing power of the consumers and the exchange rate, economic growth, and disposable income of the country. Netflix uses these economic factors to determine the appropriate subscription price for each country. Despite the economic business cycle being an important factor, Netflix experienced unusual growth during COVID-19 as everyone stayed home with limited entertainment options despite the overall economy taking a negative hit.  (Gregory, A., 2021)
	
Netflix determines the subscription prices based on the per capita income as well as the number of titles available. Some countries even have cheaper mobile-only plans available. (Beebom, 2021)


Social: Social factors are a representation of the demographic characteristics and values of a population. Values are represented by culture and or by religion. Netflix must be cautious and take into consideration culture, religion and language when releasing their content. Language is another important social factor as many consumers would prefer content in the language they speak and understand. It would be extremely useful if Netflix can produce more original content in a variety of different languages and specific to the respective country. Finally, it must also maintain content that caters to different age groups and genders. (Gregory, A., 2021)

Technological: Technological factors are the most important for Netflix as it is heavily dependent on the internet, technological devices, etc. Netflix has successfully used the changing digital landscape to become the biggest online streaming service. The advancement in internet speeds, the increase in the number of mobile phones, tablets, and, smart televisions, and the change in how consumers view content is what Netflix has been able to capitalize on. The continued technological advancements in terms of service, content, and personalization has contributed to Netflix’s success. (Aricarlospena, 2018)

Environmental: The concern for the environment is ever increasing in the recent past and although Netflix does not produce any products, the content they produce, corporate operations, and purchased goods produce some carbon footprint. Netflix has been working on reducing its internal emissions as well as investing in external projects and claims to achieve net zero greenhouse gas emissions by the close of 2022. In addition, Netflix also promotes content to help raise environmental awareness. (Netflix, 2022)


Legal: Netflix needs to secure content deals for each region as well as face a diverse set of national regulatory restrictions. It needs to be aware of the type of content that could be made available to different regions. (Brenan 2020). As Netflix produces and licensees a lot of content, it is very often involved in copyright lawsuits. An Ohio court recently rejected a lawsuit filed by multiple municipalities arguing Netflix to pay fees levied on cable operators. (WFMJ 2022)

Netflix in its annual report states that intellectual property claims against the company could be costly and that the company faces risks and unforeseen costs in connection with the content they acquire or produce. It also states that the company is engaged in legal battles which has unforeseen expenses and acquires a lot of the management time. (Netflix Form10-K 2019)

Porter’s Five Forces Analysis
Competitive Rivalry: The media entertainment industry is becoming highly competitive. Disney+, Apple TV, and HBO all launched their platforms in 2019.  But for over 10 years Netflix barely faced any competition other than Amazon Prime and capitalized on its first mover advantage.  (Fleischman, B, et, al 2021)

Bargaining power of suppliers
The bargaining power of suppliers in the subscription video-on-demand industry is very high as Netflix relies on content created by 3rd party. However Netflix began investing in creating original content in 2013, and it still heavily relies on licensing deals for content. Several major players in the industry like Disney and NBC have pulled their content and created their own subscription video on-demand service. (Fleischman, B, et, al 2021)

Bargaining power of buyers
The bargaining power of buyers increases as buyers have more options to choose from. With increased competition and services like video on demand, buyers have the option to go for a similar option at a cheaper price. Piracy and free downloadable content remain another threat (Muzumdar, 2014). The freedom to cancel a subscription at any time and the absence of a long-term contract also give the buyer bargaining power. (Fleischman, B, et, al 2021)

Threat of new entrants
The threat of new entrants in the case of Netflix doesn’t seem to be a big problem as Netflix has already established its brand name through the quality and quantity of content it holds. In addition, it has a wide range of customizability options, a significant number of partnerships, and huge production houses around the globe. This makes the threat of new entrants low specifically due to the large amount of content Netflix and its major competitors possess which would make it difficult for a new entrant which does not have its own content to compete. (Wambrauw, G, 2022)

Threat of substitute products
According to Netflix (2021) as cited in Fleischman, B, et, al 2021 the threat to substitute products to Netflix include watching content on other streaming services, traditional TV, watching YouTube, video games, socializing or going out. 
Piracy is another major threat of substitute as it is particularly harder to regulate in addition to other factors such as inflation, easily available substitutes and content price. (Muzumdar, 2014).




















Recommendations
- Presents specific suggestions for action that arise from the analysis and findings of the report. 

Proposals for different ways of approaching or managing the problem or situation) Add to recommendations? 

The next section will address the ways of approaching or managing the problems identified in the previous section. By conducting the in-depth analysis using the PESTEL, SWOT, and Porter’s five forces this section will propose solutions to the problems, risks, and threats identified via the company’s identified strengths and opportunities.

Economic
The economic risk faced by the company includes issues related to disposable income, exchange rates, and price hikes. Netflix uses these economic factors to determine the subscription fee for each country. The figure below shows the range of monthly Netflix subscriptions worldwide in 2022 (in U.S. dollars). 


[image: ]
https://www.statista.com/statistics/1013566/cheapest-netflix-subscription-costs-countries-worldwide/

Just last month in November 2022 Netflix launched its advertising-supported streaming plan at a lower cost in selected countries. Netflix has introduced the lower price service at a time of global high inflation and increased competition. (CBSNews, 2022). Netflix could also in the future look at introducing longer-term contracts or yearly subscriptions for users. In addition, mobile-only subscriptions like the one introduced in India could be a popular choice in other Asian countries where the number of people having access to smart phones in particularly high.  

Market saturation and Reliance on North America
There is an argument that the market has saturated for online streaming services and that Netflix heavily relies on the North American market. Netflix claims that they are continuing to grow in all regions and that the greatest opportunity in entertainment is the transition to streaming and with under 10% of total TV screen time in the US there is still tremendous room for growth within the sector. (Netflix, Form8-K, 2022)


[image: ]
As depicted in the graph above international subscriptions in recent years have generated more revenue than its domestic North American base, contributing 52$ of the company’s overall revenue in Q2 2019. (Reyes, 2019)


Expansion into other markets particularly China is often talked about but in an interview with CNBC Netflix Co CEO Reed Hastings said that the company got turned down by the Chinese government, however, the company is spending more time and resources in the rest of Asia — India, in particular, Korea, Japan, Indonesia, and then all through Europe and Latin America. (Stankiewicz,2020)

Finally it must also explore original content production in other non-English markets in Asia and Africa. 

Contractual Risks- Partnerships and agreements
These are risks related to the company’s reliance on third-party contracts for content as well as devices that are used to stream the company’s service. Netflix could mitigate these risks by making their agreements more challenging for partners to break. They shall also negotiate longer-term agreements with clauses baring their partners to partner with their competitors, for a certain time after terminating their agreement with Netflix. This could be a motivator for accomplices to proceed with their associations with Netflix. (Onyusheva & Baker, 2021)


Political Risks:
Political risks include issues the company could face being a US-based company as well as the different laws, regulations, and taxes associated with the countries where they provide their service. It may also include the type of content the company shall offer in different countries around the globe. Netflix can mitigate these risks by employing professional resources to carefully study the international market and regulations before entering a specific market. This will make sure they comply with local laws and regulations, particularly those related to censorship which may save them from unforeseen sanctions and litigations. (Onyusheva & Baker, 2021)

Increased competition
Despite some players like Amazon, Disney+, and Hulu entering the market, Netflix sits comfortably with the library of content as well as original content it has amassed over the years. It is also very difficult for new entrants without an existing library of contents to enter this market. Netflix over the years has continuously improved its service in terms of technology and content to be able to survive and grow in the streaming industry’s competitive and rapidly changing environment. In addition, they are also continuously thinking of ways to remain competitive in terms of their pricing.

It must also examine the possibility to expand its content by including sports, News, and gaming. Although they have recently launched games through their mobile apps and plan to expand their gaming portfolio, news and sports could also be possible avenues to be explored.


Financial risk: 
The company’s financial risks are associated with the increasing costs of acquiring content for which it has borrowed over $16 billion in the last 10 years. Due to this observers argued that the enormous debts would eventually bring down the company. 
The company took these huge debts to stockpile content before Hollywood could catch up and took the chance to attract subscribers and generate enough cash by the time obligations came due. However, the company now claims that it has made enough revenue to pay back those loans. (Lee, E, 2021)
The basic concept of debt is the ability to access funds and put them into something, and come out the opposite end with more than you would have produced without it. Debt necessarily isn’t a bad thing if done correctly and in the long run, is beneficial. The company’s return on investment is positive and the company is generating enough cash. They further claimed that low-interest rates, tax deductibility of debt, and financing growth through debt were more efficient for them than issuing equity. The capital spent by Netflix has also widened the gap between its competitors. (Denning, S, 2019) 

A further suggestion for increasing revenue is by starting to crack down on password sharing. Starting in early 2023, Netflix will start charging accounts for password sharing, by placing an additional extra fee on accounts with sub-accounts being used outside one household. (Solsman, J, 2022)


Legal
Netflix deals with a lot of legal issues related to copyright claims, defamation suits, and restricted content. The company’s legal team needs to keep an eye open for upcoming threats. They also need strong regulations to be able to handle video piracy effectively.
























Conclusion
 - Summarises the report’s main points. There is no new information here, since each idea or piece of information should already have been introduced in the body of the report. 

Netflix’s approach to partnering with local companies, acquiring content and rapid international expansion has resulted in the company capturing over 220 million subscribers in over 190 countries worldwide. Netflix has a significant lead over its competitors as well as expertise in global markets although it must look to diversify in the future.

Netflix needs to continue to improve their experience by expanding their content, enhancing their user interface, extending their streaming service and strengthen the existing partnerships and consider establishing new ones. There are also untouched markets with great potential Netflix shall continue to explore. With the decline of traditional TV and rise in binge-watching it is clear now more than ever that subscription video-on-demand is the future of media entertainment. Research has also shown that Netflix has been on top of adapting to the rapidly changing business environment and has been thoroughly testing all the available opportunities in a gradual manner. 

Despite a lot of risks and speculation in recent years undermining Netflix’s performance and future prospects which are true to some extent and for the company to carefully examine and mitigate. It would be a bit pessimistic to claim that the company is heading towards a collapse. There is a possibility that the company might not grow at the pace at which it grew in recent past but the company is here to stay for a long time.


To conclude, Reed Hastings, CEO of Netflix explains the unique way in which it run the company unlike the usual top down management approach. He explains that a company like Netflix which is based on idea generation and creativity shall encourage, inspire and support rather than manage their employees in order to evolve and stay relevant in the rapidly changing business environment and this approach has led the company to great success. (Economist, 2020)
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