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If there is one thing I have always enjoyed since I was a kid, it is watching movies.  I use to rent movies from rental stores but driving back and forth got old and I wanted an easier way to get movies to my house.  So I decided to try out Blockbuster’s online movie rental but most movies I wanted had long waits and it took about a week to get each movie.  “There’s got to be a better system” I can remember thinking.  A month later we decided to try their main online competitor.  Since then we’ve always used Netflix.  In this paper, I intend to show why Netflix is the leader in the movie rental industry.  To show this, I will discuss their company with regard to the movie rental industry.  I will also discuss their performance and their competitors, their operation strategy, their “green initiatives and their decision to stock only one type of high-definition disc.        
Netflix, Inc is the world's largest online movie rental service, providing more than seven million subscribers access to more than 90,000 DVD titles plus a growing library of more than 5,000 choices that can be watched instantly on their PCs.  Blockbuster Video, as I discussed, also offers online movie rental and so did Wal-Mart for a time but withdrew from the market in 2005.  GameZnFlix also rents movies, as part of their subscription package and so does Hastings Entertainment Inc.  For those who don’t mind the drive, Redbox rents movies out of kiosks found mostly at McDonalds and some grocery stores.  People can rent movies from the Redbox kiosks for a about a dollar a day and the kiosks usually only offer the newest releases on DVD.    Some people seem to enjoy Pay-per-view and there are other physical locations like the Movie Gallery Inc where people can rent movies but who knows how long they will be around with the rising popularity of online movie rental.  I have provided a brief comparison of some of the different industry competitors:

	
	NetFlix
	BlockBuster
	Hastings Entertainment Inc.
	Movie Gallery Inc.
	Industry

	Quarterly Rev Growth
	9.10%
	(5.70%)
	2.20%
	(6.70%)
	18.80%

	Operation Margins
	6.98%
	-1.23%
	3.14%
	2.05%
	0.17%

	Earnings per share
	0.970
	-0.608
	0.839
	-11.794
	0.14


Based on this comparison, it seems Blockbuster is falling behind in the industry.  

Netflix has developed and maintained an extensive recommendation system based on rating and reviews by customers, similar to the system used by Amazon.com.  All Netflix plans include both DVDs delivered to subscribers' homes and, for no additional fee, movies and TV series that can be started in as little as 30 seconds on subscribers' PCs. DVDs are delivered free to customers by first class mail, with a postage-paid return envelope, from over 100 U.S. shipping points. 
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Nearly 95 percent of Netflix subscribers live in areas that can be reached with generally      

one business day delivery. Netflix offers personalized movie recommendations and has two billion movie ratings.  As I mentioned at the first of the document, it took about a week from the time I sent off my latest rental to Blockbuster online until I got my next one in the mail.  With Netflix, I sent it off one day and I usually got the next one within two business days.  
In just six short years the company has grown to have over 8 million customers (at the end of 2006) with estimated rental revenue of over 1 billion dollars.  Meanwhile, (at the end of 2006) their competitor Blockbuster had total revenue of $5,523,500.[image: image2.png]Total Online Subscribers
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  The main reason why Netflix has been able to surpass Blockbuster’s revenue over the last years is due to their technology.  Netflix has built a vast data mining system on its webpage which is able to sort and use information on each individual customer to be able to recommend movies to each customer in order to meet their individual tastes and preferences in DVDs.  I have found the system to be quite accurate with my own tastes in movies.  

Netflix has some plans underway that tie into the popular growing trend of “going green”.  According to an article in the New York Times, Netflix wants to strike deals with electronics companies to be able to send the movies over the internet, straight to the computer screen.  No would be waiting to get the next movie because they could have it as soon as they wanted to get it.  Its first partnership is with the South Korean manufacturer LG Electronics to stream movies and other programming to LG’s high-definition televisions.  Said Netflix chief executive Reed Hastings, “We want to be integrated on every Internet-connected device, game system, high-definition DVD player and dedicated Internet set-top box. Eventually, as TVs have wireless connectivity built into them, we’ll integrate right into the television.”  It’s interesting to think about the “green” possibilities from such a system.  Netflix has about 8 million customers who are using an average of at least maybe 2 envelopes a months (if not more).  That works out to be at least 16 million envelopes a month.  How many trees would be spared if mailing all those Netflix envelopes were reduced or eliminated in favor of a “straight to computer/TV screen” movie rental system?  Not only is it good for the environment but it is also good for Netflix’ operation system because it would be a much faster way for the movie to get to the customer.  

[image: image3.emf]Unlike one of their main competitors Blockbuster, Netflix has decided to stock their high definition movies exclusively in Blu-ray format.  Since the first high-definition DVDs came on the market in early 2006, Netflix has stocked both formats. But the company said that in recent months the industry has stated its clear preference for Blu-ray and that it now makes sense for the company to initiate the transition to a single format.  Netflix said that as of now it will purchase only Blu-ray discs and will phase out, by roughly year's end, the alternative high-def format, HD DVD.  Added Ted Sarandos, chief content officer for Netflix: "From the Netflix perspective, focusing on one format will enable us to create the best experience for subscribers who want high-definition to be an important part of how they enjoy our service."
Movie watching has changed a lot in my lifetime.  Netflix has set the bar with the way they rent movies.  Whether by mail or online they’ve been very successful financially and left the competition sitting in the dust.  Their technology has made it possible for any customer to get recommendations for the kind of the movies they love and keep a list of all the movies they want to see.  The envelopes they use to send DVDs to customers have been ingeniously designed to be used to also send the DVDs back when they finish watching them and the envelopes can hold up to two DVDs.  This helps cut down on paper use which is a great “green initiative”.  They’ve taken a chance stocking mostly Blu-ray discs for their high-definition selections in order to keep up with what they believe is what is wanted by their customers.  Without a doubt, they will continue to use good strategic planning to keep their company moving forward in a positive direction.        
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