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1) Would you buy Blockbuster stock or short it at the time of the case? How about Netflix? Why?

We would rather short stock of Blockbuster, since we conjecture that the price of it will decline. Our conjecture is based on the following reasons:

A. Competitors: This is the main reason of our inference. Blockbuster is facing challenges from both DVD rental companies, such as Netflix, and VOD industry. We conclude profit of Blockbuster will shrink because of them.

B. Source of DVD: According to the practice, movie suppliers will authorize VOD downloads or cable TV a few months after DVD hit the market. However, it’s not for sure that movie suppliers will always follow this practice, thus, this might be a potential threat to Blockbuster. 

C. Canceling late fees: Originally, this is strategy is adopted by Netflix. In order to remain competency, Blockbuster did it as well. But this decision soon turned out causing 0.4 billion US dollars loss, we conclude this may lead to a decline of Blockbuster stock price.  

For Netflix part, we would prefer buying its stock. 

A. DVD-by-mail service as a pilot: Beyond the traditional DVD rentals, Netflix provided a more rapid and conveniet way to deliver goods and can respond instantly both in ordering and unsubscribing. Due to being the first company providing such service, Netflix has already hold the most marketshare. 

B. “All you can eat ” model: If customers want to see more movies, they would return the previous DVDs soon and Netflix could keep more DVDs in hand. Or if a customer possesses one DVD a long time , then the cost of sending another DVD is reduced. This model also beat Netflix’s competitors and force them to follow such rules since most subscribers prefer no expiration date of a rental . 

C. Long-tail strategy: The recommendation system will recommend a customized movie list and won’t recommend the DVD Netflix doesn’t have in hand. This satifies customers with films in stock and let the “old” ones be  rented again and again. Compared to traditional video rental spots where new releases make up over 70% of total rentals, new released represented less than 30% of Netflix’s. 

The above are the reasons we believe in resulting in the increase of Netflix’s stock.

2)Did Netflix offer same values for consumers that Blockbuster did? 

How did this evolve over time?

When Netflix decided to enter the video rental market in 1997, it was dominated so far by big companies such as Blockbuster. Before 1997 a customer who wanted rent a video had to go into a retail store and paid from 2 to 4$ for a couple of days rental.

One of the particularities of this type of rental system was the “late fees” one had to pay if the VHS/DVD was not brought back on time.

At the beginning Netflix offered exactly the same values for customers that Blockbuster did, but this model was not successful. The added value (convenience offered by internet and larger selection) was not enough to overcome the delivery waiting time.

Then they decided to move to a monthly prepaid subscription service which enabled customers to have unlimited rentals. This new pricing system appealed frequent viewers and was a real competitive advantage for Netflix.

Whereas it was difficult for a customer to get accurate advice in a retail store, Netflix made ratings and reviews of millions of similar customers available. They could enjoy personal recommendations of movies that were more likely to appeal to them.

This way, people could discover less famous and recent movies, which would not have been available in a classical store like Blockbuster.

Moreover, the centralized storage system allowed Netflix to keep a greater selection of movies with a limited number of copies. Yet, some geographical areas took a longer time to reach via postal services, especially on the East Coast. Netflix therefore decided to open new distribution centers (44 total in 2007) in many different places to be able to deliver almost any place in America overnight and improve customer satisfaction.

3)Compare Blockbuster’s and Netflix’s profit models. How might the differences affect the respective company’s strategies?

Blockbuster’s strategy relies on touching the greatest number of persons possible, by opening “high visible stores in high-traffic areas”. As a matter of fact, in 2006, 70% of the population lived within a 10-minute drive of one of the 5194 Blockbuster stores. Revenue is generated through rentals, with a pay as you rent pricing model, and therefore largely depends on customer impulse. Another source of income used to be late fees (which represented up to 10% of the income) but they were abandoned because of their unpopularity among customers. 
They own most of the stores, therefore occupancy and payroll represent a big part of their expense (10 part-time workers and one manager per store). Fixed costs are much greater than with Netflix’s profit model.
Netflix’s strategy of centralizing storage in a few places (about one per state) reduces fixed costs, since fewer copies of a film need to be bought to satisfy customers. And the fact that almost everything is done online of course reduces occupancy and payroll expenditure. Agreements with postal services allow Netflix to manage express delivery at a reduced cost. The pricing system of monthly subscriptions makes the income easier to appraise, more constant. The absence of late fees, the fact that it is very easy to subscribe or unsubscribe embody the firm’s strategy of flexibility and tight customer care. 
3) As you examine each major shift in Netflix’s strategy, what might have been the assumptions that they might have at each stage? What assumptions will you make upon evaluating VOD?

- shift from a movie-enthusiast focus to a DVD rental focus : Netflix had no choice due to the lack of rentability of its early model : it was a cash-induced strategic focusing

- shift from a “pay as you rent” to an “all you can eat” model with no late fees : Netflix needed to find a competitive advantage to overcome the delivery waiting time. By doing so they targeted frequent viewers rather than one-time viewers.

- shift from a DVD by mail company to a much broader service of DVD recommendation : Netflix thought that people would appreciate a tighter customer care and pay to have a broader selection of movies
-shift from a centralized storage system with just 1 distribution center to a system with multiple distribution center (44 as of now): Netflix wanted to address the delivery waiting time issue to improve customer satisfaction all over the US
With the rate of technical improvements, it appears that video on demand (VOD) will become big in the future years thanks to the improved compatibility between televisions and computers. Yet, the reluctance of majors to cooperate to get their films quickly available on VOD might delay such a revolution. It therefore seems that the democratization of VOD will take much longer than it did for DVDs. 
