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Transforming the Entertainment Industry- Netflix

The online DVD rental pioneer Netflix is transforming the movie business with its
unique business model, streamlined shipping strategy, and unique application infrastructure.
Netflix is quickly becoming one of Hollywood’s most promising new business partners and is
experiencing staggering growth with over 1 million subscribers, which accounts for 3 to 5
percent of all U.S. home video rentals.

Typically, traditional video rental stores focus on major films and ignore older movies
and small titles with niche audiences. Netflix is turning that idea upside down by offering a
serious market for very movie, not just blockbusters. How? Netflix attributes its success to its
proprietary software, called the Netflix Recommendation System, which constantly suggest
movies you might like, based on how you rate any of the 15,000 titles in the company’s
catalog. Beyond recommendations, Netflix has figured out how to get DVDs from one
subscriber to the next with unbelievable efficiency with its corporate application
infrastructure.

Netflix operates by allowing its subscribers to rent unlimited vides for $20 a month, as
long as they have no more than three DVDs rented at a time. Currently there are more than 3
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million discs in the hands of its customers at any given time, with the average of 300,000
DVDs shipped out of the company’s 20 leased distribution centers daily. Netflix’s unique
application infrastructure allows it to track, monitor, and maintain detailed information on
each of its disc, customer, and shippers. At any point in time the company can tell you the
exact location of each of its disc, a critical components for Netflix’s business model.

To handle the rental logistics for its 5.5 million DVD library the company created several
proprietary applications. One of its most successful systems is its Web-based supply chain
management system. The system works by having operators scan a bar code on each label for
every single disc that arrives in its warehouses. The software then retrieves the name and
address of the next person on the wait list for that DVD, prints out a label, and the disc is
dropped back into the mail. The custom-built systems have allowed Netflix to slow hiring and
reduce labor cost by 15 percent, and the vast majority of its DVDs never touch a warehouse
shelf. On any given day, 98 percent of the 15,000 titles in Netflix’s inventory are in circulation
with its customers.
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