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Netflix’s Rise and Growth by Voracious Customer Development  

Case Summary:  

Netflix was founded by Reed Hastings and Marc Randolph founded in 1997. The company appeared to be not much more than an 
upstart DVD rental business whose only real value proposition was the mail-order element of its operation. Fast forward and in a 
few decades, Netflix has become one of the largest TV and movie producers in the world. They now have more subscribers than all 
the of the cable TV channels in America combined.  

Section One: 

How did Netflix go from renting movies to making them in just 20 years? By consistently doing the obvious. 

For Netflix, however, doing the obvious rarely meant taking the easy way out. It meant making business decisions that were so 
difficult and so ambitious, few people could even see them, let alone understand them. Netflix has innovated in three key ways.  

1. They started with a frictionless DVD rental business facilitated by the internet,  
2. developed an entirely new streaming business from scratch, and  
3. finally invested in original content creation.  

But many of the most critical decisions and actions has taken during the past 25 years have not been all really that surprising. Once 
you look at all of the pieces, you will see the true picture of how Netflix became a movie studio. It just did not look that way to most 
people in the beginning. 

Let’s look at some of the pieces of the mosaic: 

1. Why Netflix built its business around a single growth metric that its competitors overlooked 
2. How Netflix built upon its DVD rental business to launch its online streaming service 
3. Why Netflix invested $1 Million to learn more about its customers 
4. How producing its own content became a flywheel for customer acquisition and growth for Netflix 

We will examine how Netflix’s growth has been propelled by developments in how, when, and where their customers consume 
entertainment, as well as the challenges that threatened to sink Netflix and where the company could go in the coming years. 

1997-2006: From Video Rentals by Mail to Smart Suggestions by Algorithm 

To the casual observer, Netflix might look like one of the luckiest companies in the world. 

For every major change or development in the home entertainment market, Netflix always seems to be just off-screen, waiting to 
capitalize on the latest consumer trend. Netflix has definitely had its fair share of these kinds of opportunities, but good fortune had 
very little to do with the company’s early wins. 

Netflix’s secret weapon wasn’t luck but rather a keen understanding of its market. Hastings and Randolph may have built their initial 
business around DVDs, but they knew they wouldn’t be in the DVD business forever—even if nobody else did. 

Legend has it that Reed Hastings decided to start Netflix after returning a copy of Apollo 13 to his local Blockbuster. Upon returning 
the movie, Hastings was told he owed $40 in late fees. Fearing what his wife would say about such a steep late fee and convinced 
there must a better way to rent movies, Hastings began to devise what would later become Netflix. 

As a result, when Netflix launched in ’97, many people understandably thought the business was focused exclusively on 
distribution—most people saw Netflix as nothing more than a more convenient way to rent movies. 
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Although this was a crucial element of Netflix’s early business, Hastings and Randolph never set out to be the best 
entertainment distribution company. They saw an opportunity to use the internet to decentralize entertainment and unbundle 
premium TV from the monopolistic grip of Big Cable, even if nobody else recognized their initial play for what it was. DVD rentals 
were never Netflix’s endgame – they were just a way for the new company to gain a tentative toehold in an intensely competitive 
market. 

2003-2006: Netflix continues to refine the subscriber experience by providing recommendations and suggestions for future viewing 
using the Cinematch ranking algorithm, which helps personalize movie suggestions. This, in turn, allows subscribers to create 
“queues” of titles to rent that are likely to be of interest based on their rental history and ratings given to individual titles.  

By the end of 2006, Netflix has 6 million subscribers—a 7-year annual compound growth rate of 79%—and had finally become 
profitable, generating more than $80M in profits in 2006. The company achieved such impressive growth by challenging incumbent 
players with a genuinely innovative business model and by focusing on its single North Star metric: movies watched. 

The financial challenges that Netflix experienced from 2000-2003 meant that diversifying its service offerings was as much a 
business necessity as a response to external forces. The company was still several years away from debuting the streaming service 
we know today. However, behind the scenes, the company was already investing heavily in making Netflix a more personal, 
individualized experience by introducing recommendations powered by the CineMatch algorithm. 

By today’s standards, the CineMatch algorithm might seem quaint. At the time, though, CineMatch was surprisingly accurate. The 
algorithm analyzed three factors to make its recommendations—Netflix’s catalog of movies, the ratings that subscribers had given to 
movies they had already watched, and the combined ratings of specific titles based on the ratings of all Netflix subscribers. 

CineMatch served two functions. The first was to preemptively shore up one of the most serious threats facing Netflix as a growing 
company—subscriber churn. When Netflix launched in 1999, only 20% of users decided to sign up for a Netflix subscription after 
taking advantage of the free trial. A decade later in 2009, Netflix boasted a 90% renewal rate—but that didn’t mean Netflix could 
rest on its laurels. Hastings and his team knew that if people ran out of things to watch, the risk was higher they would cancel their 
subscription. 

The second function of CineMatch was to make it easier for Netflix subscribers to find more of what they liked, faster—an aspect 
of the Netflix experience the company remains focused on even now. The CineMatch algorithm wasn’t just a ploy to increase 
customer retention. It marked the beginning of a heightened focus on the experience of using Netflix. Just as scrapping late fees had 
done away with one of the defining conventions of the home entertainment rental market (conventions that also happened to be 
deeply unpopular with consumers), Netflix wanted to eliminate another drawback of the typical movie rental experience—wasting 
time renting a bad movie. 

 

Section Two: 

2007-2012: Streaming Video Hits the Mainstream, DVD Bites the Dust 

“We named our company Netflix in 1998 because we believed Internet-based movie rental represented the future, first as a means of 
improving service and selection, and then as a means of movie delivery.”   

2007 was a huge year for Netflix. Although Netflix’s DVD business was growing rapidly, the company decided to permanently 
transform the business by launching its first streaming product, Watch Now. 

The introduction of streaming was truly radical for that time. Netflix’s pivot to streaming wasn’t all that radical—as we’ll see, it was 
actually a logical extension of what the company had already been doing. The fact that Netflix was willing to essentially bet the 
entire company on streaming, however, definitely was radical. 
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Consumer demand for streaming video was practically nonexistent. For one, streaming technologies in 2007 were terrible. Even the 
fastest broadband connections lacked the capacity to handle the bit rate of higher-resolution video, which meant overall video 
quality was poorer than DVD. When Netflix launched its streaming product, Watch Now was only compatible with computers 
running Windows and would only work in Internet Explorer after users downloaded an applet to make the video player work. 

Although many people thought Netflix was crazy to stream movies over the internet, this was the most logical move the company 
could have made given its business model. Netflix’s primary goal has always been to reduce friction to accessing entertainment. It 
first did this by refining and improving its DVD-by-mail service by introducing faster delivery, building more distribution centers, and 
eliminating fees. Before making the switch to streaming, Netflix essentially aggregated physical DVDs into warehouses, then used 
the internet to deliver them to subscribers. With streaming, Netflix instead aggregated entertainment content onto servers, then 
distributed that content instantly to customers. 

By 2007, interest in DVD as a home entertainment format was beginning to wane. After two years of stagnating sales, DVD sales 
shrank, the first time that year-over-year DVD sales had fallen since the format was introduced 10 years earlier. Even though 
Netflix’s DVD rental business was growing and generating revenue, Hastings and his team knew it wouldn’t last. They had to future-
proof the business they had built, so Netflix went all in on streaming video. 

Rather than focus on improving delivery of physical DVDs, Netflix would reinvent entertainment delivery by providing its subscribers 
with instant access to thousands of titles that they could binge-watch on any device. While cable companies were preoccupied with 
traditional business models and quarterly revenue targets, Netflix was already looking a decade into the future and beyond. 

There was just one tiny flaw in Hastings’ plan – the technology required to build his bold new vision of home entertainment didn’t 
exist. Undeterred, his company invested more than $40M in the development of new streaming technologies in 2007, the year when 
Netflix launched its streaming service, Watch Now. 

This was the real risk for Netflix. Even though its core business was growing and performing strongly, Hastings decided to invest 
time, money, and capital building a streaming product when there was no consumer demand and few people thought the idea could 
even work. However, because hardly anybody thought it would work, even fewer companies actively pursued it. By the time 
everybody else caught on, Netflix had the best streaming technology, the largest library of titles, and the biggest subscriber base. 

2007: Netflix introduces its online streaming service, Watch Now. The service launches with 1,000 titles and is included free in 
Netflix’s $5.99 per month physical DVD subscription tier. 

2008: Netflix announces it will stop DVD retail sales just one week after debuting Watch Now on Mac platforms. Retail sales had 
been a reliable and proven revenue stream for the growing company for years, but the decision to cease sales coinciding with the 
launch of a new product revealed that retail sales were never part of Netflix’s mid- to long-term growth strategies. 

2009: The Netflix Prize was an open competition for the best collaborative algorithm to predict user ratings for films, based on 
previous ratings without any other information about the users or films, i.e. without the users or the films being identified except by 
numbers assigned for the contest. 

 

The contest was held by Netflix and was open to anyone who was neither connected with Netflix. On September 21, 2009, the grand 
prize of $1 Million was given to the BellKor's Pragmatic Chaos team which actually beat Netflix's own algorithm for predicting ratings 
by 10.06% 

2011: Netflix announces the rebranding of its DVD rental business, which it calls Qwikster. Netflix planned to split its streaming 
business and its DVD rental business into two distinct subscription packages: Netflix for streaming, and Qwikster for rentals. 

The decision was immediately and powerfully unpopular with subscribers and investors alike. The move reignited debate about the 
company’s future prospects, and some begin to question Hastings’ leadership. The decision was seen as a cash-grab by many 
subscribers, as customers would have to pay two separate subscription fees if they wanted to rent physical DVDs and access Netflix’s 
streaming service. 
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The announcement, which followed a deeply unpopular price increase that went into effect in the summer, causes approximately 
800,000 subscribers to quit the service. Analysts seized upon Netflix’s mistake as proof of the company’s imminent downfall. Less 
than one month after announcing Qwikster – before the service even officially launched—Hastings scrapped the plan entirely. 

2011: Despite its missteps and the initial damage of the Qwikster incident, Netflix finished 2011 on a high note. Between the launch 
of Watch Now in 2007 and the end of 2011, Netflix increases the number of subscribers from 6 million to 23 million, an increase of 
283% in just four years. 

The launch of Watch Now was a great example of Reed Hastings’ true vision for what Netflix could be. At the time of Watch Now’s 
launch in 2007, the company was in trouble. Analysts and investors were concerned, and audiences were underwhelmed by Netflix’s 
new platform. Some founders might have backtracked, but Hastings forged ahead with his plans for streaming regardless, even 
when it seemed like he was backing a losing horse. 

Part of what made Netflix’s transition to streaming so brilliant was that few other people saw the value in pursuing streaming video. 
There just wasn’t enough consumer demand to justify the costs of developing new streaming technologies. With low perceived 
value, Netflix was able to develop and innovate with its Watch Now service with relatively little competition. 

The company was also able to negotiate cheap licensing deals with networks like Starz. In 2008, Netflix and Starz entered into a four-
year agreement that gave Netflix access to a library of 2,500 Starz title in a deal reportedly worth $30 Million. The quality of some of 
these titles may have been a little lacking, but the quality of the movies themselves wasn’t important—laying the foundation for its 
future streaming service cheaply and with virtually no meaningful competition was what mattered. 

 

Section Three: 

2013 to Present: Bigger, Better and Beyond 

With Netflix’s credentials as a serious player in TV and feature-film production well established, Netflix seems poised for even 
greater success in 2018 and beyond. Predictably, Netflix remains strongly committed to producing original programming, and the 
company is planning to produce around 700 Netflix Originals in 2018 alon. Having increased its content budget from $6B to $8B. 

3 Key Lessons to Learn from Netflix 

It’s been a wild ride for Netflix over the past two decades. What can we learn from the company’s journey? 

1. Identify the one metric that can grow with your business 

It’s no secret that most new businesses fail. Some companies don’t make it because they take too many risks, but just as many fail 
because they don’t aim high enough. 

In the early days of your business, it’s crucial to identify a massive potential market that you can grow into. Google may be one of 
the biggest technology companies in the world, but it still cares about how many searches are conducted every month. Facebook 
may have 2 billion users, but it has always cared how active those users are, and how it can maximize engagement of those active 
users. 

So how do you find your North Star metric? 

One of the best ways to identify the core growth metric that will grow with your business is to examine the usage data that you 
already have. You want to find levers that will allow you to increase product usage and retention. Early on, your North Star metric 
can be as simple as increasing your total active user base. Later on, you’ll want to identify specific actions users take that correlate 
with long-term retention. 
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It’s vital that everybody in your company is on the same page regarding your growth metric. Devising technical goals around your 
core metric is practically impossible if data is only available to a handful of people. Once you’ve identified your core growth metric, 
make all data surrounding this metric (and associated goals) available to everybody, from your engineers to your customer success 
reps. 

Once you’ve identified your core growth metric, it’s time to think about the goals associated with that metric. In the early days of its 
growth, Dropbox measured its success by how many users actually placed at least one file into storage. Similarly, Slack focused on 
getting companies to send at least 2,000 messages because that was the point at which Slack users really began to understand the 
benefits of the platform.  

How are you driving growth around your core metric? 

2. Obvious moves aren’t necessarily wrong moves 

Just because people expect your business to do something doesn’t mean it’s the wrong thing to do. 

Not every idea has to reinvent the wheel. The best decisions are the ones that help your business grow, not the ones that only keep 
your competitors on their toes. Just as the simplest explanations are often the best explanations, sometimes the most obvious 
moves are the ones your business must make if you want to survive. 

However, that’s not to say that the best moves are always obvious. In Netflix’s case, the decision to start streaming video v ia the 
internet was, in hindsight, almost painfully obvious. But at the time, Hastings’ decision cast doubt on both his leadership and the 
company’s future. Imagine if Hastings had listened to the naysayers who thought streaming was nothing more than a fad. Where 
would Netflix be today? 

If your company is at a critical growth stage, think about: 

• How to solve your customers’ problems and make their lives easier. Very few people use products for the sake of using 
them. People use products to solve their problems and make their lives better. To help your customers, ask yourself one 
simple question: “How am I making my customers’ lives easier with my product?” 

• How to improve your product. It’s all too easy to become married to unpopular features simply because of how long they 
took to develop. If a product feature is unpopular with your user base or going unused by a majority of your users, pruning 
it is an obvious move. It’s also the right move. It’s more important to keep your customers happy than it is to keep your 
competitors guessing. 

• How to solve the hardest problems, not the most interesting problems. The most interesting challenges facing your 
engineers may not necessarily be the most urgent problems facing your users. It’s crucial to remain focused on the most 
difficult problems your product aims to tackle rather than the problems your engineers find the most interesting. The 
hardest problems may not be as exciting to solve but doing so will make your customers love your product, which will drive 
growth. 

3. Focus relentlessly on quality 

Netflix has always focused on doing whatever it does really well, whether that meant getting members’ DVDs to them faster or 
developing new streaming technologies. This dedication to quality – whether it be the quality of the Netflix experience or the quality 
of its content – is what has helped Netflix cultivate not only a vast subscriber base but a loyal audience of fans. The problem with 
quality is that it’ll cost you. 

Although there are exceptions, it’s generally safe to assume that the higher the quality of your product or service, the higher your 
costs will be. However, depending on how competitive your vertical is, the question may not be whether you can afford to make a 
higher-quality product but whether you can afford not to. 
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When it comes to the quality of your product, ask yourself some tough questions: 

• Did you cut corners or otherwise compromise on product quality in your race to reach product-market fit faster? If so, what 
would you do differently if you had more time? Moving fast is great, but breaking things all the time isn’t. 

• Looking at competing products in your vertical, do any of your competitors offer a feature or function that’s as good or 
better than yours? In what ways is it better? What could you improve about your product to gain a competitive edge? 

From the Small Screen to a Big Deal 

Netflix’s reputation as an innovator may be a little more generous than perhaps it deserves, but Netflix has remained true to itself 
and to the vision of its founders. Netflix has also managed to retain the flexibility that all growing companies need to effectively 
respond to a rapidly changing marketplace without losing the focus it needed to sustain such ambitious growth. 

Full Case: 

Netflix was founded by Reed Hastings and Marc Randolph founded in 1997. The company appeared to be not much more than an 
upstart DVD rental business whose only real value proposition was the mail-order element of its operation. Fast forward and in a 
few decades, Netflix has become one of the largest TV and movie producers in the world. They now have more subscribers than all 
the of the cable TV channels in America combined.  

How did Netflix go from renting movies to making them in just 20 years? 

By consistently doing the obvious. 

For Netflix, however, doing the obvious rarely meant taking the easy way out. It meant making business decisions that were so 
difficult and so ambitious, few people could even see them, let alone understand them. Netflix has innovated in several key ways.  

• They started with a frictionless DVD rental business facilitated by the internet,  

• developed an entirely new streaming business from scratch, and  

• finally invested in original content creation.  

But many of the most critical decisions and actions has taken during the past 25 years have not been all really that surprising.  

Once you look at all of the pieces, you will see the true picture of how Netflix became a movie studio. It just did not look that way to 
most people in the beginning. 

Let’s look at some of the pieces of the mosaic: 

5. Why Netflix built its business around a single growth metric that its competitors overlooked 
6. How Netflix built upon its DVD rental business to launch its online streaming service 
7. Why Netflix invested $1 Million to learn more about its customers 
8. How producing its own content became a flywheel for customer acquisition and growth for Netflix 

 

We will examine how Netflix’s growth has been propelled by developments in how, when, and where their customers consume 
entertainment, as well as the challenges that threatened to sink Netflix and where the company could go in the coming years. 

1997-2006: From Video Rentals by Mail to Smart Suggestions by Algorithm 

To the casual observer, Netflix might look like one of the luckiest companies in the world. 
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For every major change or development in the home entertainment market, Netflix always seems to be just off-screen, waiting to 
capitalize on the latest consumer trend. Netflix has definitely had its fair share of these kinds of opportunities, but good fortune had 
very little to do with the company’s early wins. 

Netflix’s secret weapon wasn’t luck but rather a keen understanding of its market. Hastings and Randolph may have built their initial 
business around DVDs, but they knew they wouldn’t be in the DVD business forever—even if nobody else did. 

“One of the biggest challenges that we had, which I think is also one of the things we did very well, is recognize very early on that if 
we were going to be successful, we had to come up with a premise for the company that was delivery agnostic. But if we were to 
come out and say, ‘This is all about downloading or streaming,’ and we said that in 1997 and ’98, that would have been equally 
disastrous. So we had to come up with a positioning which transcends the medium.” – March Randolph  

Legend has it that Reed Hastings decided to start Netflix after returning a copy of Apollo 13 to his local Blockbuster. Upon returning 
the movie, Hastings was told he owed $40  in late fees. Fearing what his wife would say about such a steep late fee and convinced 
there must a better way to rent movies, Hastings began to devise what would later become Netflix. 

Although Randolph later disputed Hastings’ story about their company’s origins, Netflix did indeed set out to change the way we 
rented movies. In 1997, Blockbuster was the undisputed king of the home entertainment rental vertical, which made Netflix’s mail-
order DVD rental business unique. As a result, when Netflix launched in ’97, many people understandably thought the business was 
focused exclusively on distribution—most people saw Netflix as nothing more than a more convenient way to rent movies. 

Although this was a crucial element of Netflix’s early business, Hastings and Randolph never set out to be the best 
entertainment distribution company. They saw an opportunity to use the internet to decentralize entertainment and unbundle 
premium TV from the monopolistic grip of Big Cable, even if nobody else recognized their initial play for what it was. DVD rentals 
were never Netflix’s endgame – they were just a way for the new company to gain a tentative toehold in an intensely competitive 
market. 

1997: Netflix launches with a video library of approximately 900 titles, with a 7-day maximum rental policy. By April 1999, Netflix’s 
video library expands to 3,100 titles. Rentals initially cost just 50 cents each. By January 2000, Netflix’s catalog reaches 5,200 titles. 

1999: Netflix announces its new subscription model. Introduced at an initial price point of $15.95, the subscription plan allows 
Netflix members to rent up to four movies at a time, with no return-by dates. 

2000: Netflix abandons late fees and return-by dates in favor of a monthly subscription plan priced at $19.95 per month. 

2002: Netflix files its initial public offering (IPO) on May 22. Shares in the company are initially valued at $15. 

2000-2003: Netflix enjoys consistent growth. However, despite increases in both revenue and subscribers, Netflix is still operating at 
a loss.  

2003-2006: Netflix continues to refine the subscriber experience by providing recommendations and suggestions for future viewing 
using the Cinematch ranking algorithm, which helps personalize movie suggestions. This, in turn, allows subscribers to create 
“queues” of titles to rent that are likely to be of interest based on their rental history and ratings given to individual titles. 

By the end of 2006,  Netflix has 6M subscribers—a 7-year annual compound growth rate of 79%—and had finally become profitable, 
generating more than $80M in profits in 2006. The company achieved such impressive growth by challenging incumbent players 
with a genuinely innovative business model and by focusing on its single North Star metric: movies watched. 

Cable TV channels typically calculate their audiences based on viewership or how many viewers a TV show has. Netflix comes at this 
from the opposite direction by focusing on how many movies (or shows) a viewer has watched. Rather than optimizing individual 
shows to maximize the number of viewers, Netflix instead leverages its vast media catalog to optimize for movies watched per 
individual user. This subtle yet crucial distinction has allowed Netflix to remain focused on how to better engage viewers and iterate 
on its core “movies watched” metric through key product initiatives such as its CineMatch recommendation algorithm. 
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While many analysts doubted the viability of Netflix’s subscription-based model in 1999, this was key to the company’s success 
because it positioned Netflix as a service where you could watch as much as you want, as opposed to paying per rental. This was the 
real innovation behind much of Netflix’s early growth. 

Netflix offered greater convenience and value in a (then) crowded space. It did this by eliminating two mainstays of all home 
entertainment business models, while simultaneously applying just enough restrictions on members to drive further growth. This 
allowed Netflix to not only score early wins with consumers (Keep rentals as long as you like! No late fees!), but also helped the 
company to further differentiate itself from the Blockbusters and the Hollywood Videos while increasing revenue. 

The financial challenges that Netflix experienced from 2000-2003 meant that diversifying its service offerings was as much a 
business necessity as a response to external forces. The company was still several years away from debuting the streaming service 
we know today. However, behind the scenes, the company was already investing heavily in making Netflix a more personal, 
individualized experience by introducing recommendations powered by the CineMatch algorithm. 

By today’s standards, the CineMatch algorithm might seem quaint. At the time, though, CineMatch was surprisingly accurate. The 
algorithm analyzed three factors to make its recommendations—Netflix’s catalog of movies, the ratings that subscribers had given to 
movies they had already watched, and the combined ratings of specific titles based on the ratings of all Netflix subscribers. 

CineMatch served two functions. The first was to preemptively shore up one of the most serious threats facing Netflix as a growing 
company—subscriber churn. When Netflix launched in 1999,  after taking advantage of the free trial. A decade later in 2009, Netflix 
boasted a 90% renewal rate—but that didn’t mean Netflix could rest on its laurels. Hastings and his team knew that if people ran 
out of things to watch, the risk was higher they would cancel their subscription. 

The second function of CineMatch was to make it easier for Netflix subscribers to find more of what they liked, faster—an aspect 
of the Netflix experience the company remains focused on even now. The CineMatch algorithm wasn’t just a ploy to increase 
customer retention. It marked the beginning of a heightened focus on the experience of using Netflix. Just as scrapping late fees had 
done away with one of the defining conventions of the home entertainment rental market (conventions that also happened to be 
deeply unpopular with consumers), Netflix wanted to eliminate another drawback of the typical movie rental experience—wasting 
time renting a bad movie. 

Netflix knew that, for all its innovation and ambition, growth came down to one dimension: subscribers. In a letter to investors, 
Hastings outlined Netflix’s growth strategy for 2007, which focused on growing the company’s DVD subscriber base in anticipation of 
the forthcoming shift from rentals to streaming. This had been Netflix’s plan all along. 

“Our strategy for achieving online movie rental leadership is to continue to aggressively grow our DVD subscription business and to 
transition these subscribers to Internet video delivery as part of their Netflix subscription offering.” – Reed Hastings 

Netflix knew that its growth strategy was working. By making it easier for people to find and rent the movies they loved, the 
company had built a relatively small but growing subscriber base. Netflix knew it wanted to further expand its subscriber base 
through its DVD rental business before transitioning them to its online streaming service, even if nobody else saw what the company 
was doing. And, while its competitors remained focused on the short-term, Netflix was busy developing and investing in the 
technical resources the company would need to grow even further. 

However, while Netflix had weathered many of the storms that threatened to sink the growing company, the perils Netflix would 
face in 2007 would test Hastings’ company like never before. 

2007-2012: Streaming Video Hits the Mainstream, DVD Bites the Dust 

2007 was a huge year for Netflix. Although Netflix’s DVD business was growing rapidly, the company decided to permanently 
transform the business by launching its first streaming product, Watch Now. 
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The introduction of streaming was truly radical for that time. Netflix’s pivot to streaming wasn’t all that radical—as we’ll see, it was 
actually a logical extension of what the company had already been doing. The fact that Netflix was willing to essentially bet the 
entire company on streaming, however, definitely was radical. 

Consumer demand for streaming video was practically nonexistent. For one, streaming technologies in 2007 were terrible. Even the 
fastest broadband connections lacked the capacity to handle the bit rate of higher-resolution video, which meant overall video 
quality was poorer than DVD. When Netflix launched its streaming product, Watch Now was only compatible with computers 
running Windows and would only work in Internet Explorer after users downloaded an applet to make the video player work. 

Although many people thought Netflix was crazy to stream movies over the internet, this was the most logical move the company 
could have made given its business model. Netflix’s primary goal has always been to reduce friction to accessing entertainment. It 
first did this by refining and improving its DVD-by-mail service by introducing faster delivery, building more distribution centers, and 
eliminating fees. Before making the switch to streaming, Netflix essentially aggregated physical DVDs into warehouses, then used 
the internet to deliver them to subscribers. With streaming, Netflix instead aggregated entertainment content onto servers, then 
distributed that content instantly to customers. 

By 2007, interest in DVD as a home entertainment format was beginning to wane. After two years of stagnating sales, the DVD 
market shrank, the first time that year-over-year DVD sales had fallen since the format was introduced 10 years earlier. Even though 
Netflix’s DVD rental business was growing and generating revenue, Hastings and his team knew it wouldn’t last. They had to future-
proof the business they had built, so Netflix went all in on streaming video. 

Rather than focus on improving delivery of physical DVDs, Netflix would reinvent entertainment delivery by providing its subscribers 
with instant access to thousands of titles that they could binge-watch on any device. While cable companies were preoccupied with 
traditional business models and quarterly revenue targets, Netflix was already looking a decade into the future and beyond. 

There was just one tiny flaw in Hastings’ plan – the technology required to build his bold new vision of home entertainment didn’t 
exist. Undeterred, his company invested more than $40M in the development of new streaming technologies in 2007, the year when 
Netflix launched its streaming service, Watch Now. 

This was the real risk for Netflix. Even though its core business was growing and performing strongly, Hastings decided to invest 
time, money, and capital building a streaming product when there was no consumer demand and few people thought the idea could 
even work. However, because hardly anybody thought it would work, even fewer companies actively pursued it. By the time 
everybody else caught on, Netflix had the best streaming technology, the largest library of titles, and the biggest subscriber base. 

2007: Netflix introduces its online streaming service, Watch Now. The service launches with 1,000 titles and is included free in 
Netflix’s $5.99 per month physical DVD subscription tier. 

Retail sales had been a reliable and proven revenue stream for the growing company for years, but the decision to cease sales 
coinciding with the launch of a new product revealed that retail sales were never part of Netflix’s mid- to long-term growth 
strategies. 

2009: The Netflix Prize was an open competition for the best collaborative algorithm to predict user ratings for films, based on 
previous ratings without any other information about the users or films, i.e. without the users or the films being identified except by 
numbers assigned for the contest. 

 

The contest was held by Netflix and was open to anyone who was neither connected with Netflix. On September 21, 2009, the grand 
prize of $1 Million was given to the BellKor's Pragmatic Chaos team which actually beat Netflix's own algorithm for predicting ratings 
by 10.06% 

2011: Netflix announces the rebranding of its DVD rental business, which it calls Qwikster. Netflix planned to split its streaming 
business and its DVD rental business into two distinct subscription packages: Netflix for streaming, and Qwikster for rentals. 
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The decision was immediately and powerfully unpopular with subscribers and investors alike. The move reignited debate about the 
company’s future prospects, and some begin to question Hastings’ leadership. The decision was seen as a cash-grab by many 
subscribers, as customers would have to pay two separate subscription fees if they wanted to rent physical DVDs and access Netflix’s 
streaming service. 

The announcement, which followed a deeply unpopular price increase that went into effect in the summer, causes approximately 
800,000 subscribers to quit the service. Analysts seized upon Netflix’s mistake as proof of the company’s imminent downfall. Less 
than one month after announcing Qwikster – before the service even officially launched—Hastings scrapped the plan entirely. 

2011: Despite its missteps and the initial damage of the Qwikster incident, Netflix finished 2011 on a high note. Between the launch 
of Watch Now in 2007 and the end of 2011, Netflix increases the number of subscribers from 6 million to 23 million, an increase of 
283% in just four years. 

The launch of Watch Now was a great example of Reed Hastings’ true vision for what Netflix could be. At the time of Watch Now’s 
launch in 2007, the company was in trouble. Analysts and investors were concerned, and audiences were underwhelmed by Netflix’s 
new platform. Some founders might have backtracked, but Hastings forged ahead with his plans for streaming regardless, even 
when it seemed like he was backing a losing horse. 

Part of what made Netflix’s transition to streaming so brilliant was that few other people saw the value in pursuing streaming video. 
There just wasn’t enough consumer demand to justify the costs of developing new streaming technologies. With low perceived 
value, Netflix was able to develop and innovate with its Watch Now service with relatively little competition. 

The company was also able to negotiate cheap licensing deals with networks like Starz. In 2008, Netflix and Starz entered into a four-
year agreement that gave Netflix access to a library of 2,500 Starz title in a deal reportedly worth $30 Million. The quality of some of 
these titles may have been a little lacking, but the quality of the movies themselves wasn’t important—laying the foundation for its 
future streaming service cheaply and with virtually no meaningful competition was what mattered. 

“While mainstream consumer adoption of online movie watching will take a number of years due to content and technology hurdles, 
the time is right for Netflix to take the first step. Over the coming years we’ll expand our selection of films, and we’ll work to get to 
every Internet-connected screen, from cell phones to PCs to plasma screens.” – Reed Hastings 

Ultimately, Hastings was right to bet big on streaming video. The launch of Watch Now put Netflix on the path to its eventual 
transformation into the entertainment juggernaut we all know today. But the introduction of streaming also revealed a critical 
weakness in Watch Now as a platform— at that time, very few people were happy watching movies on their PC or laptop using 
Internet Explorer. Although the quality of Watch Now was quite poor at launch, what mattered was that Watch Now worked. In 
those days, demand for streaming was low, but it was there—all Netflix had to do was build a better streaming product with broader 
appeal. 

Netflix’s investment in its streaming platform would also allow the company to vertically integrate itself into its own digital 
infrastructure when it began producing its own content years later—another great investment in Netflix’s growth and 
demonstration of smartly building upon earlier successes. 

The Qwikster incident could have sunk lesser companies, but Hastings and Netflix handled the fallout almost perfectly. In a honest 
and upfront internet post, Hastings assumed full responsibility for the Qwikster debacle. By listening to its customers, responding 
quickly, and acknowledging the role of poor executive decision-making, Netflix was not only able to get in front of the situation in 
the media but even managed to turn the incident into a positive PR exercise in damage control and executive accountability. 

“I messed up. I owe everyone an explanation. It is clear from the feedback over the past two months that many members felt we 
lacked respect and humility in the way we announced the separation of DVD and streaming, and the price changes. That was 
certainly not our intent, and I offer my sincere apology.” – Reed Hastings 



 
True Customer Development – Corporate Case Scenario: Netflix 

 

11 | VSC Training analysis of growthakers.com article on Netflix 

By 2012, Netflix’s relationships with several studios and media publishers had become strained. Seeking a bigger slice of the Netflix 
pie, Starz canceled its licensing agreement with Netflix, which resulted in thousands of movies disappearing from Netflix’s streaming 
service overnight. Licensing other networks’ content was becoming increasingly costly and complex for Netflix – and so the company 
was forced to reinvent itself yet again. 

2013 to Present: Bigger, Better and Beyond 

With Netflix’s credentials as a serious player in TV and feature-film production well established, Netflix seems poised for even 
greater success in 2018 and beyond. Predictably, Netflix remains strongly committed to producing original programming, and the 
company is planning to produce around 700 Netflix Originals in 2018 alon. Having increased its content budget from $6B to $8B. 

3 Key Lessons to Learn from Netflix 

It’s been a wild ride for Netflix over the past two decades. What can we learn from the company’s journey? 

1. Identify the one metric that can grow with your business 

It’s no secret that most new businesses fail. Some companies don’t make it because they take too many risks, but just as many  fail 
because they don’t aim high enough. 

In the early days of your business, it’s crucial to identify a massive potential market that you can grow into. Google may be one of 
the biggest technology companies in the world, but it still cares about how many searches are conducted every month. Facebook 
may have 2 billion users, but it has always cared how active those users are, and how it can maximize engagement of those active 
users. 

So how do you find your North Star metric? 

One of the best ways to identify the core growth metric that will grow with your business is to examine the usage data that you 
already have. You want to find levers that will allow you to increase product usage and retention. Early on, your North Star metric 
can be as simple as increasing your total active user base. Later on, you’ll want to identify specific actions users take that correlate 
with long-term retention. 

It’s vital that everybody in your company is on the same page regarding your growth metric. Devising technical goals around your 
core metric is practically impossible if data is only available to a handful of people. Once you’ve identified your core growth metric, 
make all data surrounding this metric (and associated goals) available to everybody, from your engineers to your customer success 
reps. 

Once you’ve identified your core growth metric, it’s time to think about the goals associated with that metric. In the early days of its 
growth, Dropbox measured its success by how many users actually placed at least one file into storage. Similarly, Slack focused on 
getting companies to send at least 2,000 messages because that was the point at which Slack users really began to understand the 
benefits of the platform.  

How are you driving growth around your core metric? 

 

2. Obvious moves aren’t necessarily wrong moves 

Just because people expect your business to do something doesn’t mean it’s the wrong thing to do. 

Not every idea has to reinvent the wheel. The best decisions are the ones that help your business grow, not the ones that only keep 
your competitors on their toes. Just as the simplest explanations are often the best explanations, sometimes the most obvious 
moves are the ones your business must make if you want to survive. 
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However, that’s not to say that the best moves are always obvious. In Netflix’s case, the decision to start streaming video via the 
internet was, in hindsight, almost painfully obvious. But at the time, Hastings’ decision cast doubt on both his leadership and the 
company’s future. Imagine if Hastings had listened to the naysayers who thought streaming was nothing more than a fad. Where 
would Netflix be today? 

If your company is at a critical growth stage, think about: 

• How to solve your customers’ problems and make their lives easier. Very few people use products for the sake of using 
them. People use products to solve their problems and make their lives better. To help your customers, ask yourself one 
simple question: “How am I making my customers’ lives easier with my product?” 

• How to improve your product. It’s all too easy to become married to unpopular features simply because of how long they 
took to develop. If a product feature is unpopular with your user base or going unused by a majority of your users, pruning 
it is an obvious move. It’s also the right move. It’s more important to keep your customers happy than it is to keep your 
competitors guessing. 

• How to solve the hardest problems, not the most interesting problems. The most interesting challenges facing your 
engineers may not necessarily be the most urgent problems facing your users. It’s crucial to remain focused on the most 
difficult problems your product aims to tackle rather than the problems your engineers find the most interesting. The 
hardest problems may not be as exciting to solve but doing so will make your customers love your product, which will drive 
growth. 

3. Focus relentlessly on quality 

Netflix has always focused on doing whatever it does really well, whether that meant getting members’ DVDs to them faster or 
developing new streaming technologies. This dedication to quality – whether it be the quality of the Netflix experience or the quality 
of its content – is what has helped Netflix cultivate not only a vast subscriber base but a loyal audience of fans. The problem with 
quality is that it’ll cost you. 

Although there are exceptions, it’s generally safe to assume that the higher the quality of your product or service, the higher your 
costs will be. However, depending on how competitive your vertical is, the question may not be whether you can afford to make a 
higher-quality product but whether you can afford not to. 

When it comes to the quality of your product, ask yourself some tough questions: 

• Did you cut corners or otherwise compromise on product quality in your race to reach product-market fit faster? If so, what 
would you do differently if you had more time? Moving fast is great, but breaking things all the time isn’t. 

• Looking at competing products in your vertical, do any of your competitors offer a feature or function that’s as good or 
better than yours? In what ways is it better? What could you improve about your product to gain a competitive edge? 

• Let’s say your product itself is as good as it possibly can be at this point. How’s your customer support? What about 
onboarding? Or your product documentation or learning resources? Remember – product quality isn’t just about how good 
your product is, it’s about how well you help your customers do what they want to do. 

Whether there’s any truth to the tale of how a $40 late fee on a copy of Apollo 13 gave rise to one of the largest entertainment 
companies in the world, the rise and rise of Netflix certainly makes for an entertaining story. How that story will end is anyone’s 
guess—but I suspect it’ll have a happy ending. 
 


