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On the morning of Monday, September 19, 2011, Reed Hastings, chief executive officer (CEO) of the online movie provider Netflix Incorporated (Netflix), became witness to growing public discontent and media criticism. On the previous evening, Hastings had announced on the company blog that Netflix would be splitting into two separate entities.[footnoteRef:3] With the proposed change, the Netflix DVD-by-mail service would be spun off and renamed Qwikster. The move would leave the Netflix brand to focus on offering online streamed entertainment. This was not the first time Netflix had caused large-scale consumer frustration, as a few months earlier in July 2011, the company had announced it would be increasing rates as much as 60 per cent.[footnoteRef:4] The result was a loss of over one million Netflix subscribers by September 2011, which was the first time the company had ever lost subscribers from one quarter to the next.[footnoteRef:5] Although the split into two separate entities could be seen as a good business strategy, Netflix did not follow through with a well-developed communication plan. Moving forward, both Netflix and Qwikster had become symbolic of a bad two-headed-monster movie. Netflix management was in desperate need to develop better communications with disgruntled consumers or risk losing additional subscribers and lucrative profits to a number of growing competitors.    [3:  Reed Hastings, “An Explanation and Some Reflections,” Netflix, September 18, 2011, http://blog.netflix.com/2011/09/explanation-and-some-reflections.html, accessed on February 10, 2012. ]  [4:  Mark Milian, “Netflix customers see red after price hike,” CNN, July 13, 2011, http://articles.cnn.com/2011-0713/tech/netflix.pricing.protests_1_netflix-customers-price-hike-new-pricing-structure?_s=PM:TECH, accessed on February 10, 2012. ]  [5:  Scott Martin and Mike Snider, “Netflix splits DVD, streaming businesses,” USA Today, September 19, 2011, www.usatoday.com/tech/products/story/2011-09-19/netflix-splits-dvd-streaming/50464122/1, accessed on February 10, 2012. ] 



COMPANY HISTORY 

Entertainment provider Netflix was founded in Scotts Valley, California, in 1997, by Reed Hastings and fellow software developer Marc Randolph.[footnoteRef:6] The two co-founders previously worked together at a software development company called Pure Software, which Hastings co-founded in 1991.[footnoteRef:7] Prior to co-founding Pure Software, Hastings’ background included attending Bowdoin College in Maine. He later travelled to teach math in Swaziland with the Peace Corps, before returning to the United States where he continued his education by obtaining a master’s degree in computer science at Stanford University.[footnoteRef:8] Pure Software offered a debugging tool for UNIX software developers. The success of the company resulted in revenues doubling every year, leading to Pure Software making a public stock offering in 1995.[footnoteRef:9] As the company continued to grow it expanded its portfolio of products, leading to the eventual acquisition of Pure Software by Rational Software for US$750 million in 1997.[footnoteRef:10]10 Shortly after the acquisition, Hastings left Pure Software with the ambition and plenty of capital to start another company.   [6:  “Company Timeline,” Netflix, https://signup.netflix.com/MediaCenter/Timeline, accessed on February 10, 2012. ]  [7:  Patrick Sauer, “How I Did It: Reed Hastings, Netflix,” INC, December 1, 2005, www.inc.com/magazine/20051201/qahastings.html, accessed on February 10, 2012. ]  [8: 	Michael 	Copeland, 	“Reed 	Hastings: 	Leader 	of 	the 	pack,” 	CNN, 	November 	18, 	2012, http://tech.fortune.cnn.com/2010/11/18/reed-hastings-leader-of-the-pack/, accessed on February 10, 2012. ]  [9:  Patrick Sauer, “How I Did It: Reed Hastings, Netflix,” INC, December 1, 2005, www.inc.com/magazine/20051201/qahastings.html, accessed on February 10, 2012. ]  [10:  All dollar amounts in USD unless otherwise noted. www.cbsnews.com/stories/2006/12/01/60minutes/main2222059.shtml, accessed on February 10, 2012. 
] 


Hastings’ next idea for a new venture occurred in 1997, when he received a $40 late fee for a six week overdue VHS copy of the movie Apollo 11. On his way to workout after returning the rental movie, Hastings realized a potential for video stores to operate like a gym with a flat membership fee.11 In 1997, most movies were still released on large VHS tapes, which were too bulky and expensive to ship through the mail in large quantities. However, a friend told Hastings of the new DVD technology, which led him to wonder if it would be a viable option.12 Visiting Tower Records in Santa Cruz, California, Hastings purchased a few CDs, because they were similar in size and weight to DVDs, and mailed them to himself.13 With each CD shipping in just an envelope, the test was devised to see if they would be destroyed in the shipping process. When the envelopes arrived, Hastings was excited to find that as he opened each envelope the CDs remained undamaged.14 It was at this point that Hastings knew it was worth investigating the idea of creating a mail-order movie rental business.15

In 1997, Hastings and Randolph officially co-founded Netflix with the business strategy to offer customers the ability to order DVD movie rentals online.[footnoteRef:11] Using a website, customers selected the movie they wished to rent and paid a $4 rental fee plus a $2 postage fee.[footnoteRef:12] When customers finished viewing the movies they simply placed the DVDs into self-addressed envelopes and mailed them back to Netflix. Ironically, during the first years of operations Netflix also charged customers a late fee if they did not return a DVD by the specified date: the very same source of frustration that led Hastings to develop the idea for Netflix.[footnoteRef:13] The business concept appealed to some customers, but was still not overly popular in the consumer marketplace, resulting in Netflix management reconsidering the company subscription policy.[footnoteRef:14] [11:  “Company Timeline,” Netflix, https://signup.netflix.com/MediaCenter/Timeline, accessed on February 10, 2012. ]  [12:  Tim Stevens, “Editorial: Netflix was too cheap before, but now it's just wrong,” Engadget, July 13, 2011, www.engadget.com/2011/07/13/editorial-netflix-was-too-cheap-before-but-now-its-just-wrong/, accessed on February 10, 2012. ]  [13:  Greg Sandoval, “Don’t call Netflix’s CEO ‘Greed’ Hastings just yet,” CNET, July 25, 2011, http://news.cnet.com/830131001_3-20082752-261/dont-call-netflixs-ceo-greed-hastings-just-yet/, accessed on February 10, 2012. ]  [14:  Alyssa Abkowitz, “How Netflix got started,” CNN, January 28, 2009, http://money.cnn.com/2009/01/27/news/newsmakers/hastings_netflix.fortune/, accessed on February 10, 2012. ] 


Netflix launched a new subscription service in 1999, which eventually developed into offering customers unlimited rentals for one monthly fee.[footnoteRef:15] For a price of $15.95 per month, subscribers could select up to four movies rentals per month[footnoteRef:16]. Less than a year later, Netflix introduced an unlimited movie rental subscription for $19.95 per month. Under the unlimited plan, customers could rent as many movies as they desired, also keeping the movies for as long as they wanted without incurring any late fees[footnoteRef:17]. The only restriction was that a subscriber could not have more than four movies checked out at once.[footnoteRef:18] To help entice new customers to join, Netflix also offered a free trial membership. Within the first few months, management noticed a high renewal rate, with only 20 per cent of trial memberships not renewing their monthly subscription with Netflix.[footnoteRef:19] This translated into the company’s website volume growing more than 300 per cent in 2000, shipping more than 100,000 movie rentals each week to a growing customer base.[footnoteRef:20] [15:  “Company Timeline,” Netflix, https://signup.netflix.com/MediaCenter/Timeline, accessed on February 10, 2012. ]  [16:  “NETFLIX.com Transforms DVD Business Eliminating Late Fees and Due Dates From Movie Rentals,” December 16, 1999, https://secure.onlineprocessing.biz/3/mr5/netflix.us.pt/index.php?s=24348&item=55789, accessed on February 10, 2012. ]  [17:  “Netflix launches all you can watch DVD rental,” February 14, 2000, https://secure.onlineprocessing.biz/3/mr5/netflix.us.en/index.php?s=24309&item=54613, accessed on February 10, 2012. ]  [18:  Ibid. ]  [19:  Alyssa Abkowitz, “How Netflix got started,” CNN, January 28, 2009, http://money.cnn.com/2009/01/27/news/newsmakers/hastings_netflix.fortune/, accessed on February 10, 2012. ]  [20:  “Netflix launches all you can watch DVD rental,” February 14, 2000, https://secure.onlineprocessing.biz/3/mr5/netflix.us.en/index.php?s=24309&item=54613, accessed on February 10, 2012. ] 


With a successful new membership strategy, Netflix experienced rapid growth. By the end of 2000, the company had obtained over 300,000 subscribers. However, the company had failed to obtain a net income, finishing the year with an operating loss of $57.4 million.[footnoteRef:21] In an attempt to add additional customer value, Netflix developed a personalized movie recommendation system that used Netflix members’ movie ratings to help accurately predict choices for all Netflix members.[footnoteRef:22] [21:  “Netflix subscriber loss triggers panic selling,” CBS News, October 24, 2011, www.cbsnews.com/8301-205_16220124888/netflix-subscriber-loss-triggers-panic-selling/, accessed on February 10, 2012. ]  [22:  “Company Timeline,” Netflix, https://signup.netflix.com/MediaCenter/Timeline, accessed on February 10, 2012. ] 


Customer subscriptions continued to increase, reaching over 900,000 in 2002, yet the company still obtained a net loss of $21.9 million[footnoteRef:23]. With each passing year, the more customers Netflix obtained, the more the company closed the gap on finishing the year with a net income. To accommodate its growing customer base, Netflix operated 12 distribution centres to house a large inventory of over 12,000 different movie titles, which surpassed the 7,000 to 8,000 movie titles available at most large retail video stores.[footnoteRef:24] Netflix had established a wide variety of content by obtaining revenue-sharing deals with over 50 major film distributors, which included most of the major film studios.[footnoteRef:25] In an effort to expand business further and raise capital, on May 22, 2002, Netflix made an initial public offering (IPO) of 5.5 million shares at a price of $15 per share to obtain $82.5 million.[footnoteRef:26] [23:  “Netflix subscriber loss triggers panic selling,” CBS News, October 24, 2011, www.cbsnews.com/8301-205_16220124888/netflix-subscriber-loss-triggers-panic-selling/, accessed on February 10, 2012. ]  [24:  Alan Cohen and Julie Sloane, “The Great Race: No startup has cashed in on the DVD’s rapid growth more than Netflix. Now Blockbuster and Wal-Mart want in. Can it outrun its big rivals?”, CNN, December 1, 2002, http://money.cnn.com/magazines/fsb/fsb_archive/2002/12/01/333870/index.htm, accessed on February 10, 2012. ]  [25:  Ibid. ]  [26:  “Netflix IPO gains on Nasdaq,” CNN Money, May 24, 2002, http://money.cnn.com/2002/05/23/markets/ipo/ipos/index.htm, accessed on February 10, 2012. ] 


The company finally achieved its first operating profit in 2003, finishing the year with a net income of $6.5 million.[footnoteRef:27] As success could be attributed to Netflix’s continued growth in the marketplace, the company also developed a unique internal work culture. Netflix management empowered its salaried staff to make major decisions, upon which Hastings commented: “We want our employees to have great freedom— freedom to be brilliant or freedom to make mistakes.”[footnoteRef:28] This freedom included selecting the amount of income employees received in cash versus stock options, ability to bring dogs to work and selecting the amount of vacation time. Hastings had established a simple vacation policy at Netflix: “Take as much as you’d like, just make sure your work is done.”[footnoteRef:29] It was not uncommon for an employee to take on average 25 to 30 days off per year, often using consecutive weeks at time, to spend with children or travelling. Netflix did not record vacation time.[footnoteRef:30] [27:  “Netflix subscriber loss triggers panic selling,” CBS News, October 24, 2011, www.cbsnews.com/8301-205_16220124888/netflix-subscriber-loss-triggers-panic-selling/, accessed on February 10, 2012. ]  [28:  Ryan Blitstein, “Work Zone: A bottomless well of vacation time,” Post Gazette, April 2, 2007, www.postgazette.com/pg/07092/773993-28.stm, accessed on February 10, 2012. ]  [29:  Ibid. ]  [30:  Ibid. 36  “Netflix delivers 1 billionth DVD,” MSNBC, February 25, 2007, www.msnbc.msn.com/id/17331123/, accessed on February 10, 2012. 37  “Company Timeline,” Netflix, https://signup.netflix.com/MediaCenter/Timeline, accessed on February 10, 2012. ] 


In 2007, Netflix had reached a significant milestone by delivering its one billionth DVD rental.36 During the same year, the company also entered into a new domain by introducing content through online streaming, which for the first time allowed members to watch movies or television shows on their personal computers.37 The move came at a time when many consumers were starting to utilize the availability of high-speed Internet, which allowed the minimum of one megabyte per second bandwidth necessary to watch streaming high-quality video with minimal buffering interruptions.[footnoteRef:31] Netflix continued to expand its online services in 2008, entering into partnership agreements to stream content on electronic devices such as the Xbox 360, Blu-ray disc players and Apple Macintosh computers. This was soon followed by expanding online streaming to the Apple iPad, iPhone, iPod Touch, Nintendo Wii, Sony PS3 and other various brands of Internet-connected devices. By 2010, Netflix had begun to expand globally to new markets in Canada, with further expansion throughout Latin America and the Caribbean set for 2011. Through steady growth each year since its inception, Netflix had become a dominant organization in the entertainment industry with over 20 million subscribers in 2010, providing a net income of $160.9 million (see Exhibits 1 and 2).[footnoteRef:32] [31:  Nate Anderson, “Netflix offers streaming movies to subscribers,” Arstechnica, 2007, http://arstechnica.com/old/content/2007/01/8627.ars, accessed on February 10, 2012. ]  [32:  “Netflix subscriber loss triggers panic selling,” CBS News, October 24, 2011, www.cbsnews.com/8301-205_16220124888/netflix-subscriber-loss-triggers-panic-selling/, accessed on February 10, 2012. ] 



PRICE CHANGE ANNOUNCEMENT[footnoteRef:33] [33:  Unless otherwise noted, facts and figures in this section originate from the following source: Jessie Becker, “Netflix Introduces New Plans and Announces Price Changes,” Netflix, July 12, 2011, http://blog.netflix.com/2011/07/netflixintroduces-new-plans-and.html, accessed on February 10, 2012. ] 


In a surprise move on July 12, 2011, Netflix announced on its company website that it would be introducing new plans and price changes to consumers. Details of the proposed changes outlined that Netflix would be separating its online movie streaming from its DVD-by-mail service. Previously, Netflix subscribers had enjoyed paying a flat rate of $9.99 per month for movies available through unlimited online streaming and the DVD-by-mail service. The price had remained the same regardless of whether a subscriber used one or both of the available services to obtain movies. However, under the proposed changes, Netflix would start charging subscribers $7.99 per month for unlimited online movie streaming and $7.99 per month for unlimited mail-order DVDs. Netflix subscribers could still obtain the online streaming and DVD-by-mail services at the same time, but the price for receiving both of these plans would be $15.98 per month. 

The Netflix announcement released further information to the public, stating that the price changes would be effective immediately for new subscribers, and for existing subscribers the new pricing would start on September 1, 2011. The company advised current members to visit their online accounts to select which services they wished to continue using. In providing a public explanation for the changes, Netflix stated that in November 2010, when the company previously launched a $7.99 per month unlimited online streaming plan, the DVD-by-mail service was offered at an additional $2 per month, resulting in the popular $9.99 per month membership price. Netflix further justified that the reason for the additional $2 per month was that the company did not anticipate a growing market for only the DVD-by-mail plan, as a result of the increased use of online steaming. Netflix admitted that the company now realized that there was still a very large demand for DVDs, both from existing members as well as from potential nonmembers. Moving forward, Netflix stated that the existing price structure did not make sense financially for the company, or for subscribers who only wanted to obtain the DVD-by-mail service.   

The news of the proposed price and service change was not well-received by the Netflix member community. Paying almost $16 per month represented a 60 per cent increase to customers who wished to continue using both the online streaming and DVD-by-mail services (the latter of which provided access to a larger catalog of movies). This new cost would mean that over the duration of a year, a Netflix member would spend $191.76 in membership fees, up from $119.88. Less than 24 hours after releasing the announcement, the Netflix Facebook page had attracted more than 28,000 comments, with the majority of postings expressing criticism of the decision.[footnoteRef:34] Other social media was being utilized to express consumer frustration, as thousands of complaints could be found under the hashtag ‘#DearNetflix’ on Twitter.[footnoteRef:35] The media also featured the Netflix price change announcement and the growing consumer backlash as a major news story. One customer’s comment, “Nothing like doubling your price and adding no value,”[footnoteRef:36] was a common sentiment. Other consumers expressed anger regarding how Netflix had delayed contacting loyal subscribers: “I found out about this on Facebook a full 18 hours before I got an email about the upcoming changes to my account from Netflix. That, in my opinion, is completely unprofessional.”[footnoteRef:37] One news headline seemed to have captured many Netflix subscribers’ common reaction to the announcement: “Netflix customers see red after price hike.”[footnoteRef:38] [34:  Mark Milian, “Netflix customers see red after price hike,” CNN, July 13, 2011,http://articles.cnn.com/2011-0713/tech/netflix.pricing.protests_1_netflix-customers-price-hike-new-pricing-structure?_s=PM:TECH, accessed on February 10, 2012. ]  [35:  Ibid. ]  [36:  Hayley Tsukayama, “Netflix faces backlash over price changes,” The Washington Post, July 13, 2011, www.washingtonpost.com/blogs/faster-forward/post/netflix-faces-backlash-over-pricechanges/2011/07/13/gIQAs8QHCI_blog.html, accessed on February 10, 2012. ]  [37:  Ibid. ]  [38:  Mark Milian, “Netflix customers see red after price hike,” CNN, July 13, 2011,http://articles.cnn.com/2011-0713/tech/netflix.pricing.protests_1_netflix-customers-price-hike-new-pricing-structure?_s=PM:TECH, accessed on February 10, 2012. ] 


In September 2011, after the service plan and price changes officially took effect, Netflix announced that it had lost over one million subscribers, down from 25 million a few months earlier to 24 million.[footnoteRef:39] More alarming to investors was the change in Netflix’s stock value. On July 12, 2011, before the company announcement was made, Netflix’s stock price was trading at a value of $298; however, since that time the stock had lost more than 40 per cent of its value to trade at a price of $169 on September 15, 2011.47 On that same day, in a letter addressed to Netflix shareholders, Hastings and David Wells, Netflix chief financial officer, stated the following: “We know our decision to split our services has upset many of our subscribers, which we don’t take lightly, but we believe this split will help us make our services better for subscribers and shareholders for years to come.”48 [39:  Steve Crowe, “Netflix Loses 1 Million Subscribers, Shares Tumble 19%,” CEPro, September 16, 2011, www.cepro.com/article/netflix_loses_1_million_subscribers_shares_tumble_19/, accessed on February 10, 2012. ] 



COMPANY RESTRUCTURING49

On the evening of Sunday, September 18, 2011, Hastings made an announcement on the company website entitled “An Explanation and Some Reflections” (see Exhibit 3). Hasting opened with the statement, “I messed up. I owe everyone an explanation.”50 Details of the blog posting offered a public apology to Netflix customers while attempting to add clarification to the controversial price and service plan changes made by the company a few months earlier. Along with the apology, Hastings provided details into his personal fears for the company during recent years, specifically that Netflix would fail to make a successful transition from the DVD market to online streaming. “In hindsight, I slid into arrogance based upon past success,” stated Hastings, who admitted a lack of company communication and that customers deserved a full explanation of the changes that Netflix was making.51 Outlining the differences between DVD-by-mail and online streaming, Hastings identified that both services had unique operating, financial and marketing challenges; Netflix management recognized the increasing need to operate them independently. In order to effectively do so, Hastings announced that Netflix’s DVD-by-mail service would be renamed Qwikster. The name Qwikster was selected for the DVD-by-mail service as it implied “quick delivery.”52

Under the proposed changes, Netflix would be separating its DVD-by-mail and online streaming services. Netflix would continue offering content through online streaming, while Qwikster would offer DVD-bymail service. It addition, Hastings revealed in the same announcement that Qwikster would expand services to offer a video game rental option for customers who desired access to video games for the Nintendo Wii, PlayStation3 and Xbox 360 consoles.53 With the separation of DVD-by-mail and online streaming services, independent websites would be operated under Netflix.com and Qwikster.com. Hastings identified that as business advantages existed under each brand, the separation would result in Netflix and Qwikster not being integrated. Therefore, a Netflix customer who subscribed to both DVD-bymail and online streaming would continue to do so in the future by accessing services through two separate websites. Obtaining services with both Netflix and Qwikster would result in two separate entries on a 
	47
	“Netflix, 	Inc. 	(NASDAQ:NFLX),” 	Google 	Finance, 	February 	10, 
	2012, 

	www.google.ca/finance?client=ob&q=NASDAQ:NFLX#, accessed on February 10, 2012. 
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50  Ibid. 
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customer’s credit card statement. Showing sensitivity to the controversial price change announcement just two months earlier, Hastings assured customers that the separation of services would not result in an additional price change.  

Along with the separation of DVD-by-mail services and the introduction of the new brand name Qwikster, Hastings announced that Andy Rendich, who had previously been leading DVD operations at Netflix, would become the new CEO of Qwikster. A short YouTube video was released featuring both Hastings and Rendich commenting on the changes and plans for the future. In closing the lengthy blog post, Hastings stated to the reading audience, “Both the Qwikster and Netflix teams will work hard to regain your trust. We know it will not be overnight. Actions speak louder than words. But words help people to understand actions.”[footnoteRef:40] [40:  Reed Hastings, “An Explanation and Some Reflections,” Netflix, September 18, 2011, http://blog.netflix.com/2011/09/explanation-and-some-reflections.html, accessed on February 10, 2012. ] 



CUSTOMER REACTION 

Anger quickly mounted in the hours following the release of the blog post by Hastings. Both Netflix subscribers and various industry analysts expressed harsh criticism of the company’s decision to separate its DVD-by-mail and online streaming services. On September 19, less than 24 hours after the announcement was made, the Netflix website had received an influx of more than 17,000 comments from disgruntled customers.[footnoteRef:41] Within the growing list of negative comments, anger was still frequently expressed towards the recent price changes; however, customers were now infuriated at the idea of using two separate accounts if they desired to continue using both DVD-by-mail and online streaming services: “The only saving grace with the recent price hikes was having an integrated website where you could manage both DVDs and streaming video from the same queue. Now you are splitting that out?” stated one customer.[footnoteRef:42] Another customer pointed out that in the eyes of many public consumers, the company had taken a huge step backwards: “It seems to me that companies that truly value their customers make the customer experience as helpful, seamless and easy to understand as possible.” What Netflix had done, he stated, was “exactly the opposite.”[footnoteRef:43] Other comments predicted a bleak future for both Netflix and Qwikster, with one customer stating that “5 years from now there will be a Harvard Business Case named ‘The Decline and Fall of Netflix’.”[footnoteRef:44] [41:  Jenna Worthham and Brian Stelter, “Latest Move Gets Netflix More Wrath,” Media Decoder Blog:The New York Times, September 19, 2011, http://mediadecoder.blogs.nytimes.com/2011/09/19/netflix-strategy-prompts-backlash/, accessed on February 10, 2012. ]  [42:  Ned Potter, “Netflix CEO Apologizes for Price Increase, Announces Qwikster Service to Mail DVDs,” ABC News, September 19, 2011, http://abcnews.go.com/blogs/technology/2011/09/netflix-ceo-apologizes-for-price-increase-announcesqwikster-to-mail-dvds/, accessed on February 10, 2012. ]  [43:  Jenna Worthham and Brian Stelter, “Latest Move Gets Netflix More Wrath,” Media Decoder Blog:The New York Times, September 19, 2011, http://mediadecoder.blogs.nytimes.com/2011/09/19/netflix-strategy-prompts-backlash/, accessed on February 10, 2012. ]  [44:  Reed Hastings, “An Explanation and Some Reflections,” Netflix, September 18, 2011, http://blog.netflix.com/2011/09/explanation-and-some-reflections.html, accessed on February 10, 2012. ] 


Hastings’ announcement made headlines in major news media, evoking statements from industry analysts such as Michael Gordon, the chief executive of Group Gordon, a corporate and crisis public relations firm in New York: “They’re catching customers off-guard by making huge changes and not providing a lot of explanation for them. It’s been handled poorly.”[footnoteRef:45] Other arguments noted that Netflix had not yet made its online streaming service offering equal to the content available through the DVD-by-mail catalogue.  [45:  Jenna Worthham and Brian Stelter, “Latest Move Gets Netflix More Wrath,” Media Decoder Blog:The New York Times, September 19, 2011, http://mediadecoder.blogs.nytimes.com/2011/09/19/netflix-strategy-prompts-backlash/, accessed on February 10, 2012. ] 

According to Mike McGuire, an analyst with Gartner, “The streaming catalogue still only offers a fraction of what is available on DVD. Consumers aren’t going to change their behaviour if it’s not a better service.”[footnoteRef:46] [46:  Jenna Worthham and Brian Stelter, “Latest Move Gets Netflix More Wrath,” Media Decoder Blog:The New York Times, September 19, 2011, http://mediadecoder.blogs.nytimes.com/2011/09/19/netflix-strategy-prompts-backlash/, accessed on February 10, 2012. ] 


At a time when it appeared that the amount of public discontent with Netflix could not grow any larger, it soon became apparent that the company had not taken the precautionary action of searching out existing uses of the name “Qwikster” in the online community. Unfortunately, the user handle “@Qwikster” had already been obtained by one Jason Castillo on the social media forum Twitter.[footnoteRef:47] To make matters worse, Castillo’s Twitter user profile picture depicted a cartoon of the Sesame Street character Elmo illustrated in an ill manner to appear as though the popular children’s character was smoking marijuana.[footnoteRef:48] Additionally, the language used in Castillo’s Twitter feed was just as inappropriate.[footnoteRef:49] With the announcement of Qwikster just a day earlier, Castillo had seen his number of Twitter followers increase by more than 3,000 in less than 24 hours. In response to the increased attention, Castillo posted the following on Twitter: “Dayum over 3120 follower just cuz some ppl wanna buy my handle [sic].”[footnoteRef:50] This was a sharp contrast from Netflix’s corporate Twitter presence, as exemplified in the following typical @Netflix post: “Summer has ended :( What fall tv shows are you excited for?”[footnoteRef:51] [47:  Susan Krashinksy, “Qwikster fail: Netflix’s Twitter embarrassment,” The Globe and Mail, September 19, 2011, www.theglobeandmail.com/news/technology/tech-news/qwikster-fail-netflixs-twitter-embarrassment/article2171356/, accessed on February 10, 2012. ]  [48:  Chloe Albanesius, “Will Netflix Hand Over Six Figures for @Qwikster Twitter Feed?,” PC Mag, September 20, 2011, www.pcmag.com/article2/0,2817,2393240,00.asp, accessed on February 10, 2012. ]  [49:  Susan Krashinksy, “Qwikster fail: Netflix’s Twitter embarrassment,” The Globe and Mail, September 19, 2011, www.theglobeandmail.com/news/technology/tech-news/qwikster-fail-netflixs-twitter-embarrassment/article2171356/, accessed on February 10, 2012. ]  [50:  Ibid ]  [51:  Ibid. ] 



DECISION 

On September 19, 2011, less than 24 hours after announcing Qwikster on the company website, it was clear that Netflix needed to respond to the growing public anger and criticism. Netflix’s stock value had already suffered drastic losses after the company announced the price and service changes just two months earlier. On the same day, Netflix’s stock closed trading at a value of $143.75, experiencing a one-day loss of $11.44 to close down 7.37 per cent.[footnoteRef:52] How could Netflix management develop a better communication strategy to win the trust of its stakeholders and ensure the future of its profitable business?  [52:  “Netflix, Inc. (NASDAQ:NFLX),” Google Finance, February 10, 2012, www.google.ca/finance?client=ob&q=NASDAQ:NFLX#, accessed on February 10, 2012. ] 

Exhibit 1 
NETFLIX MEMBERSHIP: 2000 TO 2010 
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Source: “Netflix subscriber loss triggers panic selling,” CBS News, October 24, 2011, www.cbsnews.com/8301-205_16220124888/netflix-subscriber-loss-triggers-panic-selling/, accessed on February 10, 2012. 


Exhibit 2 
NETFLIX NET INCOME: 2000 TO 2010 (In U.S. Millions) 
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Source: “Netflix subscriber loss triggers panic selling,” CBS News, October 24, 2011, www.cbsnews.com/8301-205_16220124888/netflix-subscriber-loss-triggers-panic-selling/, accessed on February 10, 2012. 

Exhibit 3 
NETFLIX COMPANY BLOG POSTING: SEPTEMBER 18, 2011 

An Explanation and Some Reflections 

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. I’ll try to explain how this happened.  

For the past five years, my greatest fear at Netflix has been that we wouldn’t make the leap from success in DVDs to success in streaming. Most companies that are great at something — like AOL dialup or Borders bookstores — do not become great at new things people want (streaming for us) because they are afraid to hurt their initial business. Eventually these companies realize their error of not focusing enough on the new thing, and then the company fights desperately and hopelessly to recover. Companies rarely die from moving too fast, and they frequently die from moving too slowly.  

When Netflix is evolving rapidly, however, I need to be extra-communicative. This is the key thing I got wrong.  

In hindsight, I slid into arrogance based upon past success. We have done very well for a long time by steadily improving our service, without doing much CEO communication. Inside Netflix I say, “Actions speak louder than words,” and we should just keep improving our service.  

But now I see that given the huge changes we have been recently making, I should have personally given a full justification to our members of why we are separating DVD and streaming, and charging for both. It wouldn’t have changed the price increase, but it would have been the right thing to do.  

So here is what we are doing and why:  

Many members love our DVD service, as I do, because nearly every movie ever made is published on DVD, plus lots of TV series. We want to advertise the breadth of our incredible DVD offering so that as many people as possible know it still exists, and it is a great option for those who want the huge and comprehensive selection on DVD. DVD by mail may not last forever, but we want it to last as long as possible.  

I also love our streaming service because it is integrated into my TV, and I can watch anytime I want. The benefits of our streaming service are really quite different from the benefits of DVD by mail. We feel we need to focus on rapid improvement as streaming technology and the market evolve, without having to maintain compatibility with our DVD by mail service.

So we realized that streaming and DVD by mail are becoming two quite different businesses, with very different cost structures, different benefits that need to be marketed differently, and we need to let each grow and operate independently. It’s hard for me to write this after over 10 years of mailing DVDs with pride, but we think it is necessary and best: In a few weeks, we will rename our DVD by mail service to “Qwikster”. We chose the name Qwikster because it refers to quick delivery. We will keep the name “Netflix” for streaming.  
Exhibit 3 (continued) 
Qwikster will be the same website and DVD service that everyone is used to. It is just a new name, and DVD members will go to qwikster.com to access their DVD queues and choose movies. One improvement we will make at launch is to add a video games upgrade option, similar to our upgrade option for Blu-ray, for those who want to rent Wii, PS3 and Xbox 360 games. Members have been asking for video games for many years, and now that DVD by mail has its own team, we are finally getting it done. Other improvements will follow. Another advantage of separate websites is simplicity for our members. Each website will be focused on just one thing (DVDs or streaming) and will be even easier to use. A negative of the renaming and separation is that the Qwikster.com and Netflix.com websites will not be integrated. So if you subscribe to both services, and if you need to change your credit card or email address, you would need to do it in two places. Similarly, if you rate or review a movie on Qwikster, it doesn’t show up on Netflix, and vice-versa.  

There are no pricing changes (we’re done with that!). Members who subscribe to both services will have two entries on their credit card statements, one for Qwikster and one for Netflix. The total will be the same as the current charges.  

Andy Rendich, who has been working on our DVD service for 12 years, and leading it for the last 4 years, will be the CEO of Qwikster. Andy and I made a short welcome video. (You’ll probably say we should avoid going into movie making after watching it.) We will let you know in a few weeks when the Qwikster.com website is up and ready. It is merely a renamed version of the Netflix DVD website, but with the addition of video games. You won’t have to do anything special if you subscribe to our DVD by mail service.  

For me the Netflix red envelope has always been a source of joy. The new envelope is still that distinctive red, but now it will have a Qwikster logo. I know that logo will grow on me over time, but still, it is hard. I imagine it will be the same for many of you. We’ll also return to marketing our DVD by mail service, with its amazing selection, now with the Qwikster brand.  

Some members will likely feel that we shouldn’t split the businesses, and that we shouldn’t rename our DVD by mail service. Our view is with this split of the businesses, we will be better at streaming, and we will be better at DVD by mail. It is possible we are moving too fast – it is hard to say. But going forward, Qwikster will continue to run the best DVD by mail service ever, throughout the United States. Netflix will offer the best streaming service for TV shows and movies, hopefully on a global basis. The additional streaming content we have coming in the next few months is substantial, and we are always working to improve our service further.  

I want to acknowledge and thank our many members that stuck with us, and to apologize again to those members, both current and former, who felt we treated them thoughtlessly.  

Both the Qwikster and Netflix teams will work hard to regain your trust. We know it will not be overnight. Actions speak louder than words. But words help people to understand actions.  

Respectfully yours, -Reed Hastings, Co-Founder and CEO, Netflix 


Source: Reed Hastings, “An Explanation and Some Reflections,” Netflix, September 18, 2011, http://blog.netflix.com/2011/09/explanation-and-some-reflections.html, accessed on February 10, 2012. 
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