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Even Reed Hastings Admits Netflix Is in Trouble 
“While we’ve been competing with many people in the last decade, it’s a whole new world starting in 
November…between Apple launching and Disney launching, and of course Amazon’s ramping up.” 

-Netflix CEO Reed Hastings 

Reality is closing in on Netflix (NFLX: $272/share). Unquestionably, Hastings is stating the obvious when he 
cops to competition from other streaming services hurting growth. 

With the stock down 30% over the past three months, poor Q2 results and signs that Q3 growth might be below 
expectations, the market is no longer buying Hasting’s ridiculous claims like that Fortnite and YouTube are 
Netflix’s primary competitors.  

Sentiment has shifted, not just from Hastings but also the market. There are currently 22 million shares sold 
short (5% of the float), a 60% increase since the beginning of 2019. 

Without positive sentiment to prop it up, NFLX remains highly overvalued and a serious risk to shareholders.  

 

 

Competitors Are Cheaper and Offer More Content Than Netflix 

When Netflix first pushed into original content in 2013, it had a significant first-mover advantage. Traditional 
networks and studios either lacked the expertise to build their own streaming platforms, or they were unwilling to 
sacrifice the money they earned from licensing their content to Netflix. 

That’s all changed now. Disney (DIS), Warner Media (T), and NBC Universal (CMSCA) are all pulling their 
content from Netflix in order to launch their own streaming services, Amazon (AMZN) is increasing its content 
budget, and Apple (AAPL) just announced the launch of its Apple TV+ service, which will be free for the first year 
for customers who buy an Apple device. 

Figure 1: Monthly Price for Streaming Services in the US 
 

 

Sources: New Constructs, LLC and company filings 
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Now, Netflix operates in a crowded space where it is one of the most expensive options. For the same $12.99 
monthly price as Netflix, consumers can get a bundle of Hulu, Disney+, and ESPN+. For $10/month, they can 
get Prime Video – along with all the other perks of Prime membership. 

The steady loss of licensed content means Netflix no longer has a larger content library than its peers. Amazon 
has the largest content library, and the Disney bundle’s collection of classic movies, family friendly entertainment, 
prestige TV, and live sports gives it a breadth of options Netflix can’t match. 

Subscriber Growth Is Already Slowing 

Netflix is already struggling to maintain its growth before these new competitors launch. The company added just 
2.7 million subscribers in Q2 2019, its slowest growth rate in 3 years, as shown in Figure 2. 

Figure 2: Quarterly Subscriber Growth: 2016-2019 

 
 

Sources: Netflix Investor Relations 

For the first time since the company began its original content push, net subscriber additions through the first half 
of 2019 (12.3 million) were less than the first half of the prior year (13.8 million in 2018). In the higher margin 
U.S. business, the number of subscribers actually declined by 130 thousand in Q2. This represents a <1% 
decline, but the fact that the company’s domestic subscriber base appears to have peaked is bad news for 
Netflix. 

The pressure on the company’s domestic subscriber base will only increase going forward with the launch of new 
competitors. Disney+, which launches in November, received so much pre-order interest that it crashed the 
website. 

A recent report from Evercore ISI suggests the company’s international growth has continued to struggle in Q3, 
with international downloads of its app up only 5% year-over-year in September. The company faces less 
competition internationally, so this slowing growth suggests its total addressable market may be lower than bulls 
believe. With competitors (like Hulu) preparing their own international rollouts, we expect Netflix’s international 
business to start to plateau soon as well. 

Cost Increases Will Only Get Worse 

Increased competition doesn’t just hurt subscriber growth, it also raises the costs for the company to produce, 
license, and market its content.  
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Netflix has increased the amount of money it pays to content creators in order to secure them to long-term 
contracts. The company recently paid a reported $300 million to secure the services of Game of Thrones 
creators David Benioff and D.B. Weiss. It also recently lost out to Amazon in its bid to sign recent Emmy winner 
Phoebe Waller-Bridge. 

Netflix also continues to invest a significant amount of money in its licensed content library, contrary to 
executives’ claims that the company’s original content is enough to satisfy its subscribers. It recently paid $500 
million to license Seinfeld. This price is more than the amount paid for The Office and Friends, two shows with a 
broader appeal. 

Finally, the increased competition from rival media companies will make it harder for Netflix to advertise to 
consumers. The Wall Street Journal reported that Disney will ban advertising from Netflix across all of its TV 
networks. If NBC Universal and Warner Media follow suit, Netflix will be locked out of almost all TV advertising.  

The company’s marketing costs have already been increasing, from $824 million (12% of revenue) in 2015 to 
$2.4 billion (15% of revenue) in 2018. As other media companies restrict the potential supply of advertising 
space for Netflix, its marketing costs should grow even higher. 

Valuation Remains Irrational 

Despite the stock’s 30% decline over the past three months, Netflix remains significantly overvalued. Our reverse 
DCF model quantifies the growth expectations implied by its stock price. 

In order to justify its stock price of $273/share, Netflix must achieve a 12% after-tax operating profit (NOPAT) 
margin (up from 8% TTM) and grow NOPAT by 23% compounded annually for 15 years. See the math behind 
this dynamic DCF scenario. 

By comparison, Disney’s $130/share valuation implies that it will grow NOPAT by just 4% compounded annually 
for the next 15 years. See the math behind this dynamic DCF scenario. 

As Figure 3 shows, their respective valuations imply that Netflix, which currently earns ~$1.5 billion in NOPAT 
compared to ~$10 billion for Disney, will earn ~$9 billion more than Disney 15 years from now.  

Figure 3: Historical vs. Implied NOPAT Growth: NFLX vs. DIS 
 

 

Sources: New Constructs, LLC and company filings 

The stock price still implies that Netflix can grow at an exponential rate over the long-term, even though 
subscriber growth is already plateauing. This slowing growth, along with mounting competition, makes it even 
harder for the company to justify its overblown valuation. 

This article originally published on October 7, 2019. 
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Disclosure: David Trainer, Sam McBride and Kyle Guske II receive no compensation to write about any specific 
stock, sector, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  
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https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 

http://blog.newconstructs.com/
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/technology/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.  
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.  
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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