








Roy Chan










SID: 94105908










Management 5










October 25, 2006

     
 Blockbuster Offers Upside Potential: 
A Case Analysis  
1) Video and DVD rental sales have begun to flatten, and new technology, including digital movies on demand, threatens Blockbuster’s original core business. During the early 1990s, Blockbuster had a competitive advantage over the DVD rental sales. They were able to determine, create, and maintain a competitive advantage over other rivalries like Wal-Mart, Target, and Amazon.com. A competitive advantage is defined as “the ability of a firm to win consistently over the long term in a competitive situation.” Competitive advantage is created through the achievement of five qualities: superiority, inimitability, durability, non-substitutability, and appropriability. I believe that Blockbuster should move aggressively into selling video game players, games, and accessories versus its past focus on rentals. This type of aggressiveness can be called ‘superiority’. An example of superiority is Federal Express. Federal Express was one of the first companies to introduce package tracking capability. It created a system for tracking a package all along its route. Thus, it was better than UPS at knowing where a customer’s package was. Similar to Blockbuster, where if they move into selling video game players, games, and accessories versus its past, they would have the opportunity to invest more customers into the store while rebuilding its DVD sales market from other competitors like Netflix and Hollywood Video today. I believe that Blockbuster was slow to enter the DVD sales market because they were unable to create barriers that would make it hard for others to copy their superiority advantages. This is called ‘inimitability’. Blockbuster is afraid that others will copy what David P. Cook, a young entrepreneur, had invented. He questioned his video rental store whether it would be easy for other firms to replicate his masterminded idea. If that’s true, then Blockbuster superiority advantage will soon dissipate. Cook obviously did not want another firm to create a video rental store where others can use his idea to make a profitable income in their company. That is why Cook decided to enter the DVD sales market slowly, so others will not reproduce the framework of what Blockbuster was doing back then. But ever since investor Wayne Huizenga took over the business, the number of Blockbuster stores increased rapidly over the next 10 years, and is now the largest chain in the United States and the world. This would then create competitions with other entrepreneurs who would do anything to replicate the concept of what Cook had invented. With Blockbuster now being well established in the 21st century, other rivalries, such as, Netflix and Hollywood Video are beginning to realize that this race is no longer an idea of selling DVD movies – it is rather a fight who can stay at the top of the entertainment market today.
2) Blockbuster thinks Netflix has invalid patens and that the monopolization of the online movie rental business would not be fair.  These are the issues that recently came up in Netflix, Inc. v. Blockbuster, Inc. over the past few years. Blockbuster mission statement, also known as the fundamental purpose of the organization, states and articulates its desire “To be the global leader in rentable home entertainment by providing outstanding service, selection, convenience and value,” while Netflix states “Our appeal and success are built on providing the most expansive selection of DVDs; an easy way to choose movies; and fast, free delivery.” Blockbuster strategic objectives are also very similar to Netflix. The question whether Blockbuster concept lost its novelty in the U.S. market really cannot be determined. When people think of Blockbuster, many also think of Netflix; vice-versa, when people think of Netflix, many think of Blockbuster. The reason is because they both share similar components within their organization, such as, they both have identical philosophies, similar company identity or self-concept, and same principal products or services. Can a subscription strategy help revive Blockbuster company is really also questionable. Though it may keep costs at approximately the industry average, the increase in competition from satellite TV and digital-on-demand technology, such as TiVo and Replay TV, would make it highly difficult for Blockbuster to predict that a subscription strategy would help revive and resolve all the problems within their company as a whole. This type of strategy Blockbuster is trying to impose is called ‘differentiation’, where managers try to make their product or service different from those of competitors on dimensions highly and widely valued by customers.
3) I believe the Blockbuster should push harder into international markets, where digital-on-demand technology is not yet available. In international markets, many do not have access to the internet nor have the capability to use the internet to order online rental movies from Netflix. Video on demand and other new technologies will not threat the traditional in-store video rental market that live outside the United States. I believe that Blockbuster should focus more on a specific segment of customers in the international market where many do not have the necessary technology or capability to order rental movies online. To establish this, they should first formulate a generic strategy for competitive advantage. Back in the early 1990s, Blockbuster had a competitive advantage in the United States through the rentals of DVD and VHS movies. Blockbuster became a huge hit in the United States by simply letting customers borrow movies with such a low rate. They used the concept called ‘cost leadership’, where the company strives “to be the lowest-cost producer of a product or provider of a service and yet charge only slightly less than industry average price.” This process can also be called a strategic scope, where a firm can limit the scope of its strategy or breadth of focus. For example, Blockbuster, as we know, differentiates its product based on the quantity of DVD rental movies available and focuses on a very narrow segment on pushing harder into international markets. Managers pursuing a differentiation strategy seek to make their product or service different from those of competitors on dimensions highly and widely valued by customers. If Blockbuster does this, they can command a premium price and keep costs at approximately the industry average, thus helping Blockbuster gain its novelty throughout the international market industry.
4) I believe that Blockbuster does need to redefine its core business and pursue other options in entertainment or home electronics that has not yet been well established within their company. By doing this, they should focus more on an interrelated set of activities that can deliver competitive advantage not just in the short-term but into the future. This process can be called the ‘core competency’. In the early 1990s, Blockbuster was able formulate a competitive advantage in the long run through their idea of renting movies at a store near by. As of today, Blockbuster competitive advantage has began to weaken due to other competitors like Netflix and Hollywood Video. What Blockbuster must do is develop another idea that would bring competitive advantage back in to the firm itself. As an example, Honda believes that one of its core competencies is the technology behind and the manufacturing of combustion engines. Let’s examine this competency in light of these three tests. First, combustion engines have the potential to apply to a wide variety of markets and products. In fact, this has led Honda to produce products that started in motorcycles and now extends to cars, scooters, lawnmowers, snow blowers, and small electricity generators, among other things. Second, the performance of combustion in engines creates results that customer value. For example, better combustion performance can result in significantly better acceleration in cars and motorcycles. Third, combustion technology is hard to imitate. This is partly why Honda moved its engines into various car racing leagues such as Indy and even Formula One. That is what Blockbuster needs to do. They need to form a strategy similar to this one that will help Blockbuster redefine its core in the entertainment industry. I believe that the best way to approach this is to form something called the ‘SWOT Analysis’. The SWOT analysis stands for strengths, weaknesses, opportunities, and threats – it is simply a basic framework of what needs to be done, and what needs to be changed. In conducting a SWOT analysis, Blockbuster should first evaluate their firm’s strength. Next, they need to evaluate their firm’s weaknesses. In doing so, Blockbuster can question themselves what parts of the value chain do they do well? Sourcing? Marketing? What do they perform poorly? Customer service? Public relations? By laying out these simple questions, the SWOT analysis can help Blockbuster figure out questions like “What are the opportunities facing our firm?” This very process can at least help Blockbuster redefine its core business and pursue other options in entertainment or home electronics as a whole. 
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