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Note

I intentionally focus on one industry, the game industry, for all the four reports and analyze the strategy of each player in conjunction with the news I chose. Focusing on one industry made me realize how much the strategic aspects that we have learned in the class are working to shape the industry dynamics.  

News
Sony and Sony Computer Entertainment announced that they would invest $2 billion on manufacturing semiconductors for the next tree years, adopting the world fastest 65 nano-meter processes.

(Web Business Computer News, April 21, 2003, retrieved from http://www.computernews.com/DailyNews/2003/04/2003042121208DB2918A.htm)
Analysis

The Sony’s strategy behind its huge investment on semiconductor is twofold; 1) pricing 2) avoidance of lock-in. Sony co-developed with Toshiba a CPU called Emotion Engine, which was used for its successful Playstation2,
 while its competitor, Nintendo, used a CPU developed by IBM for Game Cube,
 which was competing against Playstation2 back then. Sony could eventually reduce the manufacturing cost of Emotion Engine due to the effects of both economic of scale and economic of scope, and succeeded in reducing the price of Playstation2 several times. (Appendix 1) Nintendo struggled with this price war because it did not have much control over one of the most expensive parts in a game console, a CPU. The huge investment on semiconductors of Sony this time implies Sony’s intention to do the same with the next generation game console. Microsoft has also taken the same path; announcing that it will invest in semiconductor business as well,
 and the new Xbox360 will contain a CPU co-developed by Microsoft and IBM.

This price advantage of Sony over its competitors derives from the avoidance of lock-in to a CPU manufacturer. Nintendo does not have as much control over the CPU as Sony does because Nintendo has to reply on other company for the CPU manufacturing. Although the initial investment was huge, Sony could avoid a lock-in to its supplier of CPU by means of a vertical integration, co-developing CPUs with Toshiba. 
In the Porterian’s sense, this investment is a Sony’s way to leverage two forces to its advantage; 1) bargaining power of suppliers, 2) threats of new entrants. First, by developing its own CPUs, Sony could eliminate the bargaining power of CPU suppliers. It does not have to relay on other companies for CPUs any more just as its competitors do. Second, Sony managed to raise the entry barrier to the game console industry by investing a huge amount and developing a high spec CPUs. Such a huge investment most likely cannot be justified by new entrants that do not have a past success in the industry. They will still have to rely on outside suppliers.  
Appendix1 

Playstation2 Price Changes

[image: image1.emf]2000/10/26PlayStation 2 introduced. (SRP 299 US Dollars)

PlayStation 2 price changes to 199 US Dollars.

PlayStation "PS one" price changes to 49 US Dollars.

2002/8/27"Network Adaptor (Ethernet/Modem)(for PlayStation 2)"

introduced. (SRP 39.99 US Dollars)

2003/8/1PlayStation 2 price changes to 179 US Dollars.

2004/5/1PlayStation 2 price changes to 149 US Dollars.

2004/11/1New PlayStation 2 introduced. (SRP 149 US Dollars)

2005/3/24"PSP" (PlayStation Portable) Value Pack introduced.

(SRP 249 US Dollars)

2002/5/1


Source: Sony Computer Entertainment website < http://www.scei.co.jp/corporate/data/bizdatausa.html>
Endnotes





� Sony Computer Entertainment website, Press release, retrieved from http://www.scei.co.jp/corporate/release/1999/index.html


 


� AnandTech, The gamecube cpu, retrieved from http://www.anandtech.com/showdoc.aspx?i=1566&p=2





� CNet News.com, Microsoft moves into chip world with Xbox, (November,2003) < http://news.com.com/2100-1006-5104656.html>





� CNet News.com, Microsoft to use IBM chips in next Xbox, (November, 2003) < http://news.com.com/2100-1006-5104656.html>
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