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Threat of new entrants

The video game console industry, being a typical oligopoly, enjoys high barrier to entry. Three firms dominate the industry with comparable market share. See Exhibit 1 and 2 for latest sales data.

Existing industry players enjoy high supply-side economies of scale. This includes economies of scale in research, advertising and manufacturing. Without sufficient market share, it would be difficult for new entrants to price consoles competitively. 

Customer switching costs are relatively low. A typical console costs about $300, which is 0.61% of average US consumer expenditure per year. Usually, a new model is released every 5-7 years, which is rapidly adopted by consumers and game developers.

Due to independent game developers, demand-side benefits of scale are high. After all, without a good game, there is no use of a console. Game development for the console industry is closed, in the sense that the same game will not run on multiple consoles. So games are developed specifically for each console. Since the sunk cost for developing a game is high, game developers will not risk developing games for new entrants. In turn, consumers tend to buy consoles which offer most blockbuster games. Hence consumers choose among existing three players. So it is difficult for newcomers to develop a large base of customers.

Retail and wholesale distribution channels are limited for new entrants. For example, Sony already has an established network of stores and retail channels, which it uses to market and retail its other products. Because of the volume required to compete in the industry, newcomers have to invest in global distribution channels. But, at the same, it is possible for newcomers to sell consoles using online shopping websites. However, potential users would always like to take part in a demonstration. 

1. http://www.visualeconomics.com/how-the-average-us-consumer-spends-their-paycheck/
[image: image3.png]2200
2100
2000
1300
1200
1700
1600
1500
1400
1300
1200
1100
1000
B
&0
0
&0
s00
0
00
20
100

Fao o ao o

U.S. Game Console Sales (in thousands, data by NPD Group)

280

= Microsoft Xbax 360
= Hintendo Wi
Nintendo GameCube
= Sony Playstation 2
—=—Sony Playstation 3




[image: image4.png]Video Game Console Unit Sales* in the U.S.
Dota by NPD Group
Allumbers are n thousands

-05] .06 [How-05  Deo 6

Misrozoft b 360 o | awa | on | me
Ninando Vi o [ o [ [ e
hinando GameCube wa | s | wa
SonyPlagstatonz a0 | s | ess | wm
SonyPlagstaton o [ o [w [ ar
ot Avaibl Market o | sz | e | weer
an07| 07 W07 07 Wy 7] o7 9007 | g 07| 52507 D07 Nowor [ Beco7
Misrazonbonse0 | 20t | 220 | 169 | e | o | tees | wo | erer | oere | e | om0 | wmo
Ninando Vi a6 | oo | 209 | o0 | we | ome | ses [ sons | om | o | em | wm
hinngoGameCube | 3¢ | 2t | 22 | 6 | 0 s | wa | wa | s | wa | wa | wa
SomPlaysiaion2 | 299 | 295 | 20 | ws | we | oo | 222 | eo | ow | s | a3 | mo
SommPlaysiaions | 244 | wr | wo | w2 | s | 955 | ms | wos | wes | @ | s |76

ot Avaitle ket | 1007 | 00g | w0 | eea | 7r3 | aser | o | e | wesz| weo | o | weors
an05| b8 Wir 05 05 Wiy ] su 5] 0005 | g 05| 5ep-05] D08 Nows  Bec 8

Misrazonbon 360 | 20 | 206 | 252 | wa | s | o | oows | o2 w2 | o | e | ww
Ninando Vi s | w2 | o | wa | eror |eeer | s | sm | eer | oo | 20 | om0
SomaPlaysiaionz | 24 | 516 | o | ees | we | was | wes | wer | mas | ws | zs | an
SomaPlaysiaions | 269 | zns | 27 | tart | oua7 | soss | ooes | wsa | osee | w0 | s | 7

ot Avaitl ket | 1037 | 1otz | e | o | wate | wans] menz | svr | wsoa | oo | aseo | s
n03[ 9] 109 09 W1y ] o 5] 00109 | g 09| 52505 D09 Now B8

Mirazonbonge0_| 208

Ninando Vi ez
SoraPlagsizionz | iz
SomaPlaysiaions | 202

ot Avaitl Mkt | 225

* Approsimate number of units



 HYPERLINK "http://www.npd.com/"



            
Exhibit 1. Sales of video game consoles in US. Source: http://www.npd.com
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    Exhibit 2. Sales of video game consoles in US. Source: http://www.npd.com
Threat of Substitute Products in the Industry
There are many games from the Wii which are not exclusive to Nintendo due to independent game designers that supply the same games to the console gaming industry. The same games are made available to customers using the “Xbox 360” and “Playstation 3” systems. There are, however, high switching costs should buyers decide to switch between different consoles. 

In terms of a substitute that could replace gaming itself, most ideas are mostly unforeseeable. For instance, with the ever-changing technologies, a new type of media could emerge to replace this game in future.
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Exhibit 3. Strategy Canvas Video Gaming (for Nintendo Wii). Source: http://www.blueoceanstrategy.com/
The attributes in the Exhibit 3 above show that Nintendo is competing on completely different terms than Sony and Microsoft. The Wii is cheap, has no Hard Disk, no DVD, no Dolby 5.1, weak connectivity, comparatively low processor speed, but blows minds away with its innovative motion control stick. The stick integrates the movements of a player directly into the video game (like tennis, golf, sword fights etc,). With this feature Nintendo opens up the console world to a completely new public of untapped non-gamers
This very well known strategy is called “a blue ocean strategy”, opposed to a “red ocean strategy” or ocean full of blood. The blood comes from battles between competitors fighting for marginal market share points. In a blue ocean strategy, a given company will differentiate by positioning right from the beginning on unexplored segments to create new markets & capture new demand instead of joining the red ocean rat race. In a market apparently utterly dominated by Sony & Microsoft (vs. Sega & Nintendo a decade ago; Atari, Amiga, Amstrad & Commodore two decades ago), Nintendo just released its new warhorse - a warhorse that’s not going to have to fight too soon.
Finally, to quote Jeremy Fain from the Tech IT Easy in a blog:

 “I don’t know much about video games, and haven’t played games seriously for more than a decade. Back then, I was Super Mario Kart and Super Soccer’s king on my 16-bits Super Nintendo. However, the more I read about videogame market forces, the more I think of Nintendo as the perfect Blue Ocean Strategy come back, executing in my views better than Microsoft which positioned the XBox 360 (an excellent multitask platform from which you can do a thousand things outside playing games) against Sony rather than next to Sony. My bet? Apple will enter the gaming market (remember Steve Job is the founder of Pixar) in the 5 years to come.”
Let us analyze systematically based on the various factors from a substitute product point of view:

· Brand loyalty of customers: According to a survey of 1,725 consumers conducted by ABI Research 60 per cent of those who own a Sony PlayStation 2 and are considering a new console are likely to buy a PlayStation 3. This compared with 45 per cent of Xbox owners looking to buy an Xbox 360, and 46 per cent of GameCube owners looking to buy a Wii. 
Conclusion: moderate to low.
· Close customer relationships: Nintendo now takes its customer relationships to the next level with the creation of a Customer Loyalty Program. Part of a completely redesigned Nintendo.com Web site, the three-tiered program rewards players for their site participation with exclusive news and inside information while soliciting feedback on Nintendo systems and games. 
Conclusion: high.
· Switching costs for customers: The switching costs are high should the buyers decide to switch between different consoles 
Conclusion: high
· The relative price for performance of substitutes: As the Exhibit 3 above shows, Wii has a strong value innovation for (many new) customers (i.e. motion stick). There is cost reduction by eliminating features (i.e. no HD, no DVD, no Dolby 5.1, and low processor speed). All of these make the price to performance a highly desirable for Wii. 
Conclusion high
· Current trends: PC and Online gaming (which can be accessed from the ubiquitous internet) can be a threat to video gaming industry in general and Nintendo in particular. Normally the PC and the internet are both easily available and accessible virtually in every house (at the least in the advanced countries where the game is also selling a lot). Conclusion: Moderate
Thus overall Threat of Substitutes – Moderate
· PC and Online gaming can be substantial threat to Wii. 
Competitive Rivalry in the Industry
Nintendo Struggling in the 2000s’
Let us go back a little bit in time. In the late 90s', Nintendo was going in limbo. After having dominated the growing video game market in the 80s and the 90s, Nintendo had to face a new competitor arriving: Sony. Afterward, the Play station started its expansion, and Nintendo was struggling to get back on track. The Nintendo 64 was released at least 3 years too late, and they were clearly two steps behind the other competitors.


Nintendo Lost the Challenge of Technology, but came back strongly with Wii
The Gamecube has never been able to be close to the performance of the Xbox or the Playstation 2. The gap seemed so large that a lot of specialists considered Nintendo doomed, as Sega had already given up a little bit earlier with the too small success of its Dreamcast. Nintendo did not give up, and rather than keeping on trying to make as powerful systems as the competition, they decided to be different, and focused on what got them their success. By providing a unique game play and a very different experience, they have been able to catch the attention of the audience. That is the main reason why Nintendo had experienced great success with its two new systems, the Nintendo DS, and the Wii. Both hardware are far away for the PSP's and Playstation 3's technologies, but they have focus on designing games and a gameplay you could never approach with other devices. By providing a unique game play and a very different experience, they have been able to catch the attention of the audience.

“Four Nintendo-published titles achieved more than a million units of worldwide sales in its latest fiscal quarter alone, according to the company's third quarter briefing.

Overall, in Nintendo's Q3 2008, its million sellers moved an impressive 20.85 million units; in Q3 2009, they moved 9.42 million units.”








         Source: www.gamezine.co.uk

Nintendo proudly claimed “Our competitors aren’t even on the map”. But Story was not yet over. Rivals mainly Microsoft and Sony began to target Nintendo with latest Gizmos.

High Intensity of Rivalry among Competitors

Sony and Microsoft thus decided to challenge Wii‘s supremacy by their own Motion controllers. it’s a matter of time now, before people will think of choosing between Nintendo, Sony and Microsoft.

Sony announced a new Wii-like wand controller (unnamed as of yet) designed to work with the Playstation Eye. The device features a small light emitting ball on the top and allows players to simulate tools like a virtual sword or gun.

Microsoft unveiled “Project Natal” for the Xbox 360 in addition to several upgrades to Xbox live. The device combines an RGB camera, mic, and sensors to track your full body movement in 3-D, while responding to commands, directions and even a shift of emotion in your voice.  
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Exhibit 3. 2010 Console Market Product Shares – projection into the future - Source: screendigest.com
In looking at the group’s predictions for regional market share by the year 2010, Screen Digest has shown the battle lines clearly drawn evenly between the PlayStation 3 and the Xbox 360, apart from Japan, where the PS3 shows a clear lead, while in all three markets, the Wii comes in a distant third. (Source: screendigest.com)

Nintendo reported a decrease in sales and profit for its first fiscal quarter ended in June, 2009 as its software lineup for the most recent financial period had a tough time measuring up to last year's lineup of Super Smash Bros. Brawl, Mario Kart Wii, and Wii Fit
“There’s also a third pillar,” Ed Barton of Screen digest added, “in that the PlayStation 3, and this is also true for the Xbox 360, is, if you like, a domestic broadband hub, the magic box which enables a consumer to buy premium content delivered over broadband. And so, if Microsoft and Sony can execute and convince consumers to buy content delivered over broadband stored and played in the magic box, then this could grow the market for the particular games consoles, and also has an influence, in our opinion, on how the market will shape up over the next five or six years.”(Source: gamasutra.com)
Let’s examine factors related to industry rivalry:

1. Many players of about the same size increase rivalry because more firms must compete for the same customers and resources. The rivalry intensifies if the firms have similar market share, leading to a struggle for market leadership as described above (Nintendo 64 Vs Playstion, Xbox during early 2000. But making a strong come back with Wii whose supremacy will be questioned soon by rivals with their motion controllers)

2. Low switching costs increases rivalry. When a customer can freely switch from one product to another there is a greater struggle to capture customers.

3. High exit barriers place a high cost on abandoning the product. The firm must compete. High exit barriers cause a firm to remain in an industry, even when the venture is not profitable.  

4.  Competitive Pricing - There is constant competition between the consoles in trying to have the least expensive console on the market. Microsoft has released the Xbox 360 Arcade, which is a bare-bones version of the regular Xbox 360, and is sold for $199, making it the cheapest console available.The Xbox 360 also offers their signature 60 GB model for a $299 retail price, while serious gamers can purchase an Elite Xbox console with 120 GB for a retail price of $399. Sony Playstation 3 is priced at $400 dollars and is mostly only adopted by serious gamers (GameStop). The Playstation 3 is not able to compete with the lower prices. Sony’s argument is that consumers get the most for their money with the Playstation 3 because of the large hard drive, built in wireless, and a Blu-Ray player and it is not economically feasible for Sony to lower the Playstation 3’s price right now (Delahunt). Nintendo's most successful marketing technique was to give the Wii Sports game with every $250 console

5. Constant Product innovations throughout industry: There are constantly new games and peripherals being introduced by all the game consoles throughout the industry. An example would be the Guitar Hero: World Tour. The Nintendo Wii came up with a drum set that was synced with the game. However, the Xbox 360 also came up with one that was a more sophisticated drum set, which included two cymbals. In this industry, constant product innovation and creative technologies is vital for the Wii to stay ahead of its competitors.

Bargaining power of suppliers
Nintendo has entered into long-term contract with its suppliers for R&D and sourcing of components.  The production line is outsourced to Foxconn Precision Components.  The same company also manufactures PS3 for Sony.  There was severe shortage of supply (not meeting demand) of Wii console for the first two years after its launch and Nintendo was looking for adding on another production partner. Only by 2008 end, they were able to scale up the production to meet the demand.  Foxconn enjoyed high bargaining power, being the sole production partner for Wii and Q3 2007 witnessed their earnings soar 67% riding on the success of increasing Wii shipments.
There are three major types of suppliers for Nintendo Wii.  The ones that supply hardware components and the ones that supply licensed technology and the ones that supply software like firmware, games etc.

a.) Hardware suppliers:
Wii consoles source its micro processors (Broadway) from IBM, graphics processing units (Hollywood) from AMD and other components like Optical Data Drive (supplied by Matsushita), Wii mote (remote control) from a variety of small and large scale electronic hardware manufacturers.  These manufacturers of components that make up the Wii and Wii mote are seeing large profits from the console’s popularity and have dedicated teams within their ranks, exclusively for Wii.
IBM Microelectronics and AMD, while announcing the shipment of 50 million processors cumulatively for Wii console in March 2009, said, they consider Nintendo as one of their most-valued customer.  Both these companies are sidelined in the mainstream PC ‘processor’ business and hence they consider the relationship with Nintendo and this high-volume segment, of strategic importance.  Also, these processing units supplied are designed and fabricated to the specifications provided by Nintendo and hence are highly customized.  It will be unsuitable and unwise for these suppliers to exit unless Wii gets phased out.  Also, it will be difficult for Nintendo to find a replacement soon, if one of them quits.
Conclusion: Though switching cost is high for Nintendo, a non-negligible portion of the processor supplier group’s profit (if possible attach exhibit to substantiate) comes from the sale of these products.   Hence we would attribute the bargaining power of these suppliers as moderate.
Suppliers of non-electronic components have little or no bargaining power

-   Case, cables, packaging and manuals

 -  Readily available from a wide array of substitutes

b.) Technology suppliers: 

Wii MotionPlus: Wii MotionPlus tracks players’ movements in finer detail and with greater accuracy than ever before, when used with specially designed games, building upon the innovative wireless function of the motion-sensing Wii Remote™ controller. Even the slightest twist of the wrist or turn of the body is replicated exactly on the TV screen, allowing users to become even more immersed in Wii game play.

The technology was licensed to Nintendo by Invensense and Alive and was made available in the market from June 2009.  Wii mote is the only game console remote controller using the technology as of now.  But, there is no exclusivity for the deal.  It is said InvenSense is in talks with other companies, so as to capitalize on their technology patent.
Conclusion: Bargaining power High. Wii has overcome this by providing the Wii MotionPlus as an add-on (pluggable on to the Wii-mote) feature and not shipping along with the main product.  

c.) Software suppliers:  Game manufacturers, third party game developers etc.

Over 353.02 million Wii games were sold worldwide as of March 2009, with 54 titles surpassing the million-unit mark. The most successful game is Wii Sports, which comes bundled with the console in most regions, and sold 45.71 million copies worldwide as of March 2009.  The best-selling unbundled game is Wii Play, with 22.98 million units

When Wii was released, there were only a handful of third party companies that were ready to develop games for Wii.  Most of them thought, Wii was for the ‘casual gamers’ as it was having less computing power and was priced lower than its competitors.  But later on, they wanted to cash in on the huge success of Wii and some of them indeed started releasing games exclusive to Wii.  Nintendo themselves tapped in on the huge potential of the casual gamer’s niche they created.  Wii currently has more titles than any of competitor’s gaming consoles.
Conclusion: Bargaining power was high in 2006, when the console was released.  But Nintendo addressed the issue by releasing lots of titles on its own.  The latter years saw the evolution of the game publishers into a complementary role.  Bargaining power is low.
Threat of forward integration:  We are discounting the threat of forward integration by any of these suppliers, as it requires much more than what any of them supply now, though not impossible.  Also, they should be backed by significant number of game manufacturers in the form of titles available, which is a vital element for capturing market share in the gaming console industry.
Conclusion: Low threat of forward integration

Overall, bargaining power of suppliers: Moderate
Source: Wikipedia, press releases of IBM, AMD, http://apcmag.com/amd_thanks_self_for_awesome_wii.htm, http://www.nintendoworldreport.com/newsArt.cfm?artid=5354, http://wii.ign.com/articles/893/893192p2.html, http://www.digitimes.com/systems/a20070328PD220.html
Bargaining power of buyers
Nintendo targeted a wider demographic with its Wii console than that of others in the seventh generation. At a press conference for the upcoming Nintendo DS game Dragon Quest IX in December 2006, Satoru Iwata insisted "We're not thinking about fighting Sony, but about how many people we can get to play games. The thing we're thinking about most is not portable systems, consoles, and so forth, but that we want to get new people playing games." 

This is reflected in Nintendo's series of television advertisements in North America, directed by Academy Award winner Stephen Gaghan, as well as Internet ads. The ad slogans are "Wii would like to play" and "Experience a new way to play." These ads ran starting November 15, 2006 and had a total budget of over US$200 million throughout the year. The productions are Nintendo's first broad-based advertising strategy and include a two-minute video clip showing a varied assortment of people enjoying the Wii system, such as urban apartment-dwellers, country ranchers, grandparents, and parents with their children. The music in the ads is from the song "Kodo (Inside the Sun Remix)" by the Yoshida Brothers. The marketing campaign has proved to be successful: pensioners as old as 103 have been reported to be playing the Wii in the United Kingdom. A report by the British newspaper The People also stated that Queen Elizabeth II of Great Britain has played using the console. 

Buyer Switching costs:

Games for Nintendo - Same effect as for printer ink; once the game console is purchased, customers are locked into Nintendo games; the high prices for games demonstrate this fact. (Exhibit on comparison prices of Wii games)
Buyer price sensitivity: 

Wii has brought down the manufacturing costs, making use of lower-powered hardware.  Consequentially, this allows Nintendo to sell the Wii at a lower retail price of $250 as compared to competitors, Xbox 360 and Playstation 3.  Nintendo went for this trade-off to capitalize on the price sensitivity of buyers against the quality of graphics.  Also, the target demographics brought out the necessity in keeping the prices low.  The quality of the Nintendo Wii is high in relation to the price of the product.

While Microsoft and Sony have experienced losses producing their consoles in the hopes of making a long-term profit on software sales, Nintendo reportedly has optimized production costs to obtain a significant profit margin with each Wii unit sold. On September 17, 2007, the Financial Times reported that this direct profit per Wii sold may vary from $13 in Japan to $49 in the United States and $79 in Europe. 
Conclusion: Buyers are highly price sensitive while choosing a gaming console.  Nintendo’s measures in overcoming this barrier turned out to be successful.
Games content: Nintendo was highly choosy in terms of games content and had zero tolerance policy towards adult content, violence etc.  A known side effect of this policy was the Sega Genesis version of Mortal Kombat selling over double the number of Nintendo's Super NES version, mainly because Nintendo had forced publisher Acclaim to recolor the red blood to look like white sweat and replace some of the more gory attacks in its release of the game.  
Conclusion: Consumers are highly informed and they expect console manufacturers to leave the preference on what they should watch / play to themselves.

Buyer concentration: 
The buyer, in most of the cases, is an individual who does not need more than a single console.  Hence the relative concentration of buyers to volume of units the sold by the seller is very low.  
Degree of dependency upon existing channels of distribution: Wii uses the distribution channels through electronic retailing and online outlets of biggies like Target, Wal-Mart, Best Buy, Amazon.com and Circuit City etc.  But there weren’t much difference in pricing between the Wii consoles available between these outlets.  It can be attributed to the limited initial supply of console units and the huge demand for the product, generated by the large-scale marketing efforts.  At one point of time, Nintendo didn’t even advertise Wal-Mart among the list of stores at which the Wii console was available, but has shown Target, Best Buy and other likes, though Wii consoles were available at Wal-Mart.  We think Nintendo was sending the message clear across to big scale retailers.
Also, Nintendo launched a Nintendo World store in the center of New York City, which showcases and sells its products.
Conclusion: Bargaining power of large-scale retailers – moderate, as long as the demand for the Wii console remains high.
Ability to backward integrate: We don’t think any of the buyers (large scale retailers) backward integrate to produce gaming consoles, owing to similar obstacles faced by suppliers in integrating forward.
Overall, we would say that the bargaining power of buyers is moderate.
Sources:  Wikipedia, will fill in later
