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Summary

“Change is inevitable, and innovation is no different”

We have heard of many successful Business stories that are entertaining, enlightening, and inspirational. Such stories send positive messages regarding the state of our Business/Brand. Many stories are of survival through the toughest storm to overcome waves of obstacles. It gives us hope knowing there is a chance of recovery. However, the story I will be discussing today is about a business that was successful to a point it felt it was invincible just like Titanic presumed to be unsinkable. Unfortunately, poor decisions, lack of control and foresight. The Captain of this ship was blind sighted by the little ice berg which it assumed was only tiny but the damage it caused was so significant that it sank the whole ship. The poorly handled business by the CEO’s and Executives that led to the demise of the world’s leading video- rental company Blockbuster Entertainment Inc.  
Through this case-study we learn vital and valuable knowledge:
· If your business is not working, change it. If at present your business is not working, you must make changes and allow for changes to take place as it is necessary for further growth.
· Versality & Differentiation is necessary. Many businesses diminish because they are no longer recognised. The business needs to re-invent itself with a new look, brand or a new target market. It will bring the business back to life with a fresh start. 
· Bring in different perspectives. Businesses should not be afraid of changes by resisting the norms. In order to re-build, business Executives must make unconventional decisions or defy common logic.

Business are faced with challenges, hardship and mistakes. Therefore, to keep the business alive with stability, perseverance, and dedication you must allow the business to evolve and grow with time.  We can learn from the errors the huge movie-rental organisation Blockbuster Inc. made during its peak.
Introduction 

[bookmark: _GoBack]Blockbuster Entertainment Inc. is a provider of home movies and video-game rentals. Blockbuster offered services through video rental shops, DVD-by mail, video-on-demand. It is an American-based Company.
During the 1990’s, Blockbuster grew worldwide. In 2004, when Blockbuster was at its peak, it employed 84,300 people globally which includes; 58,500 in the United States and 25,800 in other countries. Blockbuster had a total of 9,094 stores, in which over 4,500 were in the US. 
In 2000’s Blockbuster started to lose significant revenue. By 2010 Blockbuster’s Net-Income was $268 Million, the company was faced against law-suit battles and competition which compelled them to file for Bankruptcy Protection. DISH Network brought the remaining 1,700 stores. In 2013, the last 300 Blockbuster stores were shut-down.  
Blockbuster brand has diminished. However, in 2019, in Bend Oregon, one store remained opened.
In this assignment, I will be exploring, discussing and analysing through SWOT analysis, Porter’s 5 Five Force Analysis and Ishikawa Diagram to find answers to why the competition from “Netflix mail-order service, Redbox automated Kiosks, and Video-On-Demand services were major factors in Blockbusters demise,” and how it could have been prevented. Therefore, I shall be sharing my own recommendations and suggestions to further analyse by the given situations Blockbuster faced through its Rise and Fall. 







History:

The Rise and Fall of Blockbuster Inc.

1985 – 19th October, Blockbuster opened its first store, in Dallas, Texas. David Cook had an inventory of 8,000 VHS and 2,000 Beta tapes. His “experience with managing huge databases proved helpful in driving innovation within the industry. He had precision analytical tools where he was able to collect data and customise the choices of movies in the location it was situated and the demographics. This strategy worked very well and boosted sales”.
1987 – Cook sold his business Blockbuster to the Co-founder of Waste Management Inc. Wayne Huizenga for $18.5 Million. At that point there were 19 stores, Huizenga expanded across America rapidly through franchising. Blockbuster stores were opening every 24 hours, and it kept growing.
1994 – Soon Video-On-Demand was introduced on TV, a new technology. Huizenga sold Blockbuster to Viacom, a large media studio company for $8.4 Billion. However, the stock price started to fall steadily just a few months after the merger.
1997 – Due to slow revenue, lack of innovation, the company’s value dropped to almost half of what it was to $4.6 Billion. 
2000 – Blockbuster were in partnership with Enron to create a video-on-demand service. They made an agreement that was to last twenty years. However, the agreement was terminated in 2001 by Enron due to fearing Blockbuster were incapable of providing enough movies for the service. 
Blockbuster started its own online venture which offered its customers DVD’S online from their website, but it got nowhere near Netflix. Blockbuster customers were unhappy due to ongoing charges of high late-fees, which was driving out customers.
2005 – “No more late-fee” was introduced by Antioco, to bring in more customer by removing late-fee charges, so that he can revive profit back into Blockbuster.
2007 – Blockbuster came up with a campaign called “TOTAL ACCESS”, in which they announced that customers would receive a free movie when they rent a DVD online. The idea was a success and Blockbuster made huge profit. However, on the reverse side the company was losing $2 for every movie which amounted to huge loss. Decisions were made and Antioco was fired from his position and new CEO James Keyes was appointed.
2010 – Blockbuster filed for Bankruptcy Due to huge losses, debt of $900 Million and un-beatable competition from major competitors such as Netflix.  The same company Keyes called “Irrelevant and out of radar”.
Today Blockbuster is non-existent. A brand so popular which could have dominated the Entertainment Industry just became history.

Poor Management & Decision-Making Errors of Blockbuster CEO’s:

1. In 1994, when new technology was introduced to TV Entertainment industry, such as video-on-demand, Wayne Huizenga came up with new ideas and business plans to make changes and amendments but that proved to be difficult. They were unable to find a proper solution, thus, they failed to execute their plans and ideas. That was why he sold Blockbuster to Viacom.

2. John Antioco as the CEO made errors which led to terrible decision-making that put the company in its most vulnerable position:

· Starting from 1998, when DVD’s were emerging as the video median, the popular entertainment company Warner Bros Entertainment Inc. offered an exclusive deal in which Blockbuster would acquire the rights to new DVD releases, in return Warner Bros would receive 40% of the rental revenue. John Antioco turned down the deal, which compelled “Warner Bros to lower the wholesale price of DVD in order to compete with the DVD Rental Industry. Retailers like Walmart grabbed this opportunity.” Furthermore, many huge dealers began selling DVD’S below the market retail price in the hopes of higher margins. Blockbuster was not able to compete with the prices which seriously affected their business model.

· Reed Hastings was an upset customer of Blockbuster over the service and the late-fee charges. He paid almost $40 in late-fees for the movie Apollo 13. He returned home un-happy and that is when he started to brain-storm a plan that will revolutionise the way people viewed their movies. Therefore, a business was born. “Netflix was founded by Marc Randolph and Wilmot Reed Hastings Jr., on 29 August 1997 and headquarters in Los Gatos, CA” (Forbes).
By 2000, Netflix used to mail physical DVD’s and had around 300,000 subscribers. They relied on US Postal Delivery Service and UPS for delivery of their DVD’s. They were making a huge loss. Netflix founder Reed Hastings approached Blockbuster with a deal. He offered his company for $50 Million. He proposed his company would be re-named to Blockbuster after acquisition and in return it will handle the online rental side of the business. While the parent company will take care of the DVD’s. Hastings further explained it would benefit both the companies, as Netflix would be less dependent on US Postal Service and Blockbuster would be able to diversify online. Surprisingly they declined the offer by saying “Netflix has no future”. However, as we know today Netflix is worth $157.33 Billion.  


· After Blockbuster’s campaign for “No more late-fees,” the company started facing law-suits for false advertisement after it was reported “the new policy charged users the full price of the movie or game, after 8 days they can cancel by returning the product and paying a fee.” They managed to settle the suits by refunding and clarifying the policy better, leaving customers unhappy and dissatisfied with the service. This was not a good way to gain customers, it shows very poor management skills and overall made the customers feel they were not able to trust/rely on Blockbuster for their movie service. 

3. New offer came from Netflix. This time they offered to buy Blockbuster from Antioco. However, during that time before the offer could be discussed Icahn, a board member by then managed to push out Antioco and a new member was on board James Keyes. The new CEO & Chairman of Blockbuster proved to be more incompetent and short-sighted then John Antioco. Keyes rejected Netflix’s proposal and stopped the “TOTAL ACCESS” policy. Furthermore, he ignored his major competitors like Netflix and Redbox instead decided to focus on Apple and Walmart, where unfortunately he made wrong business decisions and meaningless acquisitions. Thus, he laid the red carpet for the Bankruptcy of Blockbuster. They lost most of their retail stores. They were de-listed from US stock exchange in 30th July that year, when the stock price came below $1.

[image: ]

CEO, John Antioco did not recognise that a small niche idea had the capability of growing so huge, whether he decided to join forces with Netflix or not. Blockbuster had everything necessary to succeed and the very good network connections that he could have utilised within his company. Therefore, he should have focused on what his competitor was offering to the market to either better it or challenge it. Unfortunately, he decided to ignore it.  
“The irony is that Blockbuster failed because its leadership had built a well-oiled operational machine. It was a very tight network that could execute with extreme efficiency, but poorly suited to let in new information and to innovate. Antioco’s fatal flaw was not one of intelligence or capability, but a failure to understand the networks that would determine his fate” (Satell, 2017). 





















Discussion:

Blockbuster Versus Netflix

· “Blockbuster was the world leading movie-rental entertainment company. Blockbuster had millions of customers, thousands of retail locations, massive marketing budgets and efficient operations, it dominated the competition. 

· Blockbuster’s business model had weakness. It earned an enormous amount of money by charging its customers late fees, which had become an important part of Blockbuster’s revenue model. Blockbuster took $800 Million in late fees, which accounts for 16% of its revenue, according to the Associated Press. The terrible truth was that the company’s profits were highly dependent on penalising its customers. 


· Netflix had certain advantages. By avoiding retail locations, it lowered costs and could afford to offer its customers far greater variety. Instead of charging to rent videos, it offered subscriptions, which made late fees unnecessary. Customers could watch a video for as long as they wanted it and get a new one.

· Netflix proved to be a very disrupted innovation, because Blockbuster would have to alter its business model, and damage its profitability in order to compete with the start-up. Despite being a small, niche service at the time, it had the potential to overturn Blockbuster’s well-built establishment.


· Netflix model clearly had some compelling aspects, it also had some obvious disadvantages. Without retail locations, it was hard for people to find it. Moreover, because its customers received their videos by mail, the service was slow and unwieldy. People could not pick up a movie for the night on their way home”.
Root Cause Analysis: 
1. SWOT Analysis
2. Porter’s 5 Five Force Analysis (1979)
3.  Ishikawa/Fishbone Diagram (1968)

1). SWOT Analysis:
SWOT analysis is a tool that managers can use to analyse internal and external factors that impacts situations and factors that impact the macro environment of business it operates. 
SWOT stands for: Strength, Weaknesses, Opportunities and Threat.
Thereby, to analyse further, below is the SWOT analysis of Blockbuster Inc. 

	Strength:
Advantages – 
· Strong Brand Recognition
· Financial Reserve
· Accreditations
· Competitive advantages
· Leading video- rental Company
 
Capabilities – 
· Retail location/Geography
· Innovative Aspects
Resource – 
· Assets
· Huge Customer Base
· Marketing Budgets/Finance
· Efficient Operations
· Processes
· Systems
· IT
· Communications
· Culture
· Attitude
· Behaviour Management Cover
· Succession Experience
· Knowledge
· Data Patent

Marketing – 
· Distribution
· Awareness
· USP’s
· Price
· Value
· Quality

	Weaknesses:

· Late-fee charge
· Lack of competitive strength
· Gaps in capabilities
· Disadvantage of proposition
· Management/Leadership
· Communication structure
· Timescale
· Deadlines and pressures
· Reliability of data
· Plan predictability
· Continuity 
· Process and system
· Management cover
· Succession
· Morale
· Commitment 
· Supply chain robustness 
· Marketing; Product, People, Price & Promotion
· Financial; Cash flow, High cost structure


	Opportunities:

· Market Development
· Competitors vulnerabilities 
· Niche Target Markets
· New USP’s
· New Technologies
· Business & Product Development
· Technology Development & Innovation
· Industry
· Lifestyle Trends 

	Threats:

· Market Demands
· New Technology 
· Services and Ideas
· IT Developments
· Shift in consumer tastes

Obstacles – 
· Sustainable financing backing 
· Competitors Intensions
·  Emergence of New/Substitute Products.




By analysing the SWOT Analysis Report, it is hard to ignore the facts that even though Blockbuster had the advantages of burying its competitors, it chose not to by simply ignoring them and not viewing them as a threat. With all the strong points and opportunities on their sides seems questionable as to why they did not take the necessary steps when changes in the industry was taking place. This makes us question the leadership and management, furthermore the problem-solving techniques of the CEO’s/Executives and the judgements they made through every decision. 

2). Porter’s 5 Five Forces Analysis:
Porter’s Five Forces Framework is a tool for analysing the forces that shape competition within a business. It is associated with Professor Michael E. Porter (1979). Below is the analysis report I did on Blockbuster to see what actions Blockbuster were able to take to tackle their competitors: 
1. Bargaining power of buyers: The Customers are the main critics of external environment. The more the customer is spoilt with choices, the more bargaining power they have. 

· At the time Blockbuster was not in a good bargaining position with their customers. They were faced with heavy competition from Netflix and other competitors that were able to offer better deals and services. Blockbuster was making profit by charging its customers late-fees, whilst Netflix gave more flexibility to customers to view movies upon monthly subscription with no late-fee charge.  
  
2. Threats of Substitute Product or Services: Competition is tough against Netflix as they have a strong bargaining power against Blockbuster. Such as: Online Streaming and Internet Subscription offers. There are also threats from illegal Video Websites such as video pirating.

· Netflix had better services and products to offer which was new to the market. Blockbuster failed to recognise the changing consumer demand or simply ignored this in the hopes of retaining their valued customers. They clearly miscalculated their numbers.
  
3. Bargaining Power of Suppliers: Suppliers can put pressure on Businesses by raising their prices, lowering quality, or limiting product stock. Such as: Cinema Corporations– MGM, Disney, Pixar, 20th Century Fox, DVD manufacturers and TV and Music Producers. 

· Warner Bros Inc. offered priority DVD release deal to Blockbuster. However, the offer was refused. Therefore, Blockbuster had to pay a huge price when faced with the battles of DVD sale price drop by Warner Bros in order to compete with the market. 

4. Threat of New Entrants: Technological advancement completely changed the Industry. Customers can stream contents online for free. Blockbuster’s business model is based-on agreement with major movie studios for that reason it does not pose a threat to its competitors. 

· This was not seen as a threat to Blockbuster as they felt that they had the upper-hand of offering quality and enhanced movie pictures because they had major movie studios on their side. They failed to see that people were not bothered by the quality of the movies they were watching, as long as they were able to watch it for free, illegally or through other ways. 

· Industry Rivalry: Blockbuster faces up against strong competitive market. “To retain its customers Netflix were offering online streaming services on mail subscription with a monthly fee,” it was a tactical way to destroy Blockbuster’s business model of late-fee charges on movie-rentals.

· Blockbuster really should have got their act together at this point knowing the challenges they were up against. If they were incapable of coming up with a better solution and ideas, they should had thought of ways to remedy their problem. Used all their networks and resources correctly and put it to good use. If that was an issue then they should have taken the initiative to completely re-invent themselves by taking risk or the last option, made that deal with Netflix, that would have kept them in the ‘Picture’ today.  

Analysing the Porter’s 5 Force report, it is evident that the change realised in “the rental movie industry has been deemed to occur due to forces such as technological advances and convenience like video-on-demand and from the perspectives of enhanced distribution and marketing.”  
















3). Fishbone/Ishikawa Diagram
Ishikawa Diagram also known as the Cause-and-Effect Diagram was created by Dr Kaoru Ishikawa that show the causes and effect of specific event. It is also referred to as Fishbone Diagram due to design structure which resembles a fishbone with head, spine and bones. Therefore, the common use for this diagram is to identify potential factors causing overall effect. 
The Ishikawa Diagram below shows the Effect of Reduced Competitiveness within the Business, and what are the Causes for it in Business Management. 

External                Management Approach     Management
Environment        Project
                                                    Disregard for Research & Development
                                                       Lack of Motivational Programs
                   Absence of change     High Prices of Development
                             Management Rules               Lack of Training Programs
                    Learning PMI PMBOK Standards is not applied
                                                                                                                           Reduced Competitiveness
Contradictions between    Lack of Training Programs    Incompetent Managers
 the Duties & Power          No interest in Outcomes    Process Landscape does not correspond 
Incompetent Managers   Lack of Motivation Programs   to activities
Does not correspond to
Process Management
Corporate Structure     Staff               Process Approach to Management                                     


Recommendations/Suggestions:

As experienced and knowledgeable business operators, the CEO’s of Blockbuster failed to recognise the symptoms of their business failing such as:
1. “Failure to recognise or focus on a specific market because of poor research.
2. Failure to adapt product to meet customer needs.
3. Failure to carry out decent market research.
4. Failure to build a team that is compatible and has skills to finance, produce, sell, and market.
5. Failure to recognise their competitor; By attaining power, position and successful establishment made them egoistical hence, made them have less ambitious objectives. 
6. Failure to gain new market
7. Poor management
8. Company executives spending too much money on useless projects. Thus, using up available capital”.
The reason behind business failure is due to lack of skills and knowledge deployed by poor leadership. “Leadership is the most important single factor in determining business success or failure in our competitive, turbulent, fast-moving economy.” As stated by Business guru, Brian Tracy.
Based on studies, reasons for businesses failure are:
· Lack of Management
· Lack of Business planning
· Lack of Marketing
· Lack of Financial planning
I would suggest that Blockbuster should have had a better or alternative business plan. Although Netflix was new to the field, it was equipped with better technological advances. Netflix gave Blockbuster almost ten-year head start before Blockbuster decided to implement digital technology into their plans. Which by then was too late. “Leadership is about planning for success before it happens, as the famous Winston Churchill quote says; “If you fail to plan, you plan to fail”. 
Blockbuster failed to market their services well enough by ignoring the importance of promoting the business and ignoring their competitors. Business leaders must effectively communicate their ideas and decisions to the right people. Leadership is taking the initiative, inspiring, acting, motivating and getting the work done. A Leader should have good insight/vision regarding the internal/external factors of the business, to problem-solve and make good judgements and decisions. 
As a leader, you must know your competition, which Blockbuster failed to do. Leadership provides value to its customers. They failed to act fast enough when their competitors were delivering higher quality and low-priced services/products. They should have harnessed all their strength and power, tools and resources into providing alternative benefits such as speed and convenience or to invent a different product for an unmet demand in order to remain on the top. Therefore, when management of a company are not delegating jobs properly and hiring people that are inexperienced or inadequate for the roles it causes concern, especially if they cannot recognise their failings and seek help in the right place.
Avoiding Failure
Studies by Ross and Kani, (1973), mentions ‘Ten Commandments’ businesses should follow strictly, if any is broken, there is a possibility it could lead to failure: 
1. “You must have a strategy.
2.  You must have controls.
3.  The board must participate.
4.  You must avoid one-man-rule.
5.  There must be a management plan in depth.
6.  Keep informed of, and react to, change.
7.  The customer is king.
8.  Do not misuse technology.
9.  Do not manipulate your accounts.
10.  Organise to meet employees’ needs”.
Conclusion 

“Opportunities can pose a threat to industries due to competition amongst top companies. Hence, opportunities are there because of technology. Therefore, when Netflix entered the industry with new technology such as; online video streaming and video-on-demand, the competition began with other companies. Businesses without similar technology began to lag, and Blockbuster was one of them. This is one of the main reasons that drove Blockbuster to closure because it could not deal with the competition from other movie rental platforms. Therefore, companies should learn every aspect surrounding their business both internal and external factors that can create a negative impact on its project.”
Blockbuster simply failed to innovate new ideas, technology and systems because they made terrible past decisions which affected the future of the business. That is why they could not cope with the new age technology. Furthermore, the Executives failed to recognise the market trend and target; the changing consumer demands and competition but decided to remain in their old fashion way with their legendry thinking which was not working anymore. 
I believe Blockbuster could have survived the storm and sail steady if all the CEO’S/Executives had the same intentions and motive for Blockbuster rather than see it as a steady money-making machine. They all lacked true passion for the movie-rental business and were unable to see through the heart and mind of a movie lover. I believe the only CEO that had the true passion for that business was the one that gave birth to it, the real creator of Blockbuster, David Cook. He had the innovative and creative thinking skill that could have taken Blockbuster to a whole new digital world. If he remained the sole CEO of Blockbuster, today there would be no Netflix because David Cook was a man of technological knowledge of his time and Reed Hastings would not have been disappointed. 
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