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Sony vs. Apple: Whatever Happened to So ny? ’

APPLE'S MARKET CAPITALIZATION in 2001 was $7 billion,
while Sony’s was $55 billion. In other words, Sony
was almost eight times larger than Apple. Then most

people would have picked Sony as the company to
revolutionize the mobile device industry given its
stellar innovation track record, Instead that honor
goes to Apple, when it introduced the iPod, a por-
table digital music player, in October 2001, and the
iTunes Music Store 18 months later. Through these
two strategic moves Apple redefined the music indus-
try, reinventing itself as not only a mobile-device
but also a content-delivery company. Signaling its
renaissance, Apple changed its name from Apple
Computer, Inc., to simply Apple, Inc. Many observ-
ers wondered what happened to Sony, the company
that created the portable music industry by introduc-
ing the Walkman in 1979,

Sony’s strategy was to differentiate itself through
the vertical integration of content and hardware,
driven by its 1988 acquisition of CBS Records (later
part of Sony Entertainment) and its 1989 acquisition
of Columbia Pictures. This vertical integration strategy
contrasted sharply with Sony Music division’s desire
to protect its lucrative revenue-generating, copy-
righted compact discs (CDs). Sony Music’s engineers
were aggressively combating rampant music piracy
by inhibiting the Microsoft Windows media player’s
ability to rip CDs and by serializing discs (assign-
ing unique ID numbers to discs). The compact disc
(CD) became the dominant format for selling music
in 1991, replacing analog audiocassettes. The CD had
been jointly developed by Sony and European elec-
tronics manufacturer Philips.

Media technology, however, soon moved to digital.
With the rise of the Internet in the 1990s and use of
digital music, illegal file sharing on the Internet was
rampant. Napster, for example, allowed peer-to-peer
sharing of files, which meant individual users could
upload entire albums of music, to be downloaded
by anyone, with no Payments going to the artists or

Sony's introduction of the Walkman in 1879, the first portable cassette player,
revolutionized not only how music was consumed but also Jaunched mobile
devices as a new category-defining industry.
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the record companies. Napster, meanwhile, was shut
down in 2001 because of copyright infringements.
While Sony focused on preventing media play-
ers that could rip CDs, Apple was developing a digi-
tal rights management (DRM) system to allow for
legal downloads of digital music while protecting
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copyright at the same time. The iTunes Store enabled
users to legally download and own individual songs
at an attractive 99 cents. Apple’s DRM and iTunes
succeeded, protecting the music studios’ and artists’
interests while creating value that enabled consumers
to enjoy portable digital music.

Sony had a long history of creating category-
defining electronic devices of superior quality and
design. It had all the right competencies to Jaunch
a successful counterattack to compete with Apple:
electronics, software, music, and computer divi-
sions. Sony even supplied the bitteries for Apple’s
iPod. Cooperation among strategic business units
had served Sony well in the past, -leading to break-
through innovations such as the Walkman, PlaySta-
tion, CD, and VAIO computer lihe:Th digital music,
however, the hardware and conterit divisions each
seemed to have its own idea of what needed to be
done. Cooperation among the Sony divisions was
also hindered by the fact that their centers of opera-
tions were spread across the globe: Music opera-
tions were located in New York City and electronics
design was in Japan, inhibiting face-to-face com-
munications and making real-time interactions more
difficult.

Nobuyuki Idei, then CEO of Sony, learned the hard
way that the music division managers were focused
on the immediate needs of their recordings compet-
ing against the consumer-driven market forces. Idei
shared his frustrations with the cultural differences
between the hardware and content divisions (in 2002):

The opposite of soft alliances is hard alliances,
which include mergers and acquisitions. Since pur-
chasing the Music and Pictures businesses, more
than 10 years have passed, and we have experienced
many cultural diffe between hard manu-
facturing and content businesses. . . . This experi-
ence has taught us that in certain areas where hard
alliances would have taken 10 years to succeed,
soft alliances can be created more easily. Another
advantage of soft alliances is the ability to form
partnerships with many different companies. We
aim to provide an open and easy-to-access environ-
ment where anybody can participate and we are
willing to cooperate with companies that share our
vision. Soft alliances offer many possibilities.!

In contrast, Apple organized a small, empowered,
cross-functional team to produce the iPod in just a
few months. Apple successfully outsourced and
integrated many of its components and collaborated

across business units. The phenomenal speed and
success of the iPod and iTunes development and
seamless integration became a structural approach
that Apple applied to its successful development and
launches of other category-defining products such as
the iPhone and iPad.

Having fallen way behind Apple and other compet-
itors in the consumer electronics industry, Sony made
drastic changes. From its founding in 1946, Sony’s
CEOs had all come from inside the company and had
all been Japanese. In 2005, Sony appointed its first
non-Japanese CEO, Welsh-born Sir Howard Stringer.
During Stringer’s tenure as head of Sony, however; the
company endured a number of high-profile hacking
instances that repeatedly brought down the network
for the popular PlayStation game console and exposed
users’ private information.

The most damaging hack of Sony, however, came
after Stringer had stepped down as CEO. In 2014,
Sony was prepared to release a comedy film titled
The Interview, starring James Franco and Seth Rogen.
The plot of the film was about two men who use the
premise of an interview to assassinate North Korean
leader Kim Jong-un. According to the FBI, the North
Korean government, as retaliation for the film, sup-
ported a group of hackers who breached Sony Pictures
systems and stole a great deal of information, includ-
ing personal information of employees and stars who
worked on films, and intra-company e-mails. The con-
tent of the e-mails proved to be damaging to Sony and
resulted in the resignation of several Sony Pictures
executives for inappropriate statements made in inter-
nal e-mails. +

To improve Sony’s performance, the company
is undergoing a major corporate’ restructuring:In
2014, Sony’s revenues were $71 billion, with Sony’s A
Mobile Products & Communications Division ($1
bn), Gaming and Network Services ($11.0 bn), Home 3
Entertainment and Sound ($10.1 bn), Financial' Sé;
vices ($9.0 bn), Devices ($8 bn), Pictures Ente;
ment ($7.3 bn), Imaging Products ($6.0 bn), Milie
($4.5 bn), and “Other” business activitiess($d-1
bn) (see Exhibit MC25.1). In terms of profi¢ability,
however, Sony’s core businesses are underpeform-
ing (see Exhibit MC25.2). Sony's most. ipEdfitable
division is its non-core business Financial:Services
($1.61 bn), producing 95 percent. of 4ll ‘of Sonyls
profits! In contrast, the Mobile Products&;€ommi i-
nications Division, once Sony’s claifw to{fame, last.
almost $2 billion.

>4




“Hoday [enuue Auog wo.y elep jo uopdidag Baunog

000Z$ 006%$ 000'$ 0054 0% 0058} {00p1$) (00518} (000'28)  (00S2$)
| m ] : . {ze818)
| SUOHRIIUNWEIOY
| ” . | uR $19npotd 2(1q0)
10p$ S201Aiag yomaN pue m___EJw p . poid 3|

-z " suoda [ERUAE ATOS SNOLIBA PUE ‘WO A0S MM ‘oquy wogetodioy Su\b&. SlA0W 1|, ‘Jovnuoo Iapun yuig pue “aney i ;

08, 4 ! YN a8pr Sig di ! ! oo

&W%ﬁiﬂﬂwﬁﬁ&ﬁﬂ«u@ ot ww | Tqu unsnp UoSRL) Aj19y ‘880q dooug se 2944 punog pue e 33 duoy

102 ‘51 Koy ‘ownor 1aaug jroy ayy «38a1s Jopun soonora 4ons sistyre orsnur sey USUIUTELISNUG SaIMolg Auog o8 seomg i
+¥10Z “0¢ 19quissaq ‘yownor 192415 oM 2y L ‘papioyun sisuo Jux “fueduros suoepuR)s ¢ ST Hou E% PuE y1un jusu _m_o..hm_.._n_ _

58 &g 12 sau0ds o purgag,, 107 ‘o 13quizoag 1oumof 1aug jioy

FOeY £U0g Jo 5920005 WO SIqNOp §991J3p asnoy MM, PIOZ. ‘9T I5q
foeinor waug oy syz , uBmods seqm yarya 3dUBL JUNYq 8, AUOS,,
144y ‘youmor wang oy oyp «"2U0UY 8,21ddy y30 Kauots saxyetr
» ‘SI0C ‘L ASenumy yousmor 12aug oy ayz «'SOMUON9L I5ting
-1103 0) panuNLes suyemIRY OFD Auos,, (uo paseq STISEDIRI SIYE, ‘sdumog

“UIBMOIUG UO OJUT $9S59UISNq Staow pue otsnw
SIt dUIquIod pnoys Auog jeys jsenboy SIOJSIAUT 35T
~ADde asayy, “snoojar Jofew v speou A3a1e108 V)01
-0d100 §)1 JR1Y pUE ‘sessaulsng Aueut 003 Ion0 urpy
00} peaxds st Kuog ey onSre siojsoaur ISIADOY g
4PAUIES] 3q 0) 33U SUOSSI] Yerp
¢Ansnpur orsnur ajqerod EuSip oy ur amjrey
ploAe 01 Apuatopyp uop aAey Auog pinos jeypy

oll$ m&_zc

88r$ E»E___mthu 24|

95k$ m«u__n_x:m BuiBe

 igpg osn J

'6 "d ‘vonerodioy
Auos ‘2007 ‘I qore popua ok ‘2oz wodsy fenury fuog |

ajoupuy
—_— . Sy

 (298$) 210

‘urerdxq ; Auog axmonnsex
01 3By 04 Op suoHepySUIIOIAT PYM 2
£SYORqMEID ST 3q pnom jeqm /pasodoxd se
Kuog Sumds JO siyouaq 51y aq prnom YM °q

{Pa[Tey Luog rym ‘Ansnpur orsnur 9[qeuod
T=B1p o w papaooans spddy yump nok op Agpm
‘JUSWISSISSE INOA
138 nok og (SyRW sa

suolu ) pl0g WawBeg Aq awoouaN sAuos [ Z e Z9W LIGIHXI
( $) il

“podau [eauue Auog wouj e1Bp jo uodidag @ounog

“uredxg j1ou Agm 1o Agm
6...598s9uLsnq Auewr 00) o0 g o0) peards
r SI Auog,, 121 Juotussasse Y It 39198 nok
. ' oq emyonns [euonEZIRSIO § AH0g STIRYM

*angIe s1o)soAu
SISIARIOE ‘JIun JusuIureLoys s ur fenuojod Suneors
~on[eA usppry Suppopun spgm ‘sofuonsfe ur
Ssaursnq 2102 s) uo snooy o) Auog mo[re prnom
Suumonnsar sjerodios SI{J, ‘osesper sy sours
UoHTq 1§ 1040 possord pue s3unjuer oy peddoy
‘e8es puog sourer ay UF JuomrRISW Z1(Z s,Auog

¢(oury soduion OFVA 94 pue ‘aD o ‘uopeig
- Aeg ‘veunjesr oy Jo uononponut sy ym
(] . “8a)ased: a uw _ammuoozm.cooa Auog pey Aym N |

SNOLLSIND NoISsRIsIa

‘§10g W UOIITIq Ogg Swos 03 100z ur UOHIIq 66 wolp !
01p' sey uonezifedes joyreur s Auog “1senuoo uy k
‘T9A9 Kueduoo S[qen(es 1s0uI oy aurosaq seq apddy
"S10T UL UOIIq 6/ ¢ swios o3 1ggz UL uoImq L$ Anfed
& woy umoi3 sey uoneziendes Joyrew s opddy

q $) P10z WewBag Aq senusnay sAuog \ VSZON LigiHX3




