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Mrs. Fields, Inc. [!! Photo]

In 1977, Debbie Fields opened a small cookie store in Palo Alto, California, defying conventional wisdom that “No one will pay 75 cents for a cookie.” The store specialized in chocolate chip cookies made from a recipe generous in chocolate chips. It became an overnight success. Mrs. Fields cookies struck a responsive chord in the taste buds of the Palo Alto residents. Today, these cookies are available nationwide at more than 635 licensed franchises.

Randy Fields, the “mister” in Mrs. Fields cookies, was a Stanford graduate with a great deal of programming experience. From the beginning, he insisted on the implementation of computers throughout the stores. Even so, problems began to develop in his efforts to keep track of the rapidly expanding chain of stores.

As the company continued to grow, more than 20 people were serving on the headquarters staff. The sales-tracking system required managers to key in sales information on Touch-Tone telephones. It worked fine with 25 locations. However, by 1985 it was falling apart under the burden of 136 stores. In addition, Mrs. Fields cookies had just bought a 70-store chain in the East that would have to be immediately integrated into the reporting system. Thus, Randy Fields made the timely decision to hire Paul Quinn, an expert in systems development, to head the MIS area.

The vision for Mrs. Fields cookies was to grow so quickly that no one would be able to catch up. With such an aggressive mission, the owners needed more than just an information management system to stay on top. Quinn had an idea. Because Mrs. Fields had started from an idea that defied conventional wisdom, why not remain innovative in the design of the new computer system? To answer this question, Randy Fields and Paul Quinn embarked on a program to develop an integrated store system that would use expert systems technology.

Recently, the chain's Web site, www.mrsfields.com, sponsored a recipe contest, which was promoted through in-store materials and news releases. The event was devised to spur attention and new-product ideas and to benefit America's Second Harvest, the nation's leading hunger-relief organization. 

Casestc \l1 "Cases: Franchises

Franchising is a system in which a producer or marketer of a product or service, the franchisor, sells others, the franchisees, the right to duplicate a concept and use a trade name while providing sales support in a certain territory for an agreed-upon length of time. The location can involve the right to exclusivity. The amount of support varies from providing the product to resell, to extensive sales training, to control over business operations. 

The first and simplest of three types of franchises involves a contract between a supplier and a business owner. The latter agrees to sell only one version of a particular product, for example, McDonald’s sells only Coca-Cola soft drinks. 

A second type of franchise, product trade name franchising, accounts for 52 percent of all franchise sales and 33 percent of all the franchise units in the United States. Product trade name franchising involves selling products to distributors who resell them.

Third, the fastest growing type of franchise is the prototype or “package” franchise in which a whole mode of business operations including the product or service, inventory system, sales and marketing methods, and record-keeping procedures are sold to the franchisee. Package franchising has grown 10 times faster than product-trade name franchising (11.1 percent versus 1.1 percent on average per year). 

Financial Analysis

The franchisor’s revenues are in the form of a start-up fee, ranging from $10,000 to $600,000 depending on the size and market share of the franchise, the trade name, managerial training and support, and royalties that amount to 3 to 8 percent of gross sales. 

For example, the start-up fees for a McDonald’s, Subway, and Domino’s are $45,000, $10,000, and $1,300 respectively. Additional initial outlays include rent, inventory, legal fees, equipment, insurance, and licenses. These can amount to 10 times the start-up fee and in the case of McDonald’s, can reach $500,000. The average initial cost is $330,000. There may be additional conditions before beginning; franchisers can require that purchasers have experience in the particular franchise or in the business segment it represents.

Besides covering the costs needed to acquire a franchise, the buyer needs to commit to making the system work. Franchisees who fail typically bypass immersing themselves in the business and instead attempt to be mere managers. The training program for McDonald’s, for example, can take months and require a degree from Hamburger University for completion. 

Financially, the outlook for investing in a start-up franchise is modest profit and growth until market share increases. Due to substantial competition in low barrier-to-entry industries such as restaurants, cleaning services, and food delivery, franchise operators must keep their prices competitive. Therefore, in order to be profitable and generate a considerable return on assets, a large volume of sales must be generated. Market penetration is the goal. 

Franchisors do not expect franchisees to produce substantial returns immediately. Because franchisees, as described above, face low profit margins due to stiff competition, they often experience salary decreases. On average, an owner’s salary falls from $66,000 to $35,000 when leaving corporate America. Their workweek also increases. 

Nevertheless, despite these statistics, franchising has continued to be a popular field, creating 170,000 new jobs in 1995. This can be attributed to the feeling of autonomy franchisees attain, which accounts for their high level of job satisfaction. Additional components include recent corporate layoffs, which have left many qualified middle managers ready to undertake new challenges. 

Stock / Investment Outlook

Investing in franchise stocks allows one the ability to choose which industry in which to invest and the desired levels of business maturity, ranging from new businesses to established, “graying” enterprises. Obviously, risk and, therefore, potential returns are higher on new ventures. Some of the risk is diversified because the investment represents a stake in a multitude of independent stores located in different areas of the country such that unfavorable economic conditions in a specific area will not be detrimental to franchisers in different territories. 

Franchise stockholders need also to be aware that sometimes when a franchise is successful and the franchisor raises sufficient capital, he or she may begin repurchasing some of the slow growth. This is a long-term strategy for growing the franchise.

Potential / Prospective for Growth

Currently 8 million people are employed by franchises. Forty-one percent of retail sales are attributed to franchises. By franchising, a business can grow quickly and achieve higher market penetration than a sole proprietorship. 

For the franchisee, who is often an entrepreneur lacking the knowledge of how to start a business, franchising provides an opportunity to adopt a business concept without having to start from scratch. The franchisee also faces less risk in starting a business because the concept behind the franchise has already proven to be profitable on a limited scale. Hence, the five-year survival rate for franchises is much higher than that of start-up businesses (85.7 percent versus 23 percent). 

Competitive Structure

Franchises can achieve higher efficiency than individual small businesses and “mom and pop” stores. Franchisors do not have to be concerned with internal competition because the franchise contract stipulates how many units can coexist within a particular area. Additionally, franchise owners who leave to open a related business are often precluded from opening one within a specified vicinity of their former operations. 

A liability of this form of business occurs when franchisees find more efficient way to manage their businesses in their particular markets or feel a slightly altered product mix would be more profitable. They are often unable to implement these ideas due to the restrictions imposed by the franchiser who has a commitment to standardization within his franchise. 

The amount of control that a franchisor can exert is stipulated in the contract; most franchisees are required to submit monthly, quarterly, and annual financial reports to the franchisor, while certain owners may be required to purchase supplies from a select list of vendors. 

Role of Research and Development

Franchising has experienced considerable growth in the past two decades with currently 670,000 franchise units (5,000 franchises) operating in the United States. A new franchise opens every 6.5 minutes per business day.

According to the International Franchise Association, franchise sales are growing at 10 percent per year. Sales are expected to reach $1 trillion by 2000.

The highest growth has been in the nonfood retail sectors, such as lodging and services. One reason for this growth has been the ability of franchisors to adapt their businesses to most effectively service emerging market trends.

Technological Investment and Analysis

Technology has also impacted the growth of the franchise industry. Improvements in the technology available to small business owners have been dramatic. They have included comprehensive systems for tracking inventories and for tracking sales. Better and more varied communications tools have made the transmission of information between owner and franchisor much easier and more effective. 

The wealth of information and services available to small business owners has also rapidly broadened. The Internet is a prime reason. The Internet also provides a means for small business to reach target customers regardless of location. 

Recommendation for the Future

As many U.S. franchises, most notably in the food industry, have matured and reached market saturation, franchisors have expanded internationally. Besides international expansion continuing into the future, some other key trends are predicted for the franchise industry. Steady growth is expected to continue: retail sales from franchising will go from 41 percent to 50 percent, and sales are expected to reach $2.5 trillion by the year 2010. Franchises that are expected to thrive in the next 20 years are providers of home services such as cleaning, food delivery, and senior care services. 

In conclusion, although franchising is a risky business venture for the franchisor as well as the franchisee, it has continued to expand. This can be attributed to the ability of franchisors to raise capital and replicate a business idea that has proven to be effective. Franchising has also benefited from international expansion, allowing it to continue its growth despite market saturation in certain industries. Lastly, technological advances have increased efficiency in the transfer of information, contributing to franchise growth while changing demographics and the current political situation have had offsetting effects on the industry.

Mrs. Fields Cookies

In 1977, Debbi Field’s new husband, Randy, was hard at work giving financial advice to a client.  Debbi had just returned from a history class that she was taking at a local community college. She had been wondering what impact her life would make. She decided to make another batch of her chocolate chip cookies. Since she had been doing this so long, she knew  she was good at baking cookies.  Further more, she enjoyed doing so. The light bulb in her head suddenly shone brightly.  “Why not open a small cookie shop where she can bake and sell her cookies?” Since Randy’s clients like them so much, she’s sure that many others will, too. The first hurdle was to convince Randy that her idea would work. 

Technological Investment and Analysis

To be successful, it was necessary to develop a system that would allow more control in a cost-effective environment.  Approaching the sale of cookies with a new management system would enable Debbi to implement the control that she wanted, but with more cost efficiencies.  Randy’s philosophy was that the best management structure should be built as flat as possible, meaning not too many people would be involved, and not a great deal of paperwork would be necessary.

The early years of Randy’s management information systems department were full of basic implementations that were very useful. The use of phone mail allowed Debbi to leave personal messages for each of the store managers at all of the stores.  The form-mail program was an “e-mail” system created by the MIS department to allow personal messages to be typed up by store managers and sent to Debbi at corporate headquarters. Debbi promised a response to each message within 48 hours. Now she was able to communicate with each of her stores without actually visiting them. Visiting was time intensive; Debbi viewed it as important.  She logged over 350,000 commercial air miles a year.

Improvements to the existing system included a corporate database that operated on IBM personal computers. IBM-compatible PCs, which interfaced with the cash registers, linked each store to corporate headquarters. The MIS group developed its own applications to perform various functions at the store level, such as production planning, staff scheduling, financial reporting, hiring practices, lease management, training, and baking schedules. This group of programs was labeled Retail Operations Intelligence (ROI).  It was so successful within the company that 

Debbi and Randy decided to sell the software to the general public. The implementation of the ROI system gave Debbi the opportunity for the hands-on management that she wanted, allowing her to maintain control over individual store operations from one central office.

The ROI system simplified the role of the store managers to the point that they were told what, where, how, and when to do something. With the business focusing primarily on selling cookies, the new technology was able to tell a store manager how many cookies needed to be baked and sold at a certain time during the day. This eliminated a large amount of waste, further cutting costs. It also provided store managers with more time to focus on customer needs by alleviating administrative details.

The main strategy of the MIS department at Mrs. Fields Cookies was to assist in solving any business problems the company faced. The problem with this strategy was related to the rate at which the business was expanding.  Focusing on current problems was not helpful in the prevention of new problems that might arise. Paul Quinn, the director of MIS, reported directly to Randy Fields. He was not concerned about problem prevention, but wanted to focus on the issues of cost efficiency.  He was committed to using his department to provide benefits to the company.  According to Quinn, problem solving was good for present situations.  However, analyzing the big picture and the possibilities for the future were just as important, especially when it involved a business of the size and reputation of Mrs. Fields Cookies.

Quinn defined MIS strategy as anything that would promote sales and control food and labor costs. Quinn wanted to know not only how a new technique would cut costs and save the business money, but also how it would develop new sales for the business and put the company in a better position to take advantage of opportunities.

At the corporate level, Quinn implemented a Return on Investment System for the business as it moved out of the 1980s into the 1990s. No longer was the company growing at such a fast rate and seemingly trying to flood the market. Many viewed the ROI system to be an expert system (ES). 

Randy Fields made the following statement about his belief in the use of an expert systems at Mrs. Fields Cookies:

We couldn’t run our business without information technology—not a single facet. Who we hire is determined by an expert system. What we make at each store is determined by an expert system. How we schedule our labor in each store is determined by an expert system. How we communicate internally is routed by an expert system.… What’s left? At the store level, everything that the manager does that’s related to control and administration has been “offloaded” to a machine. So the manager’s job is to think about people. 

With the implementation of the ROI applications, control by one person was eliminated at the store level.  Implementation of these applications took some of the burden off Debbi’s shoulders as she tried to maintain control over everything for so long. 

The ROI system included 12 applications, each with the purpose of decreasing the time and cost spent on each function by the company.  Four of the more important applications included Interview, Training and Testing, Automated Trouble Shooting, and Form Mail. These four applications helped to decrease the time managers spent completing these tasks.  This, in turn, enabled them to offer better service to their customers.  

The Interview application process begins by the applicant sitting at the computer and filling out an application online on the computer.  The basic questions give the company an understanding of the applicant’s personality.  The computer program asks the applicant about his/her intentions and reasons for applying to work at Mrs. Fields. It pinpoints inconsistencies provided by an applicant, such as a 17-year-old who lists an educational background up to graduate school. The expert system program produces a list of concerns about the candidate. Upon completion of the computer interview, it ranks the applicant in areas of education, honesty, and salesmanship, among others. After the computer interview, the applicant is given the opportunity to “audition” as a performer in front of customers. The manager then decides if the applicant will be hired. 

Each employee, from manager to baker, engages in continuous training and evaluation by using the Training and Testing systems application. Again, the system asks several questions based on experience and performance to test and evaluate individual skills learned, and to train in the development of new ones. Once an employee completes a training module, their records in human resources are updated automatically at corporate headquarters.

Automated Troubleshooting is a maintenance module used mainly by the store manager to deal with problems concerning faulty or broken store equipment. If the answers entered in the system do not lead to a solution for the problem, a function is added that requests an outside call for assistance. Each store has a file with the product service group at corporate headquarters, listing information about each piece of equipment at the store. This information is used to contact the product vendor to request any type of repair that is needed.

The Form Mail application enables store managers to maintain communication with corporate headquarters.  Debbi is also able to send memos to each of the stores with the use of this application.  It is built upon the basic e-mail system developed in the early 1980s.

Maintaining Consistency


In 1980, Debbi Fields went to visit the company's first location outside her direct management control, a Mrs. Fields Cookies store in Hawaii.  Until that store, Maintaining a consistent set of standards and practices had been a fairly straightforward task until that store.  Debbi Fields would drive to her stores on a daily basis to review operations. As long as a location was under her direct span of control, there were few problems with replicating the concept, product offerings and practices that reflected company values and strategies.  Product quality and Debbi's "hour by hour" management concept, in which managers work toward hourly sales and production goals, remained intact
. 

The Hawaii store presented a new challenge.  In spite of the fact that Steve, one of her best quality control managers, was assigned to the store, Debbi found that after four months the cookies bore little resemblance to her original product.  In her opinion, "They looked like little cakes.”
  Unknowingly, Steve had allowed the cookies to migrate a bit each day, in barely noticeable increments, from their original form and texture. This transition was unplanned and virtually undetectable by store employees, since each day's fare was compared with the previous day's already altered version rather than the original. The unintended consequence was a product that was no longer consistent with company standards. 


This management problem can be broken down into four problems.

The data collection problem.  A common administrative task is the collection of employee attendance data for use by payroll and human resources departments. At first glance, the collection process seems to be a reporting procedure that enforces company policies regarding employee pay for hours worked.  Placed in the larger context of unit operations, inefficient data collection procedures result in a loss of consistency in overall performance. 

The information compilation problem.  Reports collect, compile, and consolidate organizational information about sales, human resources, and operations.  These reports can be misleading if the information contained is out-of-date.  Subsequent decisions based upon where a company was 30, 60, or 90 days ago, can result in inconsistent decisions and performance based upon a zigzag course of constant catch-up and correction. 

The analysis and decision-making problem.  Increases in the integrity of information and the speed with which it is received leads to better analysis and decision-making.  Technology can be used to improve the consistency with which data is analyzed, including software that allows users to manipulate figures and develop multiple "what-if" scenarios. 

The action directive problem. Improvements in data collection, information compilation, and analysis and decision making can lead to better policy directives and increases in corporate intelligence.  Executives must still disseminate directives to all employees to ensure that they are being followed.  New procedures are distributed in the form of memos or manuals, with no way to measure whether or not the new policy was remembered or even read by an employee. This results in inconsistent performance and product quality since some employees follow the newest policies and some do not
. 

Over Expansion


In March, 1993, Mrs. Fields Cookies was forced to give its lenders, led by Prudential Insurance, nearly 80 percent of the company in exchange for writing off $94 million in debt.  Debbie relinquished her posts as president and CEO and her operational control to Thomas Fey, previously of Godiva and Pepperidge Farm. Fields remained the largest individual shareholder, with 8 percent  She took a $150,000 salary cut to $450,000 in 1993.  In 1992, as bankers asserted themselves more and more, Fields's husband, Randy, who had been chair, left to sell the financial software he developed for Mrs. Fields to the franchised restaurants such as Burger King, National Pizza and Skipper's Seafood
. 

Expansion through Acquistions


Mrs. Fields Cookies has been on a program of expansion and acquisition.  Its new president, Larry Hodges, is determined to dominate the baked snack segment.  Under his direction, Mrs. Fields has aggregated the following name brands: Mrs. Fields Cookies, Great American Cookie Co., Hot Sam's Pretzel Bakery, Original Cookie Co., Pretzel Time, and Pretzelmaker.  Mrs. Fields continues to operate the stores under their original names.  It moves all the chain's administrative functions to Mrs. Fields' corporate offices in Salt Lake City.   Mrs. Fields is seeking to solidify its position as the nation's leading retailer and franchiser of baked-on-premises snacks, with 1,553 outlets in the United States and 10 foreign countries.   This breaks down 474 Mrs. Fields cookie shops, 320 Great American Cookies stores, 229 Pretzelmaker sites, 225 Pretzel Time locations, 140 Original Cookie Co. branches, and 90 Hot Sam Pretzel establishments.  Franchisees or licensees operate nearly two-thirds of these units. 

While Mrs. Fields' buying binge and restructuring strategy under Hodges has yielded higher earnings before interest, taxes, depreciation and amortization, or EBITDA, which many investors consider a positive indication of a corporation's ability to pay down debt, the company is facing serious debt issues.  

Debt and capital lease obligations in 2000 rose to $188,069,000 with total stockholder’s deficit of $24,932,000.  Net loss in 2000 was $26,478,000 with net store and food sales of $144,156,000. Substantially higher interest expenses followed the issuance of $100 million in high yield notes, which accounted for a significant portion of the company's losses.  The bottom line was also impacted by rising general and administrative costs related to the acquisitions, higher unit level lease rates after renewals, and higher food costs that resulted from a nearly 400-percent increase in the price of butter since early 1997. 

Future Strategy

Mrs. Fields Cookies has adopted the following future strategy.

Capitalize on Cross Selling and Co-Branding Opportunities.  The company wants to capitalize on cross selling and co-branding opportunities by offering multiple product lines in a single location, providing franchisees of one brand with the ability to become franchisees of the other brands, and marketing bundled brands to potential and existing licensees.  An example of store specific cross selling is Mrs. Fields' Bakery Café, which sells each of the core brands in a single location.  The company has a co-branding relationship with existing third-party partners, including Subway and Taco Bell.  

Capitalize on the Strong Brand Names.  The company believes its strongest brand identity is the Mrs. Fields brand name.  As a result, it is converting its remaining company-owned Original Cookie stores to Mrs. Fields brand stores.  Mrs. Fields compared to Original Cookie stores achieve higher revenues of $353,000 versus $255,000.  Further development and expansion into kiosks and carts in malls, airports, convention centers, office buildings, street fronts, and sports complexes is planned.  There will be an increasing emphasis on the catalog/e‑tailing business;  licensing opportunities, such as linking sales of Mrs. Fields with prominent names in the retailing and food service industry, expanding licensing agreements with the existing licensees, entering into new licensing agreements with food service operators, and developing product line extensions, such as cocoa, chocolate chips, ice cream novelties, chocolates, and ready to eat cookies to be sold in supermarkets and other convenience locations.  
Develop New Company-Owned and Franchised Stores.  The company is building and franchising new stores, as well as carts and kiosks, in existing and new markets, including amusement parks and other entertainment centers.

Continue Development of New Products.  The product development department continually researches and tests new products to attract new customers and revitalize the interest of current customers.  After a trial period to evaluate both consumer response and store operations’ ability to handle the new product, it is fully commercialized, modified, or discontinued. 

Increase International Locations.  As of February 24, 2001, there were 111 internationally franchised Mrs. Fields and Pretzelmaker brand stores.

Pursue Further Strategic Acquisitions of Related Businesses.   The management intends to further identify and integrate new businesses through acquisitions like those of the cookie businesses of Original Cookie and Great American in 1996 and 1998, and the pretzel businesses of Hot Sam and Pretzel Time in 1997.
Further Systems Development

Today Randy Fields is divorced from Debbi and is the father of five daughters and the principal of the software firm Park City Group.  According to Randy, "I'm built for big stuff.”  The Park City Group markets ActionManager, an operations management software for foodservice operators and retailers. 

In examining restaurant operations, Randy is focused on the automation of front- and back-office operations.  In doing so, he focuses on these three straigtforward questions.

How can we reduce turnover? 

How can we get unit "A" to perform like unit "B"? 

How can we move the unit manager from a back-of-the-house administrator to a front-of-the-house people person?
 

Focusing on those questions, Fields extended the work he had done for Mrs. Fields to develop a line of rule-based software products for labor management, inventory, and profit and loss.  The goal was to control costs through improved operational efficiency.   The system alerts restaurant managers when there is preparation work to be done.  It forecasts what needs to be prepared.  If sales escalate beyond plan, the system applies predetermined rules to make sure the operator keeps inventories ample.  Field’s goal is "Better technology models for operators to monitor all unit-level functions, alert managers to problems, and suggest the best practices for dealing with those problems."  To address the home meal replacement business, Park City is working with supermarkets in the areas of forecasting and manufacturing resource planning.  Fields remains convinced that the industry's chief concern is the recruitment, retention, and utilization of the right people. 

Questions

1. What is the strategic direction of Mrs. Fields Cookies?

2. Who or what forces are driving this direction?

3. What has been the catalyst for change for Mrs. Fields Cookies?

4. Upon what technologies has Mrs. Fields Cookies relied?

5. What caused a change in the use of technology in the corporation?

6. How has this change been implemented?

7. Who has driven this change throughout the organization?

8. How successful has the technological change been?

Additional Reading

AlanPrendergast, “Learning to let go,” Working Woman, January 1992, pp. 42-44.

Jared Sandberg, “At thousands of Web sites, time stands still. (neglected Web sites),” The Wall Street Journal, March 11, 1997, p. B1.
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Blockbuster Video

On a typical night in America, if there is nothing to watch on regular television, people can simply switch among dozens of channels to watch a movie on cable or choose a pay-per-view movie. This does not mean leaving the house. Alternatively, improvements in video technology such as laser discs or digital videodiscs (DVDs) are beginning to provide other options. Running to the local video store has become less necessary than it used to be.

In today’s society, going to the local video store to rent a movie with friends and family has been a source of entertainment. Video rental is still a relatively new technology. One of the pioneers in this key home entertainment industry is Blockbuster Entertainment Group.

Founded in 1985, Blockbuster Video is the world's No. 1 video chain with more than 51 million U.S. and Canadian member accounts active during 2000, plus several million additional member accounts worldwide. In 2000, an estimated average of more than 3 million customers walked into U.S. BLOCKBUSTER® stores every day.  Blockbuster estimates that 70 percent of the U.S. population lives within a 10-minute drive of a BLOCKBUSTER store, which are generally open 365 days a year.  Headquarted in Dallas, Texas, Blockbuster Inc. is a publicly traded subsidiary of Viacom Inc. with nearly 7,800 stores and approximately 95,000 employees throughout the Americas, Europe, Asia and Australia. 


Blockbuster is implementing ways to generate incremental profit through its store network. In September 2000, the company began marketing DIRECTV System equipment in 3,800 of its U.S. stores.  Through the success of this alliance, Blockbuster co-branded DIRECTV’s pay-per-view movie service in June 2001, establishing the BLOCKBUSTER brand in the pay-per-view segment of the home entertainment industry for the first time.  In June, 2001, the company entered a strategic alliance with RadioShack Corporation and began rolling out the RadioShack "Cool Things" store-in-store concept.


In 1998, Blockbuster opened a state-of-the-art distribution center in McKinney, Texas, just north of the company’s Dallas headquarters.  All company-operated stores in the United States are supported by this single 850,000 square foot facility.  During 2000, Blockbuster estimates that it processed more than 121 million units of its product from this distribution center. 

Blockbuster sees a wide range of future opportunities presented by new media, home entertainment technologies. The company vision calls for moving from a retail-only powerhouse to becoming a leading provider of multiple forms of home entertainment. Recently, the company introduced convenient online rental to a few selected markets through its web site.

Technological Investment and Analysis

A partnership between the Blockbuster Entertainment Group and Sony Electronics, Park Ridge, New Jersey, to promote and demonstrate the new digital videodisc technology may portend how supermarkets can tie in to the product launch. 

Select Blockbuster stores in major markets installed in-store demonstration kiosks with Sony DVD players in April 1997. Meanwhile, purchasers of the Sony hardware units received coupons for free DVD rentals at Blockbuster. According to Benjamin S. Feingold, president of Columbia TriStar Home Video, Culver City, California, similar demonstration programs could be made available soon to supermarkets.

“Over time I'm sure we will develop various types of promotional programs for various accounts in conjunction with Sony Electronics,” he said. “But in the beginning, there may be inventory issues about how much hardware and software is available. Over time we would expect that there would be promotional opportunities available for almost every class of trade that wants to be in the business.”

The Blockbuster-Sony partnership is noteworthy because Viacom’s ownership of Paramount Pictures is in direct competition with Sony's Columbia and TriStar units. “Blockbuster is committed to being a leader in developing the entertainment software experiences that exceed the expectations of our members,” according to Tom Byrne, Blockbuster's vice chairman.

According to John Briesch, president of Sony's Consumer A/V Group, “We believe people already expect the latest in home video entertainment from Blockbuster, so it makes sense for them to be one of the first retailers in the country to demonstrate the incredible video and audio experiences only available from DVD.” “Once people have an opportunity to experience our new DVD video player, we believe they will immediately understand the excitement that DVD offers,” he said.

Technological Innovations

Telecommunications

Modern audiences demand a technological touch in movies, advertising, and television. All of these enhancements are expensive to develop and to transmit. A company such as KWCC, the special-effects house behind the films Clear and Present Danger and Judge Dredd, uses dedicated Silicon Graphics (SGI) workstations that run into the hundreds of thousands of dollars. These houses charge $2,000 to $12,000 per second of screen time for performing their digital special effects. To make waves with digital photos, Web graphics, or printed documents, eye-catching effects must be included. Everyday tasks look dull by comparison if some splash is not included, whether it’s adding color to e-mail, animations to the home page, or a personal touch to photos and videos.

The Importance of Data

In 1990, Blockbuster planned to categorize its 30 million customers according to the types of movies they rented and to "sell information from the data base ... to direct mailers, for planning target-marketing campaigns."
  Blockbuster used sophisticated computer systems to keep records of each individual's transactions.  The plans raised difficult privacy issues for the same reason it would prove to be a gold mine for direct mailers.  Video choices are among the most revealing decisions a consumer makes
.   While a federal law forbids video stores from disclosing the names of the movies its customers rent, it does not forbid stores from telling direct marketers "the subject matter" of the movies a customer has rented. 

Blockbuster, whose members represent one out of six American households, says its data base will be legal because it monitors video categories, not specific titles.  In 1990, the chain organized its shelves by 37 categories, with plans to add 30 to 40 more.

Internet

An agreement has been signed by General Electric's NBC and Intertainer Inc. to enable individuals to request, on-demand, rebroadcasts of NBC programming like Late Night with Conan O’Brien and Dateline. NBC said it will partner with Intertainer, Inc., to provide content from the programming it owns to Intertainer’s on-demand broadband video entertainment and shopping service.

In the process, NBC and GE Capital's Equity Capital Group will pay $3 million in cash for 6 percent of privately held Intertainer. NBC and GE Capital will also have the option to purchase up to 19 percent of the Santa Monica, California-based company for about $75 million in the next 18 months. Details regarding the shows NBC will bring to the upcoming Intertainer service were not immediately finalized and were going to be subsequently revealed. Intertainer’s service will be delivered through a high-speed cable or phone line and will provide movies, music, television programming, shopping and informational programming to a user's personal computer or television set.

The Intertainer service is based upon the concept of any on-demand video service. Customers will be given the ability to watch what they want, when they want. Intertainer’s service is personalized, through intelligent agent technology from Firefly Networks. The agent “reads” users’ preferences and provides prompts and suggestions leading them to personalized movie, music, television, or interactive shopping program options. Intertainer is available to consumers through their personal computers or televisions, initially through distribution provided by two of its original partners, Comcast and U.S. West.

Today, six mass media giants dominate the entertainment and information field. These companies are News Corp, Viacom, Seagram, Walt Disney, Time Warner, and Sony.

April 1997 was a low point for Viacom, Inc., and Sumner Redstone, its chairman. The stock price was down and the Blockbuster video retail chain was struggling. Since this time, Redstone has engineered a turnaround that has raised Viacom, Inc., to new heights.

According to Redstone, Blockbuster is fixed because he cut deals with the Hollywood studios that enable more hit movies to be in his stores. Still, Viacom remains a work in progress. Its UPN Network is losing money. Redstone says he would like to sell Blockbuster and Spelling Entertainment, and will likely make more acquisitions, too. “But we will not re-leverage,” he concludes quickly.

Amid increasing concern at Viacom about reducing the company’s $8 billion debt, rumors persist that Blockbuster Video will be sold. The success of Titanic helped to increase revenues by 12 percent at Viacom for the latest quarter of 1998. However, profits from continuing operations were down 83 percent, due to the continuing losses at Blockbuster.

Redstone sold half of USANetworks to Seagram for $1.7 billion. The money went toward reducing Viacom's debt. Yet Viacom’s stock did not move from the low 30s.

The logic for selling Blockbuster revolves around the commitment of Viacom’s Paramount film subsidiary to embrace Divx, a new home video format for digital videodiscs. The format requires users to buy an encoded disc for about $5. After that, it is a pay-per-view deal. The disc player is hooked up to a phone line. The movie cannot be watched without dialing in. After a 48-hour viewing period, a charge is incurred for subsequent screenings. If the system catches on, the reduced likelihood that people will buy tapes will cut into rentals. Advanced an estimated $20 million by the format’s developers, Paramount is already licensing films for production in the Divx format.

Competitor

The Hollywood Video rental chain paid $100 million to acquire the Internet-based video concern Reel.com, Inc. Wall Street responded favorably to Hollywood Video, increasing its stock price by 13.28 percent in one day of trading.

Hollywood Video is the second largest video store chain in the United States, with more than 1,000 superstores in 43 states. Each store carries about 10,000 titles and 16,000 videocassettes. Reel.com offers 85,000 VHS titles for sale, more than 1,200 DVD titles for sale, and 35,000 video titles for rent. The cyberstore is also the leading video-only store on the Internet. 

The acquisition enables Hollywood Video to leverage its base of 25 million members, industry knowledge, and studio relationships to a new and rapidly growing distribution channel. Because of the uniqueness of an individual customer’s taste in movies, the Internet together with the PC's information processing capabilities are positioned to create a substantial increase in movie consumption through matching, collaborative filtering, and customized recommendations.

Recommendation for the Future

In its quest to become the neighborhood entertainment source, Blockbuster will use its extensive consumer database to select the product mix. “The goal is neighborhood retailing and the customization of each product for each store,” says marketing manager,  Baskin. “The key is to cater to the local market and service the local customer.” Baskin says the chain has the “strategic advantage” of knowing the entertainment buying habits of half of the households in the United States. Managers at individual locations will have the most input on which products to stock. “Having unmatched demographic information is a great guide, but it’s not a silver bullet,” says Baskin.

Blockbuster tried to diversify by expanding into music stores. It even attempted to add book sales—tailoring the titles to specific locations. In 1999, after consistently losing money, Blockbuster sold all of the music stores.

Blockbuster’s greatest strength in the last two years has been its unique association with Viacom, which enabled Blockbuster to change its purchase arrangement. The deal provides Blockbuster with thousands of copies of new releases at minimal cost—enabling the stores to guarantee hot titles will be in the store.

Blockbuster needs to continue to invest in technology. The demand for home entertainment will remain consistent. At this point in time, home entertainment includes television programming, movies, compact discs, and books. However, what is important today does not necessarily determine what will be important in the next two, five, or seven years. 

On February 27, 2001, Blockbuster announced a partnership program in which RadioShack would open a store-within-a-store at all Blockbuster locations.  In June, 2001, Blockbuster entered a strategic alliance with RadioShack Corporation and began rolling out the RadioShack "Cool Things" store-in-store concept.  A preliminary test of four markets-Austin, Texas; Las Vegas; Norfolk, Va.; and Tulsa, Oklahoma begin in summer, 2001.

The 600-square-foot space features 1,135 skus, and is located at the rear of the store.  The area is staffed by a RadioShack employee.  The inventory is stocked behind the false walls backing the department.  Nearly every product category is represented, even though the number of parts and accessories are pared back. Consumers can purchase a Compaq computer system, portable electronics, home audio and consumer electronics, and wireless communications, as well as pertinent batteries, parts and accessories. Both Ultimate TV and DirecTV will be sold there.

The area facing the store interior and video rental area is designated the "Trend Zone."  It will feature a rotating assortment of differentiated merchandise that includes gift items for upcoming holidays, licensed merchandise, and movie tie-ins.  This area will be refreshed approximately every 30 days, due to the high frequency of visits Blockbuster customers typically make.  In comparison, Best Buy is in the process of reworking more than 1,300 Musicland locations to better target women and younger shoppers.  There is broad consensus among analysts that the adoption of broadband, both hardware and content, will largely be driven by entertainment products.  By partnering together, Blockbuster and RadioShack are positioning themselves not only a source for products and services, but also as leaders in the entertainment environment.  

In July, 2000, Blockbuster and Enron initiated a "20-year partnership".  They indicated that they would develop a central platform to sell movies on demand over high-speed Internet systems. Blockbuster had the brand name and relationships with studios dependent to move home video.  Enron had a high-speed backbone and could set up servers. Local DSL providers would connect customers to a special set-top box that would decrypt the movies.  Plans called for the exclusive arrangement to offer consumers the ability to choose from among 400 to 500 movies and have the movie delivered to a set-top box on their television via DSL. At the time the deal was announced, Steve Pantelick, Blockbuster senior vice president of strategic planning, said talks with studios for content were under way. 

The subsequent arrangements left Enron feeling less than satisfied.  "From Enron's standpoint, the main reason for discontinuing the relationship had to do with content," said Enron spokeswoman Shelly Mansfield. "We just felt that, through the exclusive relationship, we weren't able to attract the quality or quantity of movies that is necessary to really make this service thrive."
.  According to analyst media analyst Tom Wolzien, "Nobody has a network to the consumer here, and Blockbuster couldn't get the movies."
 

The Impact of Video on Demand

Blockbuster has improved its position from $7 per share in January, 2001 to $21.80 in early September, 2001.  The drop in share price was the result of the pronouncement by dot.com companies in the late 1990’s that the industry was dead.  With the economic slowdown, investors were once again looking for recession-proof industries to invest in, especially low technology industry sectors.   

The renewed interest in video retail was fueled by total rental spending at a record $12.4 billion in 2000 as compared to $11.2 billion in 1999.  The surge was due in large part to the emergence of DVD, which accounted for $780 million in rental spending compared to $78 million in 1999. 

And even the threat of video-on-demand (VOD) did not diminish investor enthusiasm.  In August, 2001, five major movie studios announced plans to launch an Internet-based video-on-demand service in early 2002 that would pool the resources of Paramount Studios, Sony Pictures, MGM Studios, Universal Studios and Warner Bros.  While enthusiastic, the response of industry analysts has been lukewarm. Most feel that VOD will take years to make a significant impact on video retail.  

"Until there is a direct route from broadband into the home and into the TV, it's going to be a niche market," said Tom Adams of Adams Media Research in Carmel, Calif. "There are only so many techsavvy people who will want to watch movies on their PCs."
 

Questions

1. What is the strategic direction of the Blockbuster Entertainment Division of Viacom?

2. What are the critical success factors and core competencies for the Blockbuster Organization?

3. Upon what technologies has Blockbuster relied upon?

4. What has caused a change in the direction of the  use of technology at Blockbuster?

5. How successful has the technological change been?

6. What does the corporation’s web page present about their business directives?

7. How does technology impact the challenges and opportunities that the home video industry is facing?

8. How will the capture and maintenance of customer data impact Blockbuster’s future?
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