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Introduction 
The phrase “In iPod America, legions in tune” 
appears above the Statue of Liberty enjoying a 
white iPod while shining the world with liberty. 
This is a front page in the February 1st 2005 
issue of the USA Today. “The iPod 
phenomenon touches on economics, culture, 
even education,” said the newspaper. With the 
recent release of the iPod Shuffle, Apple 
Computers’s portable music player line spans 
the low end ($99) flash players to the high end 
($599) hard-drive-based iPod Photo. There is 
little doubt that Apple’s iPod currently 
dominates the portable music player market. 
The worldwide iPod gross has reached over 4.6 
million units (Figure 2) and is continually 
growing. Moreover, Apple is making 30 to 40 
percent of profit on each player sold (Reference 
1). The success of iPod is a combination of 
product simplicity, edgy marketing, iTunes 
integration, and initial reliance on its loyal 
Macintosh customers. Given Apple’s 

seemingly unstoppable momentum, it seems poised for a 
full confrontation with Sony’s consumer electronics 
division. 

 What can Sony do to challenge Apple in the portable 
digital music player market? 
  
 
 
 
 
 
 
 
 



Vision 
 
 In the portable music market, it is difficult to predict the future over the next decade. 
Consumer tastes are fickle and technological breakthroughs are generally unforeseen. Any 
attempt to simply ignore what the consumers want will certainly fail, as seen in Sony’s strategies 
in the early phase of the portable music market. Due to the volatile nature of this market, we 
propose two probable outcomes of the future competition in the portable music player market. 
 
The First Possible Outcome:   

The first outcome is convergence. With electronic components becoming smaller each year, 
there is the potential to combine two devices into one full-featured device within reasonable 
dimensions. It is the case now that almost everyone who owns a portable music player also owns 
a cell phone, albeit not vice versa. It is difficult to imagine consumers wanting to use both 
devices at the same time. Aside from the convenience of having one device rather than two, and 
a decrease in total volume, there are several potentials for synergy. Customers can have the 
ability to purchase and download songs directly onto their phones, and other convergent features. 
The Second Possible Outcome: 
 Convergence, on the other hand, may not happen. Televisions and VCRs are almost always 
sold separately, despite the existence of TV-VCR combination devices. Cell phone players have 
a shorter product lifetime than portable audio players. The main features of a cell phone, small 
size and address book functions, are different from the features of a music player – good audio 
quality and large storage space. While Apple currently dominates the hard drive based portable 
music player market, its dominance may be diminished. Witness the niche market share of Apple 
personal computers, despite the once ubiquity of the Apple IIe.  

  
Our strategies should allow Sony 

Corporation to perform reasonably well in 
any one of these scenarios, though it would 
fare the best in the convergence scenario.  
We believe that the convergence scenario is 
more probable. convergence has already 
happened in the cell phone – PDA (personal 
digital assistant) convergence market. Sony 
has exited the PDA sans cell phone market in 
the United States, Sony will pay more 
attention to the possibility of convergence in 
the future. 

 
 
 
 

 
 

 



Six Forces 
 
Buyer Power: 
 The portable music player market is a consumer industry. No single consumer has any 
power over the production levels or prices of the various products offered. Almost all units are 
sold directly from the producer, in the online marketplace, or in a physical retail store. 

 Apple has its own retail store chain. However, there are many other retail stores that sell a 
wide rage of portable music players, stores such as Fry’s, Best Buy, Circuit City, Target, and 
Wal-Mart. The retail stores have very limited buying power, since no single firm dominates retail 
of portable digital music players.  

Switching cost is a significant factor in this market. It gives buyers even less power over 
what they can buy. All portable music players either support the MP3 format natively or have 
software that can convert from MP3 format to their own native formats. However, it is difficult 
to convert between different proprietary formats, especially if the music is downloaded from an 
online music store. File formats usually discard different parts of the song data to reduce storage 
space, so a file format conversion would result in noticeable data loss. Once a person has 
accumulated a large music library, they may be deterred from switching brands and file formats. 
 

Supplier Power: 
 The components needed to produce a portable 
music player include a hard drive or flash memory, 
processing chips, user interface units, general 
assembly, and design ability. With the exception 
of the last two, none of the above components are 
particularly commoditized. The first three 
components are drawn from the cutting edge 
products of their particular industry in terms of 
quality and size, and portable music player 
manufacturing is one of the main driving forces 
behind the continuing development of smaller 
hard drives, better processing chips, and so on. 

The market for small hard drives is not 
very concentrated. There are about five leading 
firms that produce micro-drives, including Seagate, 
Hitachi, and Samsung. The portable music market 
is much larger than the markets of other devices 

that use micro-drives, such as portable video players and high-end cell phones. Since Apple 
enjoys an almost 90% market share in the hard drive based market, they have considerable 
buying power over the suppliers. Smaller players in the portable music market would have 
difficulty acquiring the deals Apple can receive. 
 The flash market is different. There are a number of producers, but there are also many more 
applications for flash memory. They find their ways into almost all consumer electronics; the 
flash-based portable music player market comprises a much smaller share of the flash market as 
a whole. Firms in flash memory based music player industry have similar buying clout as Apple, 
especially given that Apple entered the flash-based market recently. There is little threat of 
backward integration in the well-established hard drive and flash memory markets. 



 The other components of the player are much more specialized. They are often made by 
smaller start-up firms, which are vulnerable to threats of backward integration, especially when 
dealing with much larger companies like Sony and Apple. The chipset maker PortalPlay derives 
almost all its revenue from having its chips in iPods.  
 
Degree of rivalry: 
 The hard drive based portable music player 
market is dominated by Apple, which has a market 
share of about 90% (See Table 1). The flash based 
market is more fragmented, with the top four firms 
(iRiver, Rio, Digital Way and RCA) comprising 
only 62% of the market. (See Table 2) The hard 
drive based market will not have much rivalry, 
especially compared to the flash based market, 
which will show a high degree of rivalry. All hard 
drive players are sold at prices well above average 
cost, while flash players are around average cost. 
 IDC predicts that the portable music player 
industry will experience 20% yearly growth through 
2008, with most of that coming from the flash based 
market. Given the potential for securing market share through the use of proprietary audio 
formats and online music stores, the competition for this emerging market will be fierce. Firms 
will aim to offer lower prices to new customers, and charge existing customers higher prices. 
This may manifest itself in the form of proportionally lower prices for flash based players, and 
more expensive player peripherals. 
 
Barriers to entry: 
 In the portable audio market, technological know-how is the first barrier of entry.  However, 
this hurdle does not have to be substantial. Apple, the largest producer of these devices, 
outsources its production to a Taiwanese manufacturer, Inventec. Any sufficiently experienced 
electronics manufacturing firm can design and produce a portal music player with sufficient 
effort (even Caltech students can produce an mp3 player, albeit a rudimentary one, in one of the 
electrical engineering classes).  

The largest barrier to entry is positioning. Apple 
relies heavily on franchising and advertising (see 
Figure 5 on the left.) and has great power over its 
suppliers. Its iPod advertising campaign can be seen 
on television and billboards in numerous locations. 
Even if a company were able to break through 
Apple’s dominant brand image, they would have 
difficulty getting the same component prices.  In 
the flash market, where Apple has weaker 
franchising and less power over suppliers, 
positioning is less challenging, but the difficulties 
associated with brand switching, as discussed 
earlier, acts to lock in market share. 



Threat of substitutes: 
 The greatest threat to the traditional portable audio market is convergence. If consumers 
decide that they prefer the convenience of having a cell phone and an audio player in the same 
device rather than the two separately, existing firms will face increasing pressure from this new 
industry. The ability to easily download music directly onto the 
device using existing cell phone networks could facilitate this 
transition. 
 Flash based players and hard drive based players are 
substitutes for one another to a small degree. It is possible that 
the flash based market will completely overtake hard drives, if 
growth of their storage capacity outpaces that of hard drives. 
Many consumers see flash players’ lack of moving parts as a 
great advantage, especially for usage while jogging and so on.  
 
 Other substitute are portable video players, portable gaming 
consoles, cameras, and handhelds, all of which include some 
models that could perform the functions of an audio player. 
Should those devices become sufficiently technological 
advanced and popular, the need for a separate music player 
would be decreased. However, the benefits from their 
convergence with the portable audio player are less obvious. 
 
 
Synergies: 
 Firms can stimulate demand for their music hardware offerings by offering an online music 
store.  They can lock in customers through proprietary data formats with digital rights 
management.  This is analogous to the blade-razor strategy used by Gillette.  The blade and 
the hardware is the razor, because profit margins are very high on hardware offerings and low on 
music offerings, due to the costs of bandwidth and licensing, and competition with illegally 
downloaded music. 
 There exist numerous accessories and add-ons to iPod, such as radio receivers, voice 
recorders, chargers, cables, docks, and even socks. Some are released by third party 
manufacturers, while others are offered by Apple. It seems that only the Apple iPod is 
sufficiently high-end and popular to warrant a large network of accessories. 

(Additional references in Six Forces Section are References 2 to 6.) 
 
 
 
 
 
 
 
 
 
 



Apple's Strategy 
 Apple’s first objective is to maintain its overwhelming dominance in 
the hard-drive based portable music market. In November 2004, they 
released the 60GB iPod photo to satisfy users looking for new features and 
greater storage capacity. Apple seeks to not exceed the consumers ability to 
legally acquire media, which explains why the iPod does not have video 
yet (the iPod photo can in fact play video at 30 fps, but this feature of the 
chip is disabled). Apple is continuing an aggressive advertising campaign 
worldwide. 
 To take the market share of the flash based players, Apple has the iPod 
shuffle, a smaller flash-based player (see Figure 7). It has the requisite style 
and simplicity of an Apple product and comes at a price which meets or 
beats all players currently in the market.  The iPod shuffle is considerably 
smaller than its competitors.  

 A key aspect of iPod’s success is iTunes and the iTunes Music Store. Most computer users 
do not have much experience or willingness to fiddle around with complex software, and prefer a 
solution that “just works.” Apple provides such a solution, theiPod with iTunes and the iTunes 
Music Store, that is very easy to use. Apple has expanded the geographic availability of the 
iTunes Music Store to new countries in Europe, while constantly adding new songs. 
 
Apple Weaknesses 

Apple Computers is well known for its technological innovations in the areas of hardware 
design and software ease of use. However, it has historically been slow adopt outside 
technological developments, a phenomenon often called Apple’s NIT (Not Invented Here) 
syndrome. While Apple pioneered such technologies as the mouse, Firewire interface, and 
laptops, Apple had also been slow to adopt PCI, IDE, USB2.0, and other technical specifications. 
Apple’s slow uptake of outside technological breakthroughs should provide Sony and other 
competitors with a technical advantage. For example, Apple has been slow to adopt flash 
memory technology in its portable music players, while Sony can easily use its own proprietary 
flash technology, the Sony Memory Stick, in competing devices. 

Apple is much less well known in Asia than in North America, while Sony is, from this 
paper’s authors’ personal experiences, the most prominent brand in the Asia-Pacific region.  
 
Sony’s Strength 
 

Historically, Sony is good at innovation. Some of Sony’s 
important technological developments:  
 

1955 Sony trademark appears on TR-55 transistor radio 
1979 Sony Walkman launched 
1980 Sony develops the 3.5” floppy disk 
1982 Compact Disk launched, co-developed by Sony. 
1994 Playstation Launched 
1996 Sony launches FD Trinitron (1997 UK) 
1998 Sony Launches the Memory Stick format 

 (date and picture source: see Reference 7.) 



Sony has the necessary technology, finance and production power to develop and produce a 
similar product that can compete with Apple’s iPod. Sony has developed numerous 
manufacturing technologies and patents in different areas. Sony also owns one quarter of global 
music rights and Sony Connect Music Store should be competitive with Apple’s iTunes Music 
Store.   
 Sony is a much larger company than Apple and has more financial and engineering 
resources. Sony’s electronics division alone is way greater than Apple. In the Consolidated 
Financial Results for the Third Quarter ended December 31, 2004 (see Reference 8), Sony’s 
electronics division has 14.6 billion dollars in sales and operating revenue, which was a decrease 
from the previous quarter. For the same quarter, Apple Computer Inc. reported the highest 
quarterly revenue in 9 years as strong sales of Macintosh laptops and iPod music players allowed 
the company to generate $2.35 billion in revenue (see Reference 9). 

 
 
 
 
 
 

Our Strategy for Sony 
 
 
1. Continue developing and producing current hard-drive and flash based portable music 
players. Shift market attention to Asia and other undersaturated markets. 

 
Sony currently offers both 

hard-drive and flash based 
players. It has a 20GB 
hard-drive based player that 
competes directly with the iPod. 
The Sony NW-HD has native 
MP3 playback plus supports 
for Sony's proprietary music 
format, ATRAC. Sony’s 
flash-based players compete 
directly with the iPod shuffle 
and other flash-based players. 
 Sony’s traditional strategy 
is to offer high-quality, 
feature-rich products at 

premium prices.  Sony is deviating from that strategy in the digital portable music player 
market, as Sony’s offerings have very few additional features over the iPod. This is the result of 
Sony’s initial reluctance to enter the market at all. Since Sony has large media divisions, it did 
not want to release a product that could encourage music and movie piracy. Once Sony released 
a portable digital music player, it decided not support MP3 playback and require songs to be 
slowly converted to ATRAC first. Only recently has Sony offered feature parity, plus longer 
battery life, with the iPod. This ordeal has set Sony back considerably forced it to play catch up 



with Apple. It would be hard to imagine that Sony is unable to match Apple in technology in the 
future. 
 
 Now that Sony has truly entered 
the hard-drive based player market, it 
is having trouble reducing Apple's 
dominant market position. Apple has 
captured a considerable share of the 
market, established a loyal fan base 
and a solid brand name in the US, and 
has proven its ability to protect that 
market share. Apple’s aggressive and 
successful advertising also gives it a 
great advantage over Sony, whose 
portable music player advertisements 
are seldom seen. Directly competing 
with Apple in the United States is 
challenging for Sony. 
 Despite the disadvantages, Sony 
should continue developing and 
producing hard-drive based digital music players. The market is far from saturation, especially at 
lower price points. The global sale of iPods has reached more than 4.6 million, and is expected to 
continue growing. Even though Apple has established loyal customers, there are far more people 
without iPods that Sony can target. Furthermore, Sony is the most prominent brand name in the 
Asia-Pacific area, a region where Apple is not as well known. Sony can sell hard-drive based 
players in Japan and China and expect considerable profits. 
 Apple is not dominant yet in the flash based market. There is nothing stopping Sony from 
securing a chunk of this market and take away market share from the other small producers. 
Following a cost-cutting strategy would be a mistake, since Sony is and has always been a 
differentiating and value firm, not a low-cost firm. 

Sony’s popular VAIO line of desktop and mobile computers should give the company some 
leverage in the hard-drive market. Sony can buy from one source and secure lower input prices, 
since most big hard drive manufacturers make hard drives in all sizes, from desktop to laptop to 
micro-drive. The same leverage can be done with flash memory, as a vast array of Sony products 
already incorporate flash technology through the Sony Memory Stick. Apple, on the other hand, 
has a limited product line and minuscule personal computer market share. Sony also has leverage 
in the retail market. Stores such as Target and Wal-Mart not only sell other Sony electronics, 
from digital cameras to TVs, but Sony video and audio media as well. Sony can negotiate to 
have better product placement and bigger orders. 
 Sony should continue aggressive advertising worldwide, especially in Asia, where Apple's 
dominance is not a factor and where Sony is the premiere brand name.  In the United States, 
Sony should use advertising to highlight its differentiation and how consumers can purchase a 
vast line of electronic products from one manufacturer (Sony). 
 
 
 



2. Sony should develop and produce convergent products and take advantage of its 
comprehensive expertise in technology manufacturing. 
  

In the rough draft of this document, we suggested that Sony initiate an effort within its joint 
venture with Ericsson to produce an integrated cell phone portable music player. On March 1st 
Sony released such a product, the Sony W800 
Walkman. Some facts about W800 Walkman: 
  
Sony W800 Walkman 
512MB Memory Stick Duo 
Both AAC and MP3 music formats are supported 
2 mega-pixel camera 
15 hours of battery life when the phone function is 
turned on 
30 hours of pure music listening 
(Tech facts and pictures on the right are from Reference 
10.)  
 

 
 While the W800 Walkman is a good start, Sony should 

develop technology that allows consumers to download 
music to the mobile phone Walkman over an existing cellular 
network through the Sony Connect music store. This will 
place Sony in a good position when cellular bandwidth 
(perhaps eventually 3G cellular networks) reaches the quality 
needed for streaming audio (or even video) and storage 
devices can be removed from 
the phone. For now, Sony 
should include as much flash 
capacity as possible; a hard 
drive would be too large and 

intrusive, and consumers are not accustomed to cell phones with 
moving parts. Offering high-quality wireless headphones would 
also ease the transition for traditional cell phone users who are 
unused to having a cord and constantly used earphones. There 
are rumors that Apple and Motorola, Apple’s longtime 
microprocessor chip partner, are collaborating on a cell phone 
equipped with iTunes. Other cell phone companies, such as 
Nokia and Samsung, the latter having a strong electronics 
manufacturing division, will follow suit should the convergent 
market prove viable. 
 
      

 
 

 
 



 
 
 
 
 
3. Strategy concerning Sony Connect Music 
Store and new forms of media: 
 

Sony owns a quarter of the music 
industry worldwide and should be able 
to charge lower prices than Apple for 
online music. The Sony Connect Music 
Store needs to be expanded to as many 
countries as possible to acquire the first 
mover advantage and build a decent 
brand name. Downloaded music prices 
would need to be much lower in Asia 
and other regions with rampant piracy 
and lax enforcement of copyright laws. 

Many pundits have said that it will be impossible to actually sell music in Asia, but the same was 
also said for the United States. All it took was time for consumers to realize the convenience of 
legally acquiring and enjoying music. Rampant existing piracy means that the introduction of a 
music store will most likely not increase piracy, while the store may generate enough sales to 
increase brand awareness. 

Sony's strategy with respect to its music store and audio formats is currently adequate. Sony 
music players can read both ATRAC and MP3, and its software can convert from many other 
formats. Music downloaded from the Sony Connect music store comes in ATRAC format. The 
format lock-in discourages switching. Few non-Sony music players support ATRAC, but 
downloaded music has such low margins that the loss of profits from choosing ATRAC will be 
negligible. 
 It is important for Sony to keep abreast of new types of media as they become desirable to 
consumers. Now only music is being 
widely distributed. In the coming years, 
record companies will begin offering 
music videos. Music videos are already a 
sizable portion of overall DVD sales. 
Movies and televisions shows are too 
large to watch on mobile devices, but 
music videos offer a perfect chance for 
expansion into video, since they are short 
and directly related to music. It is also 
now very difficult for consumers to legally 
acquire music videos on demand. Selling 
music videos would require some 
infrastructural changes to Sony Connect 
and the addition of a color video screen  



to Sony’s devices. 
Conclusion 
 
Our strategies for Sony to compete with Apple in portable music player market:  
 
1. Continue manufacturing of its existing portable digital music players, increase product 
differentiation, and try to expand market in Asia and other undersaturated regions.  
 
2. Offer convergent device with both cell phone and music playing capabilities, which would use 
flash memory storage until cellular bandwidth is capable of effectively streaming media. 
 
3. Offer additional media content from its media divisions, such as music videos. Expand Sony 
Connect Music Store to more countries, even in countries with high rates of piracy. 

 
The strategies require greater cooperation between Sony’s different divisions and a greater 

willingness on the part of Sony’s entertainment divisions to tolerate piracy. Sony has learned 
from its earlier missteps in the portable digital music player market and the convergence of 
PDAs with cell phones, and is in need of a refocus on its core competencies. For a major strategy 
shift, Sony may have to let an outsider, maybe even a non-Japanese executive, serve as CEO to 
restore the company to its former prominence in consumer electronics. 
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