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Life after PlayStation 2
SONY seems to have learnt one basic lesson of corporate public relations: messages are better received when you are making money. Little more than a year ago, when the company reported losses of ¥43.3 billion ($354m) in one six-month period, its chief executive, Nobuyuki Idei, was unusually reserved. Grand talk of long-term plans for the future, he said, could wait until the electronics and media giant showed a better command of the present. Now Mr Idei is basking in record sales and handsome profits—in the most recent quarter, net profits nearly doubled, to ¥125.4 billion ($1.02 billion)—and he has seized the opportunity to crank up the volume and talk about Sony's big plans for your living room.
Compared with other large media companies, the Japanese giant has earned some right to brag. Over the past few years, Sony has studiously kept its head down, while the likes of AOL Time Warner, Vivendi Universal and Bertelsmann sought to build ever-bigger conglomerates through mergers and acquisitions. Although the details varied, the idea behind all those deals was to buy new outlets through which the behemoths could push their music, films, news and other media content. The outlets ranged from cable and satellite broadcasters to internet portals, and the excursion has ended in much heartache.
Sony, by contrast, has in recent years largely shied away from big investments through which to push content produced by its Columbia Pictures, CBS Records and PlayStation video-games divisions. It has dabbled in satellite broadcasting in its home market, teaming up with Rupert Murdoch's News Corporation and others in 1997 to invest ¥5 billion in JSkyB. After a couple of domestic mergers, that investment has left it with an 8% stake in SkyPerfecTV, Japan's leading satellite broadcaster. Outside Japan, however, it has resisted the urge to add broadcasters or internet firms to its stable.
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Such discretion left the company better able to make a profit from last year's boom in video games, DVDs and trips to the box office. Even as its traditional consumer-electronics business suffered from low-cost rivals, video games accounted for over 50% of operating profits last year—and only 12% of sales (see chart 1).
Home thoughts from a broadband
Sony has gone about things differently. But its ambitions are in many ways even bolder than those of the other media giants. Like them, it believes that the spread of broadband and the shift from analogue to digital require media firms to find new ways to sell their content to consumers—in Sony's case, mostly music, films and video games. It also believes that in the battle to do this, as the slogan for its 1998 film “Godzilla” put it, size matters. 
More importantly, however, Sony is pursuing the other big idea in the media giants' growth strategy: vertical integration. But once again, it is doing it in its own way. The difference is that Sony is reaching much further down the chain, to what Mr Idei believes really matters: the televisions, personal computers, game consoles and hand-held devices through which all of that wonderful content will one day be streaming. 
Whatever happens to its media businesses, Sony's first love is still consumer electronics. From video recorders to compact discs, from Walkmans to PlayStations, it has consistently helped to change the way in which people acquire and use media content. The difference now is that Sony does not expect its next breakthrough to come from a single new electronic device. Instead, as Mr Idei and Sony's president, Kunitake Ando, are telling anybody who will listen, the idea is to make a whole range of devices more useful by linking them in a networked home-entertainment system. 
The notion that the television and the personal computer will increasingly resemble each other, and talk to a wide range of other devices, is not new. Mr Idei himself has been talking about such convergence since he became chief executive in 1995 when the chairman, Norio Ohga (who retired last month), by-passed more than a dozen more senior managers to give him the job. Having jumped on to the broadband wagon, however, Sony believes that its clout in consumer electronics, combined with its media content, will allow it to steer that convergence in a way that suits it.
Many devices are mentioned in the debate over whether the TV, the PC or something else will matter most. Sony makes every one of them—with a strong brand name that gives them an extra push off retail shelves around the world. To its televisions and DVD players it has recently added a product called CoCoon, an enhanced TiVo-like device that can store televised video or download it from the internet, and that is already selling in Japan. To its Vaio desktop computers and notebooks it has added a new RoomLink device, which can send digital music, photos or home videos wirelessly from a personal computer to other components elsewhere in the house.
Sony's networking strategy assumes that these audio-visual and computer devices, besides talking to one another, will also share content with a wide range of smaller gadgets, from its cameras and music players to its mobile phones and hand-held computers. (Whether people will also want to link these to the likes of Aibo, Sony's puppy-like line of personal robots, is another matter.) 
Like other consumer-electronics firms, Sony is already blurring the lines between these gadgets by blending their features. Its newest Clie hand-held computer plays digital music and takes pictures. The 3G phone launched in February by SonyEricsson, its joint venture with the Swedish phone manufacturer, has two built-in cameras, two display units and a video facility. One of Sony's other new devices, the Airboard, is a wireless panel that you manipulate with a stylus. It can be used either to watch television or to send e-mail and surf the internet. 
Devices and desires
Mr Idei believes that, by continuing to link together devices such as these, Sony can carry on both selling new gadgets and encouraging people to keep paying for music and videos. The model to follow, he says, will be the PlayStation, which has quickly propelled its video-game business into one of Sony's best sources of profit. In just three years, the company has sold more than 50m of its PlayStation 2 game consoles, compared with fewer than 10m of its main rival, Microsoft's Xbox. 
To Mr Idei, however, the PlayStation is more than just another in a long line of successful Sony machines. The ability to network the game consoles (which allows players to gain access to content and play against each other online) points the way towards what he says the company will do with other electronic components. The next version of the consoles, due out in 2005, will be able to do even more than PlayStation 2, in particular by taking far more advantage of broadband internet access. By that time, Microsoft will be launching the next generation of its Xbox, which could pose much stiffer competition than the original. But in terms of Sony's strategy, that is not the only reason to avoid putting too much faith in the PlayStation. 
The bigger drawback is that the game consoles may well remain distinct in consumers' minds from all the other components that will be pumping out music, video and other content, however wirelessly linked those components are to each other. So instead of acting as a handy installed consumer base on to which Sony can snap other networked components, the PlayStation may do no more than serve as a guide, showing Sony what it must aim for in its next—far more difficult—task.
To make something out of all its other devices, Sony must overcome three big obstacles. The first is that the rest of the consumer-electronics industry is more competitive than the market for game consoles, in which Nintendo is the only other real competitor besides Microsoft. 
The second is that the other businesses may find it hard to change their ways. PlayStation was built from scratch by people working outside the company's mainstream. Ken Kutaragi, the driving force behind it, succeeded largely because he teamed up with Sony's entertainment people in southern California. He ignored the electronics team back home in Japan, forged an alliance between hardware designers and creative game-software developers, and created a profitable division that still wants little to do with the rest of the company. 
The third obstacle is that, even if the electronics division can find fresh ideas with the potential to turn things round, those ideas might clash head-on with the content side of the business, which is worried about piracy and remains ambivalent about all the promised new devices.
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Consider more carefully the competition in consumer electronics. Cheap televisions, DVD players and personal computers are springing up everywhere—one reason why Sony's profit margins have been falling steadily in recent years (see chart 2). Although the past three quarters have seen profits and margins recover somewhat, that may be just a blip in an otherwise worrying trend. Sony is forecasting operating profits of only ¥280 billion for the fiscal year that ends this month, far below the ¥514 billion operating profit that it reported in its record year of 1998. In short, it must not only link all of those clever new devices together; it must do it in a way that other manufacturers cannot imitate cheaply.
Then consider Sony's disappointing record in mobile phones. Although it has teamed up with Sweden's Ericsson, not long ago a leader in the industry, their joint venture has yet to produce a winner. However, its phones (particularly the new P800) are highly regarded by technology enthusiasts. In January, Sony and Ericsson each put another euro150m ($161m) into the venture, hoping that the next generation of handsets (which is coming out this year) will turn things around. 
The venture's difficulties highlight the challenge that Sony faces in those markets in which the guts of a device are increasingly easy to license. Although the company can still earn money by licensing some of its technologies to others, it must increasingly work in large alliances to make things happen. And those alliances, by embracing so many others, limit Sony's own share of the potential market. 
Good Idei
Sony's strong brand and flair for design can still help it out in places. One of its more mundane new devices is the wireless access point that joins components in a local area network and provides access to the internet. These simple devices, which can be found in most computer stores, are usually plain, flat and ugly plastic boxes with thick antennae jutting out. Sony, by contrast, has given its device a glassy, opaque surface, and has stood it up vertically with the antennae out of sight. It can sit comfortably in full view rather than be tucked away next to the desktop in the spare bedroom.
It is getting ever harder, however, to put components in better wrappers and sell them for a higher price. But Sony is not prepared to start competing on price alone. Mr Idei has certainly taken steps to make manufacturing more efficient. Last year, Sony put 12 of its Japanese plants into a single unit to get them to pay more heed to costs. Mr Idei is continuing to move production overseas—including, of course, switching low-cost assembly to China. A recently announced restructuring plan for Sony's Aiwa subsidiary, which makes low-priced electronics, should also yield savings eventually, despite a ¥30 billion charge this year.
Rather than rely mostly on cutting costs, however, Sony hopes that it can continue to make components that will be worth more than its competitors' knock-offs because of their networking features. To make such devices easier to use, Sony will have to pay much more attention to software. Here, despite some co-operation, the company is squarely up against Microsoft. Not only is the Xbox designed to eat into PlayStation's market, but Microsoft is trying to extend its Windows operating system to form standards for a range of other devices beyond the PC—the very ones on which Mr Idei is staking his company's future.
It is not hard to find a pattern in the software alliances that Sony has struck. Its Clie hand-held computer works with the Palm operating system, Microsoft's main competitor in this business, and it has based its plans for the CoCoon and many hand-held devices on another Microsoft foe, Linux, the open-source operating system. Sony's Vaio personal computer is its only important device to use Microsoft software, and that is because, in the PC market at least, it is still difficult to get away from the giant from Redmond.
With so many consumer-electronics, software and other technology firms co-operating to forge an alternative to Microsoft, it will be hard for Sony alone to gain control of the living room. The only way to do it will be to forge closer co-operation among the groups that design Sony's gadgets, and to get them, in turn, to pay more attention to the demands that open-source software will place on their designs. 
Yet this leads back to the second obstacle facing Mr Idei. The success story to which he keeps pointing, the PlayStation, became a hit because its developers largely by-passed the rest of the electronics division. If Mr Idei wants to forge new synergies among the rest of the electronics team, he will find it hard if he also wants to follow the example of PlayStation. 
Apple is the teacher
With Mr Ohga having just retired, Mr Idei is now sole chairman as well as chief executive, and he seems to be planning more moves to restructure the firm. The company took a bold step in January by announcing that it will organise itself more like an American company, a move that a handful of other Japanese electronics firms are emulating. 
Mr Idei has also been saying that he will keep tinkering with the company's management structure, in an effort to tie the geographical regions together and make planning more effective. The gap between the company in Japan and Sony Corporation of America has always been stark, with the music and film people in the United States often at loggerheads with head office in Japan.
And that goes back to the third obstacle facing Mr Idei. Even if he can get all of his clever engineers to work more closely together, get them to pay more heed to the demands of open-source software, and create an array of networked devices that are neither controlled by Microsoft software nor easy for others to manufacture cheaply, he must solve another problem that nobody has a clear idea how to tackle. He must find a way to keep those brilliant devices from wreaking havoc on the media business by encouraging piracy. Looked at from the other direction, he has to stop the media people from holding the rest of the company back.
To see just how big a challenge this is, consider Apple's iPod. This cleverly designed digital music player, which can hold 4,000 songs, links easily to a computer, and also boasts a calendar and an address book, seems like just the sort of path-breaking gadget that Sony itself should be coming up with. That Apple has come seemingly from nowhere to launch the Walkman of the early 21st century has shaken many Sony executives. As one critic puts it, people walking around with an iPod and an Apple PowerBook look much cooler than those equipped with a Clie and a Vaio notebook. For Sony, that should spell trouble.
That Apple knows a thing or two about design is not news. But one reason for the iPod's success is that Apple, which owns no content businesses, suffers none of Sony's hang-ups about protecting its own digital content. Sony's hang-ups are not imaginary. Piracy is eating into revenues in the music business: global music sales fell by an estimated 9% last year. If networked devices and greater bandwidth eventually do the same to video content, Sony's film business could be among the first to suffer.
The irony is that Sony got into the film business in the 1980s precisely because it wanted the clout to help its electronics business set new standards. Several episodes in the firm's history drove it to this strategy. When it wanted to impose new rules on Japanese record distributors in 1968, it was able to break their backs by threatening to withhold copies of “The Sound of Silence”, a Simon and Garfunkel classic that Japanese consumers had to own and to which Sony had the rights through its joint venture with CBS Records. 
In the 1980s, its music collection also played a role in helping Sony to win the CD standards battle. But the episode that made the strongest impression was the one that failed. When Sony's Betamax video recorders lost out to Matsushita's rival VHS player, Sony executives were convinced that a film library could have made a difference—a conclusion that helped to drive the company's purchase of Columbia Pictures in 1989.
Now, however, Sony risks learning the wrong lessons from its history. If its desire to protect itself against piracy messes up its other plans, firms such as Apple will continue to design the devices that Sony ought to be making. It can reduce the danger of that by streamlining its media businesses, so that runaway prices for talent do not push up the costs of paid content too high. Sir Howard Stringer, Sony America's boss, is trying to do this in the music business. Last month, he brought in Andrew Lack, a television executive with few ties to the music industry, to make better business sense out of the unit.
Sony's film business, by contrast, is coming out of a bumper year, thanks to hits such as “Spiderman” and the sequel to “Men in Black”, backed up by successful DVD sales during the Christmas season. But the music industry should serve as a reminder that success in any content business can be fleeting, especially for a company without a sound business model and sufficiently close attention to costs. With piracy threatening its media businesses, and low-cost copycats snapping at its consumer-electronics devices, Sony is between a rock and a hard place. To steer successfully between them it must focus first on providing consumers with convenience and stylish design. Otherwise, Mr Idei will soon be going quiet again. Maybe for the last time. 
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