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PRAISE FOR THE ART OF BUSINESS WARS



“A rollicking read about the corporate world’s greatest rivalries. If you’re worried about a well-known competitor or an unseen disruptor—or fascinated by the decisions of founders, the strategies of leaders, or the fates of businesses—this book brings together the best of a hit podcast for your learning and enjoyment.”


Adam Grant, New York Times bestselling author of Think Again and Originals, and host of the TED podcast WorkLife


“Anyone who thinks business is all about balance sheets and income statements should be required to read The Art of Business Wars. Whether he’s telling the story of how Apple crushed BlackBerry or how Mattel created Barbie and Ken, David Brown has done a masterful job of getting beneath the numbers to illuminate the real stuff of business: ego, passion, ambition—and all-out combat.”


Joe Nocera, Bloomberg business columnist


“The Business Wars podcast is a must-listen for anyone trying to understand how new entrants can topple even the most powerful and entrenched industry leaders. The Art of Business Wars leverages the key takeaways from the podcast to illustrate how putting the consumer first exploits the vulnerabilities of incumbents who find it challenging to disrupt their legacy business models. If Blockbuster had learned the ‘art of war’ from Business Wars, maybe they would not have been toppled by Netflix.”


Rich Greenfield, partner and analyst, LightShed Ventures









PRAISE FOR THE BUSINESS WARS PODCAST


“Setting the standard for scripted productions. Every month it seems like they premiere another amazing show.”


Federalist


“Business Wars gives listeners the unauthorized, real story of what drives these companies and their leaders, inventors, and executives to new heights—or to ruin.”


Fortune
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To our loyal podcast listeners. And to the entrepreneurs, executives, and employees featured in these stories. They are the true business warriors.









INTRODUCTION




Move not unless you see an advantage; use not your troops unless there is something to be gained; fight not unless the position is critical.


—Sun Tzu, The Art of War





Business is battle. Regardless of how you make your profits, there’s somebody else out there willing to do the same thing faster or cheaper or better than you can. Your rival is hungry, determined, scrappy as hell. How are you going to beat them?


The stakes are high. Sure, a business rivalry, unlike a war, is civilized—in theory, at least. But lives are still on the line. You and your employees and all your families need to eat. If the business fails, how are you all gonna pay the rent? Your nation still stands after you lose a business war, but if you’re on the bread line, you’re still a casualty. Survival of the fittest is as true in the boardroom—or the coworking space—as it is on the battlefront. If the source of your livelihood is on the line, the war is very real to you. Do you want to win or not?


For well over two thousand years, warriors looking for an edge have turned to a slim treatise of military advice and philosophy by the Chinese general Sun Tzu. Sun Tzu lived during the Warring States period, an era of brutal, unceasing conflict. What better parallel for the American business landscape of the last century and more? Though the English translation of the title of his book is The Art of War, Sun Tzu was primarily concerned with avoiding a fight. As a veteran of fierce battles, he knew firsthand that war was expensive, wasteful, and insanely risky. It was for this last reason above all that war was always the last resort. “He will win,” Sun Tzu wrote, “who knows when to fight and when not to fight.” Instead, he focused on alternatives: avoidance, alliance, intimidation, deception. If, and only if, every other strategy failed did it make sense to start swinging swords. Even then, you waited until the odds were in your favor, when a decisive victory could be claimed. To Sun Tzu, there was no greater waste of precious resources than a stalemate.


Though the book is slightly dated by its chariot-fighting tips, most of The Art of War feels as timely and relevant as it must have two and a half millennia ago. Much of its guidance applies to any high-stakes conflict. Whether writing on the subject of cultivating patience, planning ahead, or exploiting your opponents’ vulnerabilities, Sun Tzu gives the average McKinsey consultant or Harvard Business School professor a run for their money. That’s why, when we decided to write a book based on Business Wars, one of the world’s most popular podcasts, we turned to this immortal classic for inspiration.


The conceit of our podcast is simple. Each series relates a pitched battle between two iconic companies: Uber vs. Lyft. FedEx vs. UPS. Starbucks vs. Dunkin’ Donuts. By looking closely at past entrepreneurial battles, we hope to get inside the minds of the leaders who fought them and better understand what it takes to win. As Sun Tzu knew, experience is the greatest teacher. When we can’t call on our own experience, we can turn to history for our lessons. As Winston Churchill said, “The longer you can look back, the farther you can look forward.” Our goal with this book is not only to tell a series of extraordinary stories but to delve even deeper than the format of the podcast allows, to get to the very heart of each conflict and unearth all the valuable lessons to be found there.


*  *  *


The stories of business successes and failures are personal to the participants but also to those touched by the work those businesses do. The brands in this book are touchstones in our lives. Personally, I can take a break from work to mess around on my Les Paul guitar and feel an immediate sense of comfort in the fact that I’m a Gibson guy (though, of course, Fenders have their place). I’ll debate with family members at dinner over the merits of being a “Mac” person, not a “PC.” Harley riders rolling past me on my Triumph will even refuse to give me the motorcyclists’ wave.


That’s okay: We all have our loyalties.


Growing up in a small southern town where Coca-Cola was king and popping open a Pepsi was almost an act of disloyalty, I remember seeing my first Pizza Hut and thinking it was somehow exotic. (The world was smaller then.) As a journalist, I ordered Domino’s on the night election returns crashed at the Georgia State Capitol and that was all we reporters could get at midnight in the rotunda. Today, I can’t pass by a Domino’s sign without thinking of how much has changed in such a short time. And who among us doesn’t recall taking that first Uber trip and thinking about how travel in an unfamiliar city would never be the same?


The world of business is so woven into the fabric of society that it’s almost invisible. That’s why it excites my curiosity—it’s a hidden world with extraordinary impact on every aspect of our daily lives. As a journalist, I live and die by my curiosity. I wanted to understand this hidden world. That’s how I ended up as an anchor of the public radio business show Marketplace before going on to host Business Wars.


Even before I became a business journalist, I had an abiding interest in commerce. I have vivid memories of pulling the Childcraft encyclopedia off the shelf and turning to the section that challenged young readers like me to match logos with the businesses they represented. My brother thought I was nuts for bragging about distinguishing between Allstate and Westinghouse, but for me these icons were really just springboards into stories. Even as a boy, I’d happily spend hours reading about anything from television networks to real estate development to the Sears catalog. These were the stories behind the stories, a map that explained the ad-strewn, brand-dotted American landscape of my childhood.


At the end of the day, business battles aren’t cold, bloodless affairs. They are human stories about people with ideas, ideas which sometimes have the potential to change the world. Each war recounted in this book offers lessons about facing down opposition to the new, fending off upstarts, taking charge, pushing back, making big changes, and, quite often, biting off more than you can chew. As such, they are lessons on triumph and defeat made utterly compelling by out-of-the-blue reversals and Shakespearean-scale tragedies. In The Art of Business Wars, leaders of all stripes match wills in pursuit of opposing outcomes. They devise strategies and marshal resources. Victory turns on the smallest of details; a single tactical blunder can topple an empire. Winners and losers alike walk away with valuable lessons. Now, readers can do the same without the slightest risk of bankruptcy or public humiliation.


Aren’t books great?


*  *  *


Considering the extraordinary degree of competition for our attention today, it humbles me to know that our podcast is downloaded by 4 million people a month. Even more astounding for the world of podcasting, 95 percent of our listeners finish each episode. Why do all these people—including hordes of leaders, managers, business academics, and entrepreneurs all over the world—listen to Business Wars? They turn to the podcast for the same reason that generations of leaders have turned to Sun Tzu: some lessons are timeless.


I love telling the stories of business wars on our podcast, but here in this book, we’ve had the opportunity to go even deeper. Though some of the companies we discuss have been featured on the podcast, many are entirely new, and all of the material presents a fresh perspective. For the first time, we’ve had the opportunity to draw parallels and connections between different stories and across different industries and eras.


Each chapter in this book was thematically inspired by one chapter of The Art of War. For example, where Sun Tzu offers advice on the use of spies and military intelligence, a chapter in this book discusses the use of dirty tricks in business: misdirection, lies, even sabotage. The correspondence between the two works isn’t perfect—there are nine chapters here to Sun Tzu’s thirteen—but we are grateful for the inspiration provided by that timeless classic.


A good business war feels less like a case study than an adventure, an epic narrative where a plucky hero triumphs over adversity—or succumbs to a tragic flaw like anger or hubris. For me, sharing these stories, first as a podcast and now as a book, has been the adventure of a lifetime.
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ENTERING 


THE


BATTLEFIELD




The general who wins a battle makes many calculations in his mind before that battle is fought.


—Sun Tzu, The Art of War





Every great business begins in the same place: nowhere. There is never anything more than the sketch of an idea, a vision for what might be. It doesn’t matter whether it’s laid out in a blueprint, scribbled on a cocktail napkin, or, in some cases, inspired by a competitor. Sparked by sudden insight or developed through years of research, a new business idea is just an objective, an X on the map. You still have to fight to capture that piece of ground—and win. The war begins when an entrepreneur takes the seed of an idea and makes it a reality. In the marketplace, no ground is ever surrendered willingly. No matter how remarkable the innovation, a business can never triumph without toppling the status quo—and those competitors perched comfortably on top of it.


Be skeptical when you read the myth-making autobiographies of famous entrepreneurs. It’s too easy to downplay the role that luck and timing play when recounting your own origin story. To identify universal truths, it’s better to compare and contrast different examples from throughout history. What are the common elements of a successful launch, the ones that appear time and time again? Just as important are the lessons of great ideas that failed to take root—at least, until the timing was better, or a more skilled entrepreneur carried them into the field of battle.


The struggle to break through with the new is, in fact, nothing new. Even coffee, that life-giving elixir, had a rough introduction. When the Venetian botanist Prospero Alpini introduced the use of coffee to Europe from Egypt, the Vatican advocated against its infernal influence. That is, until Pope Clement VIII tried the foreign brew, loved it, and gave coffee his blessing. (In the end, the Italians turned out to be pretty big fans.)


If you have a wild idea and a burning desire to make it a reality, never expect a warm welcome. Change of any kind threatens the establishment, and the greater the change, the greater the resistance. So think ahead: Who are the key players? Who stands to lose if you gain? The impact of a new product can be hard to predict. It can lead to unexpected, far-reaching consequences. Before you take a single step, map the battlefield thoroughly. Make sure you really understand the size of the fight you’re about to start.


Henry Ford Thinks Bigger: 
The Model T


It’s 1:30 a.m. on June 4, 1896. Yawning, Henry Ford sits back from the contraption in front of him and stretches to get a kink out of his neck. Looking around the small brick shed he’s been using as a workroom, he realizes with satisfaction that he’s done. After two years of tinkering and experimentation, he’s finally finished the job he set out to do as best he could, just as his mother always insisted. Ford can’t say he’s tired exactly, but he certainly should be. Once again, he’s spent all evening putting the last touches on his new invention after a long day on the job as an engineer at the Edison Illuminating Company. Ford’s wife, Clara, and their son, Edsel, must be fast asleep by now. Did they come in to say good night? He can’t remember. The man who’s been assisting him on this project, James Bishop, is clearly just as tired. Bishop is sitting on a nearby stool, nodding off. It’s been a long night.


In front of Ford in that quiet shed sits a five-hundred-pound mechanical vehicle he’s decided to call the Quadricycle. It sits on four bicycle tires, so the name makes sense. No frills, all function—the way everything should be. Easier to repair and easier to replicate that way.


For all the mechanical complexity of its two-cylinder internal combustion engine, Ford sees the two-seat vehicle in front of him as a straightforward thing: more of a prototype than a product. When you’re trying to get a new idea out, it makes sense to keep every element as simple as you possibly can. And he’s been trying to get this particular idea out since he was a boy, when he first saw a steam engine pulling a farmer’s cart down the road. A “horseless carriage.” Now he’s built one of his own. Sort of.


Ford’s friend Charles King recently tooled around Detroit in his own wooden, four-cylinder-engine vehicle. He made it up to five miles an hour—could the Quadricycle beat that? Other, similar projects are under way around town. Ford has been hearing interesting noises coming from Europe, too. No one can guess what these machines are going to look like in their final form, or exactly how they’ll fit into everyday life. Right now, they remain strictly the province of hobbyists. But Ford knows, deep in his gut, that they won’t stay that way for long. Right now, there’s camaraderie among the tinkerers. King even helped Ford out with his Quadricycle. But this open and collaborative spirit won’t last. There’s business to be done. The Quadricycle isn’t going to replace horse-drawn carriages. But some future iteration will, and the entrepreneur who builds that model will change the world—and leave a generation of competitors floundering in his wake.


Ford looks around the shed. It’s awfully late. And the machine will be awfully noisy. But he really ought to take it out for a test drive …


*  *  *


Henry Ford was born in Michigan on July 30, 1863. His father, William, immigrated from Ireland in search of cheap farmland. He and his wife, Mary, had found more than a hundred acres of it just outside Detroit. Growing up, Henry and his seven younger siblings helped work the farm, but Henry had no appetite for agriculture. He struggled academically, too, though math came easily enough. Even as a child, mechanical devices consumed Henry’s attention. He tinkered constantly, disassembling his siblings’ windup toys and scrutinizing the workings of any mechanical object he could get his hands on.


On Saturdays, the Fords would go into Detroit to do their weekly shopping. Henry was mesmerized by the paddle steamers on the river and the other steam-powered marvels appearing with increasing frequency around the city. Change was in the air in Detroit, which had already become an epicenter of American innovation. But eventually his parents would finish their shopping and they would all return to the farm, which must have felt like a form of time travel for Henry—backward into the distant past. 


Knowing Henry’s consuming interest with mechanical devices, a family friend gave the boy an old, broken watch as a plaything. Henry ground a metal nail into a makeshift screwdriver, disassembled the mechanism to understand how each piece functioned, and then reassembled it in working order. This feat drew the attention of the neighbors, who began bringing their own broken timepieces to the Ford house for repair. Henry improvised an entire toolkit for himself out of knitting needles and other household items and started earning extra money that way. Maybe he could avoid the drudgery of farm work after all.


Ford’s obsession with mechanical devices only deepened at the age of thirteen when his mother, always proud of her “born mechanic,” died after another childbirth. Mary Ford had always encouraged Henry to find something he was good at doing and then devote himself to doing it as best he could. After her death, Ford made this his mission moving forward. It was around this time that Henry first witnessed a farmer using a steam engine to pull a cart of produce into Detroit. That noisy, coal-burning contraption was the first vehicle other than a horse-drawn carriage that he’d ever seen. Steam was already being used to power farm tools, but this engine-driven cart suggested the possibility of being tirelessly conveyed from one place to another with no fundamental limit on speed or distance. It captured his imagination. “It was that engine,” he later said, “which took me into automotive transportation.” The farmer was friendly enough to let Henry ask questions and inspect the engine itself. Disassembling it out on the road, of course, was a nonstarter.


At sixteen, Ford went into the city to find work as a mechanic. He got a job in a machine shop, supplementing his small income by repairing watches in the evening. Less than a year later, Ford left the machine shop for an apprenticeship at a shipbuilding company, where he had the opportunity to work on different kinds of power plants. Ford lived and breathed engines and other machines nearly every minute of the day for three years. Eventually, he returned to the family farm, where a neighbor hired him to run a steam engine that cut corn, sawed wood, and performed other labor-intensive farming tasks. When the Westinghouse Engine Company learned about Ford’s aptitude with engines, it hired the nineteen-year-old mechanic to service its products around southern Michigan.


In 1891, now married and ready to settle down, Ford and his wife, Clara, moved into an apartment in Detroit, where he went to work as an engineer for George Westinghouse’s rival, Thomas Edison, at the Edison Illuminating Company. Just after their son, Edsel, was born in 1893, the company promoted Henry to chief engineer. Even as his duties at work and in the home pressed in on him, however, Ford found the necessary drive to continue tinkering on his own projects long into the night. Like many of his contemporaries, including Ransom Olds, David Dunbar Buick, and the Dodge brothers, John and Horace, Henry Ford wanted to build a self-powered carriage using an internal combustion engine, one that he could manufacture at scale.


The Quadricycle was Ford’s first vehicle to run on an internal combustion engine. Soon after he completed a successful test drive, at four in the morning—his assistant Bishop bicycling ahead to warn any early-morning pedestrians as Ford got the flimsy machine up to a whopping twenty miles an hour—he decided to build a second model. Bigger and tougher, this iteration successfully drove the thirty miles to Pontiac, Michigan, and back. That demonstration got Ford the financial backing to form a manufacturing company, but it went bust in 1900. He got a second operation off the ground, but left after a dispute with his investors. (Those investors salvaged what was left of the company, its engine design and factory, and formed Cadillac, naming it after the French founder of Detroit.) Finally, on June 16, 1903, Ford formed the Ford Motor Company.


In 1903, there were fewer than eight thousand cars on the road. The automobile was still just a rich man’s hobby. Expensive and finicky, the first cars were each built by hand. In fact, Ford’s factory didn’t even make any of the component parts. His twelve employees simply assembled components, including engines, purchased from other machinists around town. When it came to repairs, the lack of consistency meant that replacing a part often required making a new one for the purpose. Ford believed that cars would become essential for nearly everyone, but that would only happen if they could be built quickly and consistently. The first entrepreneur to achieve that would amass an extraordinary, perhaps unassailable, lead. Ford had a vision, but he was up against both the horse-drawn carriage industry and other early car manufacturers. At stake: the future of America’s roads.


Ford’s chief backer in his new company, the coal dealer Alexander Malcomson, was stuck in a horseless-carriage mindset. Malcomson believed that cars would simply replace horse-drawn carriages as a luxurious and expensive conveyance for the rich. Ford disagreed. He wanted to scale production beyond anything his competitors could imagine. He envisioned a light and reliable car that nearly anyone could afford. At the time, this was a shocking notion—everyone owning a car?—but by 1906, Ford had made strides. That year, he produced the Model N. The cost? Six hundred dollars. The Model N was both lighter and sturdier than cars that cost more thanks to Ford’s use of durable and easy-to-machine vanadium steel and his insistence on stripping the design to its essentials. As much car as a person needed and no more.


“I believe that I have solved the problem of cheap as well as simple automobile construction,” Ford told the press.


But even as Ford was getting closer to realizing his vision, Malcomson kept trying to steer the company along a different road. Nor was Ford going to succeed as long as he had to rely on others for his parts. In 1905, Ford used a new strategy to solve both problems at once: vertical integration. To dominate automobile manufacturing, Ford needed to be able to act decisively and unilaterally, with total control over every aspect of production. Toward this goal, he formed the Ford Manufacturing Company, a separate entity, to make his own engines. This move also had the benefit of diverting to Ford Model N profits that would otherwise have gone to Malcomson, allowing Ford to buy the coal dealer out. With full control of his company, Ford absorbed his engine-manufacturing company, and then acquired a steel mill to boot, allowing him to make other key components like axles and crankcases. The move was a masterstroke. Now Ford could manufacture every component of his automobiles to his exacting specifications and in the manner he saw fit.


*  *  *


The concept of the assembly line might seem obvious in retrospect. So do most great innovations—with the benefit of hindsight. When entering the battlefield, however, a leader is presented with an enormously complicated and nuanced picture where even so-called obvious solutions can be hard to identify. It takes an extraordinarily deft mind to look at what every competitor is doing, identify the flaws, and forge ahead in a better direction.


The problem Ford faced was complexity itself: car companies expended enormous effort in training workers to make the whole vehicle, which involved locating and fitting together hundreds of parts by hand to assemble a single automobile. The task required a great deal of mechanical aptitude. Some employees took to the challenge, but they were hard to find. Most struggled, and therefore assembly was slow and inconsistent. Even the smallest mistake—say, misjudging the tightness of a nut—could lead to malfunctions and even accidents. The only thing manufacturers could do about any of this was throw more people at the problem, or urge everyone to work harder than they already did.


Ford knew that something fundamental would need to change about how cars were assembled. But what? As inventors often do when seeking a new paradigm, Ford turned to analogy. For all its extraordinary complexity, a mechanical timepiece operates with startling efficiency, hundreds of tiny pieces smoothly interacting in specific ways to produce a single outcome—the tick of a second—over and over with near-perfect regularity. Ford found himself wondering: What if an automobile factory operated like a clock, with each step in the production process feeding into the next like a series of interconnected cogs? With the factory floor organized like a watch, a worker would only be responsible for performing a single step of the manufacturing process. With minimal training, anyone could learn a single action and then perform it the same way over and over. If a step in the manufacturing process needed to be modified—and just about every step needed tweaking over time—it would only require retraining a single worker instead of an entire workforce. A factory designed like a watch would be precise, consistent, and fast. Potentially very fast; once the process was “automated,” it would be easier to accelerate it. Just like a car.


Ford’s efforts to create what he eventually dubbed the “integrated moving assembly line” were not linear. He didn’t begin with a blueprint. If he’d waited until he’d dreamed up something perfect, he would never have started. Instead, he made a practice of studying his production line, looking for ways to shave even a second off the process of turning raw materials into a fully functioning Ford motorcar. These “time-and-motion studies” helped optimize the flow of production, though Ford was still hamstrung by the limitations of the factory space.


Ford’s obsession with minute details must have frustrated his employees, but that was nothing new for him. Even before he started test-driving his Quadricycle around town in the middle of the night, Ford had been dismissed as a crazy tinkerer by the neighbors. He’d come to accept that no one would understand, let alone praise, what he was trying to accomplish with his factory. He knew he was creating something that had never before existed. A century later, Jeff Bezos would famously say that Amazon is “willing to be misunderstood for long periods of time.” Henry Ford was equally willing.


On October 1, 1908, Ford released his follow-up to the successful Model N: the Model T, the car that made automobiles affordable for millions of Americans and changed transportation forever. The Model T represented a leap forward in efficient and reliable car design. But Ford’s extraordinary feat had as much to do with his engineering of the production process as it did with his engineering of the car itself. His continual honing of the assembly line caused the Model T’s price, which started at the equivalent of under $24,000 today, to steadily drop during its years of production, reaching the equivalent of less than $4,000 by the end of its run in 1927. Each time the price dropped, more people could afford one, until an extraordinary 15 million Model T cars had been sold, making them a ubiquitous sight on America’s roads.


In 1910, Ford opened a sixty-two-acre manufacturing plant in Highland Park. Now he would have the freedom to design the operation from the ground up for maximum efficiency. Modern mass production as we know it took shape in the Highland Park factory, although for many years the approach was known simply as Fordism. As Fordism evolved, production time of a single car dropped from over twelve hours to only ninety-three minutes, all the while requiring less manpower.


“The man who places a part does not fasten it,” Ford explained to a factory visitor. “The man who puts in a bolt does not put on the nut; the man who puts on the nut doesn’t tighten it. Every piece of work in the shop moves.” The watch was finally ticking—in fact, with the addition of a continuous conveyor belt in 1912, the factory really did “move” like a watch. All of Ford’s countless small improvements to the assembly line became a form of compound interest: the value of a single saved second was multiplied every time a new car rolled out the factory doors. Small iterations led to massive gains over the long run. Production capacity grew not linearly like that of Ford’s competitors but almost exponentially. By 1914, Ford outpaced the rest of the industry combined.


For Ford’s employees, the work was almost unbearably monotonous compared to skilled assembly work, and to endure this they were paid twice the going rate for industrial workers. They also enjoyed a host of other, industry-leading benefits, and worked two fewer hours a day than their peers. Ford knew that mass production meant “the reduction of the necessity for thought on the part of the worker and the reduction of his thoughts to a minimum.” That was the point. In a sense, Ford’s factory was a tool to scale his own ideas, his own hands. How else to build his cars exactly the way he intended in the vast quantities his vision demanded?


What won the battle for Henry Ford was his capacity to imagine a world very different from the one he actually lived in, and then marry that vision with successful execution. That was his real, and rare, genius. At a time when eight thousand cars were on the road, only Ford saw that one could sell as many as a million cars in a year, if only one could build that many. In 1922, Ford reached that milestone, not by continually branching out into new designs as other manufacturers did but by making the same car faster and more efficiently than ever. More than any single tactic, vision and focus distinguish a great leader from a good one.


Building the Dream House: 
Barbie and Mattel


It’s a fine summer’s day in 1956 and the Handler family is enjoying their vacation in Switzerland. The kids, Barbara and Ken, seem to be enjoying themselves anyway. Their mother, Ruth Handler, is distracted. As usual, she’s thinking about the business: Mattel. She and her husband, Elliot, planned this trip ages ago, but now she can’t recall why she ever thought a trip to Europe with two teenage children would be in any way relaxing.


Certainly, she and Elliot have earned the break. Mattel has had some very good years thanks to a handful of hit products. But you can never rest in the toy business—you’re always looking ahead to next season. Ruth’s thoughts are racing. How are the holiday preparations progressing back home? And why didn’t they take their summer vacation a little earlier in the year? Like, say, January?


Consumed with such worries as the family makes its way down a charming European street, Ruth glances into a small shop and stops dead in her tracks. Lined up in the store window are a row of small, plastic figures: the same beautiful, blond woman in an array of stylish ski outfits.


Growing up, Ruth’s daughter Barbara had never had much interest in playing with baby dolls. She’d always preferred playing with grown-up figures, imagining adult scenarios like parties or even business meetings like the ones her mother was always holding at the office. Since toy manufacturers didn’t make adult dolls, this meant cutting out the paper dolls that often appeared in magazines like Good Housekeeping and McCall’s, printed in beautiful colors and accompanied by dresses you could also cut out.


For years, Ruth has tried to convince the other executives at Mattel that young girls aren’t solely interested in pretending to be mothers, that there might be a market for dolls of grown women. Paper dolls are beautiful, but they’re flimsy. And the dresses don’t stay on properly. But she’s had no luck convincing the rest of Mattel. As far as they’re concerned, girls want to play at motherhood. Clearly, to Ruth anyway, the men are more unsettled by the connotations of a plastic woman than they’re willing to admit. Now it seems that the Europeans have gotten the jump on them. Or have they? This store doesn’t look like a toy shop.


Ruth doesn’t know it yet, but those are Lilli dolls in the window. Lilli is a risqué comic strip character, a racier Betty Boop that appears in Bild, a West German newspaper. The doll in the shop window is, in fact, a gag gift intended for Lilli’s many “admirers”—the male readers of Bild. Nonetheless, German girls are already playing with Lilli dolls just as Barbara liked to play with paper women back home. Ruth knows the opportunity is there. Now she has a successful example to share with the dubious men at Mattel.


Entering the shop, Ruth purchases three Lilli dolls. Now that she’s got her example, all she needs is a name. Maybe Barbara will have some good suggestions …


*  *  *


Toy makers have to win over each new generation of consumers simply in order to survive. Last season’s must-have Christmas sensation is ignored on shelves by the following fall. Yet despite the rapid pace of change, a toy company can be as resistant to innovation as any other manufacturer. Toys that surprise and delight children succeed, but the adults who design and market toys often play it as safe as their counterparts in other, more pragmatic industries.


Though the toy business caters to children, it has always been brutally competitive, even cutthroat. Manufacturers use any means necessary to win the holidays, up to and including shameless imitation and ruthless sabotage. Perhaps this is because the marketplace rewards novelty so dramatically—and so unpredictably. The “it” toy sweeps the nation like a tidal wave, inspiring desperate parents to balletic feats of tactical consumerism. Consumers will comb the aisles—and now incessantly refresh their browsers—to seize the last remaining gizmo-of-the-moment. Thus, the toy business has always held a special allure for visionary entrepreneurs with a thousand ideas and two sharp elbows.


Entering the battlefield with a truly new idea will always generate opposition. Most people don’t have the stomach for it. For a newcomer, in toys or elsewhere, it takes grit to persist in the face of resistance from those with more experience, whether the doubts come from your competitors or your own skeptical allies. Ironically, it’s experience that blinds the veterans in the toy business. It can take fresh eyes to see the potential of a new kind of toy, one that can change the industry—and the way children play—forever.


Ruth Handler was born Ruth Mosko on November 4, 1916, in Denver, Colorado, the tenth child of Jewish immigrants who had fled anti-Semitism in Poland. Her mother was in poor health, so Ruth spent much of her childhood being raised by her oldest sister and her husband, often helping out in their drugstore, learning the ropes of running a business along the way. As a teenager, Ruth met Elliot Handler at a dance and the two fell in love. At nineteen, Ruth decided to move to Los Angeles, and Elliot followed her there. Ruth went to work in the stenography pool at Paramount Pictures, and Elliot started attending the Art Center College of Design. The two were married in 1938.


Money was tight, so Elliot began making lighting fixtures and other knickknacks for their small apartment out of newly available plastics like Lucite. At Ruth’s encouragement, Elliot ramped this hobby up into a business. She began taking her lunch hour at Paramount to sell his creations at high-end stores around Los Angeles. “I found that I loved the challenge of selling,” she later recalled. “Adrenaline surged through me whenever I walked into a store with samples and walked out with an order.” Eventually, Ruth landed Elliot a large contract with Douglas Aircraft to make die-cast models of airplanes as a corporate gift. Elliot hired Harold “Matt” Matson, another industrial designer, to help with the work. Next, Ruth suggested the two start making picture frames, and she very quickly lined up orders from photography stores. When the start of World War II limited the use of plastics to military needs only, they switched to using wood for the frames and their orders doubled. In 1942, they decided to call the new company Mattel, a combination of “Matt” and “Elliot.” It never occurred to them to incorporate Ruth’s name.


Mattel branched out into dollhouse furniture, which Elliot made using plastic scraps from the picture frames. The success of the furniture eventually led to other toys. Mattel’s first hit was the Uke-A-Doodle, a tiny ukulele. At that point, Matson’s poor health led the couple to buy him out of the business. By 1951, the company had six hundred employees and was selling millions of units of a hand-cranked music box. Mattel thrived in large part due to Ruth’s deft handling of the business side as its executive vice president in charge of marketing and operations. At a time when American men were returning to the home front and women were returning, however reluctantly, to the home, Ruth was an anomaly, a hard-driving executive who thrived in the aggressive, male-dominated toy business.


None of this is to say that she accepted the status quo. Ruth Handler was always an advocate for inclusion. “She and Elliot had an open hiring policy,” said her biographer, Robin Gerber, author of Barbie and Ruth. “She hired for talent.” Mattel’s factory employed many more women and people of color than average, and the company earned an Urban League Award for its hiring practices in 1951.


In 1955, Ruth propelled Mattel into the big leagues by taking a swing on The Mickey Mouse Club. At the time, toys were solely marketed to parents, mostly through ads in magazines like Look, Life, and the Saturday Evening Post. The grown-ups were the ones who would go to the toy store to find something that seemed appropriate for their children. Ruth decided to skip the middleman and appeal directly to kids instead. With its revolutionary twelve-month sponsorship of Disney’s new TV show, Mattel became the first company to broadcast a television ad intended for children.


Ruth’s risky decision to sponsor The Mickey Mouse Club for half a million dollars—an amount almost equivalent to Mattel’s entire net worth—paid off when Mattel’s Burp Gun became the must-have Christmas toy that year. The success of this campaign marked a crucial shift not just for Mattel but for the toy industry as a whole: from now on, children would have a greater say over which toys their parents bought for them. Toy companies would have to start thinking like kids instead of like the adults who purchased on their behalf.


An inveterate gambler who spent her free time chain-smoking at the poker table, Ruth had the stomach for risk, but she also had vision—a killer combo for an entrepreneur. Though Elliot was the company’s primary inventor, it was Ruth who had the era-defining insight that transformed Mattel. As the men running the industry continued to assume that young girls were only interested in playing at motherhood, Ruth recognized a classic consumer pain point: millions of girls like her own daughter Barbara were reduced to scissors and origami to create realistic simulations of adult life for their play, to “dream dreams of the future.” Why not use the new vinyl production methods to make a poseable and lifelike adult figure for the purpose? Instead of tucking a baby into a crib or pretending to feed it from a bottle, a girl could dress a woman up in various outfits and role-play situations from her own imagined future, whether that meant going to a glamorous party, traveling to an exotic locale, or, yes, facing down a boardroom of skeptical male executives who think they understand girls better than you do, even though they’ve never been one.


Ruth had no luck convincing Elliot or any of Mattel’s other male executives of the potential of her idea. They told her that a realistic female doll would be too expensive to produce. She suspected, however, that their resistance “stemmed mostly from the fact that the doll would have breasts,” as she later wrote. She wasn’t wrong. “Nobody had ever had an adult toy for children,” an executive at Mattel’s ad agency admitted in a documentary years later. “And it just didn’t seem right. The whole concept of the long legs, the breasts, the beautiful-looking girl. That wasn’t—that wasn’t a doll for children to play with.”


Handler, rarely cowed, found herself at a loss as to how she might convince her colleagues that she was onto something. That is, until she discovered Lilli in a Swiss store window. Now she had a concrete example of an adult doll that girls were actually playing with, despite the fact that it had only been marketed to adults. With actual Lilli dolls in hand, Handler was able to sway the rest of the leadership team to give her idea a shot. She got to work on making her vision a reality, directing Mattel’s enormous R&D department to modify the Swiss doll for the market of American girls. The plastic of the skin would have to be softer. The hair sturdier. The face pretty but not quite so exotic.


It’s easy to look back on an incubation period like this with the benefit of hindsight and see it as a direct trajectory toward success. In reality, the battle was just beginning. While the concept of an adult doll for girls was new, the territory of girls’ imaginative play was firmly held by the manufacturers of traditional dolls representing babies and toddlers. Ruth faced stiff resistance first inside and then outside Mattel at every stage of the doll’s journey from idea to execution. It was only her boundless enthusiasm and commitment that carried her idea through.


Mattel took pains to anticipate any parental concerns about this new kind of toy. After market research revealed that mothers were worried about its adult proportions, the company brought in a psychologist to reassure them that a doll with breasts—something nearly everyone in the (mostly male) toy industry found shocking—would provide a helpful educational model for growing girls. In fact, after interviewing girls and their mothers with a prototype, the psychologist urged the company to make the doll’s breasts even larger. In the end, what was originally perceived as the doll’s biggest liability became its greatest strength and selling point. Its feminine figure let girls imagine their way into adult scenarios.


After three years of development, Handler brought Barbie—named after her daughter—to New York City’s Toy Fair, the most important industry event of the year. By this point, Mattel had innovated beyond the original Lilli design, even adding joint mechanisms that allowed the eleven-and-a-half-inch vinyl doll to strike glamorous poses. Quality and realism were paramount to Ruth; she wanted girls to fully simulate the glamorous and exciting lives they imagined for themselves one day. Barbie’s hair was hand-sewn, her nails hand-painted. The company even hired a designer to create her lavish wardrobe. (Initially, Barbie would be marketed as a teenage fashion model.) On the business side, producing the dolls in Japan kept costs to a fraction of what they might have been in America. The doll would retail for three dollars to keep it accessible to as many children as possible. Additional runway fashions, some based on the latest designs from Paris, could be purchased for a dollar or more each.


Despite all of the work and every possible precaution, however, Barbie’s debut on March 9, 1959, was an unmitigated disaster. Booth after booth of hopeful toy inventors lined the aisles at the International Toy Center in New York City’s Flatiron District. Ruth sat at Mattel’s booth with increasing dismay as it became clear that retailers didn’t want Barbie. The buyers, all men, took one look and kept on walking. They simply didn’t understand the doll’s appeal. Girls wanted to play at being mothers, nothing more. Besides, the fashion model doll in Mattel’s booth just made them uncomfortable. Something with curves like that couldn’t be wholesome. Girls needed to prepare for a life managing a home like their own mothers did, not the fashion runway.


By the time Sears, the biggest player at the Toy Fair, outright refused to stock the toy, Ruth Handler was close to despair. Japan was making twenty thousand Barbies a week in anticipation of huge demand even as every major player was turning its back on the product. She had no other choice. If stores weren’t going to stock Barbie, she’d have to get children to demand the doll, just as they had done with the Burp Gun.


Mattel shifted its attention to getting Barbie directly in front of girls in as many ways as possible, for example by sending promotional View-Master toys preloaded with photos of the doll to toy stores. Mattel’s first TV ad for Barbie, airing only weeks after the Toy Fair, got to the heart of the toy’s appeal:


Someday I’m gonna be exactly like you. Till then, I know just what I’ll do. Barbie, beautiful Barbie. I’ll make believe that I am you.


Ruth felt certain that girls would understand Barbie as soon as they saw her, even though all the highly paid and experienced professionals paid to understand their preferences could not. Once again, she was right. Television brought Barbie directly to American girls, and the doll’s popularity soared. By Christmas, the factory in Japan couldn’t keep up. Mattel sold more than 350,000 Barbies in the product’s first year and took three full years to catch up to demand. “The minute that doll hit the counter, she walked right off,” Handler later said. Unlike most toys, Barbie’s popularity only grew from there. Unlike gimmicky toys like the Burp Gun, the Barbie line of toys opened an endlessly flexible world where young girls and boys could safely imagine nearly any kind of life for themselves as they played.


In 1960, one year after Barbie’s debut, the Handlers took Mattel public, with a $10 million valuation, and the company continued climbing toward the Fortune 500. The company began marketing Barbie around the world in 1963, and Barbie soon became an American icon, despite her German origins. By the end of that decade, sales would exceed $200 million. In addition to the thousands of workers in Japan who made Barbie dolls and the hundreds of employees in California handling marketing and distribution, Barbie had her own secretary to respond to the twenty thousand fan letters the doll received each week. By 1968, the Barbie Fan Club had 1.5 million members in the United States alone.


If Barbie’s adult figure was its greatest asset in appealing to young girls, a male figure would clearly be a helpful complement to complete that picture of adulthood. In 1961, Mattel introduced Barbie’s boyfriend, Ken, named after the Handlers’ son. Over the years, more dolls followed, from friends, including dolls representing women of color by 1968, to countless variations on Barbie herself, whether pilot, doctor, athlete, or politician. A Black Barbie appeared in 1980. Crucially, in all of these variations, Ruth never gave Barbie children of her own to raise. The closest the toy ever came to child-rearing was in a Barbie Baby-Sits playset.


In later years, Barbie became an object of feminist concern, even scorn. For one thing, the doll was seen by some as implicitly encouraging an unrealistic body image for young women. Ruth Handler’s intention from the beginning, however, was to give girls a much closer approximation of a real woman’s figure than they could find anywhere else. For all the doll’s detractors, millions more were grateful for Barbie in retrospect. “Over and over I’ve had it said to me by women,” Handler later told a reporter. “She was much more than a doll for them. She was part of them.”


Ruth Handler was diagnosed with breast cancer in 1970, just as Mattel was facing down a recession, a factory fire, and a dockworkers’ strike. It would have been a tough combination for any leader to overcome, let alone one recovering from a radical mastectomy. It was at this point that Mattel turned to illegal accounting practices to maintain its stock price. In 1972, Mattel’s shareholders sued the company, and she and Elliott were forced to resign. In Elliot’s words to Ruth’s biographer, her ambition got the best of her—she simply “couldn’t turn it off.” In 1978, Ruth was convicted on federal charges of conspiracy. She pled no contest and was sentenced to a fine and community service. To satisfy this requirement, she started a foundation that gave job training to disadvantaged young men.


Characteristically undaunted, Ruth Handler turned her attention to a new company, one that manufactured comfortable and realistic prosthetic breasts. Again, she had taken a consumer pain point from her own life and turned it into a product. Ruth Handler ran that company for more than a decade until selling it, along the way becoming an advocate for early detection of breast cancer at a time when the disease itself was a taboo subject. She even fit Betty Ford for a prosthetic after the first lady’s own mastectomy.


In 1989, Ruth and Elliot were inducted into the Toy Industry Hall of Fame. Ruth Handler died in Los Angeles in 2002 and Elliot passed away nine years later, in 2011. Today, Barbie is both a cultural icon and a business legend, with over a billion dolls sold worldwide since 1959. Thanks in large part to Barbie and her friends, Mattel is the second-largest toy company in the world, behind Denmark’s Lego, with sales in nearly every country in the world and annual revenue over $4 billion.


“My whole philosophy of Barbie was that through the doll, the little girl could be anything she wanted to be,” Handler wrote in her autobiography. “Barbie always represented the fact that a woman has choices.” Luckily for Mattel, Ruth Handler had the necessary mettle to convince a group of stubborn—and profoundly uncomfortable—men that a doll representing an adult female figure could succeed in the marketplace. Often, the potential of an idea exists in proportion to the amount of resistance it encounters from the establishment.


Serial entrepreneurs learn to see resistance as a sign of encouragement: the greater the fight against an idea, the greater its potential. If something new doesn’t strike sparks, how will it ever start a fire?


Late Fee: 
Blockbuster vs. Netflix


It’s a fine summer’s morning in 1997. As they’ve been doing every weekday for months, Reed Hastings and Marc Randolph meet up in a parking lot in Scotts Valley, just outside their hometown of Santa Cruz, California, for their daily carpool over Highway 17 into Silicon Valley. It’s a period of enormous excitement and opportunity in the tech world. Everyone they know wants to get in on the dot-com boom, a bona fide gold rush. Silicon Valley spans the coast between Santa Cruz and San Francisco, with Sand Hill Road—home of the Valley’s top venture capitalist firms—sandwiched in between. Yet these tech-savvy early adopters find themselves doing something positively archaic: opening the mail. 


Randolph has worked at the Sunnyvale headquarters of Pure Atria, Hastings’s software development company, since Pure Atria acquired his own start-up last year. Hastings himself is in the middle of completing what will become the biggest merger in Silicon Valley history, between Pure Atria and another company. He and Randolph will both be redundant at the newly merged company, so the two have spent their morning drives plotting something new. At first, they could agree on only one thing: joining the dot-com boom while it was still booming. But figuring out what to actually build has proven to be a challenge. Neither Hastings nor Randolph wants to pour his heart and soul into an idea with limited potential.


“We need to build the Amazon.com of … something,” Hastings said.


Every morning in the car, Randolph would out his latest website idea: home-delivered shampoo, personalized dog food, custom-built surfboards. Each time, Hastings replied in the same way: “That’ll never work.” Each time, Randolph goes back to the drawing board.


After combing through hundreds of possibilities this way, Randolph pitched Hastings on something promising: renting movies through the mail. Though intrigued, Hastings nixed the idea after a little research—shipping and handling both ways makes mailing VHS tapes prohibitively expensive. Then they heard rumblings out of Japan about a cutting-edge new format for watching movies at home: the digital video disc. DVDs are the size of a compact disc but can contain an entire movie at high resolution. They are promising to supplant both VHS and Laserdisc to become the standard home movie format.


If DVDs win out, are people going to keep schlepping to Blockbuster to retrieve a four-ounce piece of plastic? In theory, you could mail one easily and cheaply. You would no longer need to lease a thousand stores—let the postal system do the work of distribution. A few big warehouses would suffice to store all the inventory. Just like Amazon has. And, like Amazon, you could use sales data to figure out what your customers want next.


Hastings was excited, but Randolph was skeptical. He didn’t believe a five-inch plastic disc could survive the trip. He spent two decades in direct marketing, which involved sending millions of pieces of mail. He’s even been behind the scenes at the San Jose central post office.


“Those machines shoot those letters through at sixteen gazillion miles an hour and bend them around corners, and all that,” he pointed out. A DVD would arrive in pieces—wouldn’t it? There was only one way to find out.


Randolph and Hastings couldn’t get their hands on a DVD—the format was still only available in a handful of test markets around the United States—but they know it is physically identical to a compact disc. A couple of days earlier, they’d walked over to Logos Books & Records on Pacific Avenue, just a few blocks from Hastings’s place, and purchased a CD of Patsy Cline’s greatest hits. Removing the disc from its jewel case, they popped it into an envelope with Hastings’s address and a thirty-two-cent stamp on the front and dropped it into a nearby mailbox.


This morning, Hastings has arrived for their daily commute with that now-postmarked envelope in hand. Tearing it open eagerly, the men examine the disc for scratches.


To Randolph’s surprise and both men’s delight, the disc is perfect. Pristine.


Standing there in that parking lot, Hastings and Randolph look at each other. It’s almost too easy. But will a customer eager to watch the latest cinematic release be willing to wait a day or more to get the movie they had in mind?


It depends: How much do they hate going to Blockbuster?


*  *  *


One of the most protracted and grueling business wars of modern times, the battle for the American couch, continues. Today, behemoths like Apple, Netflix, and Disney are making colossal wagers on the future of streaming—and reshaping every corner of the entertainment industry in the process. When the future is cloudy, an astute leader looks to the past for useful parallels.


At a time when the typical internet connection struggled to deliver a thirty-second video the size of a postage stamp, Friday night meant driving to one of the thousands of blue-and-yellow Blockbuster Video locations around the world and then wandering the aisles at length in search of the perfect movie. Today, only one Blockbuster remains: an independent store in Bend, Oregon, with no connection to the now-defunct corporation that once dominated the video rental market.


In its heyday, Blockbuster used the big-box retailer playbook to drive out small, local competitors. These mom-and-pop video rental stores had served as a nexus of film community in an era before Facebook and Reddit. Their movie-obsessed employees had been a resource of film knowledge in an era before Wikipedia and the Internet Movie Database. As businesses, however, they couldn’t compete with Blockbuster’s efficiency and consistency. Blockbuster’s blue-and-yellow-shirted workers may not have known much about Martin Scorsese. The cheerless, fluorescent-lit stores may have discouraged socializing. But a number of smart innovations helped the new chain dominate the market. Blockbuster’s founder, David Cook, used sophisticated computer databases to ensure adequate inventory of the most popular titles across all locations. Computers also allowed the company to customize the selection in individual stores to suit local tastes. By dispensing with a deep catalog of niche films—and avoiding pornography, a rental-store staple, altogether—in favor of shelf after shelf of the latest big releases on VHS, Blockbuster created a family-friendly environment where almost any combination of people could go home with something they could all agree on, if not love.


Much of Blockbuster’s financial success lay in its savvy exploitation of human nature. It offered cheap video rentals to lure customers away from its competitors, but when customers inevitably needed another day or two to finish a film, it hit them with hefty late fees. This shrewd strategy paid off. Blockbuster grew rapidly, eventually opening locations around the world. In 2004, at the peak of its expansion, it employed a whopping 84,300 people, including 58,500 in the United States, across more than nine thousand stores. The writing, at that point, was already on the wall, however. Blockbuster was at war with an even more disruptive competitor than itself, a foe armed with shiny, metallic discs sharp enough to cleave through its overwhelming market dominance.


On August 29, 1997, Reed Hastings and Marc Randolph co-founded Netflix. At the beginning, the business model that would drive the company’s success had yet to be formed. When the site itself launched in April of the following year, customers could buy DVDs or rent them one at a time for a fee, just as they did at Blockbuster. The primary difference was Netflix’s selection, unlimited by the constraints of a physical store. Even though the DVD format was quickly gaining acceptance, however, the site failed to gain traction. Then Randolph decided on a little publicity stunt: Netflix offered a DVD of Bill Clinton’s grand jury testimony about the Monica Lewinsky scandal for only two cents. That move won the start-up some much-needed media attention and more people started trying the service. But the business model still needed work.


One night in 1999, Randolph found himself in the company’s San Jose warehouse surrounded by hundreds of thousands of DVDs. “Why are we storing these here?” he wondered out loud to Hastings.


“Let’s let them keep the DVDs as long as they want,” Hastings replied. “When they’re done with one, we’ll send them another one.” No more late fees—talk about a selling point. This innovation was quickly complemented by two more: a flat monthly subscription fee for unlimited rentals, one or more at a time depending on the pricing tier, and a convenient queue where customers could indicate the movie they’d like to watch next and have it sent out as soon as they returned the last one.


Though small, Netflix began to pose a serious threat to Blockbuster. Sure, customers had to wait a day or two for their movies to arrive, but in return they could draw from a much larger library of films than the average store location and, even better, keep each movie as long as they wanted, watching and even re-watching each film at their own pace. When they were done, they’d just mail it back in the same envelope and be sent another one, all for a reasonable monthly price. No more worrying about late fees or staying up late to finish a movie in one sitting. No more driving to Blockbuster with the whole family and spending an hour arguing over which movie to watch. In return for those juicy late fees, Netflix enjoyed the stable and predictable revenue that subscriptions provided, all without those expensive big-box retail locations. All it needed was a bunch of cheap but strategically placed warehouses.


In 2000, the site started offering customized recommendations based on viewers’ ratings of films they’d watched, just like film-savvy employees at mom-and-pop rental stores used to do. This addressed another enormous pain point in the Blockbuster experience: the endless wandering of the aisles in search of something to watch. But that’s when Netflix hit a snag that had nothing to do with Blockbuster. The dot-com bubble burst. Suddenly the days of sky-high acquisitions and market-busting IPOs for anything with “.com” in its name were over.


Blockbuster agreed to a meeting with Randolph and Hastings. It was a true David-meets-Goliath moment: Netflix was on track for $5 million in revenue. Blockbuster’s revenue that year was $6 billion. Unfortunately, the two tech founders had just returned from a hard-partying company retreat the night before. They showed up for the hastily scheduled meeting slightly hungover, Randolph in a tie-dyed shirt, shorts, and flip-flops. At that point, an acquisition by the dominant player in the industry would have felt like a miracle. But when the bedraggled pair suggested that Blockbuster acquire Netflix for “only” $50 million, CEO John Antioco visibly struggled to contain his laughter. Humiliated, Hastings and Randolph left the meeting and turned their attention back to surviving the crash on their own. As it would turn out, Blockbuster buying Netflix for $50 million at that moment would have been one of the best bargains in business history.


As Harvard Business School professor Clayton Christensen explains in his now-classic book The Innovator’s Dilemma, a disruptive innovation shakes up an existing category by leapfrogging the status quo offering in one or more key areas. Typically, this innovation is dismissed by incumbent players at first because it isn’t on par in some aspects—think of camera and film manufacturers dismissing the potential of digital cameras because of their image quality. Unlike a start-up, an established incumbent faces the prospect of cannibalizing its existing business by pursuing the new technology. Paralyzed by this dilemma, the incumbent can only watch as the innovation—in Blockbuster’s case, the idea of mailing DVDs with no late fees and allowing customers to choose their next film on the internet—poses a larger and larger threat. Eventually, the success of the new business model or technology makes it impossible for the established company to continue doing business as they have in the past. By then, however, it’s often too late to adapt.


Blockbuster could now either keep doing business as usual, holding on as tightly as possible to its still-profitable business model and hoping for the best, or it could try to compete on the new playing field, risking everything it had built. Offering its own DVD-by-mail service to compete with the one offered by Netflix would have put Blockbuster at a serious disadvantage. It held long leases on millions of square feet of expensive retail space around the world and employed tens of thousands of employees who were trained to operate in a physical retail environment. Spending marketing money to move its own customer base away from the brick-and-mortar model—and the profitable late fees that entailed—would only accelerate the damage Netflix was doing to its bottom line. Would Blockbuster have time to successfully bridge the gap between business models, eventually shuttering some or all of its retail locations, before Netflix achieved market dominance in the new category, where it already had a head start? 


Sun Tzu understood the very problem facing Blockbuster back in the sixth century BC. Netflix was attacking Blockbuster on its own ground. “Forage on the enemy,” the Chinese strategist advises in The Art of War. “One cartload of the enemy’s provisions is equivalent to twenty of one’s own.” Simply getting a cartload of food sent from home used up enormous resources. Likewise, pillaging an existing customer base with a superior offering is much easier than winning people over to a brand-new product or service.


This is exactly what Netflix was doing: foraging in enemy territory. Blockbuster had spent almost two decades getting Americans hooked on the practice of renting movies. Randolph and Hastings were simply convincing people to switch to a model that would deliver a better overall experience in nearly every way. With this approach, Netflix captured more and more of the market at no real risk to themselves.


Blockbuster, on the other hand, faced a much greater challenge. Switching its own customers to the new model was, in a way, foraging on itself, starving its existing business, a practice Sun Tzu strongly warns against but one that any established company hoping to innovate inevitably faces. Time and again, leaders need to cannibalize their existing business to adapt to big changes, and time and again they prove reluctant to do so. By the time Blockbuster’s leadership realized their strategic blunder, Blockbuster’s chance to buy Netflix for $50 million was long gone. In 2002, with 600,000 paying subscribers, Randolph and Hastings took Netflix public. The company soon became one of the best-performing stocks in the S&P 500.


It’s easy to blame CEO John Antioco and the rest of Blockbuster’s leadership team for missing its opportunity, but they were also hamstrung by Viacom, their parent company at the time. Viacom strongly resisted any experimentation with online rentals. In 2004, however, Viacom decided to spin Blockbuster off, leaving the now-stalling company free to launch its own DVD subscription service. By that point, however, the damage was done. Netflix was now a well-funded public company with 2 million subscribers and an established brand and service. There would be no catching up. Even so, Blockbuster would spend far more than $50 million trying to build its own offering from scratch. They had Netflix’s own offering to imitate, but they were operating without the bench of tech talent its competitor had patiently built over the years, particularly experts on the “back-end” software used to route DVDs and anticipate customers’ preferences. On the defensive, Blockbuster made stumble after stumble, including a “No More Late Fees” campaign, targeted at Netflix, that drew false-advertising lawsuits in forty states. (While late fees were waived, Blockbuster quietly charged customers the full price of an unreturned movie after eight days.) In a settlement, Blockbuster agreed to refund consumers and reimburse the costs of the states’ investigations.


Blockbuster held tremendous advantages in this battle, even as it made one mistake after another. In fact, Hastings acknowledged that, had the playing field been level, Blockbuster’s Total Access plan, which offered subscribers unlimited access to rentals both in stores and, for a larger selection, through the mail, might have beaten Netflix. Except the field wasn’t level. Blockbuster was saddled with a billion dollars in debt by that point. “If it hadn’t been for their debt,” Hastings told a journalist in 2009, “they could have killed us.” Worse than that, however, Blockbuster failed to create a vision for its own future in a timely manner, an unforgivable lapse of leadership.


In 2007, John Antioco got into a dispute with Blockbuster’s board over compensation and left the company. Replacing him at the helm was Jim Keyes, who had just completed a successful five-year tenure as president and CEO of 7-Eleven. Even though Total Access struck those inside Blockbuster as a step in the right direction, Keyes decided to wipe the slate clean. Instead, he had the company acquire MovieLink, a streaming video start-up. At the time, Apple had just debuted the Apple TV device for watching downloaded movies on home television sets. Wal-Mart was seeking out its own video-streaming service to acquire. Streaming was the future, and Keyes wanted in on the ground floor. At the time, Netflix was still focused on DVDs by mail, as was its kiosk-based competitor, Redbox. “Neither Redbox nor Netflix are even on the radar screen in terms of competition,” Keyes said. “It’s more Wal-Mart and Apple.” Blockbuster’s enormous debt load, however, made it impossible to drive forward with Keyes’s undeniably forward-thinking vision in the face of the 2008 financial market collapse.


To survive requires more than fending off any one adversary. Ultimately, Blockbuster couldn’t decide on the role it wanted to play when video rental stores became a thing of the past. It waited so long to accept the undeniable truth of its own fading relevance that its efforts to pivot were rushed and reactive. Thus, though Blockbuster’s demise was protracted—it was only delisted from the New York Stock Exchange in 2010—it was also inevitable.


After its DVD-by-mail service helped topple Blockbuster, Netflix faced the innovator’s dilemma itself. As Jim Keyes had seen, online video threatened to disrupt Netflix’s business by offering customers instantaneous access to movies. It would have been easy to dismiss the threat. Video quality, bandwidth limitations, and the library of available films all made DVDs and newer Bluray discs a superior option—except for that one- or two-day delay. As experienced technologists, however, Hastings and Rudolph understood how quickly each of those factors holding streaming back could quietly, gradually reach parity before “suddenly” upending their business model. It would only be a matter of time.


“Movies over the internet are coming, and at some point it will become big business,” Hastings told Inc. magazine in 2005, the same year YouTube launched. “We started investing 1 percent to 2 percent of revenue every year in downloading, and I think it’s tremendously exciting because it will fundamentally lower our mailing costs. We want to be ready when video-on-demand happens. That’s why the company is called Netflix, not DVD-by-Mail.”


In launching its own streaming service—shortly after Keyes dismissed them as a digital threat—Netflix executed the rare leap of the innovation chasm, capturing a dominant position in a new battleground even as it continued to offer customers access to its original DVD subscription service. In its aggressive response to technological disruption, Netflix proved that the innovator’s dilemma is not impossible to overcome. Merely difficult. It requires visionary leadership and a willingness to take the necessary risks early, before a more nimble upstart robs you of the chance.


*  *  *


Henry Ford lapped his competitors at the turn of the last century. Ruth Handler vinyl-molded an icon decades ago. Hastings and Randolph busted the blue-and-yellow giant at the turn of this century, and are already fighting the next campaign. In each case, the disruptive technologies at the heart of the battle couldn’t have been more different, but the successful strategies were surprisingly similar. These leaders each plucked a clear vulnerability from the confusion of war: expensive cars, flimsy paper dolls, limited movie selection and late fees. They each had a vision for striking at that vulnerability with something better. And they each overcame the tremendous resistance that always seems to spring up against new ideas that threaten the status quo, no matter how obvious their potential.


Entering the battlefield is all about creating and then sticking to a bold vision. Great leaders dream bigger than others, and they hold fast to those dreams, tirelessly molding external circumstances to their will no matter how loudly or often they are told to give up. And when these leaders do capture a square on the map, they aren’t satisfied. They simply double down on their efforts to expand their territory. As Sun Tzu writes in The Art of War, “Opportunities multiply as they are seized.”


Of course, entering the battlefield is only the beginning of a war. Destabilizing the competition with a new idea doesn’t guarantee victory. To ensure a decisive triumph, the leader must hold that new territory and build on it. In the following chapter, we look at the next phase in any business war: making the new concern viable over the long term. This is the toughest transition for any leader. Often, the attributes that make for a successful entrepreneur can undermine the CEO of a successful enterprise. Established businesses with shareholders and millions of customers can’t keep making sudden pivots based on one person’s gut instinct. They need to move deliberately. Their leaders need to build consensus, broker alliances, and align vast numbers of people toward one, overarching goal. To move from the first job to the second calls for a profound transformation. Not every entrepreneur can pull it off.
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