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How Smart Pricing Propelled Sony’s Blu-ray to Victory
Sony and Toshiba recently engaged in a four-year war for 
control of the next generation DVD format for home videos. 
In the end, Sony’s Blu-ray team defeated Toshiba and its 
HD-DVD backers. How did this happen? According to author 
Tim Smith, PhD, each side was somewhat equally matched 
initially. Yet Blu-ray’s victory was not due to luck. In fact, as 
the standards war developed, strategic pricing decisions and 
the differing commitment of the rival teams became pivotal 
in determining the ultimate champion. Tim is the author of 
Hawks, Seagulls, and Mice: Paradigms for Systematically 
Growing Revenue in Business Markets. He also serves as 
chief editor of The Wiglaf Journal. For more information you 
can contact him at: tsmith@wiglafjournal.com.

Choosing Sides

By the end of 2004, two years before the first next-gen-
eration DVD player was to be marketed in the US, 
the movie studios had mostly chosen sides. From the 
perspective of the studios, each of two potential new 

formats would deliver compelling benefits. Thus, each attracted 
a somewhat similar number of strategic stakeholders.

Blu-ray, the more revolutionary of the two standards, was slated 
to hold a greater digital capacity, which would enable studios to 
deliver more user interactivity within their titles. It was backed 
initially by Disney and Sony’s Columbia Pictures and Metro-
Goldwyn-Mayer. Early in 2005, Twentieth Century Fox also 
became a supporter.

HD-DVD, the more evolutionary of the two standards, relied on 
more proven technology. This reduced the risk in time-to-market 
and lowered the player manufacturing and manufacturing-line 
upgrade costs for replicating content onto discs. HD-DVD was 
backed by Paramount Pictures, Universal Pictures, and Warner 
Bros. 

Major PC manufacturers, as well as core component suppliers of 
Microsoft and Intel, entered the fray by the fall of 2005. While 
HP and Sony had both established plans to include Blu-ray drives 
in forthcoming PC shipments, Microsoft and Intel jointly de-
cided to include HD-DVD capabilities in their basic operating 
system and chipset solutions for computers. Over the course of 
the following year, Sony and other PC manufacturers were able 
to convince Microsoft and Intel to support both formats. Yet the 
skirmish suggested for a brief time that the standards war would 
favor Toshiba’s HD-DVD. 

Like Other Industries
By the fall of 2005, neither of the next generation DVD format 
teams had a clear advantage. Both sides had been able to engage 

the support of a number of major studios and device manufac-
turers. And both offered an array of compelling benefits to those 
selecting their standard. 

In telecommunications, silicon circuits, enterprise software, green 
energy, alternative engine designs, and other industries, vendors 
competing for a major contract often find themselves in situa-
tions like Sony’s and Toshiba’s in 2005. 

Leading companies naturally develop competitive yet differing 
technologies. These variations result from the different tradeoffs 
vendors make when selecting the benefits bundles they believe will 
lead to market adoption. Those firms which make poor tradeoffs 
usually are weeded out of the customers’ selection set, leaving only 
technologies which meet a majority of the buyers’ needs. 

Likewise, competitive companies approach major contracts with 
a reference list. Just as HD-DVD and Blu-ray both gained sup-
port of leading content providers and manufacturers, rival firms 
present track records and back stories to support the adoption 
of their solution. 

A solid solution and references are table-stakes for many busi-
nesses, so other levers must be explored to create a decisive win. 
Finding themselves on an apparently level playing field, both Sony 
and Toshiba sought to highlight other dimensions to establish 
their technology as the de facto standard.

Early to Market, Early to Gain Critical Mass
Perhaps because its HD-DVD format relied on more standard 
technology, Toshiba expected to launch its first player in the 
winter of 2005 ahead of the Christmas season. By October, the 
company realized it would miss its deadline. Shortly thereafter, 
the cracks began to show in the foundation of backers for the 
HD-DVD format. First, Paramount Pictures announced that it 
would select a dual-platform strategy and release titles in both 
formats. Shortly thereafter, Warner Bros. followed suit. This left 
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only Universal Studios, a subsidiary of GE, as the lone dedicated 
HD-DVD supporter. 

Despite the delay, Toshiba did finally release its HD-DVD play-
er—three months ahead of Sony’s Blu-ray. Priced at $499, 10,000 
players were initially marketed along with four titles from Warner 
Home Video in the spring of 2006. Later that summer, Samsung 
released a Blu-ray player priced at $999 along with seven titles 
from Sony Pictures. 

The initial launch of the Blu-ray player and titles was not without 
technical glitches. One noticeable shortcoming was that the first 
batch of Blu-ray discs was limited to only 25 gigabytes, or half 
the specified capacity. 
This meant the studios 
could only release mov-
ies less than two hours 
long, taking the Lord of 
the Rings trilogy out of 
the running.

Hernán Cortés 
and Strategic 
Commitment
With a high-priced 
player coming second 
to the market with seri-
ous limitations, one may 
have expected the team 
supporting the Blu-ray 
standard to implode in 
the summer of 2006. 
Yet it did not. Unlike 
the HD-DVD team, 
whose major studio supporters hedged their bets by opting for a 
dual-platform strategy, no original Blu-ray group member defect-
ed towards HD-DVD. Each held to its strategic commitment.

An early example of this kind of commitment comes from Hernán 
Cortés, the Spanish conquistador who overthrew the Aztec em-
pire. Cortés made his expedition in defiance of the Governor of 
Cuba. To return to that island nation would have meant impris-
onment or death. 

To avoid this fate, he had himself elected as chief administrative 
officer for Veracruz, a legal maneuver that removed Cortés from 
under the authority of the Governor of Cuba. To ensure the com-
mitment of his men, the Spaniard scuttled his fleet, leaving only 
one ship to maintain communication with Spain. In doing so, 
he quashed any potential rebellion or return to Cuba. Having no 
other choice, Cortés’ army was sufficiently motivated to support 
its leader’s campaign into Tenochtitlan. 

Similarly, Sony put the full weight of its product portfolio be-
hind establishing Blu-ray as the next generation DVD format. 
In the fall of 2006, the company released its PS3 game console 
priced at $599 and equipped to play Blu-ray content as a standard 
feature. Sony had not only staked out its strategy, but promised 
to sink other products in its portfolio if Blu-ray did not win the 
standards war.

In contrast, the HD-DVD team continued to hedge its bet, even 
in the game console arena. Microsoft, a backer, allowed Xbox 360 
customers to upgrade their game consoles with a HD-DVD add-
on for approximately $200, but did not include HD-DVD as a 
standard feature within its next generation player. 

By the start of 2007 
(less than a year af-
ter their introduction) 
425,000 Blu-ray play-
ers were in the market, 
400,000 of which were 
bundled with PS3 game 
consoles. In contrast, 
170,000 standalone 
HD-DVD players, and 
150,000 HD-DVD 
upgraded Xbox 360s, 
were in the market. 
Before the release of the 
PS3, HD-DVD’s were 
outselling Blu-ray titles 
by two to one. By early 
2007, the gap had nar-
rowed significantly.

Adult film studios believed they had a new market in releasing 
titles on the next generation format; however, they were having 
difficulty finding replicators (companies which imprint content 
onto discs). Rumor had it that no Blu-ray replicator would take 
their content, preferring the more high-brow titles. (Americans 
tend to be less squeamish about murder and violence then they 
are about sex.) Meanwhile, adult film studios were able to find 
HD-DVD replicators, making it the de facto standard of this 
key early market influencer. This minor skirmish, though, was 
interesting rather than decisive. 

The War Crescendos Then Abruptly Ends
The war between Blu-ray and HD-DVD intensified. Toshiba cut 
the price of its HD-DVD players to below $300 by the summer 
of 2007. Likewise, Sony lowered its PS3 (which played Blu-ray 
discs) to under $499. Both companies were going for install base. 
In June of 2007, Dallas-based Blockbuster announced it would 
only stock Blu-ray titles. In its announcement, Blockbuster cited 
the larger number of titles available on Blu-ray, thus making HD-
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DVD redundant. In contrast, Paramount and DreamWorks both 
announced in August of 2007 their decision to ditch Blu-ray in 
favor of HD-DVD. 

Sensing that the war was nearing a decisive moment, Toshiba 
lowered the HD-DVD players’ price below $200 in time for the 
2007 holiday season. Yoshihide Fujii, head of Toshiba’s HD-
DVD, explained: “Right now, we need to increase the size of 
the market.” 

Install base was always known to be a deciding factor, and 
the company sought to sell one million units through the re-
mainder of the year. Yet the 
action seemed to come too 
late. In January 2008 Warner 
Bros. joined Disney, Twenti-
eth Century Fox, and Sony in 
exclusively distributing titles 
in the Blu-ray format for next 
generation DVDs. On Febru-
ary 12, both Netflix and Best 
Buy elected to sell only Blu-ray 
titles and players respectively. 
By February 20th, Toshiba ad-
mitted defeat.

Victory
Sony’s Blu-ray triumph over Toshiba was never assured, but this 
case study does reveal two distinct areas where Sony outmaneu-
vered its rival in this war. Both are related to the issue of strategic 
commitment and destroying the path of retreat.

First, by committing exclusively to Blu-ray, Disney, Twentieth 
Century Fox, and Sony’s studios all signaled to the market that 
the format would not go gently into the sunset. In contrast, by 
their hedging, Paramount and Warner Bros. signaled indiffer-
ence to their rival offering. 

Second, Sony reinforced its own commitment by forcing the Blu-
ray player into the PS3 game console. The PS3 at $599 was likely 
overpriced as a game console alone. In contrast, the Nintendo Wii 
was then priced at $299, and the Microsoft Xbox 360 at $399, 
both much lower than the PS3. Although Sony may have ceded 
valuable market share within the gaming business by saddling 
the PS3 with the Blu-ray player, the game console did seed the 
market with much needed Blu-rays. 

Though Toshiba attempted to catch up in market share by low-
ering the price of its HD-DVD players to $199, it was too late. 
Between March 2006 and February 2008, about one million 
HD-DVD players had been sold globally, far short of Blu-ray’s 
6.3 million players.

In any major campaign, all competitors are likely to suffer set-
backs and skirmishes. It is useful to note which dimensions are 
key to winning. For Sony, it was the strong commitment of a 
handful of major studios, coupled with its own decision to seed 
the market with Blu-ray players through its game console. It was 
not that Toshiba was uncommitted to winning the standards war; 
it was that the team backing the HD-DVD standard collectively 
placed less at risk in their commitment than Blu-ray’s team. In a 

winner take all game, hedging one’s bets is equivalent to admit-
ting that defeat is acceptable. 

The Role of Price
Throughout the standards war, price played a key role in deter-
mining the winner. From a theoretical perspective, companies 
launching a new technology have an incentive to use penetra-
tion pricing, or pricing below the value of the delivered benefits, 
if there are significant downstream cost advantages in the form 
of scale, scope, or learning; or, if significant network externali-
ties exist which disproportionately reward the product with the 
largest user base. 

In the competition to define 
the next generation DVD 
format, pricing theory sug-
gested that both the Blu-ray 
and HD-DVD teams had 
significant incentive to enter 
with a low price to capture 
high volumes early in the 
war. Cost reductions from 
scale and learning would 
arise directly from manu-
facturing players and discs, 
as with most manufactured 
goods. More significantly, 

though, network externalities encouraged disproportionate re-
wards to the leading user base. These came not only in the obvi-
ous form of the tie-in between the player and the discs, but also 
less obviously in the struggle for shelf space in the distribution 
of discs and for software to enhance the user experience with 
digital content. 

Toshiba clearly understood the importance of penetration pricing 
in a standards war. HD-DVD players entered the market at half 
the price of the Blu-ray players and remained priced consistently 
throughout the war. Alone, this may have tilted the market to-
wards crowning the HD-DVD format. 

But Sony also understood this issue. The company was at a cost 
disadvantage to HD-DVD in that the Blu-ray players cost more 
to produce. To overcome this, Sony bundled Blu-ray with PS3. 
Note that the initial standalone price of the Blu-ray player from 
Samsung was $999. Three months later the PS3 with Blu-ray 
was only $599, a $400 discount. One could argue that Sony ef-
fectively enhanced the value of the majority of its basic Blu-ray 
players over the HD-DVD ones by positioning them as PS3 game 
consoles. Alternatively, one could claim that Sony significantly 
discounted its Blu-ray players in the PS3 game console. Either 
way, the resulting bundle yielded a better tradeoff in perceived 
price to benefits for more consumers than the lower-priced stand-
alone HD-DVD players. 

Epilogue: The Blu-ray victory is not without its downside for Sony. 
In July of 2007, the European Commission intensified its inves-
tigation into anticompetitive practices within the format war ( 
just as the Hollywood studios began to line up behind Blu-ray). 
Expect a legal battle to ensue. European antitrust authorities are 
routinely suspicious of standards which are established through 

In the competition to define the next 
generation DVD format, pricing theory 
suggested that both the Blu-ray and HD-
DVD teams had significant incentive to 
enter with a low price to capture high 
volumes early in the war.
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the competitive market rather than through bureaucratic com-
mittees.

References
•	 “Business	Technology:	Best	Buy,	Netflix	Back	Blu-ray,”	The	Wall	

Street	Journal,	New	York,	NY,	February	12,	2008,	p	B4.
•	 Sarah	McBride,	“Blu-ray	Lands	a	Big	Fish:	Warner;	Exclusive	

Backing	Might	Tip	Scales	against	HD	DVD,”	The	Wall	Street	
Journal,	New	York,	NY,	January	5,	2008,	p	A3.

•	 “In	Brief,”	The	Wall	Street	Journal,	New	York,	NY,	November	
12,	2007,	p	B7.

•	 Sarah	McBride,	“Business	Technology:	Paramount	Chooses	HD	
DVD	Over	Blu-ray,”	The	Wall	Street	 Journal,	New	York,	NY,	
August	21,	2007,	p	B5.

•	 Merissa	Marr	and	Sarah	McBride,	“Europe	Steps	up	Probe	of	New	
DVD	Formats;	Competition	of	Blu-ray,	HD	to	Secure	Studios’	
Support	Arouses	Antitrust	Concerns,”	The	Wall	Street	Journal,	
New	York,	NY,	July	3,	2007,	p	A7.

•	 “Sony	Cuts	$100	from	Blu-Ray	HD	Movie	Player,”	The	Wall	Street	
Journal,	New	York,	NY,	June	5,	2007,	p	B6.

•	 “In	Brief,”	The	Wall	Street	Journal,	New	York,	NY,	June	19,	2007,	
p	B6.

•	 Sarah	McBride,	 “The	XXX	Factor,	Blu-ray	or	HD-DVD”	The	
Wall	Street	Journal,	New	York,	NY,	January	24,	2007,	p	B4.

•	 Sarah	McBride,	“New	DVD	Players	Resolve	Battle	of	Formats;	
Models	Expected	This	Year	Play	Blu-ray	and	HD-DVD;	Waiting	
out	the	Glitches”	The	Wall	Street	Journal,	New	York,	NY,	Janu-
ary	4,	2006,	p	B7.

•	 “Matsushita	Sets	Date	for	Blu-ray	Release,”	The	Wall	Street	Jour-
nal,	New	York,	NY,	September	21,	2006.

•	 “Studio	Plan	Movies	on	Blu-ray	in	Japan,”	The	Wall	Street	Jour-
nal,	New	York,	NY,	August	30,	2006,	p	B2.

•	 “Europe	Officials	Probe	Marketing	of	DVD	Formats,”	The	Wall	
Street	Journal,	New	York,	NY,	July	28,	2006,	p	A10.

•	 Nick	 Wingfield,	 “Format	 Face-off:	 Bringing	 the	 DVED	 War	
Home;	Blu-ray	Player	and	Title	Hit	Stores,	Taking	on	HD-DVD;	
Is	It	Time	to	Choose	Sides?”	The	Wall	Street	Journal,	New	York,	
NY,	June	20,	2006,	p	D1.

•	 Sayaka	 Yaushiji	 and	 Yoshio	 Takahashi,	 “Sony	 Sets	 Launch	 of	
Blu-ray	PCs,	Taking	On	Toshiba,”	The	Wall	Street	Journal,	New	
York,	NY,	May	17,	2006,	p	B10.

•	 Andrew	Simons	“HD-DVD	Takes	an	Early	Lead	In	Sales	Race	
Against	Blu-ray,”	The	Wall	Street	Journal,	New	York,	NY,	April	
26,	2006.

•	 Yun-Hee	Kim,	“Blu-ray	DVD	Player	is	Delayed,”	The	Wall	Street	
Journal,	New	York,	NY,	April	5,	2006,	p	B3.

•	 “Time	Warner	Inc.:	Warner	Bros.	Turns	Up	Heat	on	Debate	About	
DVD	Format,”	The	Wall	Street	Journal,	New	York,	NY,	October	
21,	2005,	p	1.

•	 Sarah	McBride,	“Paramount	Will	Use	Blu-ray	But	Still	Plans	HD-
DVD	Title,”	The	Wall	Street	Journal,	New	York,	NY,	October	3,	
2005,	p	B2.

•	 Robert	A.	Guth	and	Don	Clark,	“Microsoft,	Intel	Back	HD-DVD	
as	Next	Format	for	Data	Storage,”	The	Wall	Street	Journal,	New	
York,	NY,	September	27,	2005,	p	B4.

•	 Sarah	McBride,	“Disney	to	Support	Sony	DVD	Format,”	The	Wall	
Street	Journal,	New	York,	NY,	December	9,	2004,	p	B8.

•	 Yukari	Iwatani	Kane,	“Toshiba	Regroups	After	Losing	DVD	War,”	
The	Wall	Street	Journal,	New	York,	NY,	February	20,	2008,	p	
B3.




