INTRODUCTION

Nintendo is a well-known gaming company that was founded on September 23, 1889.  Beginning as a handmade card company, Nintendo has evolved into one of the biggest international producers of video game consoles and games. Today, it continues its legacy with the Nintendo Wii, which has reportedly sold almost 50 million units shipped worldwide since their 2006 launch, 22.96 million consoles alone in the United States (VG Chartz). 

Nintendo is currently doing very well as a company (Refer to Financial Statements in Figure 1 and 2). However, all businesses need to make changes and improvements in order to keep a step ahead of the competition. As part of this case study, we will explore Porter’s Five Forces and how they apply to Nintendo’s current status. The second half of this paper will discuss what we feel Nintendo needs to do to stay ahead in the industry and how to achieve those goals we’ve set out.

FINANCIAL ANALYSIS

Financial ratios are chosen as means to analyze the financial statements as they provide a relevant summary of financial information. Furthermore, they serve as a control for size differences among companies, enabling meaningful comparison across the industry, and also over time. In our analysis of Nintendo financial statements, we obtained ratios for five time periods, 2004 through to 2008, for evaluation. These ratios will be benchmarked against the industry average, as well as the average major competitors in the industry that are most similar to Nintendo in terms of sales revenue and total assets.
Liquidity Analysis
For the past five years, Nintendo’s Quick ratio has generally decreased since 2004. Nevertheless, at a value of 2.903, it remains significantly higher than the industry and competitor’s average (Thomson). This reduction in liquidity can be attributed in part to the recent increase in current liability which spiked in 2006, probably due to the development of the Wii. Moreover, Nintendo’s Quick ratio is still strong, and shows that there is little concern for liquidity risk.

Solvency Analysis
The Debt-To-Equity ratio for Nintendo has been constant for the financial years 2004 and 2007 at 0.00. The figure has however increased to 0.06 in 2008 (Thomson). This shows that Nintendo increased its reliance on debt. It shows that Nintendo is still operating on a very low proportion of debt. This could be attributed to research and development costs for future Wii products.

Efficiency Analysis
Throughout the years, the Total Assets Turnover ratio has been on an upwards trend, with the ratio in 2008 at a five year high of 0.94 (Thomson). However, this is lower than the industry average.  This difference, being small, calls for no concern. On the other hand, it is important to note that the upwards trend signifies gradual improvement in Nintendo’s operations efficiency. This could imply that Nintendo is actively seeking improvements in its operations, which could translate to even higher profitability in future years.

Profitability Analysis

As a profit organization, profitability is a vital measure of performance. Generally, Return On Assets (ROA) has been increasing from 2004 to 2008 7.01 to 9.67 and Return On Equity (ROE) has been increasing from 8.62 to 12.52. The Gross Profit Margin has only increased slightly from 2004 to 2008, 40.34 to 41.25 (Thomson). This shows that Nintendo has been getting more profitable over the years and we expect this trend to keep up with constant product innovations and improvements. 

NON-FINANCIAL ANALYSIS

PORTER’S FIVE FORCES OF ANALYSIS
Threat of New Entrants

The threat of new entrants would be considered to be relatively low due to high barriers of entry; only entrants with large amounts of resources could enter. Despite the high barriers of entry, one big entrant in the industry coming out in the fall of 2009: OnLive. OnLive is a new company that has the chance to revolutionize the gaming industry.  This new product throws out the idea of having to use a powerful piece of hardware (console or PC) to run games by using a USB drive to access OnLive’s database of games, which can stream games directly to your screen (OnLive). In an industry that anticipates changing from selling hard copies of games into an industry that sells downloadable games, this could be the beginning of that movement.

Bargaining Power of Buyers

The Wii has a lower retail price of $250 as compared to competitors, Xbox 360 and Playstation 3, due to price sensitivity of buyers with the quality of the graphics. There is a relatively low concentration in purchases of large volumes relative to seller sales, as Nintendo Wii is catered mainly to individual. The quality of the Nintendo Wii is important in relation to the price of the buyer’s product due to intense rivalry between the gaming consoles.  Due to lower-powered hardware in the Wii, the manufacturing costs compared to competitors is substantially lower. Consequentially, this allows Nintendo to sell the Wii at a lower price. Therefore, we feel that the bargaining power of buyers is relatively medium to high for the Nintendo Wii.

Bargaining Power of Suppliers

Nintendo’s inability to meet demand has been a left a negative mark on what looks to be by far the most-sold console in the industry. Currently, Nintendo’s soul manufacturer has been Foxconn Precision Components (Caoili). This means that they must rely on this one company to produce enough consoles to match the very high demand of the consumers, so one can see how Nintendo ran into problems. The problem with having only one manufacturer is that Nintendo put all their cards into one company, which gives Foxconn Precision Components a lot of leverage on Nintendo because Nintendo has no other company to turn to in the immediate future in terms of production. For instance, if Nintendo demands Foxconn to produce more Wii’s but Foxconn doesn’t have the products or the ability to fund more production, the Nintendo Wii is handcuffed because of the bottleneck created by having only one manufacturer. Because of these issues, the power of suppliers is extremely high for Nintendo.
 Threat of Substitute Products/Services 


There are many games from the Wii which are non-exclusive due to independent game designers that supply to the console gaming industry. These games are also made available to customers using the Xbox 360 and Playstation 3 systems. There are, however, high switching costs should buyers decide to switch between different consoles. 

In terms of a substitute that could replace gaming, most ideas are mostly unforeseeable. For instance, with the ever-changing technologies, a new type of media could emerge to replace the current high-tech console gaming; for example, an interactive movie. The threat of substitute products would be considered to be medium.
Intensity of Rivalry among Competitors

1.  Jockeying for position e.g. sales/ advertising 
 
Nintendo decided that in addition to its standard TV campaigns targeting school kids, “the company pumped 70 percent of its U.S. TV budget into programs aimed at 25-to 49-year-olds,” says George Harrison, Senior Vice President for marketing at Nintendo of America, according to an article from cnn.com. Marketers placed ads in publications aimed for older audiences such as AARP and Reader’s Digest. Nonetheless, Nintendo's most successful marketing technique was to give the Wii Sports game with every $250 console (Gaudiosi). 

2. Competitive Pricing
      There is constant competition between the consoles in trying to have the least expensive console on the market. Microsoft has released the Xbox 360 Arcade, which is a bare-bones version of the regular Xbox 360, and is sold for $199, making it the cheapest console available.

The Xbox 360 also offers their signature 60 GB model for a $299 retail price, while serious gamers can purchase an Elite Xbox console with 120 GB for a retail price of $399. Sony Playstation 3 is priced at $400 dollars and is mostly only adopted by serious gamers (GameStop). The Playstation 3 is not able to compete with the lower prices. Sony’s argument is that consumers get the most for their money with the Playstation 3 because of the large hard drive, built in wireless, and a Blu-Ray player and it is not economically feasible for Sony to lower the Playstation 3’s price right now (Delahunt). 

3. Constant Product innovations throughout industry

There are constantly new games and peripherals being introduced by all the game consoles throughout the industry. An example would be the Guitar Hero: World Tour. The Nintendo Wii came up with a drum set that was synced with the game. However, the Xbox 360 also came up with one that was a more sophisticated drum set, which included two cymbals. In this industry, constant product innovation and creative technologies is vital for the Wii to stay ahead of its competitors.

      (Refer to Figure 3 for Five Forces Summary)
Future Prospects for the Wii: Recommendations & Implementations


Considering how far ahead of the competition the Wii is in terms of hardware sales (Refer to Figure 4 for chart of hardware sales), the future of Nintendo looks very promising. As with all other industries with competition, companies must always keep taking strides in order to stay ahead of the competition. These next sections describe actions that we feel Nintendo should take in order for the company to grow in the proper direction.

Production

The issue of production for Nintendo has been fixed, for the most part. They have streamlined their production of the Wii over the last two years, so much so that they managed to halve the cost of productions (GamezPlay).  They have also acted accordingly in order to be more prepared for the demand. According to GameStop's SVP of Merchandising, Nintendo's increased production of 50 million units being shipped has finally allowed GameStop to hold a sufficient amount of Wii's in stock (Nutt). Therefore, all Nintendo has to do is follow the direction that it's going and constantly watch the trend of demand for their product. Console sales should follow the usual trend of having spikes in sales during holiday season, but Nintendo will have to keep an eye on if sales begin to drop.

However, just because supply is finally starting to even out with demand doesn't mean Nintendo is out of trouble. The best way to prevent Nintendo from running into these problems anymore is by not relying on one manufacturer to produce all of the company's consoles. This means that Nintendo will need to find another manufacturer for the Wii. To achieve this in the best manor would be for Nintendo to do a thorough analysis on other candidates to also manufacture the Wii. Other companies Nintendo needs to look into are Asustek Computer, Compal Electronics, Inventec, and Wistron (Caoili). 
Hardware and Software

For Nintendo to grow, an updated graphics card and a DVD-ROM will need to be added to the console (Refer to Figure 5 for comparison of the three consoles’ current specifications). While first-party games like Wii Sports and any Mario game will always sell very well, third-party developers aren’t confident enough in software sales to warrant them spending large amounts of money to make a very good game because they may not get make their money back. 


One recent occurrence happened that shows a trend that could continue if the Wii doesn’t update their console. In 2005, Capcom released Resident Evil 4 for the Nintendo Gamecube and was a huge success for Nintendo. At the time, the Gamecube could run games as technologically advanced as the Playstation 2 and Xbox. Fast-forward to today when Capcom releases Resident Evil 5. With the strength of the Xbox 360 and Playstation 3, Capcom made a large, graphically detailed game. The Wii was not able to run the game and it is not going to be released on the Wii. This may sound like a one-time occurrence, but this example is just one of the many instances where a third-party developer doesn’t have the confidence in software sales to put the money and effort into making a solid game for the Wii. Instead, Wii owners are stuck with a bunch of budget titles from third-party developers. Other games that fell into this same hole include Assassin’s Creed, Dead Space, and Call of Duty 4, all of which sold very well on Playstation 3 and Xbox 360.


To find the solution is to understand the problem. When a developer makes a game for the Playstation 3 or Xbox 360, they can transfer that game relatively easily to the other console and PC. This gives them 3 SKU’s to sell (PS3, 360, and PC). Therefore there is a lot less risk that they will develop a game and not sell enough to make their money back. The Wii wanted to make a special console so different from the others that games have to be specifically tailored for the Wii because of the motion controls and the inferior graphics card. Companies don’t want to put in a lot of money and effort into a game that can only be released on one console, let alone on a console that is controlled by the “casual gamers” market, which tend to only buy first-party games from Nintendo (Wanat).


Making an updated Wii will allow Nintendo to keep their type of games with less advanced graphics but also allow other companies to release games on the Wii with ease, substantially increasing software sales. The updated graphics card will allow Nintendo to run more graphically advanced games and the DVD-ROM will be able to play the CD’s that are used for said-games. 

Some may argue that these updates will make Nintendo charge more for their console. However, with the way technology advances, the graphics cards used in the Xbox 360 are much cheaper than what they were when the 360 was first developed. In other words, Nintendo may make a smaller profit on each console sold, but they won’t have to increase the price of the Wii and the revenue made from increased software will more than make up for the loss on hardware sales.

Online Capabilities


The Nintendo Wii Is the first console from Nintendo that includes online capabilities. This addition gives consumers more opportunities to play games with a community of people because consumers won't always have a group of people to play with in-person. It's negligent of Nintendo to ignore trying to make their online service as good as it could possibly be; which is far from its current status. We feel that the two main issues with Nintendo’s current online service is that it is very hard to connect with friends online to play a specific game and there is no microphone peripheral. 


In regards to connecting with friends, in order for two people to play a game with each other they need to exchange their 12-digit Friend Codes, which is given to them by Nintendo. If these people decide to play a different game together they will have to exchange their 12-digit codes once again. The reason Nintendo uses this system is because Nintendo makes developers find their own ways to make people login to the game’s online section. To resolve this issue, Nintendo will need to make it so people can add a friend to their friend’s list, similar to Instant Messenger, and allow them to use that list to quickly connect to the game that they want to play without having to go through a second login screen inside the game (Rodgers). With this addition, Nintendo’s online experience will be much more streamlined for consumers.



The second much-needed addition is a microphone peripheral. The only way for friends to communicate with each other current is through the use of a tedious text-messaging system. The microphone will allow friends to talk directly to each other as if they were on a phone (Rodgers). The Wii is focused on playing as a community and Nintendo is hindering the community’s entertainment by forcing them to play in silence as the players have to remind themselves that they’re playing with other people and not the game’s AI. 

CONCLUSION

In conclusion, Nintendo is in the driver’s seat of the gaming market. They have tapped the oil that is casual-gamers and have priority on that market while the Playstation 3 and Xbox 360 try to take parts of that audience while competing with each other over the hardcore gamers market. Given that Nintendo will continue its pace of smart marketing and innovations, with a few key changes to keep ahead of the curve, Nintendo will be a healthy company for many years to come.

