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Dr. Dre’s Core Competency:
Coolness Factor

IN 2014, DR. DRE—whose real name is Andre Young—became
the first hip-hop billionaire after Apple acquired Beats Electron-
ics for $3 billion. Dr. Dre
has a long track record as a
successful music producer,
rapper, and entrepreneur.
Known for his strong work
ethic, he expects noth-
ing less than perfection
from the people he works
with—similar to some of
the personality attributes
ascribed to the late Steve
Jobs, co-founder and long-
time CEO of Apple.
Although Dr. Dre cre-
ated and

B

subsequently
with Luke Wood, president, on left.
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sold several successful
music record labels, as an
entrepreneur he is best known as co-founder of Beats Elec-
tronics with Jimmy Iovine, also an entrepreneur and record
and film producer. Both are considered to be some of the
best-connected businesspeople in the music industry, with
personal networks spanning hundreds of both famous and
up-and-coming artists. Founded in 2008, Beats Electronics
is known globally for its premium consumer headphones,
Beats by Dr. Dre, which he claims allows the listeners to
“hear all the music.” Since early 2014, the company also
offers the streaming music subscription service Beats
Music. Beats’ vision is to “bring the energy, emotion, and
excitement of playback in the recording studio to the listen-
ing experience and introduce an entirely new generation to
the possibilities of premium sound entertainment.”’ Many
acoustics experts maintain, however, that playback of digi-
tally compressed MP3 audio files is inferior in compari-
son to high fidelity. Moreover, the sound quality of Beats
headphones is considered poor in comparison to other
premium-brand headphones such as those by Bose, JBL,
Sennheiser, and others.

Dr. Dre, right, and Jimmy lovine, center, cofounders of Beats Electronics,

Why then would Apple pay $3 billion to acquire Beats
Electronics? This was by far the largest acquisition in
Apple’s history. Two main reasons: First, Apple is hoping
that some of Beats’ coolness will spill over to its brand, which
has become somewhat stale. Apple’s iPhones, for example,
have become a standardized commodity given the success-
ful imitation by Samsung,
Xiaomi, and others. Sec-
ond, although Apple is
the world’s largest music
vendor with 800 million
accounts on iTunes Store,
the industry is being dis-
rupted. Content delivery,
especially in music but
also video (think Netflix),
is moving rapidly from
ownership via downloads
to streaming on demand.
As a consequence, music
downloads have been
declining in the past few
years.

BEATS COOLNESS FACTOR

Beats by Dr. Dre achieved an unprecedented coolness
factor with celebrity endorsements not only from music
icons but also athletes, actors, and other stars. Prior to
Beats, no musician endorsed audio headphones in the
same way as a basketball player such as Michael Jordan
endorsed his line of Nike shoes, Air Jordan. Dr. Dre was
the first legendary music producer to endorse premium
headphones. In addition, he created custom Beats for
stars such as Justin Bieber, Lady Gaga, and Nicki Minaj.
Other music celebrities including Skrillex, Lil Wayne,
and will.i.am endorsed Beats by wearing them in their
music videos and at live events and mentioning them
on social media. But Beats did not stop at musicians.
Famous athletes—basketball superstars LeBron James
and Kobe Bryant, tennis player Serena Williams, and
soccer stars Cristiano Ronaldo and Neymar Jr.—are all
wearing Beats by Dr. Dre in public and endorse the brand
in advertisements.
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ALTHOUGH MANY OBSERVERS are convinced that Apple
purchased Beats Electronics for the coolness of its brand
and to gain a stronger position in the music industry, oth-
ers are suggesting that what Apple is really buying are the
talents that Beats co-founder Jimmy Iovine and Dr. Dre
bring to the table. Since the death of Steve Jobs, Apple’s
visionary leader, the company has been lacking the kind of
inspired personality it needs to remain a cultural icon. The
critics argue that what Apple really needs is someone with
a creative vision combined with a wide-reaching industry
network and the ability to close a deal, especially in music
where the personalities of its celebrities are known to be
idiosyncratic. In music jargon, Apple is in need of a “front
man.” With the acquisition of Beats, it got two of the great-
est creative talents in the music industry, with a long suc-
cessful track record and deep and far-reaching networks.
Indeed, Iovine is of the opinion that Beats had always
belonged with Apple. Iovine and Dr. Dre set out to
model Beats Electronics after Apple’s unique ability to
marry culture and technology. Intriguingly, both Iovine
and Dr. Dre are taking on senior positions at Apple. This
indicates how much Apple’s culture has changed under
CEO Cook, because Iovine and Dr. Dre were not the
first cool superstars from flashy industries he brought
to Apple. In 2013, Apple hired former Burberry CEO
Angela Ahrendts to head its retail operations. Bringing

in superstars from the flashy
industries of music or fash-
ion to Apple, let alone into
senior executive roles, would B

have been unthinkable under Jobs. Under his top-down
leadership, only Apple products introduced to the pub-
lic by himself in well-rehearsed theatrical launches were
allowed to shine.

Questions

1. The ChapterCase argues that Beats Electronics’ core
competency lies in its marketing savvy and in Dr. Dre’s
coolness factor. Do you agree with this assessment?
Why or why not?

2. If you believe that Apple bought Beats Electronics to
bring Jimmy Iovine and Dr. Dre into Apple, what are
the potential downsides of this multibillion-dollar
“acqui-hire” (an acquisition to hire key personnel)?

3. If Beats Electronics’ core competencies are indeed
intangibles, such as coolness and marketing savvy,
do you think these competencies will remain as valu-
able under Apple’s ownership? Why or why not?

4. The ChapterCase provides at least three theories why
Apple purchased Beats Electronics. Which of those
do you believe are most accurate, and why?
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JetBlue: “Stuck in the Middle™?

ENTREPRENEUR DAVID NEELEMAN, at the age of 25, co-
founded Morris Air, a charter air service that in 1993
was purchased by Southwest Airlines (SWA). Morris Air
was a low-fare airline that pioneered many cost-saving
practices that later became standard in the industry, such
as e-ticketing. After working as an airline executive for
SWA, Neeleman founded
another airline, JetBlue
Airways, in 1998. When
established
JetBlue, his strategy was

Neeleman

to provide air travel at
even lower costs than
SWA. At the same time,
he wanted to offer bet-
ter service and more
amenities.

JetBlue copied and
improved upon many
of SWA’s cost-reducing
activities. For example,
it started by using just
one type of airplane (the = © AP Photo/KABCTV
Airbus A320) to lower
the costs of aircraft maintenance and pilot training. It also
chose to fly point to point, directly connecting highly traf-
ficked city pairs. In contrast, legacy airlines such as Delta,
United, and American use a hub-and-spoke system; such
systems connect many different locations via layovers at
airport hubs. The point-to-point business model focuses on
directly connecting fewer but more highly trafficked city
pairs. This operating system lowers costs by not offering
baggage transfers and schedule coordination with other
airlines. In addition, JetBlue flew longer distances and
transported more passengers per flight than SWA, further
driving down its costs. Initially, JetBlue enjoyed the low-
est cost per available seat-mile (an important performance
metric in the airline industry) in the United States.

At the same time, JetBlue also attempted to enhance
its differential appeal by driving up its perceived value.
Its intent was to combine high-touch—to enhance the cus-
tomer experience—and high-tech—to drive down costs.

Some of JetBlue’s value-enhancing features include high-
end 100-seat Embraer regional jets with leather seats, free
movie and television programming via DirecTV, XM Sat-
ellite Radio, along with friendly and attentive on-board
service. Other amenities include its recently added Mint
class, which offers personal check-in and early boarding,
free bag checking and priority bag retrieval after flight,
and complimentary gourmet food and alcoholic beverages
in flight. It also features
small private suites with
a lie-flat bed up to 6 feet
8 inches long, a 15-inch
high-resolution  personal
screen, and free in-flight
high-speed Wi-Fi (“Fly-
Fi”). JetBlue is also add-
ing the newer Airbus 321
to its fleet, which scores
significantly higher in
customer satisfaction sur-
veys than the older Airbus

Among high-profile incidents affecting JetBlue's overall reputation as a 320.
quality airline was the 2014 emergency landing at Long Beach Airport,
after instruments identified a potentially overheated engine. Four
passengers were injured in the evacuation

Also, because roughly
one-third of customers
prefer speaking to a live
reservation agent, despite
a highly functional website for reservations and other
travel-related services, JetBlue decided to employ stay-
at-home parents in the United States instead of following
industry best practice by outsourcing its reservation system
to India. The company suggests this “home sourcing” is
more productive than outsourcing; it also says that custom-
ers’ appreciation of the reservation experience more than
makes up for the wage differential between the United
States and India. To sum it up, JetBlue’s “Customer Bill of
Rights” declares its dedication to “bringing humanity back
to air travel.”

Several high-profile incidents, however, damaged Jet-
Blue’s outstanding customer service record. In early 2007,
JetBlue's reputation took a major hit: Several flights were
delayed due to a snowstorm in which the airline kept pas-
sengers on board the aircraft; some sat on the tarmac
for up to nine hours. Many wondered whether JetBlue
was losing its magic touch. A few months later, David
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Neeleman left JetBlue.! Another reputation-damaging inci-
dent for JetBlue occurred in 2010 when a flight attendant,
upset because a passenger refused to apologize after strik-
ing him with luggage when disembarking the plane, alleg-
edly used the airplane’s PA system to hurl obscenities at
passengers. Then, he grabbed a couple of cold beers from
the galley, deployed and slid down the emergency escape
chute, before disappearing in a terminal at New York’s
JFK airport and proceeding to drive home (where he was
later arrested). In 2012, a JetBlue flight to Las Vegas was
diverted to Texas because of the pilot’s erratic behavior
during the flight. Among other bizarre behavior, the men-
tally unstable pilot told the co-pilot that “we need to take
a leap of faith,” and that “we’re not going to Vegas.” The
co-pilot locked the pilot out of the cockpit and diverted the
flight to Texas, where it landed safely. The issue of pilot

mental health and the responsibilities of an airline have
taken on new urgency in light of the 2015 deliberate crash
into the French Alps of a Germanwings flight with 150
people on board by a co-pilot suffering from documented
mental health issues.

For JetBlue, trying to combine a cost-leadership posi-
tion with a differentiation strategy has meant that despite
early years of competitive advantage, it is now struggling.
As a consequence of several high-profile mishaps combined
with the difficulty in resolving the trade-offs inherent in
driving costs down while providing superior customer ser-
vice and in-flight amenities, JetBlue has experienced a sus-
tained competitive disadvantage since 2007.%

You will learn more about JetBlue by reading the chapter; related
questions appear on page 200.
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CHAPTERCASE 6 / Consider This. ..

Early in its history JetBlue achieved a competitive advan-
tage based on value innovation. In particular, JetBlue was
able to drive up perceived costumer value while lower-
ing costs. This allowed it to carve out a strong strategic
position and move to a non-contested market space. This
implies that no other competitors in the U.S. domestic air-
line industry were able to provide such value innovation
at that point in time. Rather than directly competing with
other airlines, JetBlue created a blue ocean.

Although JetBlue was able to create an initial competi-
tive advantage, it was unable to sustain it over time. Because
JetBlue failed in reconciling the strategic trade-offs inher-
ent in combing differentiation and cost leadership, it was
unable to continue its blue ocean strategy, despite initial
success. Since 2007 JetBlue experienced a sustained com-
petitive disadvantage, at one point in 2014 lagging the S&P
500 index by more than 100 percentage points.

A new leadership team CEO Robin Hayes put in place in
early 2015 is attempting to reverse this trend. The new team
made quick changes to improve the airline’s flagging profit-
ability. It decided to start charging $50 per checked bag instead
of offering it as a free service. Moreover, it also removed the
additional legroom JetBlue was famous for in the industry,
adding 10 percent more seats on its airplanes. It remains to
be seen if JetBlue’s strategic repositioning will be successful.

Questions

Despite its initial

success, why was
JetBlue unable to sustain a blue ocean strategy?

JetBlue’s chief marketing officer, Marty St. George,
was asked by The Wall Street Journal, “What is the
biggest marketing challenge JetBlue faces?”” His
response: “We are flying in a space where our com-
petitors are moving toward commoditization. We have
taken a position that air travel is not a commodity but
a services business. We want to stand out, but it’s hard
to break through to customers with that message.”

A. Given St. George’s statement, which strategic posi-
tion is JetBlue trying to accomplish: differentiator,
cost leader, or blue ocean strategy? Explain why.

B. Which strategic moves has the new CEO, Robin
Hayes, put in place? Do these moves correspond
to St. George’s understanding of JetBlue’s strategic
position? Why or why not? Explain.

Consider JetBlue’s value curve in Exhibit 6.10. Why

is JetBlue experiencing a competitive advantage?

What recommendations would you offer to JetBlue

to strengthen its strategic profile? Be specific.




