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Can This Bookstore Be Saved?
CASE STUDY

- ar_nes _E?._Noble- (B&MN) has been portrayed" in
-the past as a big bully that drove small inde-

" aggressive pncmg tactics and an unbeatable

mventory of books. 'Ibday, B&N finds its role reversed
as the company ﬁghts a ﬁerce battle to. surVNe in the -

inevitable era- of e-books. Booksellers were one of the'

many 1ndustr1es dlsrupted by the Iriternet and more :
specrﬁoally, the rise of e-books and e—readers B&N.

hopes: to ehange its busiriess model to adapt to this

new envifonment before it suffers a similar fate- as__:.'.

many of its compet1tors like Borders B. Dalton, and

Rlockbuster; Circuit: Clty, and Fastman Kodak.

More thah ever, consumers are reading books on
eleotronlc gadgets—e- readers iPods, tablets, and -
PCs—instead of phys1oal_ books. Although B&_N still-
depends on its physical, brick-and-mortar stores to
driveits business (B&N operates 691 bookstores in .

50 states, as well ag'641 college bookstores), the corn'_ -

pany has thrown’ its energres behind development
arid marketlng of the Nook series of e-readérs.and
tablets. Onge simply a bookseller, B&N now styles”
itself'as aseller of e-books, devices to read them on, -

and ¢ apps that enhance the reading experience, The -

company has had 3UCCess gammg market share, .
but at-a Steep cost, and to stay afloat, it will need fo
contend with idecreased competition from Amazon
Apple, and Googls—not exactly feeble opposi-
tion., B&’N has a-market caprtahzatron of §1 billion.

Amazon, B&N's current top® cornpetrtor has a market .

cap1tahzat10n of $98 b1ll1on How can B&N compete
against these. teoh titans? “

The dnswer remains to be seen. B&N was hkely
the only hookseller big: enough to compléte the con-
siderable task of developing an e-reader, marketmg
it, and. settrng up manufacturing and retail opera-

tions for the device. Even if its competitors had been : 3;"

faster to react to consumer demand for &- books it's’
unhkely they would have made the 1nroads that B&EN'
has aghieved into the e-book space. Reaction'to the
Nook has beeén positive; as B&'N has grabbed a sig-
nificaiit market share from Amazon and Apple in the
e-hook marketplace In 2011; analysts estimated that
B&N controlled. approx_rmately 27 pergent’ of the digi-
tal book market (Amazon held 60 percent). .

B&N's progress with e-books has come at a steep
cost; however The oompany incutrred a 1oss of $73.9

'pendent bookstores. out of b'ilsines:s:'“With_.: :

rnillion in 2011, compared to a'$36 7 millfon profit, -+ ..
-'the prev1ous yeac, The mvestment requrred to launch- ok
- . and promote thie Nook was. the: primary réason -

for the shortfall, and expendrtures are expected

‘o contmue o climb. In response, B&N ‘canceled -
" its stock dividend. Thé key questions for B&N arée '.
Whether the Nook will eventually bring i in revenues '
- that justify its steep development and: rnarketmg B
y costs, as well as whetheér the Nook can help drlve

trafﬁe to, B&IN'S brick- and—rnertar stores
" The economrcs of e-book sales are very d1fferent

- from tradrhonal book sales. Gustomers who yisit
Crown Books,-or théir peers in other 1ndustr1es l1ke'_

B&N's Web site buy three digital books for every

one physmal boolk, but booksellers still. make more
::-""'rnoney ol prmt books' than e-hooks, Still;; B&N’

. Nook: busmess has been growing rapldly, ancl _ _
trad1t10na1 bookstores are not. Total e-book sales Were-'-

nearly $970. rnﬂhon in 2011, more than double f‘rom

* .the previous year and the pércéntage of e-books -

i W1th1n the total nunber of bodks:sold i is still on the

Tise, measuring 14 percent that same yedr. Iromcally, .

- .one of the first companies to reahze the’ potentral of
. e books was BEN itself. Ag'eatly as 1998, the com-

pany ‘had partnered with software. cornpanles like -

NuvoMedra to develop prototype e- reader called the __3

. .drdn‘t appear fo be any money in it At the t1me
B&N was right, but technology has come a long Way . '
- since 2003, and so too have e-books.: - - :
. B&N cleatly took notice of the fate of Borders its
' chref rival. Borders stubbornly refused to. .adapt to e

the lnternet first handing over its entire Internct -

._operat1ons to ‘Amazon, and. Wa1t1ng to.relaunch- 1ts L

- own Web site until 2008, af which point the company' B

- was already on the road to bankruptey. Borders had
~ -a-devoted following, but it wasn't enough to com-"

i bat the company’s $350 million debt. and'dw'i'ndling '

'proﬁtab1hty B&N is the: only national bookstore 3
.._fcham rémaining in the Un1ted States, and Whlle the
: company saw.a bump in store traffic in the. 1mrned1— .
-ate aftermath of the Borders collapse it also kriew 1t

would need to shake things up to'avoid a similar fate.-

Other cornpanies also have a stake in B&N's’
transformation. Pubhshlng cornpanles have been
forced to adjust their allocations of prlnted books
and new titles for stores and baoks are begmmng
to be released as apps in addition to physleal books

Apps for books are adding. m_or_e features all the .. B
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T time, 1nclud1ng the abﬂ1ty to manrpulate and enlarge.

"1rnages flip. through photo albuims, watoh videos,

- réad 1nstant messages, and listen to the music of
o characters within the book. These books, called .
o “enhanced e-books,” are considered to be-the next

' step in the growth of digital books, but thius fav; the

. :_ -performance of enhanced ¢-books has been mixed.

Puhhshers and e—reader manufacturers both are
teaming up on enhanced e-book projects. Pengtun
_ ""_Wﬂl release 50 enhanced e-books over the course , ~
of 2012 Apple is Worklng with pubhshers to create
o 1nteract1ve digital versions of textbooks. But do -
" readers really need these features? Some pubhshers
Dbelieve that these apps cost more money than they

. “are worth, and worty that there is not a big enough
.'"rnarket for enhanced e- books to justify the expendi- -

“ture of time and. money.. HoWever this is the same

- line of thought that was used about e-books ther- :-

selves-in the early 20008 and e- bcok skeptlcs turned

E _"_'.out to be dead wrong: -
Pubhshers are doing anythlng they can to support
CUB&NE efforts to stay aﬂoat because the survrval of

‘physical book retailers is nnportant 9] effectlvely

, _rnarket and sell books Bookstores spur publisher -
+ sales with' the “hrowsmg effect.” Surveys have shown

that onlyr onesthird of the people who visit a book-

_store and walk out Wlth abook actually arrived with
o the spemﬁc des1re o purchase one. According to. '
Madehne McIntosh, Random House president of
' --:sales operatlons and digital, a-bookstore's drsplay
L space is "onie of the most valuable places itiat:éxists

in this country for:‘communicating to the consumer-
< that abogk is a big deal." Brick- and-mortar retail
"_'stores are not only ‘essential for selling: physlcal

= books, but also stimulate sales of e-books and audto
" books. The more v1s1.b111ty ahook has, thé more

-hkely readers will want to purchase it. With the

- :3-demlse of B. Dalton, Crown Books, and Borders, B&’N. :
is the only retailer: offerrng an- extensive inventory <

L of physrcal hcoks Book pubhshers need a physrcal

' presence:

o W1thout B&N the- hkely canchdate to fill the vcnd
< is Amazon and pubhshers ate niot eager for that to-

. .happen Arriazon's goal for e-books is to cut out the

. -pubhshers and pubhsh books directly, selling books

_atan extremely stecp. discount to drive sales of its

"+ Kindledevices. Editozs, pubhctsts and other entities
w1th1n the pubhshmg business view Amazon as arn

“enemy. Selling books at Amazon's prices is riot a ten-

" able busiress model for pubhshers in the Jong-term.

Pubhshers recelved gven worse news in Apnl
_ 2012 as the u.s. Department of Justlce (DOJy sued
: .-Apple and ﬁve of the ccuntry LY 1argest puhhshlng

;houses for cclludlng to fix e-book prrces In response

- to Amazon’s aggressive pricing. strategy, pubhshers

< _and Apple had agreed to an “agency pricing” model; .

T iri which pubilishers set the price and retailers takea

o comrnrssron (Under the wholesale arrangement with

'-Arnazon the publishers received ‘'half of the list prrce o

“but thrs gave them no control over the pricing of _

.~ their product.) Many books would be sold by Apple .

-_"for about $13, with Apple’ taklng a'30 percent cut. . *
By mcreasmg ‘the price of e ‘books by a-doliar or two
_pubhshers stood to gain an extra $100. million. Even

Amazon-was under investigation for striking deals

“with puhhshers that forbade them from offenng the
-same-level of discounts provrded by other exreader ..~
L :manufacturers The bottom line is‘that the DOJ
© . action is bad news for pubhshers who’ need B&’N

"'now more than ever. :

: Beoause the Nook was boomtng and brlck-

: and-mortar stores had been stagnating, B&N has
o ‘heen cons1der1ng spinning off its digital business-

from. its fading bookstore busmess On April 30,

2012, Microsoft announced that it would 1nvest
~$300 million. for a 17.6 percent stake in anew -
~ company ¢onsisting of B&N's Nook tablet and

e-reader business and its’ College lelSlOl’l As part :

- _ of the deal a Nook application- would e included -

in Mrcrosoft's Windows 8 operating system This -

- arrangement will provide B&N with add1tlona1
_'pomts of distribution from hunidreds of millions of -
_ 'Wlndcws users around the world, and both compa- -
_' - nies will share revenues from sales of e hooks and
' other content B&N might eventually sprn otf this
. new company.

“The deal also furthers Macrosoft’s strategy of ]

' _mvestmg in new businesses to move beyond its

 Windows and Office software franchises. A Nook .

'-'e-readmg app:could also enhance Mlcrosoft efforts to
- establish a-digital storefront to market e-books apps,

: and othier content for Wmdows 8, Wh1ch is cr1t1ca1 to
_'plans for entering the tablet market.

* B&N has dlso. experrmented with ways te drlve :

. ':trafﬁc to their physical stores using apps on the o
" Nook, Although thisis a seennngly 1mposs1b1e '
-task, they are-at least coming up with some inven-

tive ideas. For example, if you connect to & Wl—Fl .
network in a B&N store with your Nook you can
get free extras in many apps and games like. Angry
Rirds, where you can unlock a bonus character that N
normally costs.a doilar Other companles are uslng
similar technigues to promote board games, toys,
movies, and of course, physical books. B&N has also -
expanded its store space . for toys and.games and.
added new display space for its Nook devrces 'I‘here




are also plans to experiment with slightly smaller
Stores.

These promotional campaigns probably won't be
enough to stop B&N's dwindling in-store sales. What
will the future hold? Will B&N be able to succeed as
a digital company, and is there a future for its brick-
and-mortar stores? Is there a way for e-books to help
sell print books, just as print books have stimulated
demand for their digital versions? Although B&N has
made a spirited effort to revamyp its business and go
toe-to-toe with several tech titans, it's possible that it
might be too tall an order for the storied hookseller
Sources: Michael J. De La Merced and Julie Bosman, “Microsoft
Deal Adds to Battle over E-Books,” The New York Times, May 1,
2012; Shira Ovide and Jetfrey A. Trachtenberg, “Microsoft Hooks
Onto Nook,” The Wall Street Journal, May 1, 2012; Julie Bosnan,
“The Bookstore's Last Stand,” The New York Times, January 29,
2012; Paul Vigna, "E-Books, Apple, Amazon: The Deadly Hailows
for Publishers,” The New York Times, April 11, 2002; Brian X, Chen,

“Barnces & Noble Uses Apps to Lure Customers Into Stores,”
The New York Times, January 27, 2012; Alter, Alexandra,
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*Blowing Up the Book,” The Wall Street Journal, January 20, 2012;
Rick Newmar, 4 Lessons from the Demise of Borders,” U.8. News
and World Report, July 20, 2011; Chunka Mui, “Borders and Kodak
are Facing Doomsday: Who's Next?” Forbes, July 22, 2011; and
Jeffrey A. Trachtenberg and Martin Peers, “Barnes and Noble:
The Next Chapter,” The Wall Street Jouwrnal, January 6, 2011.

CASE STUDY QUESTIONS

1. Use the value chain and competitive forces
models to evaluate the impact of the Internet on
book publishers and book retail stores such as
B&N. :

2. How are B&N and the book publishers changing
their business models to deal with the Internet
and e-book technology?

3. Will B&N's new strategy be successful? Explain
YOUr answer.

4. Is there anything else B&N and the book

publishers should be doing to stimulate more
husiness?



