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Executive Summary
Blizzard Entertainment, A subsidiary of Activision Blizzard, is a game development company at
the top of its industry due to its ability to innovate new and exciting ways to play games and its
commitment to quality as part of the core identity of the brand. Blizzard possesses a wealth of
distinctive competencies which set it apart from its competitors and make the company
profitable. Many of its core competencies have been part of the Blizzard brand for over twenty
years and, in that time, the Blizzard brand has operated using “Blue Ocean” strategy of creating
markets through innovative game design. Strategy means making trade-offs, and Blizzard’s high
standard of quality results in guaranteed sales of any product it creates but slow product output.
This is a problem because there are times where Blizzard games are all old and the company
spends periods of time lacking relevance in the industry before bouncing back with its next
offering.
While the future looks bright for Blizzard due to its many sustainable competitive advantages,
there are two areas of concern which tie together. Arguably the defining pair of core
competencies of Blizzard are its ability to develop brilliant games in the Real Time Strategy
genre, and to tell stories through those games. The recent offerings of Blizzard products have
been light on story and heavy on gameplay which is good for short term revenue but a problem
for brand long term brand value if the trend continues.
Blizzard would do well to make strategic choices that preserve its primary core competencies.
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Presentation of Company
Blizzard Entertainment is a game development company with a unique position in its industry as
the game developer most beloved by its fan-base. While many other game developers have loyal
fans, Blizzard’s position at the top is evidenced by its dominance of the ESports scene, the
Blizzard specific convention that gets sold out every year, and the prominence of its products in
social media (specifically reddit.com/r/all).

Blizzard is a subsidiary of Activision Blizzard (traded on the NASDAQ as ATVI). Activision
Blizzard is comprised of three segments: Activision, Blizzard, and King. Activision develops
games mostly for the console platforms and had an operating income of $1.005 billion in 2017.
The other segment besides Blizzard is King which is mostly known for developing Candy Crush
Saga and had an operating income of $700 million in 2017.
Blizzard, the focus of this strategy audit, had an operating income of $712 million in 2017.
Blizzard predominantly makes video games for the Personal Computer (PC) platform though two
of its games (Overwatch and Diablo 3) have been ported over to the console. The company is led
by CEO Michael Morhaime.
Blizzard generates its revenue through retail sales of game products and fan merchandise, microtransactions within its games, and E-Sports ad revenue. Blizzard actively supports six games
spread across four franchises. In this case, a franchise refers to a game or series of sequential
games set in the same universe with the same characters and history.
All of Blizzard’s appeal (and income) is based on these four franchises:

Warcraft
The original Warcraft game was the first game sold under the Blizzard label in 19944. It was a
fantasy based Real Time Strategy (RTS) game that helped propel the industry of PC gaming
forward. Warcraft told the story of an invasion of hulkish beings (called orcs) from another
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world into the world of Azeroth, which is the setting of most events in the franchise. It was a
huge success and helped define the RTS genre.

Warcraft 2 and Warcraft 3 followed and both continued the story of Azeroth and the conflicts
between the human and orc races along with their respective allies. They followed in the
footsteps of the original Warcraft game by furthering the development of the RTS genre while
earning Blizzard both revenue and respect.
World of Warcraft was the most recent title in the franchise. Released in 2004, it was a rousing
success and furthered the story of Azeroth over the span of multiple expansions. World of
Warcraft is a Massively Multiplayer Online Role Playing Game (MMORPG) and easily the most
successful game ever released in the genre. There have been times where the game had over 10
million monthly subscribers ($15 per month) and players can also buy online and offline
merchandise associated with the game.

Diablo
The Diablo franchise began with the release of Diablo in 1996 and debuted as the #1 selling PC
title4. The franchise is an action Role Playing Game set in a fantasy horror universe where
demons are trying to invade the human world of sanctuary and the player has to gain power and
skills to stop the demon invasions.
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Diablo 2 was a massive success and people still play it even though by technical standards, the
game is extremely outdated (released in 20004).
Diablo 3 is the current edition of the franchise and it furthered the story of the Diablo universe
and the development of the genre.

Starcraft
The third franchise developed by Blizzard was Starcraft. This was another game in the RTS
genre and the first ever RTS to feature three different, balanced, playable factions. The game is
set in a science fiction universe in a distant part of our galaxy at some point in the distant future
and places the human faction in contact with two extremely distinct alien races.
The first game in the Starcraft franchise was released in March 19984.
The expansion to the original game, Brood War, came at a time where online gaming was first
becoming reliable. Due to the extremely high skill ceiling of the game, online and offline
competition began to develop especially in South Korea where top Starcraft players were
becoming celebrities in the country. This resulted in the beginning of E-Sports, a subject which
will be discussed later in this section.
After years of anticipation, Starcraft 2 was released in 20104 and immediately became and was
an immediate success both in terms of units sold, and as an E-Sports spectator phenomena.
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The franchise went on to sell two more expansions and that is where the story of the franchise
currently stands. Blizzard continues to sell peripheral content based on this game like a set of
missions featuring a character named “Nova” as well as faction sets for its cooperative mode.
The game is still strong in the E-Sports scene as well.

Overwatch
Blizzard’s most recent franchise is a team based First Person Shooter (FPS) set in a near future
science fiction environment on Earth. As a reference, none of the other franchises feature Earth
though the planet is referenced in the Starcraft universe as a distant planet which sent invading
humans into the quadrant of the galaxy featured in the Starcraft universe.

Overwatch was released in 20163, and was an instant success. It drew its resources from a game
Blizzard had been developing for years codenamed project Titan which was meant to be a MMO
but was scrapped because it did not meet the expectations of success to which Blizzard holds its
games.
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One measure of the success of Overwatch is the degree to which it is featured on the front page
of reddit, a popular social media site where interesting content is shared and rated by the
community. Highly rated content gets propelled to the front page of reddit, and clips of
Overwatch gameplay can often be found there providing Blizzard free advertising exposure to
the millions of people who frequent the site.
As an additional proof of the potential of Overwatch, a competitive Overwatch E-Sports league
was created and has exceeded all expectations of viewership making it a resounding success.

Other Games
There have been two other games released by Blizzard in the last five years which have not
created their own franchises, nor have the furthered the story of any Blizzard franchise. Instead,
these games have been based on established Blizzard franchises to varying degrees.
Hearthstone: Heroes of Warcraft
Hearthstone is an Online Card Game (OCG) inspired by Magic the Gathering and based in the
Warcraft universe. Blizzard originally created a Trading Card Game using physical cards which
was not successful, but Hearthstone has been a success both financially and as an E-Sport.

Hearthstone was released in 20143.
Heroes of the Storm
Heroes of the Storm is a multiplayer online team game in the Multiplayer Online Battle Arena
(MOBA) genre. In this game the player controls a character and teams of player controlled
characters battle to defeat each other on different maps with different objectives.

8

This game does not develop a story or a cast of characters. Rather, it takes characters from all of
the games that Blizzard has developed and places them in a shared setting, each with a set of
abilities needed on the battlefield.
This game has been somewhat successful financially. The game itself is free but revenue is
generated through micro-transactions within the game.
However, in the greater context of the genre and the industry, it is a comparative failure.
The MOBA genre of games was originally created on a platform developed by Blizzard,
Warcraft 3. Players could create their own maps with their own rules in Warcraft 3 and a map
called “Defense of the Ancients” was an extremely popular map that basically turned into its
own genre of game while being played inside an FPS gaming engine!
However, Blizzard did not capitalize on the MOBA genre. Competitors capitalized on the
popularity of the genre and two games were created, League of Legends (Riot Games) and
DOTA 2 (Valve) which have dominated the E-Sports scene due to the high skill-caps of the
games, how easy they are to watch, and how easy they are for commentators to give an
entertaining running commentary on (called “shout-casting” in E-Sports.)
Though Heroes of the Storm has taken some players from these other games, it has not been able
to compete for E-Sports attention to any meaningful degree. Blizzard Entertainment games are
normally the best (most played and most watched) games in their genres so the fact that Heroes
of the Storm lags behind League of Legends and DOTA 2 means that it falls short of Blizzard’s
usual standard.
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Key Assumptions
E-Sports
The term “E-Sports” refers to the presentation of competitive gaming as a spectator sport
featuring “athletes” who are the best in the world at their respective games, teams of gamers who
work together in team games and/or who live together and train together (even on 1v1
competitive games like Starcraft 2).
E-Sports compete with traditional athletic sports for viewers and fans and the E-Sports industry
is set up in a similar fashion funded primarily by sponsors who seek exposure to the
demographics or viewers who enjoy E-Sports.
E-Sports are primarily broadcasted online. There have been some TV broadcasts of E-Sports but
they have not been very successful. This is probably due to the demographic of viewers who are
comfortable in an online environment. However, the E-Sports industry is non-trivial and
growing. According to esportsearnings.com, the total E-Sports prize money awarded to gaming
“athletes” in tournaments was $110.6 million in 2017 with the largest tournament awarding a
total prize pool of $24.6 million6. These numbers indicate that the industry has been noticed by
investors and companies in need of marketing vehicles. In the game development industry
success in E-Sports is a key metric for many games.
In addition to tournament prize money, there are many gamers who use Twitch.tv as a streaming
platform and who make their living streaming their gameplay online for the entertainment of
strangers. This does impact the revenue of game developers as a metric by comparing the relative
spectator entertainment value of all the games on the market! For example, at the time of this
writing (7:48PM, April 21, 2018) the most watched six games on Twitch.tv are as follows:
1.
2.
3.
4.
5.
6.

Fortnite: 557,108 viewers
God of War: 131,036 viewers
League of Legends: 67,304 viewers
Overwatch (Blizzard): 60,890 viewers
World of Warcraft (Blizzard): 31,179 viewers
Hearthstone (Blizzard): 30,245 viewers

There are three Blizzard games in the top six presently watched games on Twitch.tv which is
good considering the fact that their last game was released in 2016. League of Legends
consistently features high viewing numbers on Twitch.tv and the other two games are very new.
If you would like to see the current viewing numbers on Twitch.tv, click here.
I began streaming myself working on this document a few minutes ago so if you would like to
see an archived video of my typing these very words, click here.

The Power of New Games
Games are constantly being produced at an almost absurd rate. One indicator of the number of
games constantly being produced is the number of upcoming games on Steam, an online
platform where thousands of games can be bought and downloaded to your PC. Steam does not
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have access to many games such as console and mobile games, nor does it sell all PC games.
Blizzard games a conspicuously absent from the platform for example. However, there are
currently 1770 games labeled “coming soon” which gives some idea of the number of developers
striving to challenge Blizzard for market share of the gaming industry.
As shown above, both of the top two games currently watched by spectators at home are new.
New games have an appeal to gamers as long as they have sufficient quality to be interesting.
This is an interesting assumption because Blizzard is slow to develop new games, but all
Blizzard games are good enough to be interesting to most consumers of gaming products.

Analysis
External (Macroeconomic) Environment
According to the textbook for this class, Strategic management: An integrated approach8
(henceforth referred to as “the text”), the macroeconomic environment refers to the conditions
outside of any particular company or industry and are part of the general environment that all
industries have to take into consideration. There are several facets of the microenvironment
which can be especially impactful on industry, and it is useful to note that macroeconomic forces
impact industries rather than companies.

Technological Forces
Technological forces in the microenvironment are changes in technology which impact the way
an industry operates.
The technology demands required by game developers to be relevant in the game development
industry have long been important for delivering as much realism and detail as possible to aid the
immersion of the consumer into one’s alternate (game) reality. Blizzard has generally been at the
forefront of gaming technology and has been able to deliver high quality graphics to low quality
computers for a long time.
However, the present stage of the industry seems to have hit a plateau in technological
advancement where all game developers have the technology needed to deliver high quality
graphics. This should remain the case until Virtual Reality gaming becomes more mainstream.
At this time a very low percentage of the population of gamers has access to the VR equipment
needed to experience VR games, so the market does not yet exist on a large scale.
However, if a highly popular game developer was to publish a VR game and the VR technology
existed, thousands of consumers might buy the VR equipment needed to experience that game.
VR represents a potential opportunity for Blizzard to once again revolutionize gaming.

Economic Environment
The recession of 2008 is past and the world economy is slowly growing, but the economic
environment is still depressed. However, in a depressed economy playing video games is one of
the cheapest forms of entertainment. In a depressed environment consumers may have less
money to spend on video games, but they are more likely to spend more of their reduced
entertainment budget on games rather than on other forms of entertainment like alcohol or eating
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out at restaurants. This may explain the extreme number of new video game titles constantly
being produced.

Demographic Environment
The demographic environment of the video game development industry is dominated by males
of all ages and economic classes. According to a report done by the Entertainment Software
Association9, 56% of game players are male, and the average male game player is 35 years old
while the average female game player is 43 years old.
While the prevalence of male consumers means that appealing to males is necessary in the
creation of a globally successful game, the large number of female consumers of video games
means that offending or alienating the female audience could have disastrous results.
The gender factor demographic does vary according to game genre. For example, females tend to
be attracted to cooperative games and tend to avoid competitive 1v1 games. For example, of
Blizzard’s games Overwatch and World of Warcraft require the most cooperation and female
gamers are fairly common. In contrast, female players of Hearthstone and Starcraft 2 are rare and
there has been exactly one successful female pro Starcraft player (Scarlet) out of hundreds of
successful male players.

Based on these statistics, there are no particular demographic forces on the game development
industry and developers do well to appeal to a wide audience.

Global Forces
The video game industry is a global one, and all Blizzard games are played around the world.
However, there are some clear geographic differences in player base, and therefore power.
I will take the case of Blizzard games and generalize it to the industry because Blizzard games
seem to have the greatest universal appeal and therefore could be taken to represent the industry
as a whole in this respect. Additionally, the same pattern holds true for League of Legends, one
of the most played games in the world.
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Blizzard games are mainly played in North America, Europe, South Korea, and China. These are
therefore the regions which shape the game development industry the most. Large populations
that are notably lacking a presence in online games are South America, Africa, and India, though
Blizzard seems to be pursuing a greater presence in South America. The absence of these
populations in numbers proportional to their global percentage in the gaming community is
probably due to lack of infrastructure.
Currently, the largest global force on the industry is China which is the largest game market in
the world and is estimated to be worth $27.5 billion in 201810. Chinese influence has already
been felt by the two E-Sports leaders. Riot Games, the creator of League of Legends, made
cosmetic changes to a skeleton character to make it look more like a mummy because skulls
offend Chinese sensibilities. As a more proactive measure, Blizzard’s newest offering has added
the Lunar New Year, a Chinese Holiday themed event, to its rotation of events which also
include Halloween and Christmas.
One thing is certain: If China speaks, the video game industry listens.

Social and Cultural Environment
If anything, the social and cultural environment is warming toward the video game industry.
There was resistance to the industry in the past from parents who had not grown up with the
industry and who were wary of this “new thing”. However, many parents my age (37) grew up
loving video games and actively seek
Figure 1: Parents and Video Games
out fun games for their children for the
purpose of furthering the happiness of
those they love.
Figure 1, shown right, show some
interesting data found by the
Entertainment Software Association9.
63% of parents like the impact of video
games on their children and 59% of
parents are playing video games with
their children.
These statistics indicate that video
games are part of the social and cultural
environment of America. This also
seems to indicate that the pattern
pertains anywhere video games have
been enjoyed by a large percentage of
the population.
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Internal Environment
The internal environment of a company is the set of factors most under the control of the leaders
of a company. Specifically, the internal environment of a company is dictated by the decisions of
the leaders of that company and the consequences of those decisions.
This section is an analysis of the internal environment of Blizzard Entertainment and thus an
analysis of the choices which have been made by Blizzard executives and the consequences of
those decisions.

Mission Statement and Corporate Culture
The mission statement of a company is essentially the first decision made by the executives of
that company and thus, as long as it is meaningful, it should have an impact on all consequences
experienced by the firm.
The Mission Statement of Blizzard is: “Dedicated to creating the most epic entertainment
experiences...ever.”11
Supporting this mission are eight core values11. The values are quoted by the interpretation is
mine.
1. Gameplay First: Make the game fun.
2. Commit to Quality: The Blizzard brand means quality games but that will only last as
long as it is true. Protect the brand by never accepting less than the best.
3. Play Nice; Play Fair: Cheaters and cruel people cannot be allowed to ruin the online
experiences of others.
4. Embrace your Inner Geek: We hire geeks because we want our employees to put their
geek-ness into the product.
5. Every Voice Matters: Blizzard cares.
6. Think Globally: Try to connect to every community around the globe and don’t
needlessly offend any culture.
7. Lead Responsibly: As the industry leader in nearly every genre in which we have a
product, Blizzard will always be in the spotlight so make decisions as if everyone is
paying attention.
8. Learn and Grow: Continue to develop competencies because the Blizzard brand value is
tied to the aggregate knowledge and skill of its employees. By gaining skills and
knowledge, employees improve the value of their department to the company, and the
value of the company as a whole.
Sometimes it is the case that the Mission and Values statement of a firm does not reflect the
actual culture of an organization. Blizzard is not one of those firms.
Twice Blizzard has invested heavily into games for years before scrapping them as simply not
fun enough to carry the Blizzard brand. The first case was Starcraft Ghost and the second case
was codenamed Project: Titan. I think the present state of the company is evidence that the
corporate culture at Blizzard is defined by choices that conform to this Statement of Values.

Customers
The customers of Blizzard are some of the most loyal customers of any company in the world.
The best evidence of this fact is BlizzCon where fans of Blizzard products come from around the
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world to celebrate their favorite source of entertainment and to receive eagerly anticipated news
of future developments.

Many of Blizzard’s fans will be willing to buy any game the company produces because the
company has proven itself worthy of trust through its commitment to the first two values:
15

Gameplay First, and Commit to Quality. This loyalty contributes to Blizzard’s competitive
advantage.
One of the main barriers to new games is the many other games on the market. Blizzard has the
distinctive competency of being able to market every game it produces to the millions of people
playing its other games. Blizzard can guarantee that every product that it deems worthy of its
brand will be tried by millions of people.

Employees
The employees at Blizzard are geeks, because potential employees are sorted with an eye for that
characteristic in accordance with Blizzard’s fourth value; “Embrace your inner geek.” All
employees are expected to be gamers who love Blizzard games. The shared love of games
unifies the company and is reflected in the Blizzard’s Products.
The corporate culture of Blizzard that embraces love of gaming as a common characteristic of all
employees creates a welcoming environment which increases employee retention resulting in a
distinctive competence due to the fact that talented personnel at Blizzard want to stay at Blizzard,
while talented employees of other game developers want to move to Blizzard. The quality of its
internal employee environment directly increases the quality of its games.

Resources
Blizzard has several rare or unique resources which contribute to its competitive advantage.
These resources come mainly in the form of intellectual capital which contribute to the core
competencies of the organization and which have not yet been addressed.
Art
Blizzard games are beautiful. This is because Blizzard, as a culture, has prized beauty in its
games and has sought out artists who can create beautiful environments for the consumers of
Blizzard products to experience. Loyal Blizzard customers expect beauty and are not (generally)
disappointed.
In contrast, there are many games that have “cool eye-candy” and seek to be “amazing” and
many succeed. However, there is a difference between “amazing” and beautiful. Bethesda Game
Studios is known for creating immersive, creative sandbox type worlds for the player to explore,
grow in power, and dominate. The company makes amazing, addicting games but they are not
beautiful games, though they may have moments of beauty. Bethesda is best known for its
Fallout franchise which features and ugly post-apocalyptic wasteland as the player’s
environment to explore.
Many games seek to deliver great gameplay and exciting moments to their consumers. Blizzard
is one of the rare developers that strives to consistently add a special cohesive visual quality to
their titles. Even the darker games like Diablo and Starcraft are tuned so that the character
proportions and easy on the eyes and the environments are immersive.
Blizzard’s ability to deliver extremely high quality visuals is a core competency that is extremely
difficult to replicate because it requires the acquisition or development of talented artists who can
create game characters and environments. These are skills that increase over time in individuals
and, compared to other developers, Blizzard controls more talented game artists than most.
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Online Connection
Blizzard has been at the forefront of online gaming from the beginning first connecting players
together via the battle.net platform. When it was first created, connecting players over the
internet via dial-up was difficult and Blizzard, in an act of pure innovation, built the battle.net
platforms into the core identity of its games.12
Blizzard has been the leader in online interconnectivity ever since. Today, the Blizzard App
connects players playing all of Blizzard’s current games together. If I am playing Overwatch I
can send a message to my son playing World of Warcraft without ever leaving the game. No
other platform can deliver this level of connection, because Blizzard games are designed to
connect players to other players.
This is a core competency which distinguishes Blizzard games from other games.
E-Sports Experience
Blizzard gave birth to the professional E-Sports industry through its development of Starcraft. It
has continued to innovate the E-Sports industry ever since. Most recently, it launched the
Overwatch League which features 12 teams of Overwatch players, each based at a different city
the way athletic teams represent their cities. This is the first time that this has been done.

Including Overwatch, three of Blizzards six current games have strong E-Sports communities.
League of Legends (Riot Games) and DOTA 2 (Valve) both have very strong E-Sports
communities as well, but those are each one game and the first and only iteration of that game.
Blizzard has been innovating in the E-Sports industry for years over the course of multiple
games that are now mostly obsolete.
E-Sports ability is a core metric of Blizzard that can be expected to contribute to the success of
future games. There is no evidence that Blizzard’s competitors on this metric will lever make
another game.

Stakeholders
Blizzard’s stakeholders are all the people and organizations which are affected by its actions.
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The stakeholders of Blizzard are primarily consumers, employees, executives, and investors.
However, one other noteworthy stakeholder is the various cities in which Blizzard holds its ESports events. These have the same effect of bringing visitors to a city as any other sporting
event which has a positive impact on the tourism sector of the city. Additionally, the act of
renting a stadium for the event impacts the income of the city.
Blizzard is building relationships with the leaders of physical locations around the globe through
E-Sports in ways few other game developers have even considered. The result is a core
competency for creating social capital, and the social capital itself, and Blizzard is positioned to
obtain maximum value from the ever growing E-Sports industry.

Social Media
According to the fifth value in Blizzard’s value statement11, “Every Voice Matters”.
More than any other game development company I know, Blizzard is active on social media
platforms such as twitter, Facebook, and reddit, as well as being active on its own forums. The
result is that the customers feel like the company pays attention to them. This builds customer
trust and customer loyalty.
More importantly, however, is the fact that Blizzard, by fostering dialog between the corporation
and the consumer, gains crucial information needed to ensure that its primary value of keeping
“Gameplay First” will be successful.
The ability to create and maintain an environment of open communication resulting in a constant
information flow from a fan base which desires only that Blizzard adheres to its own values of
quality, is a core competency of Blizzard which sets it apart from its competitors.

Porter’s Five Forces
According to the text, Porter’s Five Forces model is designed to help a company identify
opportunities and threats. In other words, it helps a firm discover ways to increase revenue and
ways external forces could cause decreases in revenue.
Before beginning the Five Forces analysis, note Blizzard’s main sources of revenue:
1. Retail sales of games, content expansions to games, add-on content such as cooperative
mode factions in Starcraft 2, and merchandise.
2. Micro transactions through the sale of loot boxes in Overwatch, card packs in
Hearthstone, and loot chests in Heroes of the Storm.
3. Ad revenue via E-Sports.
Potential impacts on these three revenue streams will be analyzed using the Five Forces model.

Risk of New Entry
New games are created constantly. The risk of new entry is best analyzed genre by genre.
Massively Multiplayer Online Role Playing Game (MMORPG)
World of Warcraft has dominated this genre for many years. For a few years game developers
created new games to challenge World of Warcraft in this space, but presently there is no other
notable MMORPG being played. Threat of new entry is LOW.
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Action Role Playing Game (RPG)
Blizzard has no revenue source from the Diablo franchise except retail sales of the game. Its
closest competitor is the game Path of Exile. It can be assumed that many, if not most, players of
Path of Exile formerly purchased Diablo 3, have played through it many times, and have moved
on to Path of Exile for a new experience. This would be true of any other new entry. In that case
the market is saturated and Blizzard has obtained as much revenue from the franchise as it can
ever expect so the loss of this genre does not impact Blizzard’s income in a meaningful way.
Threat of new entry is LOW because any new entry would no impact Blizzard’s revenue.
Real Time Strategy (RTS)
Starcraft 2 is the only popular RTS on the market but the game is getting old so there is ever
increasing risk of new entry. Furthermore, this genre is an E-Sports favorite because people like
watching strategy. There are presently more people watching Warcraft 3 on Twitch.tv than are
watching Diablo 3 and Diablo is more recent by ten years. Blizzard has dominated the RTD
genre for as long as it existed so the loss of this genre would be a blow to both Blizzards ad
revenue, and its brand identity.
Starcraft 2 is still popular. The problem is that the game is aging and Blizzard does not seem to
have a plan to offer new content in the franchise. As the game ages, the probability of a new
entry will rise and the impact of such an entry could be very large. The Blizzard brand is
associated with dominant RTS games and its position in the E-Sports industry has always been
tied to this genre of games. Even though Overwatch League is currently Blizzard’s top
performing E-Sports game, Blizzard has no history with this kind of game and interest could
wane or be diluted by other games. E-Sports has always been dominated by strategic games of
the RTS and MOBA genres. Overwatch is far less strategic than games in these other genres, and
both of Blizzard’s other E-Sports centered games (Heroes of the Storm and Hearthstone) have
sacrificed strategy to promote gameplay.
Any company that wants to compete with Blizzard for market share of the E-Sports market
should focus on the RTS genre. This would not remove Blizzard from E-Sports, but it would
weaken the core competencies that make Blizzard so dominant over time. Threat of new entry is
HIGH and represents an existential crisis for the brand.
Multiplayer Online Battle Arena (MOBA)
This genre of games is largely stable due to the fact that two main games dominate the genre and
all contenders have failed. Heroes of the Storm took a differentiation strategy that appeals to a
casual player base that wants quick, fun games rather than long, strategy intensive, games. Threat
of new entry in this genre is LOW.
Online Card Game (OCG)
Hearthstone is a casual version of Magic the Gathering. A new online card game called Gwent is
gaining market share due to its stronger strategic element, it is far less visually appealing than
Hearthstone and thus less of a threat to E-Sports revenue. However, it does threaten the player
base of Hearthstone so the risk to Blizzard’s revenue is MODERATE.
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Team Based First Person Shooter (FPS)
Overwatch is very strong right now. A game called Paladins was developed in the genre, but the
revenue system for that game seems to be pay-to-win which is off-putting and it does not have
nearly the hype that that Overwatch has. Threat of new entry in this genre is LOW.

Rivalry among Established Companies
Blizzard’s position in all of its games is presently stable. There are no clear indications of risks
or opportunities in this area. Rivalry among established companies is LOW

Bargaining Power of Buyers
Buyer power is LOW because there are few alternatives to Blizzard products and customer
loyalty is so high that most Blizzard customers just want more content to buy.

Bargaining Power of Suppliers
Insofar as I can tell, Blizzard has no suppliers to speak of. Its products are all creative intellectual
property generated by the company. Bargaining power of suppliers is LOW.

Threat of Substitutes
Blizzard delivers entertainment value in three main ways:
1. RPG: Increasing the power of a character.
2. Action: Exciting combat experiences where the player overcomes their opponent.
3. Strategy: The player derives satisfaction from out-thinking their opponent.
These three forms of entertainment value can be delivered by other genres. For example, I
recently played Fallout 4 which is an open world sandbox RPG and found it very rewarding.
Blizzard’s main weakness is that they release their content very slowly giving player’s time to
get bored and seek entertainment elsewhere. Thus they can lose players on many of their games
after a while without new content. Their strength is the ability to get people to purchase their
content once they release it. Thus, for any genre with an old game Blizzard faces a MODERATE
threat of substitution, because Blizzard can generally regain control of a lost genre with its next
offering. However, due to the fact that Blizzard titles are increasingly designed to control market
share in the E-sports industry, successful substitutions can significantly impact Blizzard.

Scenario Analysis
One of Blizzard’s many strengths has been the ability to tell a great story via the medium of the
RTS genre. The first two games in the Warcraft franchise were strong on graphics and gameplay,
but fairly weak on story. However, in Warcraft 3 Blizzard told a story of the corruption of a good
soul and the impact his (Arthas) actions had on those around him and that story contributed
greatly to the success of both Warcraft 3 and World of Warcraft. The story of James Raynor,
Sarah Kerrigan, and the heroes and villains which surrounded them lifted the gameplay of the
Starcraft franchise above something that was just fun. The game gained a dimension of meaning.
Blizzard has been telling fewer stories. The most recent franchise, Overwatch, is extremely light
on story with the vast majority of the game revolving around gameplay.
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Additionally, the various franchises are aging, some better than others. The older a game is, the
more likely players will move on to other games. Loyal fans do not move away from Blizzard
games because other games are better. Rather, they move on because they have done everything
there is to do.

Best Case
The best case scenario for Blizzard entertainment is one where the company unveils a completely
new franchise with a new and compelling story. Blizzard earns its revenue by creating new
universes to experience. In a best case scenario Blizzard would gain a new universe with a new
cast of characters to delight its fans.
Additionally, a best case scenario would feature a new RTS game based in the Warcraft
franchise. World of Warcraft’s newest expansion features the two main factions battling each
other. The two faction have always battled against each other. It seems Blizzard has run out of
enemies to battle and the MMORPG needs a story infusion in the form of an RTS. If Blizzard is
to maintain its identity as a company, dominating the RTS genre seems key to that goal.
Ideally, the new franchise would be an MMORPG so that players of World of Warcraft could
have a new MMORPG to play and Blizzard would not lose millions in monthly subscription
fees.

Worst Case
The worst case scenario is one where most of Blizzard’s franchises fail simultaneously. If Gwent
or Magic the Gathering Online cleaned up their user interface and invested heavily into E-Sports
they could conceivably gain a lot of market share on Hearthstone. The Diablo franchise is
already fading and in this scenario Blizzard would let it fade.
If League of Legends or DOTA 2 built several fun maps and modified gold and experience gain,
they could conceivably deliver a MOBA experience as good as or better than Heroes of the
Storm rendering that game irrelevant. In the worst case scenario I am fairly certain Overwatch
would still be OK because it is fairly new and the gameplay quality is excellent.
In the worst case scenario, Blizzard loses its dominance over the RTS genre to a newcomer who
is prepared for entry into the E-Sports industry. In that scenario, it is conceivable that players
switch from Starcraft 2 to the new game weakening Blizzard’s position in E-Sports and the
aspect of its identity that has always been tied to world building through the RTS genre.

Probable Case
The probable case is that Blizzard continues to send out content releases for Hearthstone and
World of Warcraft, on its usual schedule while releasing a new champion on Heroes of the Storm
occasionally. These steps would maintain a core of fans for each of these games. Blizzard has
shown little desire to create excitement for the Diablo franchise which seems to mean it will
receive technical support but little to no new content.
The Overwatch franchise will probably remain strong and there is some probability that Blizzard
will make an effort to tell more of the story of that universe.
Finally, the Starcraft franchise is Blizzard’s second most iconic universe and I suspect a new
reboot for the franchise will be revealed at BlizzCon in November 2018.
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This scenario would result in moderate growth for Blizzard.

Conclusions and Recommendations
Conclusions
Blizzard Entertainment is arguably the leader in the game development industry. It achieved its
position as the creator of genre-defining through a combination of innovative game play design,
great visual polish, great multiplayer connectivity, and compelling storytelling.
Blizzard made strategic choices to achieve its present level of accomplishment. As a company
policy, all Blizzard games must be of excellent quality. Achieving excellence takes time which
means that Blizzard creates new games and new content fairly slowly because that content is
polished before it is served to the customer. Additionally, Blizzard chose to abandon works in
progress that did not meet its standards of excellence. This has led to wasted effort especially in
the case of Project Titan.
While Blizzard is presently strong, the company risks becoming irrelevant over time if it cannot
increase the pace of its content offerings

Recommendations
Blizzard needs to refocus on its core competencies storytelling and innovation in gameplay. The
storytelling aspect is especially key because it seems like the story of every single Blizzard
franchise has ended. The lack of new stories is would make me extremely concerned as an
investor.
For this reason, if Blizzard is to continue in its position as industry leader, I think blizzard should
start by changing its Value Statement to reflect the role storytelling plays in its success.
“Gameplay First” is the primary value of Blizzard Entertainment, but “Storytelling Second”
should be the next value on the list followed by commit to excellence etc.
It may be the case that gameplay is the most important factor to the success of a game, especially
one designed for success in E-Sports where the story is irrelevant and strategy is everything.
Still, even in the case of a competitive Starcraft game played by professionals in front of a global
audience, the core identity of the units is tied to the story and much of the reason the game is fun
to watch is because the various game elements come from an interesting universe with a
backstory that makes sense.
Furthermore, the Warcraft universe is the most iconic Blizzard product and is featured in half of
Blizzard’s current offerings. That story is past due for a reboot. Immediate action is needed to
ensure that the core products of Blizzard are relevant to the gaming community in two years.
Sacrifices may be necessary in the short term to ensure long-term success and one of those
sacrifices may be World of Warcraft so that a new story of Azeroth can be told.
Blizzard has an extremely strong position in the global videogame market today. However, if
Blizzard sticks to its present trajectory it risks losing all the fan loyalty it has attained in its 20+
years of existence.
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Blizzard needs to invent new ways to play games, and it needs to tell new stories. Otherwise,
others will take its place as the quality leader and E-Sports leader.
Additionally, Blizzard has generally had all of its success with Blue Ocean strategies. Blizzard
has traditionally used its innovative core competency to create games that are so different from
other games and so much better, that they exist in their own market space created through
innovation. Every one of Blizzard’s products have followed this approach except for Heroes of
the Storm which was released into a MOBA environment already rife with competition. The
result was less than spectacular.
I think Blizzard should not seek to improve on an existing genre. It should either create a genre
of game or redefine a genre. Blizzard still has the competency to do this as it demonstrated with
Overwatch.
To me, the Blizzard brand represents innovation in gameplay and compelling storytelling. If the
brand ever fails deliver these two things, the meaning of the brand will change to reflect that
failure.
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ATVI Segmented Revenues 2016
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ATVI Segmented Revenues 2017
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