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was not in promoting certain spe- and that it was not at all clear how programming
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Explosive Growth

In a few short
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ling sevgal hundred movi‘:nt;:'érg"“e from CoOntro).
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Engineering Synergies

To justify the expensive purch: :

Blockbuster, it lf’etcame ‘e)ssent‘il:.le tolfafal;?eg:s:; :\:1
Biondi .engineer synergies between Viacom’s different
f:ntertamment properties, each of which was organ-

ized as a separate business division. Several efforts
were immediately begun. Paramount executives were
instructed to evaluate the potential of new shows de-
veloped by MTV for sale to television networks and
TV stations. Viacom launched its new channel, the
United Paramount Network (UPN), in January 1995
to take advantage of all the programming resources
across its entertainment divisions. For example,
MTV executives were instructed to quickly begin de-
veloping programming for the new network channel,
which in 1996 was on the air only a few hours a day
but today is on the air five days a week and through
its TV broadcasting affiliates can reach almost all

U.S. television households.

In another attempt to create synergies, Paramount
executives were instructed to make their moviemak-
to the MTV Network and to help it
make inexpensive movies il could be distributed
through Paramount. Hne s it of this was a Beavis and
Butthead mowie produced by Paramount and sched-
uled for late 1996, This was a first step in Redstone’s
strategy to boost the oufpul of movies at the Paramount

studio without heving to fnanc: a big increase in the

ing skills available
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m""i;’:‘:om has always enjoyed hands-on coxt
x -to-day running of the company ;-mq is

(mloflht" %ved in managing the problems facing
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Problems for Viacom

Soon after Redstone’
Mount, the Pa

SUrprise hit, g

> €xpensive decision to bu
fAMount movie Forpest Gump b
enerating over $250 million for




gkné""" those Redstone critics who had argued
od ’c e spent 100 much to buy the movie com-
(hat Viacom'’s managers began to feel like Forrest

u; o with his philosophy that “life is like a box of
\ GUP L ates: You DEVeT ImOW whmtipoiies goliig to wet.*
A cho® " | that Redstone and Viacom had been in the
:“'\ It s"":,m__‘_ at the right time and had made a prof-
ft:;" m“"f l.“.quisiﬁo"' Just as Redstone had sensed the
N '\\ .u"‘, ol of MTYV, so too had he sensed the potential
o \\ por ‘ amount and Blockbuster.
TR of PAT ummer 1995, however, the selection of
Ry Q! B‘htcs in Viacom's box did not seem as good as
. ) 4 tht;t\;” Many of the hoped-for synergies had not
d:** ,n{n ek od. For example, before the merger Red-
s \ bee™ claimed that Blockaster wogld be valuable to
' ,-gfn-n s distributor of 1ts creative programming;
% Viscom % benefits of this kind had been achicved.
\ ) h .0,:*5'”‘% analysts argued that Paramount had to co-
Y bu.mu_ imuch more closely with Viacom’s cable TV
D& a;’;nnels and with Blockbuster Video if synergies
‘7\ ;ﬂe to be forthcoming. Moreover, the perform-
§ e of both the Paran}ou.m and Blockbuster divi-
N sions had been disappolnting. The Gump smash hit
M had been followe.d by 'a string of expensive ~fanlures.
\ Redstone and Biondi had begun to realize that
1oy, s is a very risky business and that past

making MoVt gl ?
are no indication of future success. Para-

¢s share of the box office dropped from 14% in
1994 to 10% in 1995 Moreover, Redstone was an-

md‘bom the high marketing and production
Ly o movies that Paramount was making, and
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Viacom’s New Moves

In March 1996, Redstone hi i 0

i.or Wal-Mart manager \3\?: ;ixiltf:s‘iselelds‘ 5

in running efficient retail operations thr)(:?_\egf}‘\c‘-\ce
vanced IT, to be the CEO of Blockbuster Reds\dd-
hoped h.e could find a way to transform 'the B\Qr;:
bu§tcr Video stores into broader based emena‘m“?;;
software stores, given that it currently seemed \ike\-
that the video rental business would be swept aw;l
by the new wireless cable and direct brom:\caxs’(my
technologies. .

Redstone himself became more involved in the

day-to-day running of Paramount, spending more
time with its marketing and production executives
to understand the workings of the business. Many
analysts wondered how good a job the seventy-year-
old Redstone would do without the aid of a seasoned
entertainment executive. Analysts also pointed to
Viacom’s lack of a strong global presence or any €x-
ecutives who had experience globally. They noted

that Redstone did not have any personal interna-

tional experiepce.
1996 Viacom’s stock price

In the spring of

plunged frors a figh of $54.50 to §35as investors fled
the stock because of problems at Blockbuster and
 the summer of 1996, after a string of

Paramount. in ih€
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deal than if it had negotiated with each
rty individually, and Viacom Plus re-
jated with managing the vital

yeed ¥ g5, In 2002, Monster.com, the online
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ic
[
:\ (8BS Acquisition

ortunity arose in 1999. CBS networks were
Anew °ll" because CBS ratings were dropping, and
in troubl¢ oy wes interested in a merger in the con-
he colﬁpamwrwinmem industry. Redstone realized
,olldﬂ"";‘chSvs assets Viacom would reach the great-
that W ‘bcr of viewers and listeners (CBS-owned In-
5(‘num "lio Broa dcasting) of any media enterprise,
finity R2 ages and demographics from “cradle to
-, it would become a premier outlet for

rs around the world because it could now
them the opportunity to achieve huge
'y omies Of scale and scope in their advertising ef-
: 3 A dvertising content could be driven and pro-
oted ross virtually all media segments, including
, and cable television, radio, and outdoor

£
o’

(LTI P /L

‘and new digital media. Also, channels

/2, VH-1, and CMT could now be
ss radio stations and over the
igh-quality content, such as its

amming, could be broadcast
jes. The huge scale would

ypany bargaining power
ad allow it to maxi-
os force across all its
ential extra revenue
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s now staggering

time of the
s control of

ATy
Al )
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performance were stil b«.‘“‘c its y,
Karmazin | slowly increaging -
ing and man; oo Bave his full ave "
anaging Viacom’s o 1o g
from sharing : S5 PAEAR o) s e
g ¢ and Icvcragmg the ¢ realize
that ':_':hac;:)ss o """e"alion:Jo IT
i P =

reggha the CBS acquisition Vj N 10 see

e critical m ‘acom ha -
May 2000, Karn that made such gaing g nic'®d
the cosz‘ln “'"u‘:llm sanenged e \:\t Naply
the Vi y’s theme parks, Paramoun e
: acom Entertainment Group. Th; v Parks, intg
grow the parks faster by i - This move woulg

; nking th, .
o‘t.hcr properties, such as its Nic%(e\oedm o Viacoms
cast of characters. In 2000, Karm:z(':: f‘“d MTV
Ntegrated

Paramount’s and CBS’s televisi
- . . CVIS
new division consisted of thir:;nﬁ‘zou % a_‘“d the
s senchingcightesnof th television sta-
A 5 € top twenty televisi
markets in the United States. The hope w "en
wpuld lead to major operational an?i sa\z lh(;n Fh.‘s
cies, especially because all advertisi Sihcier.
. 1sing and promoti
could be linked to the com A : W
: pany’s Infinity radio sta-
tions an.d outdoor advertising operations, creating the
adve;usn‘n.g bundle” mentioned above. CBS would
t'_nf)w unction as a local as well. as a national broad-
ca&:er and it CO\'ﬂd leverage its news, sports, and
other programming across many more markets. In
2000, Vlacom.s television studios also formed a unit
called MTV Films to produce movies for Paramount.
Some of its lovy-budget movies, which generally cost
around $30 million to make, half the normal Holly-
wood buc.lget, made a profit, including the Rugrats
and Beavis and Butthead Do America.
In 2001, in yet another move to make it the number
1 advertising platform in the world for advertisers with
programming that appealed to every demographic cat-
egory, Viacom acquired Black Entertainment Televi-
sion (BET) for $3 billion. The BET network reaches
63.4 million U.S. households, and its other channels,
like BET on Jazz and BET International, reach thirty
countries in Europe and thirty-six in Africa. The BET
acquisition was just one part of Viacon's push to be-
come the dominani global media company. Continu-
ing its stratezy of izveraging value from its properties,
BET is secking o ways 1O integrate its activities
with other Viacom: groperties, both by customizing
various Viacom ©'V profgram ming for BET’s channels
and Vice Verss, nod _)-,j,'; F pOp Giar shows but 8\50 Nnews
and sporis.
All of Viacoins networks were

also instructed 1o
global strategy 10

follow MTV’s lead 2nd develop a
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New Problems for Viacom.
The Growing Use of the Internet

Ziacom made no significant ACQuisiti,

e stone felt his compan.. " 200,
2003. Redstone f Pany has g 202,
pieces of cntcrmmx,ncnt Property N place dl;
the main issue for l\.arma/x.nAwas to Manao. a1
realize the stream of ;ld'\"(‘l‘[lslng revenye
locked up in its c‘]]t(’l'f&llr]n‘lt‘nt assets,
enues from its entertainment di\'ision
cluded Paramount l’lctgrcs and theme arks |
46% during 2003 and its upcr;uing i“(‘"nc‘ “”S
15% to $66 million as 2 result of hi}iher B
sales and—parudoxicaH,\v‘~much Strop
DVDs. Its Viacom Plus unit Continye
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or for advertising revenues but also as an
\ 4 “’m"‘: cmcrsing media asset thal' wuld.comple.
‘ ,,ﬂl’“r"“:-xisﬂ'"ﬂ businesses. And major online com-
'ﬂ’! o, m"" its p a8 yahoo were now expensive, and these
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aq"‘\‘" g WO . otentomatac SRAEEAPYAD Wi vop
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\%\ o and 1 and video content now made possible
phf""‘np-dly expanding use of broadband Internet

b by the ﬂ'P's. Karmazin and Redstone preferred to

o "lliﬂs revenues as a temporary phcn.omcnon

m,,rd nced that they expected revenue increases
v ,,nn:"f 5 10 7% and operating profits to increase
I ml» 149 « iac ;
n py 14 same time> however, Viacom has always
ZQ)I Al lh“  the threat downloading movies through
, " pech ah‘-rrnﬂ by pay-PCf'Vi"W cable posed for its
the I e unit, S0 Redstone and Karmazin also an-

ckbu® Blockbuster’s considerable con-

nev

espite
dPro: nf’""".' < sd:;[,-;js :venues and free cash flow, they be-
f"g% mbuﬂ(t’h ¢ business models of both companies had
Ich '!.‘ Ii{"‘jd so far apart that the lack of fit between them
m*l’ drif viacom’s future profitability. Viacom’s
\§ wd‘:ss model is pased on growing the value of its
% pusin 05 and the advertising revenues they generate.
prop uster’s business model is to increase its pres-
g:‘;: the movie DVD rental and retail sales market.

apedﬂ"Y true by 2004 when the prospect of
competition from movie downloads
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The Big Split

/I\t .thc same time Viacom was fail
nternet and online media assets
>

countering man .

media assegts. Fir);t.o:::\ E&ZE‘:}:SB‘\N‘m its empire of

Fhe company’s erratic performanc:::i“’\:ter Spinoff,

mvest(?rs about the value of Viacom’si s

sgs. Five years after Redstone bought tkz“ &mng o

sion netvsfork in 2000, adding its televisi 5 \e\.ev'\-

and ?nﬁmty Broadcasting radio stations t(c:‘;\'smhon‘s
studio, theme parks, and Blockbuster video e movx.e

was clear that bigger is not always better ‘S{Lodrses, "

had learnt the hard way that the diﬁerent. un'\tsmtf‘e
company grow at different rates, and the perform:n :

of the weakest unit pulled down the performanc cef
Fhe whole company—and Viacom’s growth was s\eo?

ing fast. Its theme parks, radio stations, and CBS :s
sets had not met Viacom’s aggressive growth ;goa\s
and Redstone was frustrated that Viacom's s\owes‘\
growing units were dragging down its stock price
which by 2004 was almost half its 2000 high of near\;
$70 per share. Karmazin had warned Redstone about
this, and the personal relationship between Redstone
and Karmazin continued to deteriorate. Although in
2003 it was announced that Karmazin's contract
would be renewed for two more years, Redstone
now had other plans for his company, and in 2004

Karmazin was fired (he is now the CEO of Sirius
Satellite Radio).
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