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			FOREWORD

			There is an incredible velocity to the games business.

			I began my career at Atari in 1982. I was thrilled to be able to join the company; it was booming. I worked in the arcade game division, which had had a string of hits such as Asteroids, Centipede, Missile Command, and Tempest, but that wasn’t the only business Atari was in. There was of course the Atari 2600, which was the top video game console in the world, and its line of products even included a popular home computer, the Atari 800.

			Just five years later, Atari had been broken up and the pieces sold, the victim of extreme losses. The arcade business was a shadow of its former self; consoles were now the undisputed king, and Nintendo was the center of the gaming universe. In any other business, that would be a story of an exceptionally chaotic time, but a look at the history of video games reveals that rapid evolution throughout. Flash forward another five years, and Sega’s Genesis had become the top console. Five years after that, and PlayStation was making the headlines.

			One consequence of these swift changes is that adaptability has become key for those working in games. There aren’t many old-timers, and those that remain have usually reinvented themselves several times along the way. Personally, I’m on my third career within games: I began as a programmer-slash-game-designer, then transitioned into working as a producer, and for the last decade or so I’ve been designing console hardware.

			My advice for anyone just starting in the business is to work on as many facets of their projects as possible; not only can it be a lot of fun, but it also increases the odds of being able to weather whatever storms may come.

			
			This rapid evolution has also empowered and liberated game creators. Blocky 2D graphics have given way to photorealism, with great impact on immersion and empathy. World simulation has progressed from modeling two ping-pong paddles and a ball to being able to represent New York City and its 8 million inhabitants. As for liberation, games have nearly completed their transformation from immutable objects—cartridges, discs, and so on—to digital creations, capable of reflecting the ongoing aspirations of the creators and responsive to the desires of those playing them.

			Needless to say, the game experience has also changed—almost beyond recognition. My favorite genre is large, story-driven action games; these didn’t exist in any form fortysomething years ago. It’s been a tough year with the pandemic, but thanks to video games I’ve been able to travel to the Pacific Northwest, medieval Japan, and the nine realms of Norse mythology. I’m very grateful.

			And yet sometimes it’s a little bittersweet. I can remember my youth, and that marvelous sense of anticipation when a new game came to the arcades. These days, we’re spoiled for choice; hundreds of games arrive each day, and our challenge has become finding the standouts worth spending our precious time on. I wouldn’t want to go back, but I hope you’ll forgive me when I say I miss that feeling just a little bit.

			Turning now to the book in your hands: It covers roughly the third and fourth decades of video games, and does a brilliant job of communicating that velocity I’ve been talking about. I understand that in many ways the author was in a race against time, as memories of these critical years are fading fast. History is important; let’s be sure to capture ours! If you’re in games, keep your notes. If you are playing games, then blog, vlog, or otherwise preserve your thoughts. Just as these stories have been made visible to us, we can ensure that our stories can be brought to future generations.

			Enjoy!

			Mark Cerny

			October 2020

		

	
		
		
			
			INTRODUCTION

			“Why on Earth?”

			
				While they’re easy to write off as “kid stuff,” video games are big business—and they’re about to get a lot bigger.1

				That’s why I’ve stayed in video games. I’ve loved video games. I’ve never stopped learning and it’s never stopped evolving. There’s always been a “what next?” whether it’s been technology, whether it’s lifestyle, people’s social habits. All of these things come into play.

				—Rod Cousens, former president international, Activision; former COO international, Acclaim Entertainment; former CEO, Codemasters; CEO, Jagex

			

		

	
		
		
			
			The End of an Era

			After struggling through the mid-1990s, video games became a craze at the end of the century. Sony’s entry into the industry with the original PlayStation brought a chic sophistication to the once largely ignored “fad,” “niche market,” “kids only,” “nerdy” world of interactive games.

			By this time, game sales had topped $5 billion in the United States, overtaking box office revenues. Hollywood had even produced a handful of movies about video games. Granted, 1993’s Super Mario Bros. movie was a bona fide box office disaster, and 1994’s Street Fighter movie wasn’t much better; then Angelina Jolie—very possibly the hottest name in Hollywood at the time—agreed to play Lara Croft in a Tomb Raider movie, and the future of films based on games looked brighter than ever.

			That sudden surge of interest in games wasn’t restricted to the United States; it was worldwide. In Tokyo, video game giant Sega Enterprises occupied a modern skyscraper in an otherwise dreary neighborhood just a few short blocks from Haneda International Airport. Several floors up, newly appointed Sega CEO Shoichiro Irimajiri occupied a luxurious office beside a glass-enclosed feng shui garden.

			Irimajiri’s company was on the move. Sega had just released a powerful new video game console. Yu Suzuki, creator of Sega’s best-known arcade games, was working on Shenmue, the most expensive video game ever created.* Suzuki justified the expense by pointing out that Sega could amortize the technologies developed for Shenmue by applying them in other games. After all, the video game business had entered an era of blockbusters.

			Halfway across Tokyo in the Meguro district, Square Soft occupied multiple floors in the same glass and marble skyscraper as Disney’s Japanese operation. Riding high on the international successes of Final Fantasy VII and Final Fantasy VIII, the board of directors at Square Soft had recently approved a project that would be even more expensive than Shenmue: They had green-lighted a Final Fantasy movie.

			
			Hironobu Sakaguchi, creator of the Final Fantasy series, wanted to create a full-length feature film based on his role-playing games (RPGs). He envisioned a film that would be neither animated nor live action; instead, it would be made using a cutting-edge technology that placed animated skins over live actors. This was a big deal, a Hollywood first. The cost of making that movie was originally forecast at over $50 million. The final budget was closer to $150 million. Like Sega, Square was gambling that the motion-capture technologies developed for the movie could be applied to future games.

			Sakaguchi himself no longer lived in Japan. He’d opened Square’s new film studio in Hawaii, on the top floors of a posh office building overlooking Honolulu harbor. The new digs were amazing: an entire glass wall overlooking the ocean, an indoor water feature, ultra-modern décor, and a bank of computers so enormous in size that the only way to get them to the top floor of the building was to lower them from helicopters.

			Across town on the inland slopes of Diamondhead, Square’s motion-capture team shared a studio lot with the production company making Baywatch. There were two sound stages on that lot, an old one built during the 1960s for Hawaii Five-0 and a much newer one erected by Steven Spielberg for Jurassic Park. David Hasselhoff and company filmed in the old studio. Square used the new one.

			While Square Studios president Jun Aida searched for top-tier Hollywood talent to lend their voices to the film, motion-capture co-director Remington Scott filmed stunt performers taking every step, fall, and jump that would appear in the movie. He captured their movements using computers and translated them into data, then placed the skins of digitally created actors over the moving skeletons he had created.

			Remington Scott was a pioneer. No one in the movie industry had any level of expertise with this new technology, but Scott came from the video game industry. He’d designed and operated Acclaim Entertainment’s motion-capture studio in Glen Cove, New York, where he’d worked on a game called Turok: Dinosaur Hunter.

			
			Looking for actors, Aida hit roadblock after roadblock until Ming-Na Wen, who’d starred in the first season of E.R. and was the voice of Mulan, agreed to play the lead role. Once Aida announced that Wen had signed on, talent agents took the project seriously. Alec Baldwin joined the cast. So did Ving Rhames, Steve Buscemi, Donald Sutherland, James Woods, and veteran character actor Keith David.

			In Washington, D.C., Senator Joseph Lieberman (Democrat of Connecticut) continued calling out inappropriate content in video games in his Video Game Report Cards, an annual event held in the Senate Judiciary Committee’s chambers. It wasn’t just violence that bothered him; depictions of sexual content, foul language, and drug use concerned him as well. He wasn’t alone. Other politicians such as Senator Herb Kohl (Democrat of Wisconsin), Senator Sam Brownback (Republican of Kansas), Representative Betty McCollum (Democrat of Minnesota), and Senator Hillary Clinton (Democrat of New York) joined him in his call for retailers to enforce the video game rating system. Concerned about younger players having too much access to games intended for adults, they singled out companies that pushed moral boundaries. One of their chief targets was Chicago-based Midway Games, maker of the Mortal Kombat games.

			Senator Lieberman and the bad publicity generated by his annual Report Card didn’t seem to bother Sumner Redstone, however. Best known for his hostile takeover of Viacom International, Redstone purchased a 15 percent stake in Midway Games in 1998.

			Games were a big business that was about to get much bigger, but the industry was also evolving. Fiscal Darwinism had almost all of these companies in its crosshairs. Many had been naturally selected to leave the thinning herd. Despite its Mortal Kombat and NBA Jam franchises, Midway Games would soon face bankruptcy. So would Acclaim Entertainment, a company that once boasted larger revenues than Electronic Arts. Sega would soon become a shadow of its former self, and Square Soft would need to join forces with an archrival in order to survive.

			
				
				The First Signs of Evolution

				
					It’s not the strongest of the species that survives, nor the most intelligent that survives. It is the one that is the most adaptive to change.

					—Attributed to Charles Darwin2

				

				There’s a story that illustrates the convergence of the expiring 1990s-era industry and what would replace it. It’s a game industry legend, and like most legends, it gets better with every retelling.

				In 2004, Bryan Trussel, the group program manager for Microsoft’s MSN Games online site, proposed purchasing a half-dozen independent game publishers to his boss, Shane Kim. Trussel had spent a few years working with these tiny companies and was impressed with the games they created. In the popular retelling of this story, Trussel claimed that Microsoft could buy the companies for a quarter of a million dollars apiece. Kim, who was the corporate vice president and general manager of Microsoft Game Studios, allegedly responded, “Why on earth would I spend a quarter of a million dollars buying companies that make games I could create in my garage over the weekend?”

				Here’s the punch line: Two of the companies Kim rejected were PopCap Games, later purchased by Electronic Arts for $1.3 billion, and Zynga, which currently has a valuation in excess of $2 billion.

				Like most legends, this one fuses facts with demonstrable fiction. To begin with, the meeting between Trussel and Kim took place in 2004; Zynga was founded in 2007. Also, having already sold multiple millions of copies of Bejeweled, the founders of PopCap Games would have laughed at a $250,000 offer.

				
					This is why I don’t like your story, because when Bejeweled was becoming successful, I went to Vechey [John Vechey, the co-founder of PopCap] and tried to buy the company for $4 million. Not for a quarter of a million dollars, but $4 million.

					—Ed Fries,

					former head of Microsoft Game Studios

				

			
				Asked about the meeting, Trussel acknowledges that it took place and says, “We would have had to spend considerably more than $250,000.”

				
					That meeting did take place, but the numbers in that story are whacked. PopCap wasn’t only known for Bejeweled—which we named, by the way. They had just come out with Zuma.

					When we suggested buying PopCap, Shane said, “I could reproduce their mainstay game for a quarter million dollars. Why on earth would I spend X million dollars buying the rest of the company?”

					—Bryan Trussel, former manager, MSN Games

				

				According to Trussel, GameHouse was among the companies mentioned in that 2004 discussion. RealNetworks purchased GameHouse for $14.6 million in cash plus another $21 million in stock later that year.

				The financials are off, and the list of game publishers is inaccurate, but the story has an important moral nonetheless: It illustrates how the video game industry had evolved. Kim, who clearly understood the lessons learned by companies like Sega, Sony, Nintendo, and Electronic Arts, made an informed decision. Trussel, a relative outsider to the retail side of games, spent his working hours studying a new phenomenon, something that seldom crossed Kim’s desk at Microsoft Game Studios. Working on games like Halo, Kim focused his attentions on whales instead of minnows. Evolution was taking place, and Bryan Trussel had a front-row seat.

				
					We went through some very smart managers, very smart people who knew the games industry very, very well. Because they knew the games industry so well, they didn’t get casual games at all.

					A whole series of execs kind of tolerated casual games. That’s Shane Kim and that’s Stuart Molder, who I think is fantastic, and even Robbie [Bach, known as Microsoft’s chief of Xbox around the game industry but formally identified as Microsoft’s senior vice president, home and entertainment]. They’re over there spending tens of millions of dollars on studios; there’s tons of press, tons of marketing, and we’re over here making these itsy-bitsy games.

					
					—Bryan Trussel

				

				
					I don’t remember the specifics of that conversation.

					It’s important to remember the context. This was always a challenge for MSN Games. Our focus was completely on the Xbox. Any significant investment of time, resources, management, talent, was going toward the Xbox challenge, if you will.

					The perfect example of that is what happened with Ensemble Studios, creators of Age of Empires, one of the greatest franchises. That franchise not only began to run out of steam, but we decided to focus our resources and energy on the Xbox platform. We had them do Halo Wars, yet ultimately we decided that they weren’t going to be great console game developers and we decided to shut down their studio.

					—Shane Kim, former general manager, MSN Game Studios

				

				By 2004, Microsoft, a company known for its operating systems and its ambition to rule the world, had stumbled in and out of computer games several times with products like Microsoft Flight Simulator (first released in 1982) and Microsoft Entertainment Pack (the first of which was released in 1990 and included Minesweeper, Tetris, and Golf). The Redmond-based tech giant had even designed a secondary operating system for the Sega Dreamcast. Microsoft’s most widely played games, however, were the Solitaire games that had been added to the Windows operating system as a means of helping users become more comfortable with a mouse.

			

			
				
				Microsoft: A Noncommittal History in Games

				In the mid-1990s, Microsoft began its largest foray into games with the launch of the Windows 95 operating system. Win95 included a tool called DirectX, which made Windows a viable gaming platform by enabling it to handle high-performance multimedia. As the company prepared to launch the new operating system, it also announced plans to publish a new entertainment lineup that included the games Deadly Tide, Close Combat, and Hellbender.

				The launch activities surrounding Win95 included an enormous Halloween party held on the company’s newly built RedWest campus. Reporters, game developers, retailers, and other game industry influencers played Windows-based games and toured the million-dollar haunted house the company built into the campus garage. The highlight of the evening was a speech in which Windows game technology evangelist Alex St. John explained how DirectX technology made Windows the preferred operating system for PC games. His presentation included a video of Doom running on Windows, which ended with a digitized version of company co-founder Bill Gates entering the screen, shotgun in hand, discussing Microsoft’s commitment to computer games.

				With the launch of Win95, Windows quickly replaced DOS as the operating system of choice for computer games. Microsoft’s first-party games, however, got lost in an avalanche of better games that included Diablo (Blizzard Entertainment), Quake (id Software), and Duke Nukem 3D (3D Realms). By Christmas 1997, Microsoft PR people began referring to the 1996 lineup as “deadly hell year.”

				With all of the attention paid to the launch of Win95, a less-heralded venture went almost unnoticed. Earlier that year, Microsoft purchased a relatively modest online game site called The Village, rebranded it The Internet Gaming Zone, and relaunched it on August 7. At the time, The Zone was mostly an online parlor for people who wanted to play board games and cards. Rumor had it that Bill Gates sometimes went to The Zone for card games with fellow billionaire Warren Buffett.

				
				In the short term, sleepy little internet-suburbs like The Zone seemed entirely insignificant compared to the industry around them, but the world was changing. A relative newcomer to computer games named Sony had gone head-to-head with Sega and now dominated the console market. Nintendo was preparing its new Nintendo 64 (N64), but Sony presented Nintendo’s toughest challenge yet.

				Even the games themselves were changing. Two relatively new genres—first-person shooter (FPS) and real-time strategy (RTS)—were all the rage in PC games. More traditional genres like adventure games and flight simulators were on a dangerous slide.

				In 1997, Microsoft released an RTS game titled Age of Empires, which became a runaway bestseller. Windows-based, Age of Empires supported both the use of local area networking (LAN) for player-to-player matches and a matchmaking service offered on The Zone. Later that year, The Zone added matchmaking for a World War II flight simulator called Fighter Ace. Two years later, as massively multiplayer online role-playing games (MMORPGs) came into vogue, The Zone became home to Microsoft’s addition to the genre—Asheron’s Call.

				Reporters wrote about Age of Empires, Fighter Ace, and Asheron’s Call. Less attention was paid to the growing library of small “casual” games offered by The Zone and competing sites such as Yahoo Games and Pogo.com.

				Topped off by the release of the Nintendo 64, 1996 was a banner year for console games. Critics and gamers universally hailed Super Mario 64 as one of the greatest games ever made. Sony responded with Crash Bandicoot. Already scrambling for survival, Sega responded with NiGHTS into Dreams and Panzer Dragoon II. The following year saw the releases of Final Fantasy VII, GoldenEye 007, and Star Fox 64. So many blockbuster games came out in 1997 that the launch of such a classic game as Castlevania: Symphony of the Night went almost unnoticed. Over the next few years the content of the games would continue expanding. Several companies tried to reboot classic properties such as Rygar, Ghouls ’n Ghosts, and Metal Gear Solid. Some reboots were incredible successes. Some disappeared without a trace.

				
				Microsoft named Bryan Trussel group manager–games platform in 2001. By that time, Sony had already released PlayStation 2, and Microsoft and Nintendo were days away from launching next-generation systems of their own. In 2003, Trussel was promoted to group manager–MSN Games. At the time, The Zone (which had been renamed MSN Gaming Zone and eventually MSN Games) was largely dismissed as a matchmaking service for Age of Empires.

				As group manager for games platform, Trussel had a better perspective on what MSN Gaming Zone customers bought and played. He watched the growing interest in little games—card games, puzzle games, and board games. While everyone else at Microsoft focused on Halo, Trussel and his team were busy convincing PopCap to switch the name of their new puzzle game from Diamond Mine to Bejeweled.

				
					Ed Fries was half a generation above me. For me, at the time, he was a guru. He knew the relationships. He knew the business. He knew the economic models. My interactions with him were very short, but I never knew him as a peer.

					The thing that was interesting about Ed…it was in the early stages of what I was doing and he was more of a hardcore gamer…retail games with $10 million budgets and publishing. Casual games were just starting to be a blip on his radar. It probably got 5 percent of his attention.

					—Bryan Trussel

				

				Thanks to The Zone, Microsoft had a head start on Nintendo and Sony when it came to the internet and games. In November 2004, leveraging its MSN Games matchmaking expertise, Microsoft created a proprietary gaming service called Xbox Live. Caught flat-footed, Nintendo and Sony would need at least another two years before they could offer similar internet services.

				
				In 2004, Microsoft expanded the service, renaming it Xbox Live Arcade, and adding five downloadable titles—Hardwood Solitaire, Bejeweled, Dangerous Mines, Ricochet Lost Worlds, and Super Collapse II—which sold for $9.99 each. A sixth game, Namco Vintage, was priced at $14.99.

				
					When we did Xbox Live Arcade, people said, “What do you mean you can sell a game for ten bucks? You can’t sell a digital download game that you spent $250,000 making for ten bucks! That’s one-fifth of Gears of War. Who on earth would want to spend $10 to get a casual game when they could just spend $50 and get Gears of War?”

					They just did not get the math. We were selling games for twenty bucks apiece on The Zone. These were downloadable, simple, casual games. And we knew, relative to how much enjoyment and how much time you had to put into it, against that demographic that it was enormously profitable.

					They were unaware of the demographics of casual gaming, which were completely backwards. Our best customers were forty-year-old secretaries who were more than willing to spend $20 to download Bejeweled. These people were driven by accessibility and rewards and sounds and instant gratification as compared to hardcore gamers who were driven by polygons-per-second and graphics and gore.

					—Bryan Trussel

				

				At the time Trussel approached Kim about buying independent game companies, Microsoft Game Studios would have been preparing for the launch of Halo 2. Microsoft spent $40 million producing Halo 2 and another $80 million marketing it. With figures like that on Kim’s mind, MSN Games and its tiny partners wouldn’t have been much more than a distraction.

				The video game industry had evolved in ways that outsiders like Trussel recognized more quickly than insiders like Shane Kim, Nintendo of America chairman Howard Lincoln, or Sony Computer Entertainment America chief Kazuo “Kaz” Hirai. Sega, Sony, and Nintendo, the empires that ruled the industry in the 1990s, all had trials headed their way. The world had changed, and the dinosaurs that had lumbered out of its earlier evolutions would either adapt or disappear.

			

		

		
			Skip Notes

			
				*  The making of Shenmue cost an estimated $50 million. It has since been overshadowed by games such as Grand Theft Auto V and Star Wars: The Old Republic, both of which cost over $100 million.

			

		

	
		
		
			
			CHAPTER 1 ▶

			SONY, THE ONE AND ONLY

			
				Sony can do no wrong even when Sony is very wrong.

				—Matt Casamassina, former editor in chief, IGN Nintendo Team

				The Emotion Engine—the only emotion I got from it was despair.

				—Anonymous

			

		

	
		
		
			
			The Second Coming of Sony

			Sony had a record-breaking year in 1998, raking in over $51 billion in sales and operating revenue. Profits from television sales had spiked in 1997 and continued climbing. Having recently released such notable flops as The Cable Guy and Striptease, Sony’s movie studios turned a corner as well, releasing hits like Men in Black and Air Force One. Picking up where Walkman left off, Sony’s Discman hit pay dirt in the United States, and its new MiniDisc audio format caught on quickly in Japan. Then, of course, there was the PlayStation.

			Sony shipped 4 million PlayStations in 1995, 9 million in 1996, and 21 million in both 1997 and 1998. Nintendo sold fewer than 35 million N64 consoles during the console’s seven-year life span. The Sega Saturn never reached 10 million.*1

			Sony was one of those companies with the magic touch in the mid- to late 1990s, but those halcyon days were about to come to an end.

			While PlayStation carried Sony to new heights, the company’s other businesses began snagging. Samsung made a big push into the bustling North American television market, selling competitive sets at considerably lower prices. The 2001 release of Apple’s first iPod obliterated the MiniDisc and Discman markets. Familiar names like Canon and Nikon took over the high-end digital camera business. Nokia overtook Sony-Ericsson as the leader in mobile phones until 2007, when Apple released its first iPhone and everything changed.

			With layoffs, plummeting stock prices, and vanishing markets, the only bright spot on Sony’s horizon was PlayStation. By 1998, the game console was well on its way to replacing Walkman as the most successful consumer electronics line in history. This made engineer Ken Kutaragi—who first arrived on the video game scene helping Sony create the audio chip used in the 16-bit Super Nintendo/Super Famicom (also known as “Super Famicom,” “Super Nintendo,” and “SNES”)—both a demon and a deliverer around Sony Corporation.

			
			I was with Mr. Kutaragi yesterday. I have to say that he’s a different breed of animal. He’s an engineer, but also he has tremendous acumen for management. So, he’s a different breed.

				—Shukuo Ishikawa,

				chairman,

				Bandai-Namco Group*2

			

			
				His first project was…if you remember back in the 1970s or early 1980s, if you had a cassette player, it may have had a graphic equalizer built into it, little ascending red and green and yellow lines that would show the signal strength as the music volume increased. Ken was the inventor of that.

				He has the patent for the LED bars rising as the music peaked and the bar that was on the top would stay on for a while as the sound dropped away so that you could see where the peak got to. That peak level meter LED design was his invention, or co-creation. I think there were a couple of other people involved on the patent as well.

				—Phil Harrison,

				former vice president, third party relations,

				Sony Computer Entertainment America

			

			But Kutaragi was a brash, temperamental, and outspoken man in a society that taught that “the nail that sticks out gets hammered down.” Sure, he was a brilliant, driven engineer, but he didn’t fit into Sony’s traditional power structure.

			PlayStation sales carried Sony through a dry spell, but at the cost of empowering Kutaragi and further infuriating his corporate rivals. Misery loves company; it despises other people’s success. Many Sony executives openly despised Kutaragi, describing him as disrespectful, abrasive, and something even more unforgivable in Sony’s buttoned-down culture: “untraditional.”

			
			In July 2000, Sony invited ten top influencers and opinion leaders to tour its corporate headquarters in Tokyo. Richard Doherty, founder and chief analyst of Envisioneering, attended the summit, as did Suzanne Kantra of Popular Science, Rolling Stone writer Steve Morgenstern, and futurist Tim Bajarin of Creative Strategies. The group met with Sony’s top executives and premier designers, including Kutaragi, who seemed flustered when he realized the group included a reporter he’d been trying to avoid.

			The tour closed with a cocktail party attended by Kunitake Ando, the newly appointed president of Sony Corporation. Seeing the reporter who had so flustered Kutaragi, Ando congratulated him on the accomplishment, presenting him with a business card and offering to help him with future projects. As Ando walked away, analyst Rick Doherty commented, “You better hold on to that card. He just gave you the keys to the kingdom.”

			
				Ken was a, you know…it wasn’t like he was a table-thumping shouter, but he definitely got passionate about things. I remember one argument with him about something which to this day I can’t remember the details. It’s probably insignificant. His way of finishing the argument was to say, “Well, if you think that, then you must resign.” It was a very kind of emotional way to say, “I don’t want to have this argument anymore.”

				—Phil Harrison

			

			The animosity between Kutaragi and his superiors traced back to the early days of the PlayStation project. In the early 1990s, Kutaragi had led the engineering team assigned to co-develop a CD-ROM drive with Nintendo for the Super NES/Super Famicom. Believing that Sony planned to use the unit to open a game division, Nintendo executives quietly abandoned the partnership without telling Sony. Nintendo announced its breakup with Sony and its new partnership with Dutch mega-conglomerate Philips N.V. at the 1993 Consumer Electronics Show the day after Sony announced it was building the “Play Station” drive with Nintendo.*3

			
			Blamed by some executives for having brought shame to the company, Kutaragi approached Sony chairman Norio Ohga for permission to convert his PlayStation disk drive into a stand-alone game console. While the rest of the board argued against it, Ohga gave Kutaragi permission to pursue the project. Citing Nintendo’s betrayal, Ohga shouted, “Do it!”

			
				There was a meeting with only maybe eight people in it. No other executives. It was just Kutaragi’s team pitching Ohga. Ohga was personally interested in the project.

				And after Ohga saw the whole presentation, he just said, “Go for it. Do it. This is a project that Sony needs to be in.” He just decided it by himself. No other executives voted, only Ohga. Ohga said “do it” and that became a legendary story.

				—Shuji Utsumi,

				former vice president of product acquisition,

				Sony Computer Entertainment America1

			

			
				Launching the PlayStation 2

				Considering the success of the original PlayStation, Kutaragi could safely say he’d pitched a shutout. With PlayStation 2, he planned to pitch a no-hitter. If everything went as planned, Nintendo and Sega wouldn’t even get a single runner on base.

				On March 1, 1999, Sony unveiled the PlayStation 2 in a worldwide press conference held in the Tokyo International Forum—a lavish, glass-encased convention center complete with an enormous opera-house-style meeting hall. Reporters, industry executives, and other invitees flew in from all around the globe to attend the event, which was titled “A Glimpse of the Future.”

				
				The event began with Sony Computer Entertainment president Teruhisa Tokunaka giving a speech in which he announced the company had shipped its 50 millionth PlayStation. Kutaragi, both the man of the hour and the host of the event, then ran several demonstrations of the “Emotion Engine” technology that would power the next PlayStation.

				The demonstration included video of dozens of balls, faces, and models. By modern standards, the graphics in those demonstrations look primitive, but by 1999 standards, they were groundbreaking. The demonstrations included an image of an old man’s face that was considered lifelike at the time. Kutaragi demonstrated his new console’s ability to animate dozens of objects and track their motions. Everything looked polished, camouflaging three days of turmoil that had taken place behind the scenes.

				
					I arrived in Tokyo three days before the event. I walked into Ken’s office, and I said, “Hey, I just arrived. If you want me to have a look at the slides that you’re going to be showing, I’ll happily correct the technical information and make sure that there’s consistency.”

					He looked at me and he went, “Slides? Oh, that would be a good idea.”

					—Phil Harrison

				

				Harrison spent the next forty-eight hours working with engineers to create slides with tables comparing the new console’s performance against the original PlayStation. They needed to present highly technical information in a way that journalists and consumers would understand.

				
					By the end of the process, I’m almost hallucinating with jet lag because I’ve had one hour’s sleep in three days. If you remember, on the stage was a single narrow podium with a VAIO laptop. That was my laptop.

					
					I had the presentation on a memory stick. I walked onto the stage about a half an hour before the audience was let in, and my single task…the only thing I had to do was to copy the latest version of the presentation from the memory stick onto the laptop. Except I did the opposite. I copied the presentation that was on the laptop onto the memory stick.

					On slide number whatever there was a typo and a number was given wrong. It was not the end of the world. I was the only one who knew. I just sat with the audience, and I was so tired and I hoped it went well. It did, but I had that sinking feeling because I knew exactly what I had done.

					I blame Microsoft Windows for that.

					—Phil Harrison

				

				Nobuyuki Idei, who had been appointed CEO earlier that year, gave a speech in which he congratulated himself for having stood by Kutaragi’s PlayStation project from the very beginning. In truth, Idei had voted to abandon PlayStation, as had every other executive on the board. Had Idei’s predecessor, Norio Ohga, not used his authority to push the project through, Kutaragi would have had to abandon it.

				There’s nothing new or unusual about a top executive revising history and taking credit for projects they actually opposed; it’s fairly standard behavior, particularly in Japanese corporations with a cultural mandate to respect senior officers. Looking back on “A Glimpse of the Future,” Phil Harrison observed, “Success has many fathers. Failure is an orphan.”

				Breaking with tradition, Kutaragi challenged Idei by stating that Ohga had been the only executive who supported the PlayStation. In Japanese corporate culture, contradicting a superior in a public forum is tantamount to a declaration of war. Other executives might have been fired on the spot. Kutaragi, however, could not be sacked easily. His PlayStation division had contributed approximately 40 percent of Sony’s profits the year before.

				
				Kutaragi was unlike anybody else in that you could just take all corporate decorum and throw it out the window. He was a real visionary.

					I never worked for Steve Jobs. I certainly saw him speak. I never met him. But I think Kutaragi was kind of a Japanese Steve Jobs in that he had a vision that was very contrary to the corporate vision, and I think there was a time when he was potentially CEO of the corporation. I think he would have really shaken things up, but unfortunately that personality is not typically the type of personality that gets to run a large corporation.

					—Jack Tretton,

					former president and CEO,

					Sony Computer Entertainment America2

				

				After the main presentation, Kutaragi and Teruhisa Tokunaka held a much smaller press conference in which they answered reporters’ questions. Speaking through an interpreter—Shawn Layden, who eventually became the chairman of Sony Interactive Entertainment’s worldwide studios—they answered questions about technical specifications, launch plans, and upcoming games for over an hour. This was the presentation that would reach the dedicated audience. What reporters and editors from such publications as Famitsu (Japan), Game Informer (United States), and Edge (England) took home from this meeting would largely form the public’s first impressions of the next-generation PlayStation.

				A handful of reporters asked about upcoming games. Kutaragi responded with examples from a seemingly endless list of top publishers. When a reporter from Belgium’s Official PlayStation Magazine suggested that the demonstrations might have been rushed, and asked if they would have been more impressive had Sony allowed Kutaragi more time to prepare, Layden fielded the question himself. Sounding surprised, he asked, “You weren’t impressed?”

				For his part, Kutaragi expressed lofty goals. He talked about recent studies suggesting that playing piano might stave off the effects of dementia and said he hoped his next-generation PlayStation might do the same.

			

			
				
				PlayStation 2 Takes Center Stage

				The Japanese launch of PlayStation 2 took place on March 4, 2000.

				Game hardware launches had long been big events in Japan. Though the launch of the original Famicom went largely unnoticed, Tokyo ground to a halt with the launch of the Super Famicom on November 21, 1990. Nintendo-mania took Japan by storm. The Yakuza, Japan’s organized crime syndicate, reportedly attempted to hijack trucks delivering the game console.

				The launch of the original PlayStation, on December 3, 1994, drew crowds, but even larger crowds had turned out two weeks earlier for the November 22 launch of the Sega Saturn. But nothing overshadowed the March 4, 2000, launch of PlayStation 2. It made headline news across the globe.

				Despite hardware shortages and a dismal selection of games, the excitement surrounding the PlayStation 2 launch eclipsed that seen with all previous console launches. Huge lines formed in front of electronics stores, particularly in Akihabara, Tokyo’s “Electric Town” retail district.

				Because of high demand, most stores had customers reserve their systems weeks in advance, warning them that few consoles would be available on launch day. On March 3, even customers who had reserved systems lined up to make sure they got theirs before inventory ran out. Crowds of people who hadn’t preordered turned out as well. Enormous lines formed around the few stores with unassigned PlayStation 2s. Four thousand people lined up in front of a LAOX store. According to the manager, the store had 200 units to sell.

				Though they normally opened at 11:00 a.m., at the government’s request all stores selling the PlayStation 2 began handing them out at 7:00 a.m. to avoid a nationwide traffic jam. A short but organized frenzy ensued. Stores sold every available console in a little over an hour’s time, and then life went back to normal. By 9:00 a.m., Akihabara was mostly empty. The crowds went home to try out their new PS2s or to mourn not having one.

				One week later, Bill Gates officially announced Microsoft’s entrance into the video game industry at the Game Developers Conference in San Jose. The rest of the world may have wondered what Microsoft and Nintendo would bring to the market, but in Japan, consumers had already chosen PlayStation 2. The lack of games didn’t matter. Spurred on by PlayStation 2’s ability to play DVDs, Japan finally embraced movies on discs, knowing that over the next few months hundreds of games would start trickling out.

				
				The biggest games during the Japanese launch were Ridge Racer V, a console conversion from a hit arcade series, and Dynasty Warriors 2, the sequel to a popular title on the original PlayStation. Game support continued to lag for the first few months. The first bright spot was Namco’s Tekken Tag Tournament, which arrived a few weeks after the console’s launch. But most of the early releases were unambitious. By mid-2000, the movie The Matrix briefly surfaced as a PlayStation 2 blockbuster.

				Despite the lack of titles, Japanese consumers snatched up every available PS2. Sony couldn’t keep up with the demand. With the North American launch scheduled for later that year, the video game industry expected Sony’s second wave of dominance to go international.

				In the meantime, things weren’t going well for Nintendo. Having originally announced plans to launch its next-generation console sometime in 2000, Nintendo grudgingly confirmed rumors that the GameCube was still more than a year from launch. Microsoft was still more than a year away from launching Xbox as well, giving Sony a one-year head start on the competition.

				Being the only next-generation console on the market may sound like an insurmountable advantage, but historically speaking, only one company has successfully capitalized on it. A year before Sega first started shipping Saturns, Panasonic released the 3DO Multiplayer and Atari released the Jaguar hoping to jump-start the next generation of game consoles. Both systems floundered quickly.

				Having established itself in arcades without successfully launching a game console, Sega released its 16-bit Mega Drive two full years before Nintendo answered with the Super Famicom. Japanese players never fully embraced Mega Drive, and in the United States, where it was released as the Genesis, sales hovered at 500,000 consoles in the first year. As Nintendo executive vice president of sales and marketing Peter Main wryly observed, “The first full year Genesis was on the market was the best year we ever had with the NES.”

				
				In Japan, Sony relied on movie sales and the promise of great games to come. Japan was loyal to Sony. In the United States, where the terms “video game” and “Nintendo” were sometimes used interchangeably, no one knew how loyal PlayStation owners might feel toward the Sony brand. The executive team at SCEA wasn’t about to leave anything to chance.

			

			
				The American Sony

				The executives at Sony Computer Entertainment (the Japanese operation) came across as corporate and technical. The team at Sony Computer Entertainment America (SCEA) was more polished and sported a flashier image. Nearly from the start, SCEA leveraged its roots in the entertainment business. Sony threw the largest and most sought-after parties at the Electronic Entertainment Expo (E3). Though he didn’t perform, Prince attended Sony’s party at the 1996 E3. In 1997, Nintendo made a splash by hiring the B-52s to perform at its E3 party. That buzz was short-lived. Sony’s party was an all-out concert with the Foo Fighters onstage.

				Behind the scenes, though, SCEA’s executive team was filled with buttoned-down professionals, men whom the Japanese team trusted because they’d all worked directly with Ken Kutaragi in one way or another.

				After joining SCEA in 1995, Kazuo “Kaz” Hirai had moved steadily up the corporate ladder, being promoted to vice president/COO in 1996, then president/COO in 1999, then president/CEO in 2003. Having attended an American school in Japan before spending three of his teenage years in Toronto, Hirai spoke English without a noticeable accent. He was tall and dapper, and he cut a suave image in an industry that still catered to geeks.

				
				Hirai had the unenviable task of working directly under Kutaragi. Before he took over, the company had gone through a number of top executives, beginning with Worlds of Wonder and Atari veteran Steve Race.

				
					Andy [House] and myself and Kaz Hirai used to joke that you weren’t doing well if you weren’t fired at least once or twice in your life by Ken and then rehired the next morning.

					—Phil Harrison

				

				
					The most memorable argument was when Kutaragi told me he couldn’t work with me anymore. He told me I should quit. So I said, “Okay, I’ll quit.” Then the next day he came over to apologize. But he didn’t say, “I’m sorry. I went too far.” That’s not how he apologizes. He said, “You should probably continue to work.”

					—Shigeo Maruyama,

					former chairman,

					Sony Computer Entertainment3

				

				
					PlayStation 1 through PlayStation 3 there was Ken Kutaragi there, and he was a very vocal manager. The joke was, “If you didn’t get fired by Ken, then he didn’t respect you.” If he disagreed sometimes he’d just scream out, “You’re fired!” I think he predated Donald Trump with that.

					—Jack Tretton

				

				Other executives on the team included Welsh-born, Oxford-educated Andrew House, who had originally moved to Japan to teach English before joining Sony Corporate in 1990. Diminutive in stature, stylish, and unfailingly intelligent, House not only spoke Japanese fluently but also had the rarer skill of being able to read kanji. Having begun his tenure with Sony in international PR, he quickly moved to the PlayStation division, where he learned to work with Kutaragi. House managed SCEA’s communications, ensuring that the company maintained a polished image in the press.

				
				Andy’s very diplomatic, very measured in what he says. His background is PR, so he understands the ramifications of a bad quote. When he started he was the PR guy for Kutaragi.

					—Rob Dyer,

					former senior vice president of publisher relations,

					Sony Computer Entertainment America

				

				Then there was British-born Phil Harrison, SCEA’s executive VP of third-party relations, research, and development. Unlike House, with his background in language, Harrison had a lengthy pedigree in games, having published his first title as a fourteen-year-old.

				Finally, there was SCEA’s vice president of sales, Jack Tretton. Born in Boston, Tretton approached his work with an East Coast swagger. Let Hirai, House, and Harrison deal with the press, speaking in polished nuances. Tretton called things precisely as he saw them, with a strident, flamboyant flare.

				
					You knew exactly where you stood with Jack. Jack was very direct, very honest, very straightforward. He is a very funny guy, and he has a wicked sense of humor.

					—Rob Dyer

				

				Compared to other SCEA executives, Tretton was the wild child. He was the executive who came up with the memorable and often combative quotes.

				In 2006, Wired magazine’s Chris Kohler asked Tretton why the PlayStation 3 wasn’t backward compatible. Tretton replied, “I would like my car to fly and make breakfast for me, but that’s an unrealistic expectation.”

				In 2007, he told a reporter at Electronic Games Monthly, “If you can find a PS3 in North America that’s been on store shelves for more than five minutes, I’ll give you 1,200 bucks for it.”

				
				SCEA enjoyed an important advantage over its North American rivals—its parent company allowed its executive team greater latitude. Sega of America, which was fighting a losing battle to keep its Dreamcast hardware alive, took orders from the company’s Haneda headquarters. Relations between Nintendo of America (NOA) and its Japanese parent, Nintendo Co. Ltd. (NCL), were even tenser. NCL president and CEO Hiroshi Yamauchi often tormented NOA president Minoru Arakawa, who was both his employee and his son-in-law.

				
					I had to deal with Microsoft. Kaz had to deal with Japan. He was less shackled than Howard [Howard Lincoln, chairman of Nintendo of America] was, but he still had to deal with the fact that the product came from Japan. Howard got no leash. He was basically told what to do.

					Kaz was interesting…. Japan was incredibly supportive of Kaz.

					—Robbie Bach,

					former chief Xbox officer,

					Microsoft

				

				As leadership in the Sony Corporation became a slowly revolving door, SCEA became a proving ground for the larger corporation. Both Hirai and House would eventually land jobs in Sony’s highest offices. They, in turn, showed confidence in the lieutenants with whom they had worked.

				As the PlayStation 2’s American release approached, Hirai announced that the launch would take place on October 26 and that SCEA would sell 1 million consoles. One million units was a huge shipment, but with Christmas approaching and consumer enthusiasm peaking, most industry insiders thought that 1 million wouldn’t meet demand.

				Behind the scenes, Harrison, the executive in charge of third-party relations, worked feverishly to make sure the American launch included the wide array of games so clearly missing during the Japanese launch. His job was made harder by a dirty little secret that Sony scrambled to hide from the press: programming games for PlayStation 2 was incredibly difficult. Around the industry, frustrated programmers started joking that the only emotion that the Emotion Engine gave them was “despair.”

				
				Asked about working with the new console, one American programmer responded, “It’s the hardest console to program since the Atari 2600.”

				“I wouldn’t call it easy, but six months of effort and pretty much everybody was making forward progress,” said Mark Cerny, a game designer/producer who maintained close working ties with Sony. Cerny, who worked on both the Crash Bandicoot and Spyro the Dragon games for the original PlayStation, helped develop a programming engine for the new console.

				
					The first issue we had was that PlayStation 2, this brand-new hardware, was going to need brand-new technology, and we all wanted to get an early start on it. Since I could speak Japanese and I’m always willing to travel, I did a sabbatical in Tokyo for three months before dev kits were widely distributed, learning about PlayStation 2 and writing a sample engine.

					The PS2 let us create free and open 3D worlds. Naughty Dog, with Crash Bandicoot, gave the appearance of this lush 3D world, but, of course, the camera was on rails. While Insomniac was doing Spyro one room over and showing that you could do open-world stuff on the PlayStation 1.

					The goal shifted to a no-load open world that you could freely traverse. That was quite the target, but it was largely achieved with Jak and Daxter.

					—Mark Cerny,

					designer/producer/programmer

				

				Difficult to program or not, publishers readily gambled on the PlayStation 2’s success because of its predecessor. SCEA’s polished and aggressive executives gave off the air of a winning team, and their hardware fit the Sony image of success. Game companies both big and small labored to have their games ready for the U.S. launch.

				
				On September 19, one week before the launch, analyst Rick Doherty called a reporter at MSNBC and said, “I got big news for you. Sony isn’t going to launch on time—either that or they’re going to market with half the units they promised.”

				According to Doherty’s sources, Sony had shipped 500,000 consoles instead of the promised 1 million. When approached with the information, SCEA spokesperson Molly Smith told the reporter that she would need to speak with her bosses and that she would get back to him. The next day, Sony announced it would have only 500,000 consoles available for launch and that it would ship an additional 100,000 consoles every week through January 1. “We are one month behind in production,” Smith told the press. “Sometimes it’s not an exact science.”

				The consoles would have sold out had Sony shipped twice the promised inventory. Riding on the success of the original PlayStation, PS2 entered the North American market preordained for success. Most stores ran out of inventory on preorders alone. Adding to the excitement was the list of twenty-nine launch titles. EA Sports had SSX, NHL 2001, and Madden NFL 2001 ready on launch day. Namco had both Ridge Racer V and Tekken Tag Tournament on day one. Konami provided an arcade hit called Silent Scope. There were racing games—along with Ridge Racer V, there was Midnight Club and MotoGP. Take-Two Interactive published a billiards simulation for the launch. Agetec, Activision, and THQ had RPGs, something that had been missing from the launch of the original PlayStation.

				Just as the retailers had in Japan, American retailers sold out on launch day, and the shipments that followed were largely sold out before reaching shelves. Because of the initial shortages, retailers the world over struggled to meet their presale orders.

				Having launched PlayStation 2 in Japan just a week before the end of its fiscal year, Sony shipped 1.4 million consoles in 2000. By the following March, Sony would ship over 9 million worldwide without coming close to meeting demand.

				
				In the meantime, Sony continued making and shipping PlayStation 2s while preparing for one competitor to leave the market and two more to enter.

			

		

		
			Skip Notes

			
				*1  While Nintendo and Sega reported sales figures based on units sold, Sony’s figures were based on units shipped, making it harder to compare each company’s success.

			

			
				*2  Ishikawa started with Namco in 1978.

			

			
				*3  The project was originally called “Play Station,” two words.

			

		

	
		
		
			
			CHAPTER 2 ▶

			THE LAST DAYS OF SEGA:

			A CAUTIONARY TALE

			
				Completely irresponsible.

				—Howard Lincoln, former chairman, Nintendo of America

				Mario was truly iconic. Sonic was not.

				—Rod Cousens

				I said to the translator, “Tell him to f*** off.” There was no way the translator was going to do that. I had put him in a bad spot, but Naka-san [the creator of Sonic The Hedgehog] had spent enough time in the United States to know what I was saying.

				—Peter Moore, former COO, Sega of America

			

		

	
		
		
			
			The Long and Troubled History of Service Games

			Don’t tell Michael Katz that Tom Kalinske created a revolutionary business plan for putting the Sega Genesis on the map. Katz, hired as chief executive officer of Sega of America in 1989 to oversee the Genesis launch, gives Kalinske credit for brilliant execution, not for innovation.

			Hired one year and replaced the next, Katz was given the seemingly insurmountable task of trying to introduce a new console from a failed company*1 into a market that was 93 percent saturated by a single competitor—Nintendo. Hayao Nakayama, the often overbearing CEO of Sega of Japan, wanted Katz to sell a million Genesis consoles into the U.S. market in its first year. Katz sold 500,000 during his year-long tenure and then found himself ousted.

			Enter Tom Kalinske. The well-worn story is that Sega floundered in its first year, then Kalinske implemented a brilliant and original five-point plan that rescued the Genesis from the dustbin of history and made it a major bestseller. Kalinske unquestionably implemented a five-point plan. Presenting that plan for approval by Sega headquarters in Japan nearly got him fired.

			His plan included:

			
					
					Dropping the price of the Genesis console from $249 to $189

				

					
					Replacing the packed-in game Altered Beast with Sonic The Hedgehog*2

				

					
					Adopting a head-to-head advertising campaign that directly challenged Nintendo

				

					
					Establishing the Sega Technical Institute to create games more suited for U.S. audiences

				

					
					Emphasizing sports games to widen the audience

				

			

			When Kalinske presented his ideas to Sega of Japan, several executives called for his head. Hayao Nakayama, however, persuaded the rest of the board to allow Kalinske to do the job they had hired him to do.

			
				As the other guys got up to leave, Nakayama turned and said, “On the other hand, he was hired to make decisions for the U.S. market, and if that is what he thinks needs to be done, he should go ahead and do it.”

				—Tom Kalinske

			

			
				Tom’s a smart guy and a great executive, but he didn’t write the playbook. Electronics companies drop the price of their products after a year on the market. That’s what they do with stereos and television. Nintendo did it with the NES. Atari did it with the 2600.

				Tom replaced Altered Beast with Sonic. It was a good thing to do. Sonic didn’t exist in 1989, so we packed in Altered Beast, which was a big hit for Sega’s arcade business.

				Look, the other stuff about head-to-head advertising and sports games…We used the slogan “Genesis does what Ninten-don’t.” That was the first time a Japanese company took on another Japanese company with a competitive advertising stance.

				We built our own internal development group before Tom ever got to Sega. We beat out Nintendo by signing Joe Montana [quarterback of the four-time Super Bowl–winning team the San Francisco 49ers] for a football game.*3 I was the one who drove to Electronic Arts to convince Trip Hawkins [founder of Electronic Arts] to sell us his backup game to Madden Football, and I had to really fight to get the Japanese to approve the $1.2 million licensing fee we paid Montana.

				
				Nintendo had more money and an exclusive lock on animated cartoon characters and a lot of arcade games. “Genesis does what Ninten-don’t” was our way of showing that we had more powerful hardware, but it also meant that we had exclusive sports games with sports figures like Tommy Lasorda, Pat Riley, and Buster Douglas. Placing athletes on the cover was our way of creating product lines with instant brand awareness.

				We named the game Joe Montana Football. It became the bestselling console football game for the next three years.

				—Michael Katz

			

			
				I’m sure that John Scully put into place some strategies and programs that were successful under Steve Jobs’s leadership, but that doesn’t take away from the fact that it was Steve Jobs’s success. Mike’s absolutely right, the “Genesis does what Ninten-don’t” and working with Michael Jackson and Joe Montana, that was all stuff that he put into place, but if you look at the campaign behind Sonic…

				If you look at the competitive ads that we put together, like the “Hey kid…” where it showed Sonic in a Formula 1 car and Mario on an ice cream truck, and the Sega scream and the whole Sega attitude was totally different. This was, to me, Tom’s really important insight.

				Tom’s point was, his recognition was that kids are aging out of Nintendo, and there’s an opportunity to position Nintendo as a kid’s system and Genesis as the cooler, older kid’s system.

				Giving it that edge was all Tom. It was going from features and benefits to emotional fulfillment.

				No disrespect to Michael Katz, but I don’t want anything to take away from Tom’s accomplishments.

				—Mike Fischer,

				former vice president of entertainment marketing,

				Sega of America

			

			
			Sega has been a major player in the arcade business since the 1960s. As a console company, Sega saw success for only three years, from 1993 to 1996—all of which were Kalinske years.

			Michael Katz may not credit Tom Kalinske for inventing the plays, but he absolutely credits him for their flawless execution. With the price lowered and Sonic The Hedgehog packed in with the hardware, Sega of America weathered the 1991 launch of the Super Nintendo in the United States. Having already sold a half million consoles, Sega ended the next year having placed slightly more 16-bit consoles into U.S. homes than Nintendo. In 1994, Sega pulled ahead in the United States and Europe while continuing to lag far behind in Japan.*4

			In late 1995, however, Sega lost focus.

			Despite blockbuster hits like Donkey Kong and Punch-Out!!, Nintendo all but abandoned its arcade roots with the launch of the NES. Sega’s console business, on the other hand, was largely built around marketing arcade hits for the home. Several issues contributed to Sega’s constant state of near collapse, but none of those issues was more fundamental than the company’s core belief that it could corner the console market by releasing home versions of arcade hits. When Hideki Sato’s research and development team created Sega’s next console, the 32-bit Saturn, it was designed with the shortsighted goal of offering the ultimate home arcade experience. That may have seemed like a good idea in Japan, where the arcade business remained quite strong. But in the United States and Europe, the arcade industry had been on the decline for over a decade, and one of the more frequently cited reasons for its demise was the popularity of home consoles.

			In all fairness, the Saturn’s brief and undistinguished life span was riddled with problems. In the six years between the launches of Genesis and Saturn, Sega had released five other game platforms—Nomad, Game Gear, Pico, Sega CD (an add-on for the Genesis/Mega Drive), and 32X (also an add-on for Genesis/Mega Drive). With the exception of Nomad, which was essentially a portable Genesis, each of these systems had its own operating system. All of them were still on the market when Sega launched Saturn.*5 During the lead-up to the 1994 launch of the 32X, Tom Kalinske and his marketing team added to the confusion by offering thinly veiled hints that consumers could make their Genesis consoles compatible with the upcoming Saturn by adding a Sega CD and a 32X.

			
			And then there were intrinsic problems with the Saturn itself. The console’s dual Hitachi processors made it potentially more powerful than the PlayStation, but harnessing that power proved nearly impossible.

			
				[Asked if the Saturn’s twin processors were more powerful than the PlayStation’s single processor.] The answer is yes, but that’s kind of like putting two scholars of Japanese poetry together and then asking whether they would be able to do physics calculations faster than one mathematician.

				Ultimately the Saturn had processors that were developed to do 2D games. That’s what that system was designed for.

				Asking two poets to make mathematical calculations more quickly than a mathematician is a losing proposition unless the poets are skilled at math as well.

				—Jeremy Horwitz,

				video game journalist and industry analyst, VentureBeat

			

			Saturn handled 2D graphics beautifully, but the world had moved on from side-scrolling games. By 1996, the success of first-person shooters had pushed gaming into a new dimension. When Nintendo released its new N64, its appeal was almost entirely based on the popularity of a single 3D game—Super Mario 64. Within a few weeks of the U.S. launch, Eidos would release the original Tomb Raider. With hits like Doom, Quake, and Duke Nukem continuing to dominate the PC market, ignoring the mass migration toward 3D games was a crucial error.

			
			Sega arcade legend Yu Suzuki developed beautiful ports of such recent hits as Virtua Fighter 2 and Daytona USA, and Sega gave his AM2 team a nearly unlimited budget. The company wasn’t as generous with most of its teams. When Sega’s AM1 design team released the much-anticipated Saturn version of The House of the Dead, for example, the graphics were downright primitive compared to the arcade original. With its music and animation, Team Andromeda’s Panzer Dragoon was downright majestic, but the late draw-in meant buildings appeared as players reached them. In head-to-head comparisons, the PlayStation version of games almost always looked better than Saturn versions.

			And the list of problems didn’t stop there. Likely as a reaction to Sony’s superior hardware, Sega rushed the North American launch of Saturn. Having already announced the console would go on sale on September 2, 1995, dubbed “Sega Saturn Saturday,” Sega of America quietly shipped 30,000 consoles to Toys R Us, Babbage’s, Electronics Boutique, and Software Etc. stores in May. On May 11, the first day of the Electronic Entertainment Expo, Tom Kalinske stunned the industry by announcing Saturn would go on sale that day.

			Journalists who had been writing about the Sega Saturn Saturday launch felt they’d been lied to. The buyers at retail chains that were left out of the launch were furious. In the effort to make the launch a surprise, Sega had excluded important partners like Target and KB Toys.

			Unaware that the PlayStation would retail for $299, Sega announced its console would sell for $399. Also, because of the rush to market, the Saturn only had six games available at launch. A few additional games dribbled onto the market over the next six months, but nothing exciting. Few consumers considered games like Astal and Street Fighter: The Movie reason enough to purchase a $400 game console. In the end, Sony would go on to sell more than 100 million PlayStations worldwide, Nintendo sold nearly 33 million N64s, and Sega sold 9.2 million Saturns.

			
			As early as the Saturn’s launch, rumors circulated about companies like Disney trying to hire Kalinske away from Sega. He denied them, adding, “I can’t even have lunch with old friends without people talking.” But behind the scenes, he had become demoralized by his constant squabbles with Sega of Japan CEO Hayao Nakayama. In 1996, Kalinske resigned. So did Nakayama. Sega of Japan installed a new worldwide CEO, a former Honda Motor Corporation executive named Shoichiro Irimajiri.

			In the aftermath of Saturn, Sega published PC ports of arcade and Genesis hits. At the time, there was a division between the computer and console markets. PCs came with mice and keyboards, making them better suited for first-person shooters and real-time strategy such as Westwood Studio’s Command & Conquer games. While console-style gamepads had been available to PC owners for years, they hadn’t caught on. Sega’s early attempts at entering the market were met with little enthusiasm.

			He always presented an enthusiastic and optimistic front, but Irimajiri had inherited a sinking ship. The Saturn debacle left Sega deep in debt. Other companies might have gone out of business, but Sega had an ardent benefactor—Isao Okawa, the wealthiest man in Japan and Sega’s chairman. Having taken a personal interest in the company’s survival, Okawa used private funds to keep Sega limping ahead. With every penny Sega spent dragging the company deeper in debt, outsiders wondered when Okawa would finally say no.

			He never did.

			Along with Okawa’s generosity, Sega had two other valuable assets—an enthusiastic following and a huge stable of creative talent. Despite all its hardware failures, gamers remained excited about the Sega brand.

			With his company’s name and fortunes on the line, Irimajiri decided to roll the dice once again on a new game console. He firmly believed the key to jump-starting Sega’s fortunes was reentering the hardware business.

			
				Considering Sega’s financial situation, launching a new game console is completely irresponsible.

				—Howard Lincoln

				

			
				When I left Sega, I told Irimajiri that Sega needs to get out of the hardware business, there’s no way they were going to be able to compete with these larger companies like Sony because the capital requirements were too much.

				—Mike Fischer

			

			As his engineers prepared their next platform, Irimajiri reorganized his game designers into nine independently run studios. Each studio was led by an established star, most of whom came with arcade pedigrees.

			Sometime during this period, Microsoft opened negotiations to discuss purchasing Sega. On the surface, the two were a natural fit. As the first company in history with a market valuation exceeding $500 billion, the Redmond-based software giant had more than enough money to swallow Sega, settle its debts, and market its hardware.

			Microsoft management had been eyeing the video game business for years. Purchasing Sega would allow them to break into the industry complete with hardware and a stable of game designers. The two companies already shared one connection: Sega planned to incorporate a stripped-down version of Microsoft’s Windows CE operating system into its upcoming video game console.

			There were certainly meetings, but what transpired in those meetings is hotly debated. According to the most prevalent story, Bill Gates made an offer, but when Sega executives responded with a counteroffer, he decided to pass. Peter Moore, the acting COO of Sega of America at the time, challenges that story.

			
				That would be news to me. I don’t recall a serious offer being made. If there were, I certainly would have known about it once I joined. As a publicly traded company, at some point Microsoft would have to come clean on that.

				I think there was probably a lot of conversation during the rapid demise of the Dreamcast. Microsoft probably looked for a way they could acquire Sega and its studios and its intellectual property for their existing Xbox and for what we now know as the Xbox 360 to get some exclusive content and some Japanese content on the Xbox 360.

				
				With the complexity of managing a Japanese publisher and, even more important, the complexity of managing nine development studios with all of those characters at the helm, I think probably that conversation didn’t last too long.

				—Peter Moore

			

			Dreamcast, destined to become Sega’s final game platform, was a masterwork of engineering. At a time when the exchange rate was approximately ¥110 to the dollar, Dreamcast launched at ¥10,000—¥29,000 less than the PlayStation’s launch price. Dreamcast’s Hitachi SH-4 processor was vastly more powerful than the processors in the PlayStation or N64. It came with a built-in 56K dial-up modem and played games on proprietary 1 GB GD-ROM discs.

			A few top-flight publishers, most notably Electronic Arts and Square Soft, opted to wait for the next PlayStation instead of supporting Dreamcast. Other companies gave it a tentative try. Namco released a Dreamcast version of the popular arcade fighting game SoulCalibur. Capcom published games like Power Stone, Marvel vs. Capcom: Clash of Super Heroes, and Resident Evil—Code: Veronica on Dreamcast. Despite support from Konami, Capcom, and Namco, many Sega executives privately expressed concern that Square Soft’s indifference would ultimately shut Dreamcast out of the Japanese market.

			Irimajiri tried to counterbalance losing Square Soft by giving his internal developers free rein to create nearly anything they wanted. He allowed Yu Suzuki to spend $70 million creating Shenmue, making it more expensive than any previous game. He green-lighted Tetsuya Mizuguchi’s wacky and oddly hypnotic Space Channel 5, a game in which a pink-haired news reporter named Ulalala saves a space station from alien invaders with the help of Michael Jackson. Sega also published Seaman, a Tamagotchi-like game in which players communicated with a sarcastic talking fish by speaking into a microphone.

			
			And so, on November 27, 1998, Sega launched Dreamcast in Japan—and promptly ran into a series of disasters. Irimajiri hoped to ship 400,000 to 500,000 consoles for the launch. Due to problems at NEC, the company manufacturing the graphics chip, only an anemic 150,000 consoles were available at launch. The console sold steadily, but the Sega name didn’t have the same cachet in Japan as it did in the United States and Europe, where the Genesis/Mega Drive had briefly outsold Super Nintendo. In Japan, Mega Drive came in third behind both Super Famicom and PC Engine.*6

			The Dreamcast’s star rose and faded quickly. Two months after its launch, Sony unveiled its “next PlayStation.” Dazzled by the flash of Sony’s new machine, publishers and consumers seemed to forget about Sega.

			
				They FUDded [short for “fear, uncertainty, and doubt”] us!

				—Peter Moore

			

			On March 4, 2000, Sony launched PlayStation 2 in Japan with very few games and not enough hardware, but games and hardware inventory no longer seemed to matter.*7 Backed by a growing library that included such impressive titles as Virtua Fighter 3, Power Stone, and Resident Evil—Code: Veronica, Dreamcasts sat ignored on store shelves.

			
				In Japan, PlayStation 2 is the first console that is selling only for hardware. In the past, the console was only a box without software, but people are buying the PlayStation 2 without any software. It’s the image of this PlayStation that is interesting.

				—Shoichiro Irimajiri,

				former CEO, Sega of Japan

			

			
			Sega executives knew they had a tiger by the tail. They either had to make Dreamcast succeed or shut down their hardware business. When the PS2 launch effectively closed the door on the Japanese market, Sega focused its attention on North America. If he could sell 5 million Dreamcast consoles in the United States, Irimajiri believed, he would have a sufficient installed base to make a profit. With everything riding on U.S. sales, Sega of America prepared for “9/9/99”—September 9, 1999, when Dreamcast would launch with a $199 price tag.

			Like Sony’s U.S. operation, Sega of America had become something of a revolving door at the top. Hired as a chief operating officer instead of a CEO, Bernie Stolar replaced Tom Kalinske in 1996. In August 1999, with the Dreamcast launch only a month away, Sega of Japan forced Stolar out and replaced him with Peter Moore, a former Reebok exec hired by Stolar to run marketing. As chairman of both Sega of Japan and Sega of America, Irimajiri had final say over both companies, but Moore ran the American operation.

			Moore and Stolar shared a lot of similarities. Like Stolar, Moore was a brawler who challenged rival companies head-on, but Moore, with his British accent, presented a more polished persona than Stolar. Born and raised in Liverpool, however, he came from a tough middle-class seaport city best known for the Beatles, football, and boxing. Moore was perfectly at ease running a boardroom, but he was more at home drinking beer and cheering on his beloved Liverpool Football Club.

			
				E3s are always incredibly hard and incredibly gratifying if you can get through them unscathed.

				A little-known fact: Once he comes off the stage, having completed whatever part of his presentation, Peter Moore insisted that somebody hand him a Corona beer. No matter the time of day, he wanted a Corona.

				—Pete Pedersen,

				former executive vice president, Edelman

			

			
			Now running the show, Moore worked the press like a modern-day P. T. Barnum promoting his “greatest show on Earth.” His combination of offhand wit and enthusiasm were infectious. Affable and intelligent, Moore quickly became a favorite of the enthusiast press. He put on a good show, but despite its better odds of succeeding in the United States, Dreamcast was still a long shot. Stolar, a veteran of Atari who had once opened his own arcade game company, had mapped out a brilliant launch. Moore executed the launch perfectly and charmed the press, but they were pushing the Sega name in a Sony world.

			One of Stolar’s best moves was acquiring Visual Concepts and converting it into Sega’s dedicated internal sports studio. Thanks to the Visual Concepts acquisition, Dreamcast rolled into stores with NFL 2K, the best new NFL football game since Electronic Arts first introduced Madden. Using Dreamcast’s built-in modem, players could challenge each other to a game of online football.

			Dreamcast’s U.S. debut began with a bang. Between September 9 and the end of that month, Sega managed to sell 1 million consoles. When E3 rolled around the following May, Moore promoted the heads of Sega’s nine internal studios as if they were professional athletes. In an after-hours press event, Moore handed out baseball cards with the name and photo of each studio head, then invited reporters to meet with them and collect their autographs.*8

			But the business softened around Sega in the next year. In the United States, video game sales dropped by 20 percent. Overall revenues fell from a record $6.9 billion in 1999 to $6.5 billion in 2000.1 The Japanese market also slumped, dropping from $8.8 billion to $8.1 billion.2

			Some of that drop in sales was to be expected as the PlayStation/N64 generation came to a halt. This was the time when consumers typically stopped buying games and waited for the next big thing to hit the market.

			Despite their initial enthusiasm, American gamers lost interest in Dreamcast the same way Japanese gamers had. With PlayStation 2 on the horizon, Dreamcast no longer seemed to matter. Sega threw lavish E3 parties and offered free Dreamcast consoles to consumers who signed up for its new SegaNet internet service. Peter Moore traveled the country daring journalists to compare the superior Dreamcast version of Namco’s SoulCalibur to the nearly identical PlayStation 2 port, but the excitement was gone.

			
			By the time you got to holiday 2001 in North America, you had Grand Theft Auto III, Metal Gear Solid 2, Devil May Cry, and Final Fantasy X. PlayStation 2 at that point was really well on its way to success. It created a situation where the missteps that Sega had made, especially in Japan, caught up with them.

				—N’Gai Croal,

				former Newsweek consumer technology reporter

			

			On January 24, 2001, Sega of America vice president of marketing and corporate communications Charles Bellfield announced his company planned to pull the plug on Dreamcast. Sega was about to enter a new hardware-less phase in its existence, becoming “platform-agnostic.”

			
				The Belle of the Ball

				Behind the velvet curtain, Sega was in a state of collapse. On March 16, 2001, Sega’s chairman and benefactor Isao Okawa lost his ongoing battle with cancer. As a final effort to save the video game giant he had prized for so long, Okawa returned his Sega stock as a $695 million gift to the company.

				Meanwhile, relations between Sega of America and Sega of Japan became tense as Peter Moore struggled to find ways to keep the newly hardware-less Sega relevant. He authorized research to see where his company stood in the minds of consumers. The results weren’t promising.

				
				We had gone into San Francisco to run focus groups because I was desperate to explain to Sega headquarters that our brand was deteriorating in the eyes of the next generation of gamers. We were seen as aging. We were seen as yesterday’s news. We were seen as “not really getting it” anymore. We needed to change rapidly or be left behind.

					The question we asked was simple: “If a video game publisher was a family member, who would it be?” EA was the high school quarterback, a jock, arrogant, always got the girl, six foot five, blond, and could do no wrong, but not everybody liked him. Take-Two was the drunken uncle who would show up from Vegas every two months with a hooker on his arm. And then we got to Sega, and Sega was your grandfather with Alzheimer’s. He used to be cool, but even he couldn’t remember why anymore.

					These weren’t my words; these were the words of the focus group.

					We packaged these focus groups up and localized them and translated them into Japanese, and then we took them to Japan. They were not well received.

					We got into a heated argument in particular with Yuji Naka, who argued that nobody would ever say anything derogatory about Sega and least of all these kinds of words. “This must be in some way faked or contrived or manipulated.”

					At that point I’d had enough. You know, you’re exhausted. You’re traveling back because you’re trying to save the brand, you’re trying to save the company from themselves. You’re trying to educate them on what’s going on outside the four walls of Sega headquarters, and you’ve been accused of fabrication, manipulation, or flat-out lying.

					I said to the translator, “Tell him to f*** off.” There was no way the translator was going to do that. I had put him in a bad spot, but Naka-san had spent enough time in the United States to know what I was saying.

					—Peter Moore

				

			
				Just a few years earlier, Sega had taken the video game world by storm with its cutting-edge advertising campaign and its Sega scream. Genesis was the game console pro football players took on the road. Rappers mentioned Sega in their songs.

				Moore’s public persona, the brave face he put on at the 2002 Electronic Entertainment Expo in Los Angeles, betrayed no hint of the turmoil behind the scenes. That year, as Nintendo and Microsoft prepared to launch new game consoles, Moore presented Sega as the belle of the ball. He appeared onstage alongside chief Xbox officer Robbie Bach at Microsoft’s pre-show press conference to announce the games Crazy Taxi Next*9 and The House of the Dead III for Xbox. Sega debuted games for GameCube (Sonic Adventure 2, Super Monkey Ball) and PlayStation 2 (Virtua Fighter 4) as well.

				Tireless and showing no signs of stress, Moore met with an endless parade of journalists and executives, repeating the same prediction again and again—“We’ll have a good year on other companies’ hardware this year. Give us three years and we’ll overtake Electronic Arts.” (At the time, EA was the largest independent publisher in the industry.)

				
					I worked with Peter Moore for two years and sort of transitioned the business away from hardware to software. I had to go to the competitors that Peter had pissed off and ask them to help us make that transition.

					[That was] particularly hard with Sony because, if you remember, Peter ran those ads where they taunted Sony about their hardware shortage at launch. I remember Andy [Sony Computer Entertainment America vice president of marketing Andrew House] calling me…I wasn’t even working at Sega at that time. He says, “What are they doing? They’re making it personal; they shouldn’t do that.”

					Then [after Dreamcast] I had to go back to Andy and say, “Hey, now that we’re publishing Virtua Fighter on PlayStation 2 and we’re tight on funds, we sure could use some marketing support.”

					
					Andrew was both a gentleman and a savvy competitor. He provided a lot of really critical launch support…particularly for Virtua Fighter but for all of our games on the PlayStation.

					—Mike Fischer

				

				Sega wasn’t the only video game company in trouble at that moment. According to the annual white paper published by Japan’s Computer Entertainment Supplier’s Association (CESA), the historically lucrative Japanese video games market was in free fall. Between the years 1997 and 2002, Japanese game sales dropped from $9.6 billion to $6.9 billion. CESA’s lobbying arm blamed sales of used games for much of the drop and petitioned the government for legislation banning the reselling of games.

				
					As far as Namco is concerned, we are opposed to the sale of used games. As a manufacturer, we must have the general public understand how costly it is to develop our games.

					The retailers’ position is that it is good for the players to get hold of less expensive games to enjoy, but the other side of the coin is that [it is] draining the incentive of the developers to invest all this money in developing good games. That does not help players in the long run. It is bad for all parties.

					—Masaya Nakamura,

					founder and chairman,

					Namco

				

				Other widely acknowledged causes for the drop in sales were Japan’s growing mobile phone industry and the dwindling last generation of hardware. Owing to recent changes in the local mobile market, the relatively recent innovation of texting had become available, attracting a younger market. Between cellphones siphoning off consumer dollars and the cyclical end of the current generation, some drop in sales was unavoidable.

				
				The reason for the decline [in sales] is because the Japanese video game industry is experiencing a change in generations of hardware with Sony Computer Entertainment’s launch of PlayStation 2, as well as Microsoft’s announcement of Xbox and Nintendo’s announcement of GameCube.

					That’s what affected the sales of video games in Japan last year.*10

					—Keiji Honda,

					president and COO,

					Enix Corporation

				

				Mirroring its volatile home market, Sega’s earnings dropped from ¥5.5 billion ($423 million) in 1997 to a record loss of ¥5.1 billion (a loss of $404 million) in 2001. In 2003, Sammy Corporation—a major player in the pachinko market—purchased a 22 percent share of the company. The following year, Sammy purchased a controlling share and installed Hisao Oguchi, the founder of Sega’s internal Hitmaker division, as the new president.

				
					It’s important to have a former game developer in this type of position. I have more of an ability to understand the direction the market needs to move in.

					I’ve learned a lot from the previous management. However, Sega is an entertainment company. I feel that the contents of the games must be equal to the company itself.

					—Hisao Oguchi,

					former president and CEO,

					
					Sega

				

				
					The problem with Oguchi was that he was a game designer. He came from the same place as everyone else. When Suzuki or Naka came with some new idea, he had trouble saying no. When they wanted more money for their projects, they’d say, “You know what it’s like,” and he’d give in to them.

					Oguchi had a great track record making games. That didn’t make him the right man to run the company.

					—Peter Moore

				

				Though Sammy had long dabbled in both arcade and console games, it specialized in pachinko—something similar to a slot machine. Unlike Okawa, who forgot about bottom-line profits when it came to Sega, Sammy came from the hardscrabble world of gambling. With Sammy accountants scrutinizing his profits, Oguchi had to reorganize Sega’s independent studios. He closed Mizuguchi’s United Game Artists in 2003. He closed Smilebit, Overworks, and Amusement Vision in 2004, then sold Visual Concepts to Take-Two Interactive the following year.

				Yuji Naka, the superstar creator of Sonic The Hedgehog and NiGHTS: Into Dreams, left in 2006. Yu Suzuki, Sega’s celebrated arcade legend, left in 2008.

				Over the next decade, Sega underwent a dramatic transformation, laying off 18 percent of its staff and closing 110 arcades around Japan.3 In 2015, Sega closed down its San Francisco operation, laying off another 300 people worldwide.4

				
					What went wrong at Sega after Dreamcast?

					Without a platform to support, there wasn’t any point in taking all those risks, and Sega lost its identity. You can’t keep regurgitating Sonic The Hedgehog games and Genesis Classics.

					Without hardware, Sega lost its edge.

					—Peter Moore

				

				Sega still exists. In 2019, Sega published fourteen games, though only a few of those titles were created in-house.

				
				They are [a smaller player in the industry], but if they would have stayed the course, they wouldn’t be around. They would have been scattered to the four winds.

					—N’Gai Croal

				

				In some ways, the fall of Sega is seen as a cautionary tale, particularly for Nintendo. Unlike Sony and Microsoft, successful companies with identities outside of the industry, Nintendo is inextricably associated with video games.*11 If Sony closed its PlayStation business, it would still be one of the world’s largest electronics manufacturers. Microsoft makes its biggest profits from cloud services and PC software; the Xbox division has always been seen as an investment in the future.

				Nintendo, on the other hand, has no significant business away from video games. If Nintendo ever went “platform-agnostic,” it could very well wind up like Sega. On the other hand, even in the best of times Sega operated on razor-thin margins, whereas Nintendo has a multibillion-dollar war chest.*12 Also, interactive entertainment has evolved. If Nintendo abandoned its hardware business, it would have more platforms to choose from.

				
					Free-to-play games weren’t a thing in 2000. In 2002, when Sega went away as a hardware company…as you look at the business models that are possible, you look at the ubiquity of the internet, you look at the advent of 5G wireless internet, you look at cloud gaming on the horizon…all of those things and more suggest a different marketplace.

					The fall of Sega probably is a cautionary tale, but we already see Nintendo with its IP on mobile now and having tremendous success. The lessons they’re learning from that are different from the lessons they would have learned at the time.

					—N’Gai Croal

				

			

		

		
			Skip Notes

			
				*1  Sega launched a game console called the Mark III in 1985. (Sega rechristened it the “Master System” for the U.S. market.) Despite having a slight edge in processing power, the Master System was ill-equipped to compete with the Nintendo Entertainment System and its larger and more recognizable library of games. By 1987, Sega closed down its U.S. retail business. Master System was discontinued worldwide except in Brazil, where it was renamed Tectoy and is marketed to this day. The Tectoy is the longest-running game system in history.

			

			
				*2  In a 1995 interview, the former Sega director of marketing stated that he trademarked Sonic The Hedgehog’s name with a capital T specifically because The was supposed to be Sonic’s middle name.

			

			
				*3  According to Katz, former Nintendo of America chairman Howard Lincoln later stated that his biggest regret was letting Sega get to Joe Montana before Nintendo.

			

			
				*4  Due to its overwhelming popularity in Japan, Super Nintendo/Super Famicom remained the top-selling 16-bit game console worldwide during the Genesis/Mega Drive’s best years.

			

			
				*5  As mentioned earlier, the 8-bit Master System was still active in Brazil. It’s worth mentioning that Sega also had its arcade business along with the other consoles. In fact, top designers like Yu Suzuki (Daytona USA, Virtua Cop) and Hisao Oguchi (Baku Baku, Last Bronx) worked on both arcade and console games simultaneously.

			

			
				*6  NEC marketed the PC Engine as TurboGrafx in America.

			

			
				*7  PlayStation 2 was backward compatible, opening the console to a huge library.

			

			
				*8  Of the nine studio heads, only Kenji Sasaki was not in attendance at E3.

			

			
				*9  Though Crazy Taxi Next never materialized, Sega published an Xbox game called Crazy Taxi 3: High Roller that included design ideas originally created for Crazy Taxi Next.

			

			
				*10  When pressed by the interviewer, Honda acknowledged that Japan’s growing interest in mobile phones also cut into game sales.

			

			
				*11  When Fusajiro Yamauchi first founded Nintendo, in 1889, the company made playing cards.

			

			
				*12  In 1999, Nintendo of America chairman Howard Lincoln boasted that Nintendo had more than $5 billion in cash reserves.

			

		

	
		
		
			
			CHAPTER 3 ▶

			NINTENDO IN THIRD

			
				There are only eleven or twelve people here…well, less than twenty, including security.

				—Billy Berghammer, founder, PlanetGameCube.com

				It was a cutthroat time for consoles. Remember some of those ads? “If you still want a Saturn, your head is in Uranus.” I think that was from Sony.

				It was a raw age of marketing. I hate to say it, but I kind of miss it.

				—Andrew Reiner, editor in chief, Game Informer

			

		

	
		
		
			
			Recovering from a Free Fall

			In the sixteen years since the launch of the Famicom, Nintendo had gone from controlling 93 percent of the worldwide market to 52 percent with the Super Famicom*1 and finally a 24 percent share with N64.*2 Competing against Sony, Nintendo lost more than half of its half of the market.

			Even when things went right with the N64, they had a way of backfiring. The system’s three-handled gamepad included an analog control stick, a breakthrough innovation that dramatically changed the way players controlled their on-screen avatars in 3D worlds. When he unveiled the N64, Nintendo chairman Hiroshi Yamauchi declared, “If you think this is just another gamepad, then you know nothing about gaming.”

			He was right, and Sony clearly agreed. The tech giant added dual analog controllers to its PlayStation gamepads the following year.

			In head-to-head comparisons, PlayStation overpowered N64. Its Geometry Transformation Engine graphics processing unit (GPU) generated 360,000 polygons per second, easily outpacing N64’s Reality Coprocessor, which specialized in megapixels instead of polygons.*3 PlayStation’s greater polygon count translated into cleaner, sharper images. While Nintendo’s megapixels handled a wider array of textures, the characters and objects in N64 games often looked like inflatable toys.

			
				PS1 was the best design of its generation. Saturn was nuts, and N64’s push to SGI pixels was technologically premature.1

				—John Carmack,

				co-founder, id Software

			

			
			Then there was the nagging cartridge problem, which sprang from Yamauchi’s fear of piracy. Since compact discs were infinitely easier to copy, Yamauchi opted to continue publishing Nintendo’s games on cartridges. Having been the mainstay of gaming since the Fairchild Channel F (introduced in 1976),*4 cartridges booted quickly, but the EPROM chips used in cartridges were expensive and offered limited storage space. A standard disc could store 700 MB of data and had a manufacturing cost of less than $1. Depending on the size of the game, N64 cartridges generally cost around $20 to produce with a few of the larger games reportedly costing twice as much.

			When PlayStation games didn’t fit on a single CD-ROM, Sony simply added another disc. The original version of Final Fantasy VII came on three CDs. Final Fantasy XIII and Final Fantasy IX came in four-disc sets. Riven, the sequel to the Mac/PC sensation Myst, was published in a five-CD set. This gave PlayStation games nearly unlimited space for data-intense features such as audio files and video clips.

			Lack of ROM space didn’t actually make Nintendo games smaller than their competitors. Titles like Super Mario 64 and The Legend of Zelda: Ocarina of Time were set in enormous worlds, but the prohibitive cost of EPROM storage prevented Nintendo from adding audio and video files. The PlayStation blockbuster Resident Evil began with live-action video of monsters massacring a rescue team as they landed outside Raccoon City. The PlayStation version of the original Need for Speed included video clips of a trash-talking driver offering racing tips. By comparison, the voice acting in The Legend of Zelda: Ocarina of Time was limited to Navi the fairy screaming, “Hey!,” “Listen!,” and “Watch out!”

			Japan’s sagging economy only worsened Nintendo’s situation. Video games were losing ground in Japan, which had long been the most lucrative market. Historically, Europeans purchased the most hardware and the least software.*5 During the PlayStation/N64 generation, the European tie ratio (the number of games consumers purchased for their consoles) was seven games per console. The North American attach rate was nine games per console. In Japan the rate was fourteen per console, but Japanese game sales dropped precipitously in the late 1990s. Analysts blamed much of that drop on the Japanese mobile phone operator Docomo’s introduction of i-mode internet service for cellular phones. Instead of buying video games, formerly game-crazy teens were now spending their money sending text messages to one another.

			
			The center of interest among young people is diversifying. Cell phones are very big in Japan, and so unless the game industry comes up with different types and concepts of games, like for example network games, we will suffer. Game graphics definitely are improving, but gameplay itself hasn’t changed.

				—Hisao Oguchi

			

			Instead of acknowledging mobile phones as a threat, Nintendo executives described this shift as a failure of the game industry. If the market went down, it was because companies weren’t publishing good enough games to attract customers.

			
				A lot of people have put forth the theory that the Japanese telephone industry has taken away a lot of money from the game industry. What we think is that it is not so much that cellphones are taking money away from games as it is that they are taking time away from games.

				There are a lot of people out there with the new i-mode exchanging email and receiving email. The fact of the matter is that people are going to look for their entertainment to come from somewhere, and it does not necessarily have to come from games.

				
				A lot of the decline is that there has not been much fresh innovation and fresh joy in the gaming industry as a whole, so people are more attracted to i-mode email. It’s a question of creating the kind of excitement that is going to bring people back to the gaming industry.

				—Satoru Iwata,

				director and general manager of corporate planning,

				Nintendo

			

			In May 1999, Nintendo of America formally announced plans for a next-generation console, code-named “Project Dolphin.” The following year, Nintendo began its E3 press conference by announcing that Dolphin would feature a 485 MHz IBM PowerPC CPU and an ATI graphics processor.

			On the surface, Dolphin didn’t sound all that impressive. Nintendo of America CEO Howard Lincoln claimed its graphics processor rendered 12 million polygons per second, far less than the 75 million polygons per second rendered by PlayStation 2’s Emotion Engine. Nintendo’s 12 million polygons, however, included eight layers of texturing, lighting, and other effects. Sony’s vaunted 75 million figure referred to flat, untextured polygons. According to Lincoln, Dolphin would be released in 2000, the same year Sony planned to release PlayStation 2.

			
				We were involved with the design of the GameCube before it ever existed. We actually had meetings years before, which I believe started in ’99, early ’99, between Nintendo Technology and ArtX at the time, now they’re ATI, and myself and a ton of the key tech people at Factor 5. We were exclusively brought on to basically design the sound portion of the hardware together with the Nintendo guys, but, of course, we also were opinionated about the graphics.

				We had long discussions on the N64 and the shortcomings of the N64, since we did some of the games which actually pushed the hardware.

				
				So when finally the first prototype chip arrived we were all, of course, sweating like crazy. Apparently they had had the same thing with the N64, and then when the real silicon arrived it was quite a disappointment. In this case, we drove down to Silicon Valley, to ArtX, for the first graphics test on the platform and were just blown away by how little problems we had getting a cool performance out of it.

				That was always the strength of the GameCube and the Wii later on: that the chip set was 100 percent predictable and that it always delivered the performance that was promised.

				—Julian Eggebrecht,

				co-founder and creative director,

				Factor 5

			

			Right up until the PlayStation 2 launch, Nintendo maintained that both Dolphin and Game Boy Advance would come out later that year. On March 1, with the PS2 launch three days away, corporate communications manager Hiroshi Imanishi admitted that while Nintendo still hoped to release both systems in Japan in 2000, the worldwide releases were still a year away.

			Things went from bad to worse for Nintendo once PlayStation 2 went on sale. Nintendo chairman Hiroshi Yamauchi pretended not to care about Sony’s success, but when asked about the console, the notoriously outspoken Yamauchi commented, “As a DVD player, it’s well worth the money. As a game system, it has a few problems. It’s just too hard to make software for it.”

			Nintendo had internal problems to sort out. The Kyoto giant’s cultural dislike of third-party publishers was driving good game companies away. Sony openly courted third-party partners. Though Yamauchi grudgingly licensed their games for his consoles, in his eyes Nintendo consoles were mechanisms for marketing Nintendo-made games. He saw outside publishers as something akin to scalpers selling tickets outside a concert.

			
			Personal views aside, Yamauchi had a thorough understanding of how the industry worked. During the glory days of the Famicom/NES system, at a time when Nintendo largely controlled the industry, he successfully bullied third-party partners into agreeing to onerous conditions such as limiting the number of cartridges they could produce and preventing them from publishing games on multiple systems.

			
				But Nintendo’s business model was different because the model for Nintendo was clear: “Nintendo wins. End of story.”

				—Rod Cousens

			

			And yet Yamauchi was deeply offended when old partners joined on with Sony. Not only had Square Soft announced that Final Fantasy VII would be a PlayStation exclusive, but there were rumors that Square executives had persuaded other companies to abandon Nintendo as well. When asked about Square Soft at the time, Yamauchi told a reporter, “We do not have a contract with Square and do not plan to even consider a contract in the future.”

			Given Yamauchi’s view of third-party publishers, it’s no surprise that Nintendo showed little interest in handing out Dolphin development kits. When asked what he thought about Dolphin in an interview, Namco senior vice president Shukuo Ishikawa expressed his frustration.

			
				Our R&D team went to meet with Nintendo a month ago, and even at that meeting we were given nothing more than what’s already been published.

				—Shukuo Ishikawa

			

			By summer 2000, several game companies in Japan and the United States had received development kits for the upcoming Game Boy Advance. None of those companies, however, had received development kits for Dolphin. When a reporter asked Nintendo general manager of corporate communications Hiroshi Imanishi if any companies had received Dolphin dev kits, he answered, “Only a select few talented and capable companies.” When the reporter pressed him to name those “talented and capable companies,” Imanishi only identified two, Rare*6 and Konami.

			
			On August 24, 2000, Nintendo finally unveiled Project Dolphin at its annual Space World trade show, held in the Makuhari Messe, a large convention center outside Tokyo. In the past, the Kyoto game giant generally treated its Space World as a show for the local press and industry, but that year Nintendo changed course and actively invited reporters from all over the world to attend.

			The show began with a video presentation demonstrating what games would look like on Nintendo’s new hardware. That quick demonstration ended with the word “GameCube” filling the screen. Previously known as either Nintendo 2000 or Project Dolphin, the console now had an official name.

			Missing from this show was the venerable Hiroshi Yamauchi, sparking rumors about his health and stories about his possibly handing off control of the company to a successor.

			One of the Nintendo executives making presentations at Space World 2000 was famed game designer Shigeru Miyamoto, the creator of the Donkey Kong, Mario, and Zelda games. He ran an interactive demo titled “Mario 128,” referring to the 128 individual three-dimensional Marios bumping into each other on the screen. This demonstration, like most of the ones that would follow, was designed to show GameCube’s ability to render an enormous number of autonomous characters all at once.

			
			That demo offered irrefutable proof that GameCube had plenty of processing power; what it lacked was game-like interaction between Miyamoto and the Marios on the screen. Audiences wondered if it was a tech demonstration or a game. Miyamoto added to the confusion by referring to “Super Mario 128” as a game in later interviews.

			Hidden among the familiar game characters shown on Nintendo’s demo reel was a brief clip of a Star Wars game, mostly an incredibly detailed glimpse of an X-wing fighter as it soared past a desert planet. The game looked too good to be true. The fighter was dented and scratched. The rotating planet in the background was smooth and textured. Most people dismissed it as a graphics demonstration or maybe a cut scene. It wasn’t. The entire game looked that good.

			
				[We started work on Star Wars: Rogue Squadron—Rogue Leader II] nineteen days before the Space World showcase. I happen to know that because we drove down to Silicon Valley, Thomas Engle and I did.

				They had the first prototype chip going there. This was before Nintendo Japan got their first prototypes, so we were the first ones together with ArtX people playing around on the actual chipset, and it was twenty days before the Space World unveiling.

				We said, “Okay, somebody needs to do a real-time demo for the damn thing.”

				We assumed, quite frankly, that Japan was working on real-time demos. I had heard that Miyamoto’s group was working on stuff. They were planning a big Mario demo or something.

				I had been working on models under the assumption that we would be doing a Rogue Squadron sequel, so we had started work on the art a little earlier, but not much earlier.

				We told LucasArts and Nintendo that we would attempt in those nineteen days to get together a playable demo and a real-time flyby demo.

				
				They thought we were crazy. That motivated the whole group, and no one slept for nineteen days.

				—Julian Eggebrecht

			

			After all of the talk about 128-bit architecture, PowerPC processors, textured polygons, and the power to populate games with dozens of autonomous characters, the audience became somewhat flummoxed when the new console turned out to be a purple cube with a big black handle. Sony designers had gone out of their way to give PlayStation 2 the stark simplicity of a stereo component. Microsoft’s new Xbox, unveiled at the Consumer Electronics Show earlier that year, looked like a stylized desktop computer. More than anything else, Nintendo’s new console resembled a child’s lunchbox. Nintendo referred to the color as “indigo,” but it was purple.

			
				Look, Nintendo took risks. I think they took the wrong risks with GameCube. I love the little handle and everything, but clearly the cube design was inspired by the Apple flop that Jobs just had had [the Apple Power Mac G4 Cube]. It was a gorgeous design, but it totally flopped, and it was clearly the design inspiration for the GameCube.

				Then they put the handle there, which suggests you have portability, but in reality you don’t have portability. It was a strange choice, as was the purple color.

				—Julian Eggebrecht

			

			
				Looking at the controller…to me it looked like the kind of maps they give you at amusement parks. There were all these colors and shapes; I didn’t know what to make of it, but when you put it in your hand it felt very natural.

				They had their own funky minidisc. I looked at it and I remember thinking, “They march to the beat of their own drummer like nobody else.”

				
				—Mike Fischer

			

			Shaped like a lunchbox, attached to a controller that looked like a map of an amusement park, and built by a company with a reputation for being the Disney of the video game industry, GameCube was easily dismissed as a toy. For the next several years, Microsoft and Sony executives lavished Nintendo with backhanded compliments, describing it as a toy company rather than a serious rival. They were the serious technology companies, they said. Nintendo was different because it targeted a younger demographic.

			
				Nintendo’s next-generation gaming console, the GameCube, is a lean machine that promises to give Sony’s PlayStation 2 and Microsoft’s Xbox a run for their money. In the Nintendo corner is a compact, purple, toy-like cube. In the opposition’s corner are two bulky, black computer-like boxes.

				—Alfred Hermida, BBC News2

			

			
				I remember going up to N64 [a conference room] with all the curtains closed. The Japanese team had laid out GameCubes in every color so we could look at them, and I’m telling you every color, from Pepto Bismol pink to sand- and flesh-colored cases, all the way to bright red.

				There probably were twenty of them. It was like Wonderland, but there were so many colors that you would be like, “Whoa,” “Eww,” “Uhhh,” “No, no, no!,” “That army green, eww. No.”

				We came out of there saying that we really liked the gold, the silver, the black, I think maybe even red. We said, “We think the purple is fine, but we still don’t think you should launch with it.”

				That was overruled, and we launched with purple.

				—Perrin Kaplan,

				former vice president of corporate affairs,

				Nintendo of America

				

			
				Nintendo is a really great company but, with respect, a great toy company.

				—Robbie Bach3

			

			Microsoft and Sony weren’t the only ones associating Nintendo with toys. “Many people felt that the GameCube was designed like a toy,” Nintendo hardware designer Kenichiro Ashida commented. “We realised this, of course, but all Nintendo hardware since the SNES had been designed with that explicit image in mind.”4

			When asked by Engadget co-founder Peter Rojas if it was true that Nintendo marketed its products to a younger demographic, Nintendo of America EVP of sales and marketing Reggie Fils-Aimé responded, “It’s categorically false.”5

			
				They certainly always positioned us that way, that Nintendo was for kids, that they were more serious. They [said they] had the bigger graphics and the better processing and all that.

				It was a problem. It made it tough for us on the communications and marketing side when we were trying to compete with that.

				—Beth Llewelyn,

				former senior director of corporate communication,

				Nintendo of America

			

			
				Relying on a Legacy

				PlayStation 2 entered the market with better momentum and a one-year head start, but the Nintendo brand had legions of fans, and those fans were deeply loyal. Two generations had grown up playing Nintendo games, migrating from NES/Famicom to Super NES/Super Famicom and then to N64. When these people said the words “video game,” they meant Nintendo.

				
				Of Nintendo’s legions of fans, few people were more loyal than Billy Berghammer, the creator of a fledgling website called Planet GameCube.*7 Recently laid off and partially dependent on unemployment checks at the time, Berghammer couldn’t afford to pay writers for contributing to his website, but that didn’t matter. Like Billy, his writers adored Nintendo. When games were bad, the writers panned them. When Nintendo made mistakes, they reported them. Above all, though, every article or review was a love letter. Berghammer and his staff weren’t just members of some local Mario the Plumber fan club; they were among Nintendo’s most hardcore believers.

				In the months leading up to August 2001, Berghammer decided he would fly to Japan to cover Space World (August 24–26) and remain there until the September 14 launch of GameCube. To help offset the cost of the trip, he asked his readers for donations.

				
					Planet GameCube is planning on attending Space World 2001! But we need your help! Instead of selling Louie’s*8 plasma and blood, or hocking all of our games, we’ve decided to take donations through PayPal. We’ve never before asked for money for our coverage. We’re not going to go the subscription route either. The internet has hit serious rough times, and it has knocked us around pretty good. Japan isn’t the cheapest country in the world as well. We’re not asking for much, but a small donation will help us get there. Any help from you the reader would be more than appreciated!6

				

				Berghammer lived as cheaply as possible in Tokyo, and when Nintendo kicked off Space World with a press conference in the Tokyo International Exhibition Center, he was there. He attended all three days of Space World, then remained in Japan to write about the GameCube launch.

				Space World 2001 opened with video clips and teasers from many of Nintendo’s most popular franchises. Along with trailers of previously announced launch titles—Luigi’s Mansion and Wave Race: Blue Storm—Nintendo showed brief snatches of a Super Smash Bros. game, Metroid, Star Fox, and a new horror project called Eternal Darkness: Sanity’s Requiem.

				
				Nintendo also showed a trailer for an upcoming Zelda game. In the trailer, five moblins (bipedal enemy creatures with boar-like faces) chase a seemingly preteen Link down a hallway. Not only had Link gotten noticeably younger, the art style of the game had switched from detailed animation to cel shading, a style of animation with a hand-drawn and decidedly cartoon-like look. Having seen footage of a more adult-looking Zelda game at the previous Space World, the fans didn’t initially like what they saw. Disappointed fans sometimes referred to the game as “Celda.”

				Unveiled at Nintendo’s Space World convention in 2001, The Legend of Zelda: The Wind Waker caused an immediate uproar. “Just when I was saying that Nintendo caters to old school gamers, they go and make Zelda a frigging puppet show for 5 year olds,” wrote one gamer on the site. “I just hope this is a cruel joke,” said someone else. Another simply wrote, “The new Zelda looks great…for me to poop on.”7

				
					During that era, Nintendo made a lot of mistakes and it simply didn’t gel together.

					The choice and cadence of games…so, for example, that they basically led with a photorealist demo of Zelda, and then everybody was expecting that, and then [Zelda director] Eiji Aonuma goes completely against that.

					Wind Waker was a fantastic experience. I love the game; don’t get me wrong, but it was a slap in the face when the console was struggling at the time.

					—Julian Eggebrecht

				

				Though he’d never visited Japan before, Berghammer had followed other console launches closely. He knew about the hubbub surrounding the PlayStation 2 launch. He’d read about the lines and traffic problems Nintendo caused the day it released the Super Famicom. Expecting similar excitement around GameCube, Berghammer visited Akihabara expecting to see flyers, posters, and in-store displays. What he found was underwhelming.

				
				I expected a lot more promotion, but even before Space World there was nothing in Akihabara. This is the place to be. If you’re going to promote something, this is the place to go.

					One week after Space World, me and another staff member literally had to hunt around Akihabara to find a GameCube promotion…just a brochure, a flyer. Flyers here, I mean, they make flyers for everything. For Monkey Ball, you could find flyers everywhere.

					—Billy Berghammer

				

				In the days leading up to the big event, there wasn’t much excitement about GameCube. People didn’t fly in from around the world. Reuters and Bloomberg didn’t send reporters to Akihabara to rove the streets. Retailers didn’t run out of inventory.

				The international press might have covered the launch more closely had it taken place one week earlier, but on the morning of September 11, 2001, terrorists hijacked and crashed four passenger jets in the United States, destroying the World Trade Center. News shows, magazines, and newspapers that might have planned on running Nintendo stories suddenly turned their attention to international terrorism.

				PlayStation 2 may have disappeared from store shelves by midmorning on its launch date, but on the day GameCube debuted stores still had GameCubes stacked on their shelves at lunchtime. Nintendo shipped 450,000 GameCube consoles and sold fewer than 300,000. In the postmortem, people suggested many reasons for the low sales. One of the most-cited reasons involved the games—or, rather, the lack of one in particular.

				The NES/Famicom might never have become the international sensation it did if it hadn’t launched with Super Mario Bros. When Nintendo launched Super NES/Super Famicom, Super Mario World came packed in with the hardware. Sold separately, Super Mario 64 sold at a nearly one-to-one ratio with the N64. Virtually everybody who picked up the console purchased the game to go with it.

				
				There was no Mario Bros. game when GameCube launched. The only games available were Luigi’s Mansion, Wave Race: Blue Storm, and Super Monkey Ball.

				
					Personally I was disappointed that Mario wasn’t available for launch.

					I thought Nintendo was holding it secret because they were keeping a lot of things secret. Unfortunately, I was wrong.

					—Billy Berghammer

				

				
					We, on the PR side, were a little bit concerned because we had always had a Mario title. When we launched a hardware platform, there was an expectation that there would be a Mario game.

					In hindsight, would it have been nicer to have more games at launch? We always wish that we had a bigger library that we could talk about at launch, but with Nintendo, launching with a big, huge library wasn’t the tradition.

					—Beth Llewelyn

				

				There were other problems as well. Several people blamed GameCube’s “game disc” media for the low sales. PlayStation 2 played DVDs. Microsoft had already announced Xbox could be used as a DVD player as well.*9

				
					The hardware is somewhat irrelevant. It’s not what goes into the box that’s important, it’s the gaming experience that comes out of it.

					The key determinant of success for any player in the market is…the quality of the games.

					
					We want to do nothing else but allow game players to play great games.

					—David Gosen,

					managing director,

					Nintendo of Europe8

				

				Nintendo made several mistakes. Taken on their own, none of these mistakes represented irreparable damage, but in the aggregate they set Nintendo back. Beyond the purple cube and the lack of a Mario game at launch, Nintendo had two more salient issues to contend with. The market had evolved. When it came to marketing consoles, cute no longer cut it.

				The second issue at hand was how to compete with Sony. Nintendo had gotten away with mistakes during the “console wars” with Sega. Censoring Mortal Kombat on the SNES was one of a number of mistakes that Nintendo learned from and avoided in the future. With Sony as its chief competitor, the market was not nearly as forgiving. Going into the future, Nintendo could no longer afford to learn from mistakes; it would need to not make them in the first place.

				And it wasn’t just Nintendo. A newer, wealthier competitor was about to enter the market only to find itself in the same situation. When you challenge a company that’s doing everything correctly, matching its pace is hard—and falling behind is fatal.

			

		

		
			Skip Notes

			
				*1  This rather informal statistic compares Super NES/Super Famicom worldwide sales of 49 million versus 35 million Genesis/Mega Drive consoles and 10 million TurboGrafx/PC Engine consoles. It ignores less successful competitors such as Neo Geo.

			

			
				*2  This statistic compares 33 million N64s against 102 million PlayStations and 9 million Saturns, ignoring such systems as the 3DO Interactive Mulitplayer, Bandai Pippin, Atari Jaguar, and Dreamcast. As Dreamcast was discontinued in 2001 and N64 sales continued into 2002, the systems were competitors.

			

			
				*3  N64 generated approximately 150,000 polygons per second.

			

			
				*4  The concept of storing games on interchangeable cartridges was developed for the Fairchild Channel F by Gerald Lawson. Readers wishing to learn more about Lawson would do well to watch a Netflix documentary called High Score in which his family is interviewed.

			

			
				*5  Since the video game industry was based on the Gillette razor’s model of giving away razors so you could sell the blades, having low attach rates made markets unprofitable. Companies like Nintendo and Sony sold their hardware systems for a loss or a negligible profit and made money by selling and licensing software.

			

			
				*6  First-party games are games like Super Mario Bros. and Gran Turismo, which are developed in-house (or by a wholly owned studio) and published by hardware manufacturers such as Microsoft, Nintendo, and Sony. As Bungie was wholly owned by Microsoft when Halo was released, Halo was considered a first-party game.

				Second-party titles are games made by independent developers such as Naughty Dog and Insomniac, studios that create games which are then published by hardware manufacturers. The Uncharted games, which are developed by Naughty Dog and published by Sony, are second-party titles.

				Third-party games are published by independent or “third-party” publishers such as Rockstar, Electronic Arts, or Square Enix.

			

			
				*7  Later renamed Nintendo World Report.

			

			
				*8  Louie, Berghammer’s beloved cat, played a prominent role in Planet GameCube’s culture.

			

			
				*9  On December 13, 2001, Panasonic released a combination GameCube/DVD player called The Q, which was discontinued in 2003.

			

		

	
		
		
			
			CHAPTER 4 ▶

			“BUT WHAT ABOUT SONY?”

			
				A computer on every desk in every home.

				—Microsoft mission statement

				The more he looked at the business case, it became obvious that we were going to lose money, a significant amount of money, a billion dollars plus.

				—Ed Fries, former general manager, Games Group, Microsoft*

			

		

		
			Skip Notes

			
				*  In his seventeen years and eleven months with Microsoft, Ed Fries held multiple titles as he climbed the corporate ladder.

			

		

	
		
		
			
			A Tough Way to Make a Buck

			Microsoft was never in the business of building boxes.

			Founded by Bill Gates and Paul Allen in 1975 as Micro-Soft (short for Microcomputer Software), Microsoft first rose to international prominence in 1980, when IBM awarded Gates and Allen a contract to create the operating system for its new personal computer business. Microsoft published Microsoft Flight Simulator in 1982 and launched its Microsoft Mouse the following year. In 1985, with most personal computers running on MS-DOS (short for Microsoft Disk Operating System), Microsoft introduced Windows as a user-friendly interface that overlaid DOS, allowing users to navigate their computers more easily.*1

			By 1987, Bill Gates had become the world’s youngest self-made billionaire,1 a distinction he would temporarily lose later that year when the New York Stock Exchange dropped 508 points on October 19, 1987. His Black Monday downgrade into the triple-digit millions lasted less than a year, however, and he soon returned to billionaire status.

			In those early days, Gates had a reputation for being somewhat of a huckster. Critics described him as a snake-oil salesman and cocky as well. The ongoing rivalry between Microsoft and Apple was soon joined by a feud with the WordPerfect Corporation as Microsoft began pushing Word, Excel, and Office. During the 1990s, riding high on the wave that would later be known as the dot-com boom, Microsoft overtook General Electric as the world’s most valuable company.2

			With the launch of Win95, Microsoft debuted its rapidly expanding line of SideWinder-branded joysticks, gamepads, and steering wheels, which ultimately included a controller called the Freestyle Pro, a motion-tracking gamepad that came bundled with a motorcycle stunt simulation called Motocross Madness. In 2003, however, Microsoft sidelined its SideWinder business. By that time, the company would have a much larger stake in games.

			
			Making keyboards, mice, and steering wheels is a far cry from making game consoles. In 1996, when a reporter asked him if he thought Microsoft might ever go into the console business to compete with the likes of Sega or Nintendo, Bryan Trussel, the future director of Microsoft’s casual games division, answered, “Building boxes is a tough way to make a buck.”

			Trussel didn’t rule out the possibility of his company publishing video games at the time. The prevalent belief around Microsoft was that despite initial development costs and constant updating, selling software was more lucrative than manufacturing hardware, with its costs of producing each unit.

			Most of the top executives around the company seemed to share his view, but Microsoft was a huge organization. It had multiple campuses in Redmond, Washington, and offices in countries all around the world.

			Big and dominant as it was, Microsoft was still growing as well. With new talent came new ideas.

			
				The idea of a Microsoft game console seemed like an obvious thing. I mean, if there was ever going to be another company that was going to make a game console, clearly it would be Microsoft, but of course they would never do that.

				—Kevin Bachus,

				former Xbox director of third-party relations,

				Microsoft

			

			With the impending launch of Win95, Microsoft began promoting personal computers as an alternative to game consoles. In the past, most computer games had run on DOS. To help evangelize Win95 as a platform for games, Microsoft created a line of applications designed to make it easier for game designers to build 3D graphics, music, controls, and other elements into Windows versions of their games. These tools were bundled into a suite called DirectX. Led by a charismatic and outspoken engineer/evangelist named Alex St. John, the DirectX team successfully transferred PC gaming from DOS to Windows. In 1996, three of the top five PC titles (Quake, Command & Conquer: Red Alert, and Duke Nukem 3D) still played on DOS. Of the top five computer games published the following year, only Fallout played on DOS.

			
			In the late 1990s, computer games and video games still coexisted as separate and distinct markets. A few PC hits such as Tetris, SimCity, Madden NFL, Myst, and Doom had successfully crossed into the console market, but the vast majority of PC-to-console ports bombed. From Bill Gates’s perspective, the video game arena looked like a roller coaster, one that stalled every five years as current systems became obsolete. The market for PC games, on the other hand, remained relatively constant.

			Microsoft showed no interest in the video game industry, but its executive team was always on the lookout for viable new avenues to expand the business. In 1997, Microsoft purchased a start-up company called WebTV Networks, Inc., which had created a set-top box designed to connect televisions to the Web. Leveraging the new acquisition’s expertise, Bill Gates assigned the WebTV team to spearhead his company’s television-based initiatives.

			When work began on a Windows CE–based operating system for the Sega Dreamcast, the newly acquired WebTV team spearheaded the project.*2 The advantage of adding a Windows CE–based operating system to Dreamcast was that it enabled publishers to use Microsoft’s powerful line of DirectX tools to build their games. Windows CE tool kits officially became available on March 16, 1999, though Sega, Konami, Acclaim, and Hudson Soft already had them by that date.

			Game consoles were familiar territory for the WebTV team, which included several veterans of 3DO Company.*3 Once they finished working on Dreamcast, a few team members quietly began discussing the possibility of creating a console for Microsoft.

			In theory, Microsoft’s culture encouraged invention among its employees. So long as it didn’t infringe on their other responsibilities, “Microserfs” were free to propose new ideas and products. They could propose these projects to upper-level management, and if the idea had merit, an executive might agree to sponsor the project. As the head of Microsoft Game Studios, Ed Fries was the most logical sponsor for a game console. If the company decided to enter the video game market, the games would likely come from his team.

			
			The console they wanted to build was very much a pure console, basically the next Dreamcast or the next PlayStation—a custom-hardware, custom-software machine that Microsoft would build from scratch. It didn’t run on Windows.

				—Ed Fries

			

			
				There was a group of people who were doing a bunch of what I’ll call, for lack of a better phrase, “garage shop” projects. There were some ex-3DO people.

				—Robbie Bach

			

			Fries considered the proposal and turned it down. His PC game studio was growing quickly. He’d had a breakout hit the previous year, Age of Empires, and was on his way to releasing an even more successful sequel—Age of Empires II: The Age of Kings. Microsoft Game Studios was about to enter the MMORPG market with Asheron’s Call, a game that would go head-to-head with the Sony Online Entertainment mega-hit EverQuest.*4

			Failing to enlist Ed Fries’s support wasn’t the end of the line for the WebTV team. Instead of giving up, they took their proposal to other executives, including Microsoft chief research and strategy officer Craig Mundie. A visionary and part of Bill Gates’s innermost circle, Mundie had been keeping a wary eye on PlayStation’s business and saw the intriguing possibilities of launching a counterstrike to prevent Sony from taking over consumers’ living rooms.

			
			But the WebTV team wasn’t the only group at Microsoft watching the console business, and neither of the employees who started the Xbox ball rolling had a pedigree in video games. Ted Hase, who had recently been named director of the Windows gaming and entertainment evangelism group, came to DirectX via Microsoft’s OLE (Object Linking and Embedding) and COM (Component Object Model) technologies. His expertise was in evangelism, not games. He’d been hired to convince companies like Electronic Arts, Blizzard, and LucasArts to move their games from DOS to Windows. Otto Berkes, who worked for Autodesk before switching to Microsoft, had been recruited by the DirectX team for his acumen in graphics technology.

			Like the WebTV team’s console, Xbox began as a “what if” conversation. In this case, Hase and Berkes mused that a console built around Microsoft’s DirectX and OpenGL technologies could potentially change the video game landscape. Intrigued by the possibilities, they invited two DirectX group managers into their discussion. Those managers were Seamus Blackley, a veteran of Looking Glass Studios and DreamWorks Interactive, and Kevin Bachus, who worked for Mindscape, an early entertainment software giant*5 with a long string of eclectic releases.

			Instead of building a dedicated console per se, the DirectX group concentrated on creating a game-playing computer. Like other PCs, it would include a hard drive. Its DirectX creation tools and friendly PC architecture would make games easier to program than they were on PlayStation or N64, especially N64, which was notably difficult to program.

			The team gave their project the code name “Midway,” referencing the Pacific naval battle in which the beleaguered U.S. Navy sank four enemy aircraft carriers and turned back the Japanese fleet. The name made a point, but beating the Japanese in the “console wars” would require Japanese participation. Without games from such established giants as Capcom, Namco, Square Soft, and Konami, Microsoft’s Midway would run into the same problems that ultimately undid the Sega Dreamcast.

			
			Like the WebTV team before them, Hase, Berkes, Bachus, and Blackley presented their idea to the most obvious sponsor—Ed Fries.

			
				They pitched me on this thing they called Xbox. The name came from DirectX. So it was really the DirectX Box shortened to Xbox.

				In the original pitch this was going to be a PC running Windows…a vanilla PC running vanilla Windows, but it was going to have kind of a layer on it that disguised it from the customer’s point of view. It would install games on a hard disk so that the next time you put the disk in, it’d run it more quickly.

				I’d said no to the Dreamcast guys maybe a year before, but this interested me. Here was a way to get into the console business with resources that I already had, so I agreed to support them. [We formed] an informal Xbox group with some people assigned to it full-time.

				—Ed Fries

			

			
				The Beauty Contest

				
					The creation of something complex like the Xbox, when viewed through the lens of history, takes on a Rashomon-style perspective, where everyone has their own unique perspective on how it was created largely based on how they personally became involved.

					My guess is that if you ask Robbie Bach how it started, you’d get a very different answer than you would get if you asked J Allard. One perspective would be no less legitimate than another even if they conflict. It’s just a function of individual perspective.

					
					—Kevin Bachus

				

				Bill Gates and his executive team viewed games as an unnecessary gamble in general, one with enormous risks and minuscule payoffs. Microsoft’s hottest-selling games, Age of Empires and Age of Empires II: Age of Kings, ultimately sold a couple of million copies each. By comparison, Microsoft shipped 500 million copies of Windows XP, most of which were delivered through the OEM channel. With the exception of Macintosh computers, which ran on Apple’s proprietary OS operating system, every major PC on the market ran on Windows. IBM PCs came with Windows, as did Hewlett-Packards, Dells, Gateways, and Acers. When Alienware launched its high-end Area-51: M5500 gaming PC, it ran on Windows XP. Incidentally, so did Sony’s Vaio computers.

				At Microsoft, Windows and Office reigned supreme, and everything else was just an afterthought. Bill Gates and Steve Ballmer, the CEO and president, respectively, didn’t entertain projects that might tarnish the company’s image or offend the business community.

				
					When I first came in, in 1996, they had a set of titles under development that I helped finish. The marketing guys wanted to name one of them Deadly Tide and the other one Hellbender. They chose those names specifically because they were trying to get a little more elbow room for us to do edgier stuff.*6

					So we go into a meeting to get specific approval to use these two names with Bill Gates, Steve Ballmer, and Bob Herbold. Hellbender obviously was contentious because it had the word “hell,” but we were more worried about Deadly Tide.

					
					Tide is the name of a product made by Procter & Gamble. Both Steve Ballmer and Bob Herbold came from Procter & Gamble. Steve Ballmer designed a box for Tide that was wider than it was tall, to push the other competitors off the shelf.

					We demoed the games, and we turned to the three of them and said, “What do you think?” Bill Gates talks first. He’s like, “I love it! I think it’s great! I think you guys should do it.”

					Once he said that, Steve and Bob couldn’t say anything. We could see them kind of biting their lips, but we walked out of there with what we wanted.

					—Ed Fries

				

				Around the industry, Microsoft’s commitment to games was seen as tenuous in the beginning. The company had dipped its toe into games several times, but it wasn’t a game company. It had a game studio, but the games came out in waves instead of a steady stream.

				In 1996, Microsoft launched its Internet Gaming Zone. Successes like Age of Empires and Fighter Ace gave the game group more stature both inside and outside of Microsoft. In 1999, a time when giant robot combat games ruled the market, Microsoft acquired FASA Interactive, creator of the BattleTech and MechWarrior properties. These were baby steps compared to the massive endeavor of launching a video game console.

				The company’s mission statement had long been “A computer on every desk in every home.” Those ubiquitous computers, of course, were supposed to run on Microsoft software. Sony awakened a sleeping tech giant when it released PlayStation in 1995. Sony wasn’t just another Sega or a Nintendo contentedly parking kids’ video game systems in front of family televisions. Sony was a superpower in electronics. That it wrestled the video game market from Nintendo and left Sega mortally wounded with its very first console hadn’t gone unnoticed. Nintendo and Sega had never worried Bill Gates. Sony did.

				No two people completely agree about what happened next.

				
				Craig Mundie had been sending memos to the senior executive team for more than a year espousing this conspiracy theory about Sony. The theory basically went that Sony was slowly infiltrating the houses of America with effectively distributed PCs. They’re putting a hard disk here, they’re putting a processor here, a keyboard here, and all they’d have to do is bring those little pieces together. Remember, Sony was one of the most powerful consumer electronics companies in the world at this point, and by the way, they’re getting 40 percent of their profit from their gaming business, right?

					What these memos that Craig had been sending [said] was that Sony represented an existential threat to the core…the core thesis of Microsoft, which was “A computer on every desk and in every home running Microsoft software.”

					So if we aren’t going to be in the home because Sony is going to push us out, that’s a bad thing.

					—Ed Fries

				

				
					Xbox first came up as a real business topic at an executive staff retreat, and that was Rick Thompson bringing that up. Rick said, “Should Microsoft do a video game console?” That led to a conversation with Bill.

					Rick knew about these groups, and so he orchestrated Bill talking to all those various groups.

					—Robbie Bach

				

				
					Objectively, the most direct line that you can draw between an inciting incident and what Xbox would become really happened in late ’98 or early ’99. Bill Gates was very famous for going off on what he called “think weeks.” He would go off somewhere with a whole giant stack of white papers, one from each department on a topic that they thought would be most relevant for the company.

					
					When Sony announced PlayStation 2, they started to make claims about the Emotion Engine and how they were going to control the future of entertainment computing and that it would render PC entertainment computing irrelevant.

					Bill asked for some work from the DirectX team, which Jay Torborg [director of Windows multimedia] assigned to Otto [Berkes], as the guy who was in charge of the graphics development, and Seamus [Blackley], as the program manager for the group, to write up an analysis. They sort of stuck in at the end, “By the way, not only is PC architecture capable of doing what a console can do, we really should think about doing a console.”

					—Kevin Bachus

				

				One point on which everyone agrees is that Sony’s entrance into the game industry served as a sobering wake-up call. Gates allowed the various teams to explore different options and approaches. On May 5, 1999, the WebTV team and the DirectX team presented their proposals in an event now referred to as the “Beauty Contest.”

				The WebTV team proposed a traditional console—a closed system built around a custom-made processor. While developing a custom GPU and CPU would be extremely expensive, the team contended that the manufacturing costs would ultimately go down over the life of the console. When it came to manufacturing video game hardware, economies of scale played a major role. In short, the more consoles you made, the cheaper it became to manufacture them.

				The concept presented by the DirectX team couldn’t have been more different. Kevin Bachus described it as “something that looks to the developers like a PC and looks to the consumer like a console.” The DirectXers described a PC-like architecture that players could upgrade by swapping out different components. They wanted to use readily available, off-the-shelf parts to shorten the development cycle and reduce costs.

				Sony had already held its “A Glimpse of the Future” event in Tokyo by the time of the Beauty Contest. Everyone was well aware of PlayStation 2, what it could do, and that it would launch the following year. One additional feature of the DirectXers’ proposal that Gates liked was the idea that Microsoft could license the console architecture to OEM partners like Dell and HP rather than manufacture the hardware itself. Ironically, this was the same basic licensing arrangement Trip Hawkins had used at 3DO.

				
				We won because we were more on strategy in Microsoft’s term. “On strategy” meant that our initiative coincided with a lot of other initiatives that the company was doing. The OEM part of it was on strategy. The fact that we ran [on] Windows was on strategy.

					They were talking about basically building a whole ecosystem from the ground up. That was the kind of thing that…Bill felt like his job was sort of a traffic cop, not having people reinvent the wheel everywhere in the company.

					So we won and we basically got a year at that point to put together a plan that was what we were going to do.

					—Ed Fries

				

				It was at this point that Gates made an important contribution to the project. As Microsoft chairman and chief architect, he insisted the new console would include an Ethernet port. Adding an expensive Ethernet port made no sense. The internet was well on its way to becoming as common as cable television by that time, but most PCs came with dial-up modems. A few early adopters had already switched to DSL, but broadband wouldn’t overtake dial-up in most U.S. homes until 2007.3

				Having triumphed over the WebTV team, the DirectX team began the more practical stages of designing their console. Problems arose almost immediately. The first obstacle was creating exclusive video game content. Microsoft attempted to acquire content by purchasing several Japanese game companies. Offers were made to companies like Capcom, Square Soft, and Nintendo—only to be turned away or answered with unreasonable counteroffers. Square Soft wanted $2.5 billion in exchange for a 40 percent stake. Nintendo, with its valuable game franchises and $7 billion in the bank, wanted $25 billion.

				
				There are many people in the industry that know nothing about games. In particular, a large American company is trying to engulf software houses with money, but I don’t believe that will go well.

					—Hiroshi Yamauchi,

					former chairman,

					Nintendo Co. Ltd.

				

				Another problem was the cost of goods. The Xbox team had calculated its manufacturing costs based on somewhat hypothetical quotes from various suppliers. Those quotes turned out to be unrealistic once the project became a reality.

				
					A lot of the assumptions that we had baked into our model based on the information we had received from our external partners like Nvidia, turned out not to be correct. They said, “Well, a graphics chip should cost you this,” and when we went to place an order, it turned out the number was much higher. The cost we presented of what we thought we could build it for turned out to not be the cost once we started negotiating with suppliers for components.

					—Kevin Bachus

				

				As prices shifted and manufacturing costs went up, the Xbox group started tinkering with the hardware in search of better options. The console was originally designed around an Nvidia graphics processor, but Nvidia priced itself out of the market. Searching for a suitable alternative, the group temporarily adopted a custom-designed chip that the WebTV team would design working in tandem with a tiny company called GigaPixel. In the end, Nvidia returned to the bargaining table with a more affordable solution—two chips fused together. At $48 per unit, the new chipset was still expensive, but it came within range of what Microsoft was willing to spend.

			

			
				
				The Xecutive Team

				The evangelists and engineers who first proposed Xbox needed new leadership now that the project had been given the green light. The people in charge would need to be heavy hitters, proven achievers, executives Bill Gates trusted with billion-dollar projects. As theories and conjecture transmogrified into architecture and marketing plans, a new set of executives entered the scene. Hase, Berkes, and Bachus remained behind the scenes, but in the public’s eyes, only Seamus Blackley would become a spokesperson. Tall, well-spoken, and at ease with the press, Seamus Blackley would be presented to the world as “the father of the Xbox.”

				In the beginning, Robbie Bach oversaw Xbox as part of his Home and Entertainment Division while Rick Thompson, who ran Microsoft’s very successful Hardware Division, played a more hands-on day-to-day role.

				By all accounts, Thompson was a quick learner. He’d become a vice president running Microsoft’s hardware operation; the mouse, keyboard, and SideWinder businesses were his. Running a hardware department in a software company, Thompson kept a constant eye on the bottom line, which made him both the right man and the wrong man to run Xbox.

				On the positive side, Thompson’s hardscrabble background meant he didn’t tolerate vendors raising their prices. He also understood the nuances and realities that hardware presented. In the real world, the concerns of manufacturing hard goods are different than the problems of programming software. You have to deal with shortages instead of bugs and costs of goods instead of labor hours.

				But Thompson’s focus on the bottom line left him uncomfortable with the idea of giving away $300 razors for the opportunity to sell licensed blades.

				
				One of the smartest guys that we met with was Rick Thompson, who ran the hardware team. He understood the economics and the business aspects of building a console but was very reluctant to leave his established hardware role and take part in something that was very risky, like a game console.

					—Kevin Bachus

				

				
					Rick left because the more we looked at the business case, the more it became obvious that we were going to lose money, a significant amount of money, a billion dollars plus.

					He left all of Microsoft, but he’d done that multiple times, and then he’d come back.

					Unlike most people at Microsoft, he’s a business guy. He loves business. That’s why he was always great running the hardware business. He’d try things. If they aren’t making money, he’d kill them, and he’d do other things. And so this project sort of morphed in a way from being business to being more strategic. And that just isn’t his thing.

					—Ed Fries

				

				
					On December 21, 1999, the project got approved. At that point, Rick was going to run it. I was going to spend 10 percent of my time on it. At that time there was a core of about fifteen to twenty people who were committed to the project.

					Two or three months later, Rick decided to leave. We did another shift, and I took over leadership of that group.

					—Robbie Bach

				

				Microsoft Game Studios manager Ed Fries remained with the project. Fries was a lifelong gamer who’d begun programming games on an Apple II and an Atari 800 as a high school student.

				
				The first game I wrote was a Frogger clone called Froggy.

					I was working at Shakey’s Pizza over in Redmond [a restaurant that was located only a few miles from the real estate that would become Microsoft’s main campus]. One day these guys came in and they were from this company in California called Romex. They had tracked me down. I have no idea how they found me. I wasn’t in the phone book.

					They offered me a job writing games. I was heading off to New Mexico to go to college, so I signed…. To be clear, the deal was a no-advance/5 percent royalty deal. I wouldn’t make any money until the first game shipped, and then I’d get royalties.

					They gave me some equipment, like a small color TV. That was pretty much all I got up front.

					So I went off to college, and began my first project which I called Froggy. I called it “Froggy” so we wouldn’t get sued for copying Frogger. They came up with the idea of calling it Princess and Frog and giving it a medieval theme. I replaced the cars with jousting knights, but it still had a frog. Somehow I didn’t get sued.

					—Ed Fries

				

				Fries, a true gamer, could create an instant rapport with other gamers. In later years, he would become canonized in the gaming world for performing such miracles as resurrecting long-lost arcade games and building an Atari 2600 game based on Halo.

				Having Fries on board brought Xbox credibility. Best known in PC gaming circles, Fries had ties with big U.S. companies like Activision and Electronic Arts. They’d dealt with him before. His turning Microsoft’s never-profitable game studios into a highly profitable operation had attracted a lot of attention.

				Microsoft’s status as the world’s richest company didn’t translate into immediate acceptance among game publishers, particularly in Japan. Apple had recently cut and run on a game system called Pippin. Philips, also one of the world’s richest corporations, had a failed console called the CD-i. Then there was Nuon, a game-playing technology that Motorola, RCA, Samsung, and Toshiba built into specialized DVD players. Nuon-enhanced DVD players appeared on the market in 2000. By 2002, they were gone. With the notable exception of Sony, few outsiders had the wherewithal for manufacturing game hardware.

				
				As the dot-com bubble had demonstrated, breaking into game design wasn’t much easier. In the early 1980s, ambitious designers could create hit games in their spare time, but the industry had evolved. The old days of mazes and side-scrolling had given way to 3D worlds. The file size of Pac-Man, the world’s most successful arcade game, was a mere 24K. Console games from Atari and Activision were created by one-person teams. Nintendo once cornered the market with Super Mario Bros., but the heyday of the 32K blockbuster was over.*7 People wanted bigger games and better graphics.

				Whereas Super Mario Bros. had largely been a five-man effort,*8 it took thirteen people to create Super Mario World, including a graphic artist, Shigefumi Hino, and a team of programmers. Big titles, like the Mario, Sonic, and Final Fantasy series, had become multimillion-dollar ventures. Established publishers like Virgin Interactive Entertainment and Interplay could be ruined by a big-budget misstep.

				Devoting time, talent, and financial resources to new systems from unproven platforms was risky at best. Nintendo and Sony had viable systems, and they’d proven their commitment. Why gamble on a newcomer, even a rich newcomer like Microsoft, when Sony had sold 100 million PlayStations worldwide?

				Before Electronic Arts would commit its resources, its CEO, Larry Probst, wanted Microsoft to make one of its major players accountable. He didn’t want some random name and face; he wanted assurances that Bill Gates would fire someone from within his inner circle should the Xbox business collapse. The Xbox group needed a quarterback, someone who would either be recognized for the group’s success or shoulder the blame for its failure. That sacrifice came in the form of Robbie Bach, the head of the Home and Entertainment Division.

				
				One of the things that Larry Probst at EA insisted on was, “Who gets fired if this thing is a failure? If Nintendo isn’t successful with their platforms, they go out of business, but if Microsoft fails with Xbox, it’s a rounding error. You’ll just write it off and go on.”

					It was really a priority among the game developers to see that this was somebody’s sole focus…to see that Robbie couldn’t just go back and pick up where he left off.

					—Kevin Bachus

				

				Bach, a man who showed very little interest in video games, was an interesting choice. Unlike Thompson, who had overseen the SideWinder business, the closest Bach had come to making games was overseeing The Magic School Bus and Encarta.

				
					I knew nothing about the video game space. I knew something about PC gaming. When I first took this over, you know, I was a PC gaming guy who had attended some Interactive Digital Software Association meetings. I’d met Howard Lincoln and Kaz Hirai and a few other people. I knew Larry Probst. I knew some of the CEOs, but I didn’t really know that business that well.

					—Robbie Bach

				

				Bach was tall, athletic, soft-spoken, and gentle by nature. As a polished executive, he had no trouble running roughshod over department meetings, but when a cranky Microsoft cafeteria worker yelled at him for holding up her sandwich line, Bach cowered and apologized. It didn’t matter that the cafeteria server was more than twenty years older than him and a full foot shorter.

				
				In the future, after they left Microsoft, Ed Fries would go on to mentor small game companies, speak at industry conventions, and help preserve the history of video games. Robbie Bach would join the board of the Boys and Girls Clubs of America.

				In Fries, Xbox had a spokesperson gamers could relate to. Bach’s involvement suited corporate types. Third in line was J Allard, whose official title was vice president of the Xbox platform. Fries was the gamer. Bach was the businessperson. Allard was the visionary. What these men had in common was that they were all “shippers”—that is, executives with lots of experience seeing projects through and shipping final products.

				In 1994, Allard wrote a memo titled “Windows: The Next Killer Application on the Internet,” which is widely acknowledged as a turning point in Microsoft’s history. Bill Gates read Allard’s memo and changed his expectations for the next iteration of Windows in midcourse, implementing internet standards in Win95.

				When Allard joined the Xbox Group, he was slightly chubby, with a fringe of blond hair. Once in, he shaved his head, lost weight, took up mountain biking, and transformed himself inside and out. In J Allard, Xbox gained a cool, wild, sometimes preppy, and sometimes uncontrollable personality that frat boys across the globe would salute.

				In a 2001 Los Angeles Times profile, P. J. Huffstutter tried to describe Allard’s persona:

				
					Amid the half-naked women gyrating onstage at a Lords of Acid rock concert, the heart and soul of Microsoft’s multibillion-dollar gamble for the future is dragged from the audience, strapped to an S&M bondage wall and repeatedly struck on the backside with a whip.

					And he loves it.

					
					While Bill Gates’ khakis and oversized glasses made the nerd look de rigueur for the ’90s, today’s cool marker is James “J” Allard, whip marks and all.4

					Everyone had a role to play, and J’s role was to be the provocateur, the young, hip, cool guy, the voice and face of the gamer. He relished that role. He tried as hard as he could to make Xbox about as non-Microsoft as possible. It’s almost like he used Xbox to flip the bird to the rest of the Microsoft organization.

					—Pete Pedersen

				

				As Huffstutter suggested in his profile, Allard was a hoodie-wearing, smack-talking barker who ruffled feathers and helped people forget Microsoft’s perfectly manicured corporate image.

				
					J is a complicated guy; there’s a lot to talk about.

					J’s incredibly smart. He’s amazing at understanding an experience, what an experience has to be and what counts as a good experience. He’s very disciplined about what works and what doesn’t work. He doesn’t accept conventional wisdom.

					J’s also eccentric.

					I always tell people that J wanted to quit working for me many times, and I wanted to fire him many times. That’s a true statement. He was brilliant, and I learned immensely from him. People who didn’t take him seriously saw the eclectic, eccentric part and didn’t see the brains and the thoughtful part.

					Xbox Live is…there’s lots of people to give credit for it. I don’t want to dis anybody, but it’s J’s.

					—Robbie Bach

				

				So how did a soft-spoken, mildly nerdy, highly accomplished programmer like Ed Fries get along with a brash visionary who attended the Lords of Acid concerts? Not all that well.

				
				Look, for me, managing Ed and J, oh, what a headache! They are just two completely different people. Both wonderful people. Both people for whom I have deep respect. People who I enjoyed working with in every respect, but the two of them together? They are just not at all alike.

					—Robbie Bach

				

				Under Bach, Fries, and Allard stood a rapidly growing army of hardware designers, software developers, and marketers. When Sony, Nintendo, or Sega began building new hardware, they had a legacy to build from. Despite modifications both large and small, the PlayStation 5 controller grew out of the PlayStation 4 controller, which bears a strong resemblance to the first PlayStation controller. Nintendo consoles seemed to shed most of their former DNA as they evolved from SNES to Wii, but Nintendo engineers had a track record to build on. But for Microsoft everything was new: the case, the controller, the style of game, the audience. Bach and company certainly hired experienced people, but the executives had entered foreign territory.

				Three of the original four Xboxers wound up fading into the background. Otto Berkes was the first to leave the group. He stayed long enough to help guide the architecture while maintaining his leadership role with DirectX graphics development. Ted Hase, who generally came across as uncomfortable dealing with the press, remained but seldom did interviews. Kevin Bachus didn’t mind dealing with reporters, but he didn’t care about publicity. Seamus Blackley, on the other hand, courted reporters and became the unofficial spokesperson for the entire Xbox division.

				He had a knack for offering good quotes. With his grasp of both science and games, Blackley often answered journalists’ questions with equal parts solid information and bravado. When a reporter asked him about the size of the Xbox’s CPU, for instance, Blackley answered, “Measuring a console’s performance by processor bits is like trying to measure a car’s horsepower by counting how many airbags it has.”

			

			
				
				The St. Valentine’s Day Massacre

				
					Everybody tells this story a little differently, but this is my version and this is what I believe to be the truth. I’ve seen Robbie’s version and it’s a little different, but I think I’m right.

					—Ed Fries

				

				
					Seamus and I were not invited to it because we hadn’t been at Microsoft long enough to have a lot of Microsoft credibility.

					Put Seamus in front of Bill Gates saying, “Hey, all of the applications need to run in kernel manual zero,” and Bill goes, “Who the heck is this guy?” You put J in front of him and he goes, “Well, he was right about the internet, so he’s probably right about this kernel rendering this zero thing.”

					—Kevin Bachus

				

				The Beauty Contest took place in May 1999. Over the next year, Thompson and Fries ran into one roadblock after another. With Nintendo’s Howard Lincoln and Sony’s Kaz Hirai reminding investors about the slim margins that come with manufacturing consoles, OEMs like Dell and Gateway had no interest in building the boxes, then sitting back while Microsoft sold the software. As Fries later said, “They weren’t dumb.”

				More important, it had become apparent that building the console around the Windows operating system was an albatross. Windows ate memory and slowed the hardware’s performance. One of the attractions of consoles over PCs had always been stability. PC games slowed, stalled, and crashed. Console games didn’t. After nearly a year of development, Xbox still had significant frame-rate issues.

				The original plan was to announce Xbox at the Consumer Electronics Show in January 2000, but the project wasn’t ready. Time was getting short. Tom Russo, the editor in chief at Next Generation, had heard rumors about Microsoft building a game console and began asking questions.

				
				Robbie Bach asked for more time, but it was already February, and Gates wanted to announce the new console at the Game Developers Conference (GDC) in March. On February 14, with GDC just a month away, Bach, Fries, and Allard met with Bill Gates, Steve Ballmer, and Craig Mundie to discuss the situation.

				
					I had worked for Robbie for five years at this point. One of his great skills was something we called “pre-disaster.”

					The way pre-disastering works…Robbie played basketball early in the morning with Steve Ballmer. He’d mention to Ballmer a few weeks before some big quarterly review that the numbers weren’t coming together the way we wanted.

					Maybe Ballmer would get mad a little on the basketball court, but by the time the meeting rolls around, we could walk in, and Ballmer has been pre-disastered so that when we presented the numbers, there are no surprises and the meeting goes really smoothly.

					Somehow, for this meeting, the pre-disastering didn’t happen. That became clear the moment the meeting started. Bill Gates walks in holding the PowerPoint deck that we’re presenting, and he throws it down on the table and he says, “This is a f***ing insult to everything I’ve done in this company.”

					—Ed Fries

				

				No two people tell the story of the St. Valentine’s Day Massacre the same way. Fries describes it in surreal terms, almost like a scripted rite of passage.

				
					People were used to Bill going off sometimes but even for him, this was…

					A year ago he cancelled this other project because they were off-strategy, and we were going to run Windows. Now he’s hearing for the first time that we aren’t going to run Windows.

					So Robbie and I turn to J because J was in charge of the system’s software, and J is just like…he just looked stunned, which is unusual for J.

					
					So I step up and start to try to defend it, and Bill shoots me down. Then Robbie steps up and tries to defend it, and Bill shoots Robbie down. Then J steps up, and Bill shoots him down. Then Ballmer flips up to the spreadsheet. He was always the business guy.

					Looking at all the numbers, he realizes how much money we are saying we are going to lose on this project. He starts yelling about that, and it just goes like that, back and forth, back and forth. The meeting started at 4:00 on Valentine’s Day. It was scheduled to run until 6:00 right? Well, it just didn’t stop. Bill would yell for a while. Ballmer would yell for a while. Bill would yell for a while. Ballmer would yell for a while.

					And we just kept doing the same thing. We just kept saying, “We have looked at this for a year. We considered all these other alternatives. We are sure that if you want to get into the game console business, this is the best way to do it. If you don’t want to get into the game console business, that’s fine, but if you want to do it, we really think this is the best way to do it.”

					It’s 5:00, 6:00, 7:00, and the meeting is still going on, right? We’ve been yelled at for many hours. At this point we’re turning black and blue.

					Now we’re missing our Valentine’s Day dinner reservations. When we get home, we are going to be more black and blue. You know, it was like…oh, what a day!

					It was coming up on 8:00 and there was sort of a lull in the yelling. One guy who hasn’t said anything raises his hand and says…This is a place where Robbie and I disagree. He says it was Rick Belluzzo; I say it was Craig Mundie.

					Okay, so I’ll just tell my version. Craig Mundie, who hasn’t said a word the whole time, says, “What about Sony?” Just those three words. “What about Sony?”

					
					Bill pauses, and he says, “You know, what about Sony?”

					Then Ballmer goes, “What about Sony?”

					They look at each other, and then Bill says, “I think we should do this,” and Ballmer says, “Yeah, we should do this.”

					And then they start getting excited. “We are going to do this.” “Yeah, we are going to do this.” “We are going to give you guys everything you asked for.”

					So then they are like, “We are going to give you everything you want. We want you to go off…We want you to do what you said in this plan you needed to make it successful.”

					That part of the meeting took about ten minutes.

					—Ed Fries

				

				
					Bill and Steve were never personal about these things, but they went person by person and challenged each of us. “Explain that!” and “Explain that!”

					Microsoft at that time was not a calm place. It was noisy; that’s for sure. It [Ed Fries’s version of the meeting] sort of sensationalizes the story in a way that I don’t think is all that helpful, but it’s true.

					The thing that caused the transition to a discussion about Sony was literally—and I do…vividly remember—was me saying, “Okay, let’s not do it.”

					That led, as Ed describes, to the “What does that mean about Sony?”

					I don’t remember that being a quick conversation; he remembers it maybe being quick. I think that was another hour-long discussion.

					This was twenty years ago. Who the hell knows what happened?

					—Robbie Bach

				

				On March 10, 2000, Bill Gates gave the opening address at the Game Developers Conference in the San Jose Civic Auditorium. He began the hour-long address by saying, “Well, good morning. It’s very exciting to be here today and have the opportunity to announce a whole new platform, a platform that all of you are going to take in directions that we can’t even imagine.” Sixteen minutes into his talk, Gates finally unveiled the details. “I am announcing the X-Box, which we are modestly titling…the modest tag line here is ‘the future of console gaming.’ ”

				
				In his slides, Gates referred to the console as “X-Box.” One slide in particular stated:

				X-Box Specifications

				
					• CPU: Custom Intel Pentium III technology

					• GPU: Microsoft/Nvidia design

					• OS: Windows 2000 kernel with DirectX

					• 64MB unified memory DDR @ 200 MHz

					• 64-voice, 13DL2 audio process

					• 8 GB hard drive

					• 4× DVD drive with movie playback

					• 4 game ports (one expansion port)

					• 10/100 Mbps built-in Ethernet

					• Custom A/V connector

				

				Gates had fired a shot heard round the video gaming world, particularly in Japan. The titans responded.

				
					Everyone agrees that Bill Gates is a great businessman, but he’s human after all, and there are things that he does not know. Games are one of them. If you know nothing about sumo, you cannot expect to become a Yokozuna.

					—Hiroshi Yamauchi5

				

				
					They have no games. Microsoft has put itself out of the game. Retailers in the US are already disappointed. Microsoft does not understand the entertainment business. The processing speed of their console is not fast enough and the graphics were rough.

					
					—Ken Kutaragi,

					former chairman and CEO of

					Sony Computer Entertainment6

				

				
					Microsoft has huge money, and I have heard that Bill Gates plans to spend a couple hundred million dollars [on advertising] for the Xbox. That is huge money! Sega has already committed to premiere eleven games on the Microsoft console.

					—Hideki Sato,

					former COO,

					Sega Enterprises

				

			

		

		
			Skip Notes

			
				*1  Microsoft’s Windows interface borrowed heavily from the WYSIWYG (“what you see is what you get”) desktop format created by Apple for Macintosh computers, which in turn was “inspired” by an interface designed by Xerox Corporation.

			

			
				*2  Dreamcast ultimately featured two operating systems, the Windows CE OS and a proprietary Sega operating system.

			

			
				*3  The 3DO Company was started by Trip Hawkins III, the founder of Electronic Arts, in 1991. Instead of building the consoles himself, Hawkins licensed the hardware to established electronics manufacturers—Panasonic, Sanyo, and GoldStar. Released in 1993, the Multiplayer epitomized the cutting edge of console technology for two years; then Sony introduced the PlayStation.

			

			
				*4  Sony Online Entertainment was a subsidiary of Sony Computer Entertainment, which focused on online products rather than PlayStation games.

			

			
				*5  Mindscape, founded in 1983, offered an IPO in 1988, making it the first game developer to make a public offering. In 1990 Mindscape was acquired by The Software Toolworks, which was run by Les Crane, a former television talk show host and actor who had once been married to Tina Louise, aka Ginger from Gilligan’s Island. Several notable products were published under the Mindscape label such as Mavis Beacon Teaches Typing and The Miracle Piano Teaching System.

			

			
				*6  In 1997, with FPS games ruling the PC market, violent titles like Doom, Duke Nukem, Carmageddon, and Blood were de rigueur.

			

			
				*7  For perspective, DVDs hold 4.7 billion bytes of information. If you wanted to save as many copies as you could of Pac-Man on a standard DVD, there’d be enough room for you to save it 200,000 times.

			

			
				*8  Shigeru Miyamoto and Takashi Tezuka were in charge of art and direction. Toshihiko Nakago and Kazuaki Morita did the programming. Koji Kondo composed the iconic music.

			

		

	
		
		
			
			CHAPTER 5 ▶

			“IMPOSSIBLE TO BEAT SONY IN THIS RACE”

			
				Unless you’re massively ignorant, you have to respect Microsoft’s power. I mean, more money than God. Very much like Sony, a heritage of success in other industries.

				—Jack Tretton1

				Overall in 2001, we forecast that 66 percent, or two out of three retail console dollars, will result from sales of PlayStation products.

				—Jack Tretton2

				Let’s talk about the guys that worked to sell the project to Bill Gates. Seamus Blackley has produced several games and was involved in the DirectX project. We have the SideWinder team. Ed Fries was one of the key proponents. He grew the Microsoft game business from virtually nothing to one of the most successful PC publishers.

				The Zone team was instrumental. The Zone is still the most popular game destination on the web. It was bred by gamers and game developers.

				—J Allard, former vice president of the Xbox platform, Microsoft

			

		

	
		
		
			
			The Rock Says

			In the high-tech world, Bill Gates was the ultimate spokesperson.*1 He was the richest. He owned the largest company. He was the quintessential nerd.

			In 2001, Forbes magazine estimated his wealth at $58.7 billion, down $1.3 billion from the year before.3 Gates had survived the dot-com crash with minimal damage. The dot-com bust wasn’t as gentle with the second-richest person, Oracle founder Larry Ellison. He’d been worth $47 billion in 2000, but Oracle stock had lost nearly two-thirds of its value, and his estimated net worth dropped to a paltry $26 billion in 2001.

			Much of Western society had a Bill Gates fixation ever since he’d been declared the world’s wealthiest resident in 1995, maybe since he’d become the world’s youngest self-made billionaire in 1987. By the time he married Melinda French in 1994, he played as prominently in gossip columns as many of Hollywood’s biggest stars.

			Gates and his wife exchanged vows on the seventeenth hole of the Challenge Golf Course on the minimally populated Hawaiian island of Lanai. Hoping to prevent onlookers from crashing their wedding, they reserved every room at the Manele Bay Hotel and chartered every available helicopter on the neighboring island of Maui. As CNBC announced in an August 2017 article, “Bill Gates’ private wedding destination is now open for bookings” at a starting price of $10,000.

			When Gates spoke, people listened. The gaming world hung off his every syllable when he announced plans to create an “X-Box” at the Game Developers Conference in March 2000, and the now Xbox-obsessed gaming press paid particular attention when he gave his keynote address at the 2001 Consumer Electronics Show in Las Vegas. He appeared onstage beside a large kiosk covered by a black satin throw cloth. As he began his speech, he said, “Now, for the first time, let me unveil the Xbox.” He pulled the cloth aside, and there was the Xbox, 12 inches wide, 10 inches deep, and nearly 4 inches tall, taking up twice as many cubic inches as the PlayStation 2.

			
			Sure, the case was bigger, but it also came with components not found in the PlayStation 2.

			
				With a game that you’ve played before, one of the unbelievable things here is that we have a hard disc, and so the information about the game will already be stored. You don’t have to load it off the disc [meaning the DVD] or load it as you move from level to level.

				—Bill Gates,

				co-founder and former CEO of Microsoft

			

			During the middle of Gates’s speech, an imposing figure sauntered up to the stage—WWF superstar Dwayne “The Rock” Johnson. As a professional wrestler, Johnson knew how to play to huge crowds, but he was also an exceptionally articulate individual, a featured speaker at the 2000 Republican National Convention.

			Never breaking the kayfabe of his persona as The Rock, he strutted onto the stage, joining Gates beside the recently unveiled Xbox. After trading a few canned jokes, Johnson made his pitch.

			
				The Xbox is everything The Rock is, cutting-edge, powerful, exhilarating, and, like The Rock, it will be the most electrifying thing coming out this year.

				—Dwayne “The Rock” Johnson,

				five-time World Wrestling Federation champion

				and Hollywood icon

			

			Though he didn’t mention it during this appearance, Johnson knew a little something about video games…at least those involving professional wrestlers. In the 1990s, when Acclaim Entertainment owned the WWF Wrestling license, Johnson had a reputation for calling the Acclaim PR team to make sure his virtual self had the best moves and power. He didn’t just lend his likeness to games like WWF War Zone and WWF SmackDown!, he liked playing them.

			
			When Gates mentioned that the demo unit was missing chips and running at about 20 percent of its full power, Johnson responded, “Considering that this Xbox at this moment is only running on one-fifth of the system’s power, it’s very impressive. Bill, do you have any idea what The Rock would be like if he was only running on one-fifth of his power?”

			Gates got as far as “I…I would think that—” before Johnson cut him off, yelling, “It doesn’t matter what you think, Bill!” and the crowd applauded.

			The Consumer Electronics Show was held in January 2001. The next big event on the gaming horizon was the Electronic Entertainment Expo, held in Los Angeles May 17–19. This would be the moment when Microsoft and Nintendo allowed the public to try their consoles and games—“public” meaning retailers, game industry professionals, journalists, and enthusiasts who were persistent enough to register for the show.

			The big news at any E3, however, happens in the days before the show. That is when the big three—Sony, Nintendo, and Microsoft (replacing the now-struggling Sega)—hold press conferences announcing their plans for the year.

			As the new kid on the console block, Microsoft politely sidestepped the time slots reserved by Nintendo and Sony. Since Nintendo held its conference in the middle of the day and Sony’s was in the early evening, Microsoft scheduled its conference at 8:00 am on Wednesday, May 16…and stepped into a trap.

			Well known for hosting wild parties, Sony Computer Entertainment America decided to throw a pre-show party on May 15. It wasn’t “the” Sony party; it was an unofficial soiree. But in typical Sony fashion, it included free-flowing booze and ran into the early hours of the following morning. Reporters who might otherwise have attended the Xbox briefing bright-eyed and alert stumbled in tired, some hung over. To this day, many members of the Xbox team swear Sony purposely timed the party as an ambush.

			Sony may have forced Microsoft’s press conference to start off on the wrong foot, but it didn’t take long for Team Xbox to shoot itself in the foot as well. Standing beside a supposedly working Xbox console, chief Xbox officer Robbie Bach welcomed the audience.

			
			So at 8:00 the next morning we have a bunch of…to some degree hung-over journalists for an event that we’re not ready for, where the script was changing every hour up until two in the morning the night before, where I was not disciplined enough or prepared enough to stop the music two or three days before and say, “Hey, we are going to present what we are confident we have right and nothing else.”

				We ended up trying to start an Xbox that wasn’t ready to be started. I clicked the button and nothing happened. That was exciting.

				And then we showed a game from Electronic Arts, a pirate game. The guy doing the demo was unable to get his ship off the rocks. That wasn’t super exciting.

				—Robbie Bach

			

			Replacing the faulty Xbox took a couple of minutes. Once the console was up and running, the presentation improved.

			Bach announced that Xbox would launch on November 8 for $299 and promised anywhere from fifteen to twenty games. He stated that due to manufacturing problems, Microsoft would only ship somewhere between 600,000 and 800,000 consoles by launch, but as many as 1.5 million would ship in time for Christmas. He also assured the audience that Xbox would sell out over the holidays.

			During his presentation, Bach announced that broadband gaming would evolve the industry and demonstrated the X-Communicator, an Xbox-ready headset that would allow gamers to chat online.

			Much of the conference followed the standard dog and pony show format, with industry luminaries demonstrating upcoming games and making obligatory claims about how their games could only run this well on Xbox. A smiling, gregarious Peter Moore, COO of Sega of America, began his presentation by joking with Bach about the discontinued Dreamcast, saying, “You know, it’s amazing what you can afford once you get out of the hardware business.”

			
			You know, the highlight of that presentation was Peter Moore, who did a fabulous job talking about why Sega was coming into the platform and talking about how excited they were about coming into online games.

				That was the highlight.

				—Robbie Bach

			

			Moore proceeded to announce that Sega’s 2K sports games were headed to Xbox, along with Crazy Taxi 3: High Roller and a port of The House of the Dead III. Capcom research and development director Yoshiki Okamoto (producer of 1942, Street Fighter II, and Final Fight) promised Xbox versions of Onimusha: Warlords and Dino Crisis. Oddworld Inhabitants founder Lorne Lanning demonstrated one of the most anticipated Xbox exclusives, Oddworld: Munch’s Oddysee. Louis Castle, vice president of creative development at Electronic Arts, discussed plans to release Madden NFL and other sports games for Xbox. The final guest, Tecmo legend Tomonobu Itagaki, announced that his upcoming fighting game, Dead or Alive 3, would be an Xbox exclusive.

			Toward the end of the presentation, Bach announced plans to release Xbox in Japan on February 22, 2002, and in Europe the following month. Believing that European consumers would be more receptive to an American-made video game console than their Japanese counterparts, journalists and industry analysts questioned that decision. Europe was a larger and more import-friendly market. With a few notable exceptions, American automobiles, electronics, toys, and video games sold poorly in Japan.

			In a message directed at analysts and retailers, Bach told the audience that Microsoft had committed $2 billion to expanding its video game business. Microsoft had deep, deep pockets. Neither Nintendo nor even Sony could match that commitment.

			Nintendo held its press conference at the Biltmore Hotel, a gilded Los Angeles landmark since 1923. This was familiar territory for the journalists, retailers, investors, and game designers in attendance. Nintendo had reserved the Biltmore as its E3 headquarters since the show began, using its auditorium for its pre-show press conferences and its ballroom and banquet rooms for lavish parties with entertainment provided by well-known acts such as jazz guitarist George Benson, pianist and singer Diana Krall, and Cirque du Soleil.

			
			Nintendo’s conference began with NOA executive vice president of sales and marketing Peter Main, giving a fairly standard, very corporate speech.

			
				This unquestionably is an extremely exciting day in the history of video games, and Nintendo says that with the perspective of over twenty years of exciting days in interactive entertainment. Let me start out this morning by saying that Nintendo is absolutely convinced that both Game Boy Advance and Nintendo GameCube are going to be huge, and I underscore huge, marketplace successes no matter what any other manufacturer is planning to do. This is due both to the superior nature of Game Boy Advance and Nintendo GameCube and the games that play on them, but it also is supported with the strategies that underlie them.

				—Peter Main,

				former executive vice president of sales and marketing,

				Nintendo of America

			

			With Main onstage was a new face, Satoru Iwata, whom Main introduced as a member of the Nintendo board of directors and the head of Nintendo planning worldwide.*2 Iwata, short and sweet-faced with an early-Beatles mop of hair and wire-framed glasses, was the perfect public face for Nintendo. At forty-two years of age, he had a clean-shaven, nerdy look. His demeanor was non-threatening, uncomplicated, comfortable, fun. Unlike Hiroshi Yamauchi, Howard Lincoln, Minoru Arakawa, and Peter Main, Iwata had experience creating games. Though he’d helped produce many games while working at the Nintendo-affiliated HAL Laboratory, he was most commonly associated with the Kirby games, which featured a ghost-shaped alien protagonist that inhaled enemies, then either spat them out as projectiles or absorbed their abilities to use in combat.

			
			There was something familiar about Satoru Iwata. He was an everyman. With his intelligent and nerdy persona, he epitomized Nintendo’s image.

			Iwata told the audience, “We consider ourselves, above all, a game-based entertainment company. We believe other people who make video game systems see themselves first as technology companies.” Industry insiders and competitors would echo this statement for the next decade and a half, but they would frame it so that it reflected negatively on Nintendo. In Iwata’s mind, it showed Nintendo in its best light.

			Kindhearted and a disciple of Disney-esque fun, Iwata viewed technology strictly as a medium for delivering games. Polygons and interconnectivity mattered deeply to Sony’s Ken Kutaragi and Microsoft’s Robbie Bach. Iwata would have happily continued making games for the original NES if he believed people would have played them.

			Nintendo had a reputation for asking people what they wanted but not listening to what they said. This wasn’t necessarily bad. When the rest of the world said the console market had died, Nintendo launched the NES and created a billion-dollar empire. At a time when fighting games were all the rage, Nintendo reintroduced Donkey Kong in a pre-rendered side-scrolling adventure and recaptured the market. When Nintendo released a new console, it meant that new Zelda and Mario games were on the way. It was a predictable format. It was a reliable strategy. It was classical conditioning at its finest.

			
				Whatever system they bring out, Miyamoto pulls a rabbit out of his hat and makes another winning game that always puts their platform back on the map.

				—Mike Fischer

			

			There was, of course, a third company that held a press conference on Wednesday, May 16, 2001. That company was Sony Computer Entertainment. With a one-year head start, Sony had the luxury of focusing on games while Nintendo and Microsoft evangelized their hardware. No one could have predicted how successful it would be, but everyone knew Sony would have a big year in games.

			
			During the Sony conference, Electronic Arts demonstrated its BIG line of exaggerated sports games, with SSX Tricky and NBA Street. Square Soft absolutely dazzled the audiences with its bright and symphonic trailer for Final Fantasy X. Capcom’s Shinji Mikami, creator of the Resident Evil series, presented Devil May Cry.

			The big event came in the form of Konami designer Hideo Kojima revealing gameplay footage from his upcoming game, Metal Gear Solid 2: Sons of Liberty. Three years had passed since the release of Metal Gear Solid for the original PlayStation, a mega-hit that ultimately sold more than 6 million copies worldwide. Konami had teased E3 audiences with a short trailer the year before. Now that Kojima was finally revealing more, everyone agreed that Metal Gear Solid 2 was a top contender for the biggest game of the year.

			Along with an astonishing third-party lineup, Sony had substantial first- and second-party offerings as well. Microsoft and Nintendo would dominate the headlines with their new hardware, but people don’t actually play consoles; they play games. Sony had Jak and Daxter and Gran Turismo 3: A-Spec in the pipeline. While its competitors discussed future prospects, Sony Computer Entertainment had a growing library. As SCEA vice president of marketing Andrew House pointed out, in the video game industry, “content is king.”

			
				Hardware Comparison

				In the 2001–2002 Home Interactive Entertainment Market Update, Arcadia Investment Corporation ran a succinct table showing a side-by-side comparison of the three systems. The statistics and numbers were striking. Xbox consistently had the most powerful components and fastest performance, with GameCube generally coming in second and PlayStation 2 third.
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				Star Wars: Rogue Squadron II—Rogue Leader

				Nintendo suffered for not having a Mario game ready when it launched GameCube in Japan, and Mario would be AWOL for the U.S. launch as well. Of the twelve games that would be available, several were of the obligatory “available on every system” variety, such as Tony Hawk’s Pro Skater 3, Madden NFL 2002, and Crazy Taxi.

				
					I was still at Sega. The damage had already been done to us by PlayStation 2, and in fact, I remember going to Nintendo and asking for dev kits.

					—Peter Moore

				

				
					We brought the Sonic The Hedgehog mascot to Nintendo and they gave it a big hug. [Nintendo of America president Minoru] Arakawa was there, and [Nintendo of America CEO] Howard Lincoln was there.

					They were just so gracious to us and welcomed us into the family and never said a word about the hard times and the competition behind us.

					—Mike Fischer

				

				Most of the GameCube launch games were either available on other systems or known commodities from the Japanese launch. The notable exception to this and the game attracting most interest was Star Wars: Rogue Squadron II—Rogue Leader.

				The sequel to the 1998 N64 game Star Wars: Rogue Squadron, 2001’s Rogue Leader was created by Factor 5, a tech-savvy independent studio that was somewhat joined at the hip with LucasArts, the software arm of Lucasfilm. Having helped develop the GameCube sound chip, the Factor 5 crew knew the system inside and out.

				Factor 5 had worked on several high-profile projects for the N64. Owing to the limitations of cartridge technology, publishers turned to Factor 5 for help compressing the audio files in their games. Capcom (Resident Evil 2), Atari (San Francisco Rush 2049), and Nintendo itself (Pokémon Stadium) were among its more notable customers.

				
				Factor 5 also published three LucasArts games for N64. Two of them, Star Wars: Rogue Squadron and Star Wars: Episode I—Battle for Naboo, were original titles. The third game, Indiana Jones and the Infernal Machine, was an adaptation of a PC game. The story behind porting Infernal Machine to the N64 is illustrative of why both LucasArts and Nintendo took Factor 5 so seriously.

				
					Indiana Jones and the Infernal Machine was an unbelievably painful game to do. The PC version never was meant to be played on the N64.

					George Lucas got a crazy idea internally with a really talented young programmer to port it to the PlayStation. They got about half of a port going, and it became clear that the PC version, on two CDs because of the size of the levels, would be impossible [to bring to PlayStation].

					At that point, we had wanted to do another project because we had just finished Rogue Squadron, and I always wanted to do a Tomb Raider–like game.

					We approached Lucas and said, “Why don’t you give us the creative freedom we want, based on The Ocarina of Time, to reinvent Indy? We’ll take all the assets, the level design and everything, but we’ll bring them over to the N64, and we’ll change everything so that it doesn’t feel like a PC game but genuinely feels like a Nintendo game.”

					It was almost too much to chew, what we bit off, because the game was huge, and to get that into that cartridge at the same time while completely redoing the controls and everything was a stressful project, to put it mildly.

					—Julian Eggebrecht

				

				Having created a previous Rogue Squadron game and Battle for Naboo, Factor 5 was comfortable with Star Wars mechanics. And using already existing models, a small team of Factor 5 designers had created the Rogue Leader demo for Space World in just nineteen days.

				
				Everybody else was busy with Battlefront II and Indiana Jones, so it was about five people doing the whole thing [Rogue Leader].

					You know how you were able to fly over the surface of the second Death Star, right? We didn’t have a level editor that could do anything but landscapes at the time, and that’s not a landscape. It’s basically tiles, like floor tiles.

					We edited the map in Notepad, just typing in numbers until there was an interesting pattern of those tiles.

					—Julian Eggebrecht

				

				Leading with Rogue Leader and Luigi’s Mansion didn’t make for an optimal launch library, but Nintendo had already painted itself into a corner. While Luigi’s Mansion was about Mario’s brother entering a haunted house to rescue him from ghosts, it didn’t qualify as a Mario game. The problem with Rogue Leader was that air combat games à la After Burner and Ace Combat were not particularly popular anymore. Likewise, Star Wars games had a spotty history on consoles, and the recently released Star Wars prequel film The Phantom Menace had received a mixed reception.

				Released in Japan on November 21 and in the United States on December 3,*3 two weeks after the GameCube’s launch, Super Smash Bros. Melee would go on to become the bestselling GameCube game of 2001. Luigi’s Mansion snagged second place, but Star Wars: Rogue Squadron II—Rogue Leader’s historical importance isn’t based on sales. This was the game that proved the GameCube was more than a purple toy with a big black handle. When it came to processing power, GameCube was a contender.

			

			
				Halo: Combat Evolved

				
					It was a great acquisition. For the Bungie guys…some of them would say we didn’t pay enough. Not many people would have paid what we paid for that [the unfinished game that would become Halo], right? That was a tenuous proposition.

					
					—Robbie Bach

				

				Microsoft needed a strong launch title even more than Nintendo. When Nintendo released new consoles, gamers knew that Mario, Link, and Mario Kart would soon follow. No one knew what to expect from Microsoft.

				
					I remember one time going out to the [Xbox division] offices, which were somewhat separate from the rest of Microsoft, and they had a Jolly Roger flag flying out in front of the building.

					All of us in the game industry were super skeptical and cynical. We assumed that Xbox was going to be a Windows machine, and games would be an afterthought. The whole attitude about flying that pirate flag out in front of the building and giving us that independence and autonomy to do it right…

					People forget, that was when all the antitrust crap was happening and Bill Gates’s nerdy image, and the image that everyone had of Microsoft at the time was that it was some kind of “evil empire.”

					In terms of trying to build a hip, cool, young consumer brand, that was a big handicap.

					—Mike Fischer

				

				As the wealthiest corporation in the world, Microsoft could buy many things, but money can’t buy a good reputation. Having been turned away by established companies like Square Soft and Nintendo, Microsoft went shopping for games. One of the first titles the Xbox team tried to purchase was Star Wars: Rogue Squadron II.

				
					Microsoft made a desperate attempt to try to get Rogue Leader on the Xbox and steal it away from Nintendo.

					At Space World, Seamus and his team had seen the demo. They approached LucasArts and said, “We want that game, and we’re willing to pay crazy amounts of money to you guys.”

					
					This became an extremely contentious issue because we were allied with Nintendo. LucasArts was looking only at the financial side of the whole thing, and throughout October and November of 2000 was strongly pressuring us to switch sides.

					—Julian Eggebrecht

				

				Factor 5 persuaded LucasArts to walk away from the deal, but by that time, Xbox content VP Ed Fries had set his sights on a different target.

				Like so many legendary game studios, Bungie Software started out as a solo act, with company founder Alex Seropian creating a shareware version of Pong that he called Gnop! While studying mathematics at the University of Chicago, Seropian created a second game, Operation: Desert Storm, before setting up a partnership with fellow mathematics major and game designer Jason Jones. At the time they joined forces, Jones was working on a game called Minotaur: The Labyrinths of Crete, which ultimately would be released under the Bungie label.

				While most of the computer gaming world focused on the PC market, Seropian and Jones made games for Macintosh computer systems. They had the market largely to themselves. With a few exceptions such as Rand Miller and Robyn Miller’s mega-hit Myst, the Macintosh had become a gaming netherworld.

				This was no accident. At the time, Apple leadership eschewed games as bad for the Macintosh image. In 1995, Next Generation magazine tried to include Apple president Michael Spindler in its list of the seventy-five most influential people in games. Spindler responded, “Please remove my name from your list. The Macintosh computer isn’t a platform for games.”

				Bungie’s next project, Pathways into Darkness, was a Wolfenstein 3D lookalike set in a Mayan pyramid. Instead of having the concrete walls and steel doors of an underground bunker, Pathways featured doors and walls that were made of stone. Instead of Nazis, Pathways had aliens. For PC gamers, this would have been all-too-familiar territory. For Mac users, this was an entree into a long-awaited world.

				
				“By the time Pathways came out, Mac users were dying for a game like this,” Seropian explained in an alumnus interview with The University of Chicago Magazine.4

				The company grew slowly. Seropian and Jones moved into their first office space and hired their first full-time employee, Doug Zartman, in 1994.

				Bungie earned a stellar reputation in the Mac gaming community with its next series, Marathon. By this time, Gil Amelio had replaced Michael Spindler as the president of Apple Computers. Two months before Bungie released its next game, Myth: The Fallen Lords, Apple replaced Amelio with Steve Jobs as interim CEO.

				Myth was a notable title. It was a real-time strategy game that featured cartoon cutscenes at the start of every level, similar in style to the animation in the iconic arcade hit Dragon’s Lair. Myth’s cutscenes made it a unique entry in a genre that had recently become overcrowded.

				Building off the success of Myth, the Bungie team began work on a new RTS game, one set in a science fiction universe. Instead of knights and monsters, this game would feature space marines and aliens.

				By this time, Bungie had grown into a midsized game publisher with a larger office in Chicago and a San Jose, California, branch called Bungie West. The Bungie booth had become a location of interest at Apple’s annual Macworld Expo. When Bungie executive VP Peter Tamte reached out to Apple CEO Steve Jobs to discuss the upcoming project, Jobs agreed to have a look.

				Jobs liked what he saw, and he had Jason Jones make a short presentation during his keynote address at Macworld 1999.

				Monologuing in his traditional black top and blue jeans, Jobs said, “We are starting to see some great games come back to the Mac, but this is one of the coolest I’ve seen. This game is going to ship early next year from Bungie, and this is the first time anybody has seen it, the first time they’ve debuted it.” He then invited Jason Jones to demonstrate the game.

				Clearly uncomfortable in front of a large audience, Jones gave a few straightforward comments. He assured the audience, “Everything you are about to see is being rendered in real time on a Macintosh using Open GL.” The game he demonstrated had many of Halo’s now-familiar elements, including soldiers in green combat armor, silvery aliens, and vehicles. The demonstration took place in a sprawling but sparse landscape with the eponymous Halo structure as a backdrop.

				
				The reaction was immediate and enthusiastic, but Jones was preaching to the choir. Macworld was to Apple what Space World was to Nintendo. It was attended by a loyal enthusiast crowd. And game-starved Mac players didn’t have hundreds of titles to choose from, so having a ringing endorsement from no less than Steve Jobs ensured that their game would be the star of the show.

				The next showing, at E3 2000, would provide a better gauge of how the game stacked up against similar titles.

				For this show, Bungie previewed a nine-minute cinematic trailer in which human soldiers mounted a losing battle against a technologically superior alien force. In the last moments, a mysterious soldier in recognizably Spartan armor wades into battle. The trailer ends with the new super-soldier sending his comrades away while he remains to fight alone. The game was shown from a third-person perspective.

				Compared to Macworld, E3 placed Seropian, Jones, and the rest of Bungie before a less friendly crowd. Against the noise and competition of E3, Halo could easily go unnoticed. The biggest audience on the show floor was parked in front of the Konami booth watching the Metal Gear Solid 2 trailer, which played every thirty minutes.

				
					I saw the Halo at E3, before Microsoft bought it. The demo was outstanding, thanks to Marty O’Donnell’s pulse-pounding music.

					—Dean Takahashi, lead writer, GamesBeat

				

				Like many young studios, Bungie struggled to keep afloat. Seropian and Jones signed a distribution deal with Take-Two Interactive, which also assumed minority ownership. Looking for more financial stability, VP Peter Tamte contacted Microsoft and asked to meet with Ed Fries.

				
				At that point, Halo was still an unnamed third-person shooter. The landscapes were rough and barren, but the skyline and backdrops were sumptuous. Fries saw something special in the game and offered to buy Bungie outright.

				
					When Halo was shown, it didn’t show very well.

					It takes people with foresight to be able to look through that and understand that here’s the potential theme, here’s the potential concept, etc., etc. That’s the beauty of the games business: much like making movies, it’s a real art combined with science.

					You have to have some divining rod that enables you to look at something and say, “You know what, that’s never going to make it” or “This thing has real potential. This is where we can help it.”

					It’s very easy for people to kill something early or to jump on something if it doesn’t look great. I think that was probably the case with Halo. Again, Ed deserves a lot of credit for sticking with it and making it a huge, huge driver for the Xbox, for Xbox Live as well.

					—Shane Kim

				

				
					Look, without Bungie…without buying Bungie…It was Ed’s brilliant maneuver. It was all Ed. All Ed.

					You know, it wasn’t an expensive acquisition. It wasn’t cheap. But it wasn’t expensive…There was some earn-out structure, so I don’t know exactly how that played out, but it was not an expensive acquisition as these things go.

					Obviously it paid huge dividends. Without it Xbox probably doesn’t survive.

					—Robbie Bach

				

			
				Publicly traded or not, Microsoft has never announced the price of the Bungie acquisition. While the figure was rumored at $15 million, recent estimates place it at somewhere between $20 and $30 million.

				On June 19, 2000, the month after E3, Microsoft officially announced the acquisition along with the news that it had reached an agreement with Take-Two resulting in exclusive publishing and distribution rights for Halo. The official press release included a quote from Alex Seropian speaking in the stilted language of press relations:

				
					This is an outstanding opportunity to combine the strength of two outstanding software companies: Bungie’s talent for creating games and Microsoft’s strength in distribution. Microsoft will provide us with the resources and infrastructure we need to continue to build great games and make them available on a worldwide scale.

					—Alex Seropian5

				

				Now, with over 65 million Halo-branded games sold, it’s easy to overlook the extent of Ed Fries’s gamble. There was no way he could have been sure how big a hit the completed Halo would become. Video games were then still seen as the exclusive domain of kids. The original PlayStation had accelerated the evolution of video games toward an older audience, but the extent of that evolution had yet to reveal itself.

				To put things in perspective, the bestselling video game of 1996 was Super Mario 64. The bestselling game of 1997 was Mario Kart 64. In 1998, it was The Legend of Zelda: Ocarina of Time. Donkey Kong 64 topped the charts in 1999, and Pokémon Stadium was the best in 2000. No first-person shooter had been the bestselling game of the year in the console world. With 8 million cartridges sold, GoldenEye 007 was the third-highest-selling game on Nintendo 64, but it was an anomaly. The only other FPS game in the N64 top twenty was Perfect Dark, which came in nineteenth. The top-selling first-person shooter on the original PlayStation was the original Medal of Honor, which came in fifty-fourth.

				
				In hindsight people say “rougher games,” because first-person shooters became popular, but remember, Halo was the first first-person shooter that was successful in the U.S. since Bond [GoldenEye 007] on N64.

					—Robbie Bach

				

				Now, working as Microsoft employees, the Bungie team had eighteen months to port their game from Macintosh over to Xbox while adding the finishing touches. Halo looked solid by May 2001, but within the Xbox team, people remained skeptical.

				
					We decided we had to show Halo, which was a mistake. It wasn’t ready, and we showed a multiplayer version of it that wasn’t optimized and didn’t play well or look good. So that was bad.

					—Robbie Bach

				

				Work continued on Halo into the summer. The multiplayer mechanics were implemented. Bungie fine-tuned the controls (always a problem with console versions of FPS games) so that the running, driving, and jumping felt perfect. Most important of all, the fine-tuned control scheme made aiming weapons faster and more accurate without making it too easy.

				
					It really changed the industry, changed everything.

					Because of Halo there is a whole genre of games that suddenly…you know, the simple mechanism of joystick, you know, moving both using a gun and moving a gun and moving a player at the same time where you used to have a keyboard and a mouse and now you do it on a game controller. That mechanism changed the industry.

					—Robbie Bach

				

				When reporters came to tour the Xbox team’s new Millennium Campus headquarters, located on the fringe of Redmond, the tour included multiplayer Halo matches against Bungie and Microsoft employees.

				
				As fall approached, Halo emerged as Microsoft’s “Mario killer” and the best reason to purchase an Xbox. This was the game that would differentiate Xbox from PlayStation 2 and every console before it. Thanks to Bill Gates’s Ethernet port, players could set up LAN parties linking multiple Xboxes to multiple televisions, allowing up to sixteen people to fight in the same match. After Halo, multiplayer content would become as important and often more important than single-player campaigns for FPS titles.

				Even though players couldn’t take it online, Halo was the game that sparked the demand for online play on consoles. More than any game since 2000, it changed the industry. Halo: Combat Evolved caused video games to evolve.

			

			
				The Launch Season

				Game Boy Advance launched in North America on June 11 and in Europe on June 21.

				Built around a 32-bit processor, Game Boy Advance (GBA) was modestly billed by Nintendo as being comparable to a portable version of the 16-bit Super NES. According to Perrin Kaplan, Nintendo of America vice president of corporate affairs, the design of GBA was heavily influenced by Gunpei Yokoi, the late designer of the original Game Boy and Game Boy Color. It didn’t have a cutting-edge processor or a particularly high-resolution screen. Like so many Yokoi designs, GBA was meant to be fun, simple, and inexpensive.

				Nintendo sold 16.9 million GBAs worldwide in 2001. In all the rush to cover consoles, it was easy to overlook the incredible success of Game Boy Advance. Sony sold 18.5 million PlayStation 2s worldwide in 2001, edging out Game Boy Advance as the top-selling game system, but Sony had been shipping PS2s all year long. Nintendo launched GBA in Japan in March and in North America and Europe in June.

				The general response to Game Boy Advance, with its extended battery life and improved resolution, was positive. It was lightweight and ergonomic. With an MSRP of $99.99, it was reasonably priced. Best of all, it was backward compatible. With over a thousand games on the market for the original Game Boy, GBA launched with the largest active library in games. The second-highest-selling game of the year was the Game Boy Color hit Pokémon Crystal.

				
				Not everything was perfect on the GBA front. Its screen was so dark that an aftermarket quickly arose to sell lighting kits for brightening the screen.

				On November 15, Xbox went on sale with a retail price of $299, the same price as PlayStation 2. Xbox production was slowed by manufacturing problems, but Microsoft delivered more units than expected. Robbie Bach had promised 300,000 units on launch day, but Microsoft delivered 400,000, all of which sold out.

				All the indicators looked positive for Microsoft. By the end of the year, Microsoft had shipped and sold another million hardware units. Customer demand remained high, so high in fact, that some retailers took advantage of the situation.

				Because they typically lose money on their hardware, console manufacturers are rigid about the price of their systems. Big stores, small stores, toy stores, department stores, discount stores, it didn’t matter—not even video game stores like Software Etc. or Electronics Boutique were allowed to slash console prices. Like the console makers themselves, the retail channel was giving away razors and selling blades: the games and peripherals, which had a much higher margin. With Xbox consoles in such high demand, many retailers put together bundles, requiring customers to purchase multiple games with their systems. According to research run by Arcadia Investment Corp., the average Xbox buyer spent $425 and purchased 3.3 games with their system.

				GameCube made its North American debut three days later, on November 18. Selling at $199, it cost $100 less than Xbox or PlayStation 2. Nintendo had an initial shipment of 450,000 consoles and shipped another 600,000 units by year’s end. Like Microsoft, Nintendo couldn’t keep up with demand.

				
				Nintendo had a lower hardware-to-software tie ratio. Arcadia Investment Corp. reported software sales of 2.7 games for every GameCube sold. Nintendo, however, didn’t worry about tie ratios quite as much as the competition. While Microsoft was reportedly losing as much as $100 on every Xbox sold, Nintendo lost only about $20 with each GameCube.

				Though only ten GameCube titles were available on the November 18 launch date, an eleventh title went on sale on December 3 and quickly rose to the top of the sales chart—Super Smash Bros. Melee, a button-mashing four-player free-for-all developed by HAL Laboratory.

				Tallying up sales in early 2002, it quickly became apparent that PlayStation 2 had pulled further ahead over the holidays. Having shipped approximately 18.5 million units in 2001, and 5.7 million consoles the year before, Sony had sold 24 million PlayStation 2s worldwide, compared to 2.4 million GameCubes and 1.4 million Xboxes. When asked how he felt about the Microsoft and Nintendo launches, SCEA’s Jack Tretton answered, “We outsold Microsoft and Nintendo over the holidays. If they’re going to catch up to us, I would have expected them to start doing it by now.”

				Always straightforward, but in this case openly skeptical, Electronic Arts vice president of corporate communications Jeff Brown summed up the market this way:

				
					This is a race with four laps around the track. As far as we’re concerned, Sony got one lap in before anybody else took off. I think it is going to be very hard if not impossible to beat Sony in this race, but we think that Microsoft has a viable entry.

					Just to torture the analogy, if Microsoft can get out of the blocks quickly and get a good start, they should finish respectably. They will come back with a respectable third.

					—Jeff Brown, former vice president of

					corporate communications, EA

				

			

		

		
			Skip Notes

			
				*1  With the success of the iMac and iPod, Steve Jobs was on his way to overtaking Gates as the leading icon of technology. With the releases of iPhone in 2007 and iPad in 2010, Jobs would become the face of popular technology.

			

			
				*2  The date of this press conference—Tuesday, May 21, 2002—is significant. The timing of this press conference is significant. It followed on the heels of Hiroshi Yamauchi’s April 28, 2005, announcement that he planned to step down as president of Nintendo Co. Ltd., naming Satoru Iwata as his successor.

			

			
				*3  The European and Australian releases of Super Smash Bros. Melee were delayed until May 2002.

			

		

	
		
		
			
			CHAPTER 6 ▶

			A RISING TIDE

			
				Tell me about Grand Theft Auto.

				[A reporter responds, “Your character in the game is a criminal in a city. You can steal cars and build a crime empire. When you get injured, you can steal a car and hire a prostitute to get your health back.”]

				And you think that is fun? How is that fun?

				—Former senator Joseph Lieberman (D-Connecticut)

				But each of your actions has consequences. Start shooting pedestrians and the cops will do their best to bring you in. Shoot a cop, and his buddies will call the FBI. Kill an FBI agent, and the military will pull out all the stops to take you down “with extreme prejudice.”

				—N’Gai Croal1

				Sony had more money and marketing. They had an eighteen-month head start. They had better games. Other than that, it was a fair fight.

				—Robbie Bach

				I’d give up my Ferrari and my office if Shigeru Miyamoto [creator of the original Mario and Legend of Zelda games] quit Nintendo to go work for Microsoft.

				—J Allard2

			

		

	
		
		
			
			Heaven on the Floor

			The Electronic Entertainment Expo has lost some of its original flash, but it’s still a spectacle. In its early days, companies like Sony, Nintendo, and Microsoft spent millions of dollars reserving floor space, building elaborate booths, and throwing enormous parties.

			The 2001 Electronic Entertainment Expo was a particularly memorable event, with two companies launching new consoles against the backdrop of Sony Computer Entertainment’s impressive second-generation library. The Los Angeles Convention Center, which had become the de facto home of E3, has two main show floors—the West Exhibit Hall and the South Exhibit Hall. Those were the areas where the companies built extravagant but temporary palaces. That was where attendees went to visit the likes of Microsoft, Nintendo, Sony, Konami, Capcom, EA, and Activision. Sony and Nintendo typically built their prefab fortresses in the West Hall, while Microsoft joined companies like THQ, Namco, and the now hardware-less Sega in the South Hall.

			These booths were big deals, with entire walls of TVs and acres of floor space. Electronic Arts festooned its booths with banners of famous athletes. Konami had a Jumbotron. And the sound systems…there was an unspoken competition to see who could drown each other out with the loudest explosions.

			The West and South Halls became Times Square in miniature. They were teeming with attendees packed tightly together. Busy days at E3 were as hard on your hearing are they were on your nerves: the constant boom of gunfire and explosions, the yelling, the crowds.

			And in the center of all the madness of E3 2001, industry veteran Jeff Castaneda sat as serene as a monk in a monastery in Rockstar Games’s celestial white show booth on the opposite side of the South Hall from Microsoft. It looked a little like an ashram, with its eggshell walls and hanging curtains.

			The booth wasn’t enormous in the sprawling, towering way of the Electronic Arts and Activision booths, but it was spacious. Rockstar was a rising force in the industry. It had published a lot of games, some of which received headline attention for violating moral taboos.

			
			Rockstar’s first game (created under the DMA Design moniker) was Grand Theft Auto (GTA). Released in 1997, GTA received worldwide attention, mostly from the anti-violence lobby. Educators, religious leaders, and politicians accused Rockstar of promoting violence and criminal behavior. Critics often lumped the original GTA with the game Postal as reprehensible twins, since they were both published in the same year.*1 It wasn’t that GTA was a bad game; it was that it was about bad people doing bad things. It was a game in which players stole cars and ran errands for underworld gangs.

			
				It opened the door for a new kind of gaming experience. People latched on to it.

				—Andrew Reiner

			

			The original Grand Theft Auto was a success, a million-seller. Other early games from Rockstar such as Wild Metal Country, Austin Powers: Oh, Behave!, and the PS2 launch title Midnight Club: Street Racing had not sold nearly as well. Even Rockstar’s Grand Theft Auto follow-ups—GTA: London 1961, GTA: London 1969, and GTA 2—weren’t as marketable as the original.

			Those first GTA games were played from a top-down perspective, with players controlling the action from the sky as their avatar stole cars, completed missions, and caused mayhem. At a time when politicians and ratings boards were cracking down on excessively violent games, especially criminal-style violence, Grand Theft Auto and Postal became the poster children for censorship and reform.

			Rockstar was a player, but not a top-tier player. It wasn’t a Capcom, a Konami, or an Acclaim. It was a young company with a handful of recognizable titles and the right person in charge of PR. Well known and well liked throughout the industry, Jeff Castaneda greeted journalists as they entered the booth, many of them visiting Rockstar as a courtesy and in a hurry to get to their next appointment.

			
			But Castaneda had two aces up his sleeve. In a corner pavilion, separated from the rest of the Rockstar lineup, he had two gritty, violent PlayStation 2 games set in urban environments, both filled with crime and destruction, both set in fully 3D environments.

			One of the games, the one that attracted the most attention, was State of Emergency, which showed panicked, rioting mobs. This wasn’t the first game to feature 3D worlds with a crowded backdrop of autonomous characters. Dynasty Warriors 2, a PS2 launch title in Japan, took place on crowded battlefields, but this was different. In Dynasty Warriors 2, players had to cross heavily populated landscapes fighting enemies who attacked. The enemies controlled the action. In this new game, players instigated the action. Pedestrians generally floated along the various locales until the player stirred up trouble and caused riots. The demo was stunning. It looked like the game was entirely about riling human herds into wild stampedes. As only two years had passed since the World Trade Organization riots in Seattle, mobs and riots occupied a space of interest in the American psyche.

			Though it wasn’t the most talked-about game at the show, State of Emergency left a memorable impression. Journalists visiting the Rockstar booth were less likely to remember the game playing on the station beside it, the game Castaneda kept pushing visitors to play. Compared to State of Emergency, this game had nearly empty sidewalks and cruder graphics. The characters’ faces looked blurred. The buildings and the cars looked good, but no one would call the graphics a breakthrough achievement.

			As he ushered people through his booth, Castaneda tried his best to promote both games. He needn’t have bothered. One glance at State of Emergency and most visitors were hooked. Unnoticed in the background, two of the people who had created the other game watched in disbelief. One of them was Leslie Benzies, the game’s lead designer. The second was Sam Houser, the game’s executive producer and the co-founder of Rockstar. The game they’d brought was the third entry in a series of games that had mostly vanished from the public consciousness: Grand Theft Auto III.*2

			
				
				The Game That Made Video Games Cool

				
					Blake Fischer had a good nose for big games that were early in development.

					He was like, “The next GTA is going to be a big deal. The guys at Rockstar want me to go to England and do a story on it.”

					I told him, “That means you’re going to be gone for a week, and that’s a quarter of our production time. You’re our primary previews guy. How do I lose you for a quarter of the cycle on one product? I can’t just send you there on the faith that they’re going to have something amazing to show us.”

					I tasked Blake with coming up with stuff that would impress me, so he gets me an animatic of a guy opening a car door and ripping the driver out. There was no explanation as to what it was. It could have been a cutscene. I had no idea how it worked in the context of a bigger game.

					I was like, “Okay. I’m looking at this, but what…?” You know, with no frame of reference around it, I was like, “I’m supposed to send you to the U.K. for a week? This is what’s supposed to convince me? You’re not going.”

					We could have had the world exclusive on GTA 3, and, of course, when the game comes out, it’s this amazing open-world game, and it blows up in a way that not anyone was prepared for.

					—Tom Russo, former editor in chief, Next Generation

				

			
				The video game industry had begun an evolution without anybody noticing—not the executives and evangelists at Microsoft, who continued courting top-tier Japanese game developers; not the industry analysts who predicted GameCube would likely outsell Xbox based on the popularity of the Mario and Zelda games; and not the journalists who spent E3 2001 fawning over Metal Gear Solid 2: Sons of Liberty.

				The focus of games was shifting. With the exceptions of the Donkey Kong Country games, all of the top-selling games for the Super NES were made in Japan. Except for two Mortal Kombat games and Disney’s Aladdin, the top-ten list for Sega’s Genesis came from Japan as well. The bestsellers for the original PlayStation included two Tomb Raider games, a Harry Potter, and a Crash Bandicoot, but nobody identified that as a trend.

				It wasn’t just that the Mortal Kombat and Tomb Raider games were made in the West; it was that they weren’t particularly “family friendly,” either. Sega’s Tom Kalinske had spotted the beginning of the trend without necessarily seeing how far it reached. Nintendo took a school-like approach—welcoming new generations of players the way schools receive new classes, and allowing older generations to outgrow their market the same way schools send graduating classes on. Under Kalinske, Sega took a department-store approach, offering something for everyone in an effort to attract Nintendo graduates. For players who lost interest in Sonic The Hedgehog, Sega offered them Madden NFL and Mortal Kombat.

				Then Sony announced that 57 percent of original PlayStation owners were eighteen years old or older. The industry listened, but few people knew what to make of that data.

				
					The relevant audience for video gaming has been expanding over time, as evidenced by the increasingly larger installed bases of hardware and increasingly higher peak revenue years. What began as a market for children with the Nintendo Entertainment System (NES) in 1985 has evolved into a mass market with revenues that rival movie box office receipts. Several milestones were reached in 2000, including the sale of the 100 millionth GameBoy system, and 60 million PSX’s [the original PlayStation] sold globally. In the US, the cumulative sales of 32/64 bit machines reached 40 million, the highest yet during any cycle. According to Sony’s cumulative data, about 57% of PSX primary users are over 18 years of age.3

				

			
				In 1998, Electronic Arts founder and 3DO CEO Trip Hawkins stated that the audience for his new 3DO Multiplayer game console would be the same people who read Playboy—that is, twenty years old and up, college-educated, and male. Most of the industry dismissed the comment as nothing more than “Trip being Trip.”

				In that same interview, Hawkins said he was unimpressed that Nintendo and Sega had sold some 40 million consoles in the United States. He envisioned a day when game consoles would be as common as VCRs.

				The difference between video games and video recorders was that VCRs were a mainstream commodity. Hawkins made that statement at a time when VCRs were nearly as ubiquitous as televisions and Blockbuster video rental stores were nearly as common as grocery stores. From ten-year-olds to octogenarians, most people had something they wanted to watch or record, be it family movies, Saturday morning cartoons, sports, or Masterpiece Theatre on PBS.

				In 1998, video games were seen as playing to a niche audience. Sega may have worked its way into the high school market and PlayStation may have found a home with the frat house crowd, but pandering to schoolkids and college students was still seen as far from mainstream. Mainstream Americans didn’t play video games all night; they drove Toyotas, read books, and watched Friends reruns.

				With the release of Grand Theft Auto III, the “Playboy reader” demographic started playing video games. Games had matured. Instead of featuring a mustachioed plumber running cross-country through the Mushroom Kingdom or a speedy blue hedgehog in the Emerald Hill Zone, GTA 3 followed the exploits of a bank robber who was betrayed, shot, and left for dead. The game took place in New York–inspired Liberty City, a 3D environment with streets and pedestrians, cars and traffic, stores and gangsters, cops and sex workers. Players could explore the vast cityscape by foot or hijack a car and go for a joyride. Instead of seeking coins or rings to restore their onscreen character’s health, GTA 3 players picked up heart-shaped health pickups or hired sex workers. Those wishing to replenish their health for free could simply use their cars to run over the sex workers after receiving their services.

				
				There was something about the way that game delivered freedom. Being able to walk around and drive through an open world that in some ways felt fairly quotidian, sort of modeled in its own way on the real world. You’re listening to radio stations that are in your car that are playing the same songs you might listen to on the radio in your own car. You’re living this outlaw life, and the world responds to you. Pedestrians respond to you, and the police respond to you.

					There are missions, but it’s not levels and goals in the way that you saw in traditional games. It felt like this place you could go to. I think that was powerful and intoxicating for people.

					—N’Gai Croal

				

				
					We had gone into mature themes which only Western developers could do. I don’t think the Japanese wanted to or cared to or were creative in these elements to be able to do this. It felt like all of a sudden, games were portraying lifelike R-rated movies that you wished you could play as a game with mature themes, with controversial violence…gratuitous violence.

					As you well know, there were fast cars, guns, prostitutes, shady characters. I don’t think we’d ever seen anything like it.

					—Peter Moore

				

			
				When he made his games, Nintendo’s legendary Shigeru Miyamoto believed in creating the game’s landscapes first, then searching for activities they presented. If ever a series of games shared that philosophy, it was Houser’s Grand Theft Auto series. With unique cars to steal, some neighborhoods with chop shops and red-light districts, and others with upscale businesses and police stations, each locale presented its own enticing possibilities.

				Grand Theft Auto III exemplified another of Shigeru Miyamoto’s golden rules: it was huge and generous, offering hidden rewards and surprises around every corner. Nintendo’s best games, those like Pokémon, Zelda, Mario, and Metroid, take place in enormous worlds and present players with surprises. Just when you think you’re finishing the game, new and totally unexpected challenges arise. Only the most fanatical players unlocked every secret in Mario’s worlds or caught every Pokémon. Sony, likewise, packed so many virtual models of real-world cars into every Gran Turismo game that only the most dedicated drivers could ever hope to drive them all.

				The first surprise with Grand Theft Auto III was the sheer size of its landscape. As the game began, players found themselves in a single borough of Liberty City. By 2001 standards, that first borough represented a fairly good-sized map. As the game progressed, players escaped a jealous mob boss, thus opening two more boroughs. The game quickly went from good-sized to enormous, and each new borough brought a trove of new possibilities.

				Like real cars, the cars in Grand Theft Auto III had radios. Like radios in real cars, the radios in GTA 3 cars had multiple stations offering both talk and music selections. Then there was the voice acting. Rockstar quietly hired a higher tier of Hollywood talent than players were used to. Other companies had published games starring Bruce Willis (Apocalypse) or Aerosmith (Revolution X) or Phil Hartman (Blasto), but in those games the actors were touted as a reason for buying the game. The voice talent in GTA 3, which included respected second-tier actors like Kyle MacLachlan (Twin Peaks), Robert Loggia (Scarface), and Sopranos stars Frank Vincent and Joe Pantoliano, was hardly ever mentioned.

				Rockstar delivered, and the critics responded.

				
				The game is riddled with a breadth of goodies starting with the Mafioso rags-to-riches story, high-quality music, telling cutscenes, and not ending with its giant, bristling extraordinarily complex landscape.

					—Douglass C. Perry, IGN4

				

				
					While the missions in GTA 3 are fun and sometimes wickedly challenging, there’s also a great deal of fun to be had by simply exploring the world around you. Rockstar and DMA Design have obviously spent a lot of time adding tons of little touches to the game that, while almost completely unnecessary, make the world seem like a living, breathing place. Lots of little side missions are included, triggered by jumping into a specific vehicle. Stealing a taxi will let you pick up passengers and deliver them for cash. Jacking a cop car lets you embark on vigilante missions to clean up the streets by killing specific criminals. Fire trucks and ambulances also have their own specific missions.

					—Jeff Gerstmann, GameSpot5

				

				A number of critics praised GTA 3 for its sense of humor, but not everyone was amused. Having called for congressional hearings to investigate the over-the-top violence in the Mortal Kombat games in 1993, Senator Joseph Lieberman was incensed by the criminal behavior depicted in Grand Theft Auto III.

				
					The content of many games is becoming more vivid, violent, and hurtful to our children. This relatively small but highly popular minority of games, as Dr. Dave [Dr. David Walsh of the Institute on Media and the Family] has pointed out and shown us graphically, is not just pushing the envelope, they are shooting, torturing, and napalming it beyond all recognition and beyond standards of decency, certainly well beyond what every parent in America would want his or her children to be stimulated by…to be watching or playing.

					
					A very troubling, I’d say infuriating trend in these games is the extent to which women are the new target of choice in the most violent of the video games.

					All of this says to us that it may be time for a new round of Congressional hearings to focus public attention on this problem, to raise parental awareness of its consequences and to find some solutions.

					—Joseph Lieberman6

				

				In Australia, the Office of Film and Literature Classification slapped a “Refused Classification” rating on GTA 3, officially banning sales of the game. According to the office’s director, Des Clark, the classification was given “on the grounds of sexualized violence.”

				Back in the United States, a $246 million lawsuit was filed against Rockstar, Sony Computer Entertainment America, and Walmart when stepbrothers William Buckner (age sixteen) and Joshua Buckner (age fourteen) of Newport, Tennessee, were arrested for firing .22-caliber rifles into traffic on Interstate Route 40, killing forty-five-year-old Aaron Hamel and severely injuring nineteen-year-old Kimberly Bede. After unsuccessfully attempting to have the suit heard in local courts, the families of the victims dropped the suit.

				Despite attacks from civic and religious leaders, despite otherwise favorable reviews being prefaced with warnings about “appropriate audiences” and “reprehensible criminal behavior,” and despite an MA rating from the Entertainment Software Rating Board, Rockstar sold 635,000 copies of Grand Theft Auto III between October 22, 2001, and the end of November. By the end of December, more than 1.9 million copies had been sold in the United States. GTA 3 was the top game of the year. Madden NFL for PS2 came in second, with 1.65 million copies sold.

				
				Grand Theft Auto even brought back some lapsed gamers; there was such a buzz about it.

					When something is bubbling up into the consciousness and becoming undeniable…that’s what was happening with Grand Theft Auto.

					I had friends who hadn’t touched a console in a while; then they either saw it at a friend’s or heard about it. A few of them got consoles to play that game. The people I’m thinking about specifically would just sit on the couch, smoke a joint, and just drive around creating mayhem until they hit five stars. The police took them out, and then they would just start again.

					—N’Gai Croal

				

				Halo: Combat Evolved and, more important, Halo 2 were the catalyst that brought console games online, but Grand Theft Auto III defined an entire generation of video games*3 as much as any game before it, as much as Super Mario Bros. defined the NES era and even more than Tetris defined the handhelds. Grand Theft Auto III and the GTA games that followed removed the “nerdy” stigma that had long haunted games, opening the door for a new audience that had previously ignored or possibly outgrown video games.

				
					Video games were considered a fad. I came out of Chicago once after attending CES [the Consumer Electronics Show], and I was flying back to London. I sat next to this guy and he started chatting with me. Now, I’ve never met this guy before in my life, and he said to me, “What do you do?”

					
					I said, “Video games,” and he turned his back on me and he went, “One of those.”

					Today you say to people that you’ve done video games and they go, “That’s really interesting! Wow! Tell me about it.”

					—Rod Cousens

				

				Critics compared game designers Dan Houser and Leslie Benzies to movie directors Martin Scorsese and Quentin Tarantino. Rockstar would go on to release two more GTA games for PlayStation 2 and Xbox, Grand Theft Auto: Vice City and Grand Theft Auto: San Andreas.

			

			
				So Long to Sonic

				
					We came back from E3, and Peter Moore calls up from Sega and says, “Hey, Robert, I’m going to be in town. Do you want to get together?”

					He’s obviously meeting with Nintendo.

					I said, “Sure.” Peter and I had gotten to be pretty good friends at that point.

					He comes over and he says, “So, here’s what our data tell us. Our data tell us that consumers don’t care about your platform, developers aren’t developing for it, and it’s going to be too expensive and not sell well. Other than that, you’re in great shape.”

					—Robbie Bach

				

				Peter Moore could see the writing on the wall at Sega.

				The company’s profits were down. Sega lost ¥1.78 billion (about $14 million in 2002 dollars) the year before. Now that the Dreamcast was officially discontinued, the layoffs had begun. Platform manufacturers need larger marketing and administrative teams than software publishers.

				
				Sega had begun publishing games on PlayStation 2, Xbox, and GameCube, but the Sega brand didn’t carry the same cachet on other systems that it had on its own hardware. Panzer Dragoon Orta, the long-awaited fourth installment of an iconic Saturn series, didn’t clear 150,000 units in the United States despite nearly universal praise among critics. Of all of the games Sega released in 2002, only two broke the 500,000 threshold—Sonic Adventure 2 on GameCube and Virtua Fighter 4 on PlayStation 2. Across all platforms, Sega released fifteen games in 2002 and sold a combined 5,865,000 copies.

				As he always did, Peter Moore put on a good show at E3. The press loved him. He’d earned the respect of industry executives as well, but, having told Sonic creator Yuji Naka to “f*** off,” he’d burned bridges with Sega of Japan.

				
					Just before Christmas 2002, I got a call from Robbie Bach and then a subsequent call from Steve Ballmer. I went up to Seattle for lunch with Steve in early January of 2003. It didn’t take me long to figure out that this was a role that I was excited about.

					I accepted the job.

					My first day on the job was February 1, 2003.

					—Peter Moore

				

				Shortly after Moore left the company, Sega of America vice president Mike Fischer went to Japan to discuss ways the company could keep up with evolving Western tastes. He brought up Grand Theft Auto III and explained that the market was aging. He said the people who’d grown up with Sonic were now in their twenties. Many were attending college, and they wanted more “sophisticated” games.

				Unlike Peter Moore, Fischer was fluent in Japanese. He’d lived in Japan and worked in Namco’s Tokyo headquarters. His wife was Japanese. Fischer made his case without a translator editing his words for politeness as he spoke with Yuji Naka (creator of Sonic The Hedgehog and NiGHTS), Yu Suzuki (creator of Shenmue and Space Harrier), and Hisao Oguchi (creator of Crazy Taxi and Virtua Tennis). Convincing Oguchi was particularly important, as he would replace the current president of Sega after the merger with Sammy Corporation in 2003.

				
				Like Moore before him, Fischer found Sega of Japan resistant to change.

				
					The story I had heard…I believe I heard it from him, was that Yuji Naka had always wanted to work at Nintendo and didn’t make it and came to Sega instead. During his time at Sega, he was one of the people who believed the most in that Nintendo ethos that games should be family-friendly entertainment.

					I remember once making the case that Sega needed to be open to making mature-themed games, and Naka being so upset, literally having little fluffy spit bubbles at the corner of his mouth, saying, “You just want us to make porn! Is that what you’re saying?”

					—Mike Fischer

				

				Like Moore, Mike Fischer joined Microsoft’s Xbox team in 2003.

			

			
				Dark Days in the Mushroom Kingdom

				
					Sometimes a company is severely out of tune with what the market wants. You can say that for Nintendo with the GameCube. You can say that for Nintendo with the Wii U.

					Sometimes you have a company being 100 percent in tune with the market. Look at the Switch, or look at the Super Nintendo at the time.

					It’s so weird, and it has oftentimes nothing to do with the technical capabilities of the system.

					—Julian Eggebrecht

				

			
				Starting in February 2000, Nintendo of America underwent a changing of the guard. On February 14, NOA chairman Howard Lincoln stepped down to become the full-time CEO of the Seattle Mariners Major League Baseball team. Lincoln, who’d been with the company since its early days of importing arcade games, had long been the corporate face of Nintendo in the United States. He’d been a good spokesperson—respectable, intelligent, and armed with a sharply sardonic wit.

				Minoru Arakawa, the president of Nintendo of America and son-in-law of Nintendo chairman Hiroshi Yamauchi, assumed Lincoln’s responsibilities for the interim. He must have felt abandoned without Lincoln in the next office. Lincoln had been part of the NOA team since 1981, when Arakawa first hired him as outside legal counsel.

				“Now Nintendo of America is on track to post its best financial results ever in the fiscal year ending in March, amid continued strength in the company’s Nintendo 64 player line and a rush by children to play Pokémon games on handheld Game Boys,” Lincoln told the Wall Street Journal.7

				
					By the time that took place [Lincoln’s retirement], I think Arakawa and Lincoln were wistfully thinking about the good old days when Sega was all they had to worry about, and Sony and Microsoft weren’t beating down the door.

					—Mike Fischer

				

				Lincoln retired a month before PlayStation 2 launched in Japan. Expressing confidence that Nintendo’s next console (still referred to as “Dolphin” at the time) would be a success, he told Wall Street Journal reporter Jim Carlton, “I think I’m going out at the right time.”

				He was, and he wasn’t.

				Lincoln’s image was conservative, corporate, and more than a little stodgy. He was an executive you could set your watch by. He presented an image parents could appreciate: the clean-cut chairman of a company marketing toys to their kids. But now the market was aging, and the young Turks at Sony were hip and trendy—tailor-made for the new wave of college-age consumers. Lincoln represented the respected old school; Kaz Hirai and Andrew House were the new school.

				
				Nintendo was kid-friendly. American kids collected copies of Nintendo Power as if they were comic books. Sony published a magazine as well—Sony Style. The name fit the electronics giant’s chic image. Sony operated a chain of upscale Sony Style retail outlets as well. And Sony also owned movie studios. The James Bond movies were released by Sony-owned United Artists.

				Hoping to add a little glitz to its toy company image, Nintendo of America held a Hollywood bash to promote its 2002 holiday lineup. Celebrities attending the event included singer Christina Aguilera and actors Leonardo DiCaprio, Colin Farrell, and Alicia Silverstone. Having recently appeared in the first Fast and Furious movie and a surfing movie called Blue Crush, a young Michelle Rodriguez attended the event almost unnoticed. Sitcom stars Matthew Perry and Zach Braff were other attendees.

				
					We did a big launch event down in L.A. with Hollywood celebrities because we were trying to ensure that we would appeal to a larger audience instead of being pigeonholed as just a toy or just for kids.

					I remember Christina Aguilera because there was a picture of Perrin and me with her that ran in either Billboard or Variety…one of them. Perrin kept trying to get a picture with Leo DiCaprio, but he shrugged her off because he wanted to play the games.

					—Beth Llewelyn

				

				Nintendo put on its red-carpet event on October 24. On the surface, Nintendo seemed stronger than ever. The GameCube games on display looked great and played well. But behind the scenes, Nintendo was falling further and further behind.

				
				First year [GameCube] sales in the US totaled approximately 1.2 million units, exceeding expectation but finishing the year out-of-stock at retail. Nintendo struggled with supply issues until June 2002, when retailers received volume shipments to support the price reduction of $149 announced at E-3. For the full year, GameCube unit sales reached 2.35 million units in the US (per NPD Funworld), approximately 1.2 million in Europe (per International Development Group) and 1.2 million in Japan (per Media-Create). Software sales in the US totaled 13.2 million units, with some 4.2 million in Europe.8

				

				Nintendo spent most of 2002 unable to keep up with demand for GameCube, and then there was the newly released Game Boy Advance. Nintendo of America sold 7 million GBAs and 24.3 million GBA cartridges that year. GBA was an especially attractive platform for games targeting younger audiences with Nickelodeon- and Disney-themed franchises. As John Taylor, chief analyst at Arcadia Investment Corp., pointed out, “Many publishers viewed GBA as an attractive and low risk way to leverage properties, as games typically cost well under $1 million to produce, compared to disk-based games at several times that amount.”9

				
					For Nintendo, it’s the one-two punch of Advance being synergistic with GameCube. There will be more and more games that use the two and plenty of titles that will be wonderful on either platform on their own.

					There’s been absolutely no indication that they have a keen interest in networking or wireless games or networked gaming for the foreseeable future.

					—Richard Doherty,

					chief analyst, Envisioneering

				

				On January 8, 2002, Minoru Arakawa, president and founder of Nintendo of America, announced that he was retiring “effective immediately.” Arakawa, who had founded NOA at the age of thirty-three, was fifty-five years old when he retired to live on the beaches of Maui.

				
				After twenty-two years in a very, very hard-driving, competitive business, Mr. Arakawa is truly looking forward to Saturdays in someplace other than the office.

					—Peter Main

				

				Arakawa’s abrupt departure left an enormous hole: not only had he been the president of Nintendo of America, he’d also been Howard Lincoln’s interim replacement as chairman.

				Less than one month after Arakawa’s retirement, executive vice president of sales and marketing Peter Main, the last remaining member of NOA’s old-guard leadership, retired as well. Having started with Nintendo of America in 1987, Main was a fixture in the video game industry.

				Unlike the soft-spoken Minoru Arakawa and the somewhat reclusive Howard Lincoln, Main was verbose and outspoken. Interviewing Main was an exercise in etiquette. He allowed reporters to ask a first question, then generally launched into a stream-of-consciousness monologue that lasted until the reporter ran out of time. However, his filibusters were often laced with solid information. Main was a pro who knew the industry inside and out because he’d helped rebuild it from the rubble of the Atari generation.

				Arakawa’s sudden departure was mysterious. Rumors arose. Some people wondered about his health. Others thought his retirement might have something to do with the notoriously bad relationship he had with his father-in-law, NCL president Hiroshi Yamauchi. A more likely explanation was that he took the blame for Nintendo’s declining share of the American console market. N64 had finished its generation in second place. More and more, it looked like GameCube would wind up in third.

				Sony came into this generation with the incumbent’s advantage. Having won the last generation, the PlayStation brand was well established. And now that its console had been on the market for an entire year, Sony no longer had inventory problems.

				
				Falling behind Microsoft was another story. A relative newcomer to games, Microsoft managed to elbow Nintendo out of its way in the U.S. marketplace. By the time Arakawa announced his retirement, Xbox had a 200,000-console lead over GameCube.

				In Japanese corporations, CEOs and presidents often sacrifice immediate underlings to preserve their own reputations. When Virtual Boy imploded in 1996, Hiroshi Yamauchi blamed the failure on Gunpei Yokoi, the father of Game Boy and the dean of Nintendo’s engineers. Yokoi spent a year in Nintendo’s doghouse, then left the company.

				With Arakawa, Lincoln, and Main out of the picture, a game of musical chairs ensued. Tatsumi Kimishima, previously the president of Pokémon USA, replaced Arakawa as president of NOA. Nintendo of Canada president Peter MacDougall replaced Peter Main. Main and MacDougall had completely different styles of management. Main was loud and impatient. MacDougall was cut from the same quiet mold as Howard Lincoln. He was soft-spoken and precise.

				Behind the scenes, Nintendo had entered a tailspin. Its inability to keep up with demand for GameCube hardware translated into diminishing market share.*4 Shoppers looking to purchase a GameCube sometimes opted for the PlayStation 2, which was always in stock and had the largest library of games.

				Sony sold 8.5 million PS2s in the United States in 2002, 6 million in Europe, and another 3.7 million in Japan. By the end of 2002, 38 million people would own PlayStation 2s worldwide. Only 7.2 million people owned GameCubes. The lead Sony acquired with its one-year head start kept getting wider.

				In Japan, the games market remained as eclectic as ever. The top five games of 2001 were Final Fantasy X (PS2), Gran Turismo 3: A-Spec (PS2), Dragon Quest Monsters 2 (Game Boy Color), Dragon Quest IV (PlayStation), and Onimusha:Warlords (PS2).*5

				
				In Europe and North America, however, the market had changed. With 475,000 copies sold, Grand Theft Auto III was the bestselling PS2 game in England. The European market had matured along the same lines as the American market.

				Rockstar released Grand Theft Auto: Vice City on October 29, 2002, selling more than 4.4 million copies in the United States and another 1.3 million in the United Kingdom. The PlayStation 2’s exclusive hold on new Grand Theft Auto games ended in May 2002, when Rockstar released a Windows-compatible version of GTA 3. In October 2003, Rockstar released Xbox versions of both GTA 3 and Vice City, and suddenly GameCube became the only console not supporting the most popular series in video games.

				
					We saw GTA 3 as the kind of game that would never be on a Nintendo platform, at least at that time. We were more thinking, “Wow, I can’t believe they’re doing that in a game.”*6

					—Beth Llewelyn

				

				By the end of 2002, Sony had shipped 38 million PlayStation 2 consoles. GameCube still had a slight lead over Xbox worldwide—7.2 million to 6.4 million, respectively—but that was only because Xbox was virtually shut out in Japan. Xbox outsold GameCube in the United States and Europe.

				Apparently unable to come to terms with crime-themed games like Grand Theft Auto, Nintendo made an ill-conceived attempt to change its image by expanding into the survival-horror genre.*7 In November 2002, Nintendo and Capcom established a new alliance that resulted in the Osaka-based developer announcing five games for GameCube, including the highly anticipated Resident Evil 4.*8 Nintendo also published a survival horror game of its own, Eternal Darkness: Sanity’s Requiem, a game featuring ultra-bloody hallucinations called “sanity effects.” When players allowed their avatar’s sanity meters to get too low, they were treated to scenes of their characters dying in particularly gruesome ways.

				
				Nintendo’s alliance with Capcom quickly crumbled. Afraid of alienating Sony’s ever-growing PS2 market, Capcom broke ranks with Nintendo, announcing that a PlayStation 2 version of Resident Evil 4 would be released nine months after the GameCube version. Resident Evil 4 was released in 2005; by that time Sony had shipped nearly 80 million PlayStation 2 consoles worldwide. In the end, “GameCube exclusive” Resident Evil 4 sold better on PlayStation 2.*9

				
					We paid attention to market share, but Japan…they didn’t want to dwell on it. I don’t know how to articulate it. There were certainly plenty of analysts and other folks out there who said, “Nintendo, you have great IP. You should give up on hardware and just do software and put it on other platforms.” There was a lot of talk about that.

					And Nintendo…It was not in their DNA to do that, certainly not at that time.

					—Beth Llewelyn

				

				Next came an unexpected defection. In early September 2002, Ken Lobb left Nintendo to join Microsoft Game Studios. Lobb was the longtime head of Nintendo of America’s Treehouse, the talented team that localized games for the U.S. market and optimized first- and second-party game designs. Lobb’s departure left a notable void at Nintendo. Not only had he become one of the company’s top spokespeople, but he also worked closely with its most important second-party publishing partners, especially Rare. The Klobb, a submachine gun in the N64 hit GoldenEye 007, was named after him.

				
				Ed Fries recruited Ken.

					He was very unique within Microsoft. Microsoft was just learning how to be a games company, right? We didn’t have that dyed-in-the-wool games industry DNA, and Ken was a huge add because he had so much experience. He was so valuable to me when I was running Microsoft Game Studios, and I think he was really good for Ed.

					He brought great perspective and experience with respect to game development. He wasn’t always right, but nobody is when it comes to game development.

					—Shane Kim

				

				On September 4, 2002, Rare Ltd. followed Lobb, leaving Nintendo and joining Microsoft. Rare had long been Nintendo’s most important publishing partner.*10 When Nintendo released the NES, it was British-based Rare Ltd. that discovered the processor’s ability to handle split-screen action. Slalom, the first game on the NES/Famicom to offer a split-screen versus mode, may have been published under the Nintendo label, but Rare created it. Donkey Kong Country, the game that put Nintendo back on top during the last years of the 16-bit generation, was made by Rare. So was GoldenEye 007, the third-highest-selling game on Nintendo 64 and by far the most successful console-based first-person shooter of its generation.

				In the beginning, the Nintendo/Rare relationship had been more than productive; it had been nearly symbiotic. Rare’s combination of technological know-how and design creativity had taken the NES to new heights and given Nintendo a win in the SNES generation. Nintendo, in turn, had made Rare’s founders, the Stamper brothers, extremely wealthy men. Realizing the importance of the relationship, Nintendo had purchased a minority stake in Rare based on the success of Donkey Kong Country. After the release of GoldenEye 007 in 1997, Nintendo upped its stake in Rare to 49 percent.

				
				Nintendo didn’t buy complete studios at the time. They typically bought part of the company so that they basically had complete control over the company, but also not to invest too heavily into it.

					They made us (Factor 5) an offer along those lines in, I believe, 2002, after Rogue Leader came out.

					—Julian Eggebrecht

				

				Having created four of the top ten games on N64—GoldenEye 007, Donkey Kong 64, Diddy Kong Racing, and Banjo-Kazooie—Rare inexplicably faded from the picture as Nintendo prepared to launch GameCube. In September 2002, Nintendo released Star Fox Adventures, a game in which Arwing pilot Fox McCloud lands on a primitive planet and undertakes a Legend of Zelda–style adventure. Originally designed as Dinosaur Planet for the N64, Star Fox Adventures was the only Rare product ever released for GameCube.

				Microsoft acquired Rare Ltd. on September 24, 2002, for $375 million.

				
					We came to a point at which we felt that we needed Nintendo to buy us out in order for us to do what they wanted us to do.

					Nintendo had the opportunity to purchase Rare. At the time when the transaction could have taken place, they came to us with a restructured deal that we rejected.

					—Joel Hochberg,

					co-founder, Rare Ltd.

				

			
				The buyout gave Microsoft one of the world’s most recognized game designers, Tim Stamper.*11 During the Super NES/Super Famicom era, a time when the names of game designers were just starting to become public, Tim Stamper may well have been the best-known console game designer outside of Japan.*12 He was widely considered a creative genius. Within the industry, however, he also had a reputation for being a bit temperamental.

				
					At the one level, the buying of Rare went fine. I mean, it wasn’t a particularly contentious transaction, other than they got…those guys, if you want to talk about people who were iconoclastic. Those guys were.

					They had their sort of like bunker in the middle of England surrounded by a berm so nobody could see what they were doing.*13 You know, guys who were working on one game weren’t allowed to see the other game.

					They had a very unique culture. That was challenging for us to figure out how to…how to manage that and work with it.

					—Robbie Bach

				

				The acquisition didn’t include the company’s iconic library. Rare’s Donkey Kong Country games remained with Nintendo; Shigeru Miyamoto created the character for the 1981 arcade game of the same name. None of the characters Rare created in its extended Donkey Kong universe went to Microsoft, with one exception: Nintendo allowed Rare to keep Conker the Squirrel.*14

				
				“We kept [the rights to] Killer Instinct, Banjo-Kazooie, Conker, and a number of other character sets that were not a part of Nintendo,” Hochberg told Game Informer magazine. “That includes Battletoads, Blast Corps, and Perfect Dark.”10

				
					Rare is one of those rare studios that has multiple successes. There are very few of those kinds of studios around.

					—Phil Spencer, former general manager,

					Microsoft Game Studios

				

				The buyout announcement included a promise from Rare to release five Xbox games over the next two years. Like many of the great game publishers, however, Rare had a reputation for missing deadlines. Asked about that reputation, Rare co-founder Joel Hochberg responded, “Maybe we haven’t been the most punctual, but our games were certainly the best when we got them to the marketplace.”

				Journalists and gamers treated Rare’s departure as a historic turn, but behind the scenes, Nintendo executives didn’t seem especially concerned.

				
					I was at a Napa Valley event hosted by Ziff-Davis, and I ended up sitting next to Howard Lincoln. I was at Xbox at the time.

					I made mention of the fact that Microsoft had acquired Rare, and Howard goes, “Thank you so much for taking that off our hands.”

					He thanked us!

					I was a little bit worried that he might be upset that we stole this studio out from underneath them, but he was grateful.

					—Mike Fischer

				

			
				By the end of its first full year on the market, GameCube’s fate was sealed. It wasn’t a lack of games that condemned GameCube to third place. During his E3 presentation, Peter MacDougall vowed, “We will launch more major franchise titles in the next nine months than in any nine-month period in Nintendo’s history.” Nintendo lived up to that commitment. Over the next nine months, Nintendo released a Mario adventure, a Metroid, a Mario Party, a Star Fox, and an Animal Crossing for GameCube. Sega released a GameCube version of Sonic Adventure 2, and Capcom ported two Resident Evil games to the console. Nintendo delivered on all of its promises, but…

				In retrospect, Nintendo may have damaged an important franchise by placing Fox McCloud in Star Fox Adventure. McCloud had only appeared in flight games prior to that. The game sold more than a million copies, but it wasn’t a system-seller.*15 Two years later, when Nintendo released Star Fox Assault, with a still largely landlocked Fox McCloud, Planet GameCube’s Billy Berghammer responded by writing a review of the game in the form of a letter from Fox McCloud to Star Command. In the letter, McCloud informs his superiors that his unique piloting talents are being wasted and he will quit if they keep sending him on ground missions.

				Nothing seemed to fall into place for GameCube. Even great games failed to improve hardware sales in a notable way. The GameCube version of Animal Crossing was a critical triumph. Nintendo sold more than 2 million copies of the game worldwide, but the game appealed to the Nintendo hard core. Most of the people who got excited about games like Animal Crossing and Mario Party already owned a console. Gorgeously rendered and filled with great puzzles, Metroid Prime undoubtedly sold some consoles, but it had nowhere near the draw of a Halo or a Grand Theft Auto III.

				And then there was Super Mario Sunshine, the first game directed by Yoshiaki Koizumi, a longtime acolyte of Shigeru Miyamoto. Given the opportunity to shape the Mario franchise as he saw fit, Koizumi chose to send the world’s most famous plumber sightseeing on a tropical island armed with a pressure washer. With the FLUDD (short for Flash Liquidizer Ultra Dousing Device) strapped to his back, Mario could levitate over evil oil spills while battling enemies both familiar and new.

				
				Critics praised the game and sales were strong at the start, but Super Mario Sunshine had a laundry list of problems, some big, some small. It had recurring camera issues, a problem plaguing many 3D games at the time. On one level, as Mario scaled a cliff, the camera would rotate behind the mountain, forcing players to continue blind.

				
					Unfortunately with its fiddly controls, ambiguous stage goals, and a demanding, frequently unfair difficulty, Super Mario Sunshine failed to deliver on the promise of its predecessor [Super Mario 64]. It’s not uncommon these days to hear Super Mario Sunshine maligned as a tragic misstep or, even harsher, referred to as the lowest point in the franchise’s history.11

					Mario Sunshine was not well executed. It’s okay in the beginning. It’s very ambitious at the beginning, but then it falls apart pretty badly in the later stages of the game.

					Terrible camera problems. Terrible camera problems.

					I absolutely loved the innovation around the water sprayer. And, of course, Splatoon, years later, they actually used that for a much better game than Mario Sunshine.

					—Julian Eggebrecht

				

				Xbox launched internet-ready, and Sony soon began selling an internet kit, but Nintendo stubbornly refused to join the online world. Its executives claimed they saw no value in going online. When Nintendo entertained questions at E3 2005, the first question asked was, “Has Nintendo discovered the internet yet?”

				Nintendo’s situation went from bad to tragic when Peter MacDougall’s tenure as vice president of sales and marketing was cut short by pancreatic cancer. He stayed a year, but ultimately resigned in 2003.

				
				Peter was well on his way to getting things going when he fell ill. It was a horrifying thing to watch because he was beloved…so kind, so smart, and so determined.

					He would come to the office regardless and do his very level best.

					—Perrin Kaplan

				

				In March 2003, Nintendo released a game that elevated GameCube’s prestige among its loyal fans—The Legend of Zelda: The Wind Waker.*16 This was the same Legend of Zelda game fans had so derided at Space World two years earlier—the infamous “Celda,” the cel-shaded Legend of Zelda with the preteen Link. Now that gamers could actually play it, their reaction unanimously reversed.

				
					The cartoony presentation shocked gamers when Nintendo unveiled it for the first time, and sure enough, some longtime Zelda fanatics even swore off the franchise because of it. But whether one’s in favor of the graphics choice or not, there can be no disagreement over Nintendo’s triumphant execution of it.12

				

				The combination of cel shading and GameCube’s powerful GPU opened the door to communicating emotions on a never-before-seen level for Nintendo. Suddenly Link, the hero of the Zelda franchise, had an expressive face. The lighting effects and animation style gave the game a more cinematic sensibility. The Wind Waker looked like crudely drawn anime, but it had emotion. Link looked heroic when he sailed his tiny boat across the vast ocean. He looked childlike and oh so vulnerable when he faced bosses who stood two stories tall.

				
				Then there were the battles. Ganondorf had been huge and scary in The Legend of Zelda: Ocarina of Time, but that was just a precursor to the bigger, faster, and more freewheeling battles in Wind Waker.

				With Wind Waker, Nintendo rewarded its legions of followers for their loyalty. And the Nintendo elite were about to enjoy another victory—with Peter MacDougall exiting the company, Nintendo’s corporate face was about to change.

				Unlike MacDougall, Nintendo’s next senior vice president of marketing and sales had no history in video games. His background included a stint as the senior vice president of marketing and new concept management at Panda Management (the parent company of the Panda Express restaurant chain), two years at the Guinness Import Company (the American arm of the Guinness Brewery), and another two years with the MTV Networks/VH1 cable channel. His name was Reggie Fils-Aimé.

				
					Arakawa and Lincoln and Main and that generation left, and then Reggie came in.

					He wasn’t a games guy, and we were all super skeptical. “Here comes another suit from outside the industry. Doesn’t know where we are coming from. Doesn’t understand content. Nintendo being a Japanese company, he’ll be gone in a year.”

					—Mike Fischer

				

				Forty-two years old, standing six foot one and possessing a B.S. degree in applied economics and management from Cornell University, Fils-Aimé was younger, larger, and more imposing than Peter Main or Peter MacDougall. Howard Lincoln and Minoru Arakawa were unassuming men; you might not miss them when they stepped out of the room. There was no ignoring Reggie Fils-Aimé.

				Behind the scenes, he was as soft-spoken as Arakawa or MacDougall, making him the complete opposite of Peter Main. Main was a buttoned-down East Coast–style executive who insisted on team members dotting their i’s and crossing their t’s. But Fils-Aimé, a Madison Avenue bull entering a West Coast culture, was exactly what Nintendo of America needed.

				
				They were two very different people with very different styles in very different eras.

					What Howard [Lincoln] and Mr. Arakawa created was a family. When Reggie arrived, he was entering the family, and the family dynamic changed a bit. He definitely brought more of a corporate perspective and structure.

					When Reggie came, he did what needed to be done and that was to turn it into a company, a corporation. He challenged me in ways that I hadn’t been challenged.

					—Perrin Kaplan

				

				As E3 2004 rolled around, outsiders may have thought that Nintendo was in a state of collapse. Sony announced plans to hold its pre-show press conference in Nintendo’s traditional timeslot, and Nintendo meekly stepped out of the way. Nintendo’s image changed, however, the moment its press conference began. Instead of stodgy Howard Lincoln or fast-talking Peter Main stepping onto the stage, the audience got, “My name is Reggie. I’m about kicking ass. I’m about taking names, and we’re about making games.”

				
					He won over such a skeptical cynical audience and earned respect both in America and in Kyoto. It was really remarkable…really amazing.

					—Mike Fischer

				

				Reggie Fils-Aimé’s new image was largely smoke and mirrors. Studious and somewhat introspective in private, he wasn’t given to bluster. In one-on-one interviews, he was less aggressive than Lincoln and far less bellicose than Peter Main. His “Regginator” persona was based on his size and a good bit of creative writing.

				
				It’s a very American thing for employees to want to know, “What are our goals? Where are we going?”

					Reggie brought that, and we thought with his powerful nature, we needed to do a reset. That’s where Don [Varyu, of Golin/Harris PR] and the rest of us worked through the “Hi. My name is Reggie kicking ass and making games” and “the Regginator.”

					—Perrin Kaplan

				

				
					When it came to E3, we wanted him to make an impact…to make a statement. We have a new guy and he’s here and he wants to stand up and talk to you about Nintendo. We wrote the speech.

					I remember working on that…you know, “Taking names and playing games.”

					—Beth Llewelyn

				

				Even with the Regginator at the helm, though, there was no rescuing GameCube. By the end of 2004, Nintendo of America had sold 9.1 million GameCubes compared to Microsoft’s 11.8 million Xboxes and Sony’s staggering 26.6 million PlayStation 2s. GameCube had fallen behind and would never catch up.

			

		

		
			Skip Notes

			
				*1  Postal, like the original Grand Theft Auto, was viewed from a top-down perspective, featured a lot of violence, and was set in a modern urban world. That is where the similarities end. Whereas GTA games have always featured intricate storylines, Postal celebrated violence for violence’s sake. It was fast and featured nonstop shooting at civilian targets that the mentally unstable protagonist has mistakenly identified as dangerous.

			

			
				*2  This chapter does not discuss the creation of Grand Theft Auto III. Readers interested in learning about the creation of the game and its reclusive designers should consider reading All Your Base Are Belong to Us, by Harold Goldberg.

			

			
				*3  The history of console games has been broken down into a loose list of generations epitomized by the following consoles:

				Magnavox Odyssey/Pong (beginning 1972)

				Atari 2600, Intellivision, ColecoVision (beginning 1976 with the release of the Fairchild Channel F)

				Nintendo Entertainment System, Sega Master System (beginning 1983, though the NES didn’t reach the United States until 1985)

				Sega Genesis, TurboGrafx, Super Nintendo (beginning 1989)

				PlayStation, Saturn, Nintendo 64 (beginning 1993 with the release of the 3DO Interactive Multiplayer)

				PlayStation 2, GameCube, Xbox, Dreamcast (beginning 1999)

				Wii, PlayStation 3, Xbox 360 (beginning 2006)

				PlayStation 4, Xbox One, Wii U (beginning 2012)

				Switch, PlayStation 5, Xbox Series X (beginning 2017)

			

			
				*4  Nintendo frequently has trouble keeping up with demand for new hardware and bestselling games. There’d been hardware shortages with the release of the Super NES and N64 consoles. It occasionally faced similar shortages with software titles like Donkey Kong Country in 1994. Nintendo came nowhere near meeting demand with the release of the NES Classic, in 2016. Skeptics have long theorized that Nintendo purposely underdelivers when releasing new products to create demand.

			

			
				*5  With the Japanese launches of PlayStation and PlayStation 2, Square Soft released new Final Fantasy games that became the systems’ first mega-bestsellers. Years later, Enix released Dragon Quest games that became the final bestseller for Sony’s first two PlayStations.

			

			
				*6  In 2007, Nintendo executives apparently decided to test the “criminal violence” waters and allowed Rockstar to create a Wii version of the extraordinarily violent game Manhunt 2.

			

			
				*7  Survival horror games such as Resident Evil and Silent Hill were horror games in which the scarcity of health items and weapons meant that players couldn’t simply shoot their way out of trouble or they’d run out of weapons and health. While the genre was popularized by Capcom’s Resident Evil series, earlier games such as the 1992 PC hit Alone in the Dark employed the same mechanics.

			

			
				*8  The games that came out of Nintendo’s alliance with Capcom would come to be known as “the Capcom Five.”

			

			
				*9  In January 2003, Capcom Japan executives explained that the term the press had taken to mean “exclusive” had been a mistranslation and that only one of the games, Resident Evil 4, was ever slated to be a GameCube exclusive.

			

			
				*10  Toward the end of the Super NES/Super Famicom era, Rare emerged as Nintendo’s most valuable partner. By the middle of the GameCube era, HAL Laboratories began overshadowing Rare.

			

			
				*11  There were two Stamper brothers, Tim and Chris. Tim was the better-known of the pair because he was the creative, the artist, the face behind the games. Inside Nintendo, Chris, the older Stamper, was highly regarded for his technical prowess.

				By the time the Stampers first approached Nintendo for permission to develop games for the NES, for instance, Chris had already reverse-engineered the system and discovered its innate ability to handle split-screen games. The Nintendo engineers who built the system hadn’t been aware it could do that. Chris developed the technology for adding pre-rendered art to Donkey Kong Country; Tim designed the game.

			

			
				*12  The best-known console designers in the early 1990s were Shigeru Miyamoto, Yuji Naka, Yu Suzuki, and Hironobu Sakaguchi. Designers like Sid Meier and Will Wright had already found a certain celebrity in the PC world.

			

			
				*13  Rare was located in the tiny British village of Twycross, population 850, located about a third of the way between London and the Scottish border.

			

			
				*14  Conker the Squirrel was originally conceived as another cutesy inhabitant of the Donkey Kong universe. His first game appearance was in Diddy Kong Racing for the N64. Somewhere along the line he became something of a reprobate and began drinking and swearing when he appeared in Conker’s Bad Fur Day on the N64.

			

			
				*15  This wasn’t the first time Nintendo had tried to prop up a game by adding a well-known character to it. The game referred to as Super Mario Bros. 2 in the United States was released as Doki Doki Panic in Japan. Needing a sequel to Super Mario Bros. and fearing that the Japanese follow-up was too difficult, Nintendo added Mario to Doki Doki Panic and released it under the Mario title.

			

			
				*16  The Japanese version of The Legend of Zelda: The Wind Waker was released on December 13, 2002, then worldwide in 2003.

			

		

	
		
		
			
			CHAPTER 7 ▶

			THE LAUNCH FROM HELL

			
				The odds that the manufacturer wouldn’t give us enough units to launch were pretty high. We had consoles that needed to be remanufactured.

				—Robbie Bach

			

		

	
		
		
			
			In the months surrounding the launch of Xbox, everything that could go wrong for Microsoft went very wrong. Planning to discuss the upcoming launch with the New York press the following day, Robbie Bach caught a redeye to New York City on the evening of September 10, 2001. He arrived several hours early, went to the Marriott Marquis Hotel on Times Square, and took a nap to rest up for his 1:00 p.m. meeting with the Wall Street Journal.

			
				I got a phone call from a lawyer at our PR agency, who happened to work close by. He told me that he was “available” if I needed any help. I had no idea what he was talking about.

				—Robbie Bach

			

			What Bach did not know, because he had been asleep, was that at approximately 8:46 that morning, terrorists crashed American Airlines flight 11 into the North Tower of the World Trade Center. Sixteen minutes later, they crashed United flight 175 into the South Tower. And few news outlets would have time or space to devote to covering video games in the immediate future. There was no point to Bach staying in New York any longer, but, attempting to prevent further acts of terrorism, the United States government had shut down all air travel. Bach had to drive back to Redmond, Washington.

			Microsoft ran into manufacturing problems, too, leading to launch-day hardware shortages. The number of nonworking consoles coming off the line was unexpectedly high, and it looked like the Xbox might even be delayed.

			Then there was a break in the clouds.

			
				Even up until a month before, it wasn’t clear we were going to have enough units to effectively launch in the U.S. We had already postponed the European launch and the Japan launch.

				About three months beforehand, the Bungie guys started showing Halo privately to journalists, and everything changed.

				The tenor inside the building changed. The Bungie guys actually let some other people play the game. Nobody from Microsoft was allowed into Bungie during that whole period from E3 until about three weeks beforehand. Nobody was allowed to talk to the Bungie guys. Ed basically walled them off.

				
				When they sort of came out of their hole, they had a game that people said, “Oh my God, it’s amazing!” Reviewers started to say it was amazing, and then that buzz started to build.

				And then the manufacturing guys said, “I think we’re going to get it!” I think the number was 600,000 at launch or something like that.

				We were going to have enough [consoles] to sort of spread it out. We’ll get to 1.6 million during the holiday if I remember my numbers right, a little over a million units during the holiday. So, okay, that’s a minimum target, but we can get there.

				We had about ten to fifteen titles, and one that we knew was kick-ass.

				—Robbie Bach

			

			There were other unforeseeable problems.

			
				You know, two trucks of Xboxes coming from Mexico to the United States were hijacked.

				—Robbie Bach

			

			Then, after the launch, Microsoft had to deal with the quality of the Xbox library. Everybody agreed that Halo was magnificent, but most of the library was mediocre at best.

			
				“I Beat It with My Ass”

				
					One of the first Xbox games was this fighting game called Kabuki Warriors. It was a button-masher.

					I started playing it, and I won every fight. Somebody came to my office, and we started talking, and I just kept hitting the buttons without looking and I still kept winning fights, so I started hitting my controller against the side of my leg to see if I could win, and I did. I mean, I beat the game literally hitting the controller against my thigh, so [when I wrote my review,] my headline was, “I beat it with my ass.”

					
					—Andy McNamara, former editor in chief, Game Informer

				

				Despite reaching store shelves four days after the actual launch, Kabuki Warriors was technically considered a launch title.

				In Kabuki Warriors, players guided Kabuki actors and samurai as they traveled from Edo to Kyoto, visiting theaters and challenging actors to Mortal Kombat–style fights. The game showcased Xbox’s graphics capability with its elaborately costumed combatants, and the ambient sounds and koto music gave the game the feeling of authenticity. The sights and sounds of Kabuki Warriors paid gorgeous homage to traditional Japanese culture.

				The gameplay, however, was poorly conceived. The combatants ranged from apprentice actors with veils over their faces to accomplished actors wearing Noh masks. Crave Entertainment tossed sumo wrestlers and other familiar icons into the mix as well. The fights took place on theater stages with interesting backdrops. As the battles wore on, virtual audiences threw money on the stage to reward the actors/fighters when they did well.

				The game’s control scheme was nearly one-dimensional. Kabuki Warriors included a few of the special attacks hidden in other games, but there was no point learning them because you could beat the single-player game by hitting the A button.

				GameSpot’s Jeff Gerstmann gave Kabuki Warriors 1.4 stars out of 10 and said, “Kabuki Warriors is one of the worst games to be released this year or any year, on the Xbox or any other platform.” A reviewer at GameShark wrote, “I almost had a brain hernia trying to rationalize why there wasn’t an Atari 2600 controller in my hand.” A Xeno Gamers reviewer concluded, “There are much better things to spend your money on, like a root canal.” Xbox Nation simply described the game as “a miserable experience.”

				
				Kabuki Warriors wasn’t the only early Xbox game to receive this treatment. Xbox exclusives like Shrek,*1 Azurik: Rise of Perathia, and Star Wars: Obi-Wan fell far short of expectations. The first big Xbox exclusive after Christmas 2001 was Wreckless: The Yakuza Missions from Activision,*2 which made a brief splash before quickly vanishing from the game-buying public’s consciousness.

				Around the industry, people began referring to Xbox as the “Halo delivery system,” meaning that the only reason people were purchasing Xboxes was to play Halo. Like Mario 64, for the Nintendo 64, Halo sold at a nearly one-to-one ratio with the Xbox hardware at launch and continued to sell at a brisk pace through the life of the console, eventually selling over 4 million copies into a population of 24 million Xbox users worldwide. Sony had an exclusive lock on Grand Theft Auto III as well as the Gran Turismo, Jak and Daxter, and Final Fantasy games. Nintendo had The Legend of Zelda and all things Mario. Other than Halo, none of Microsoft’s exclusive games gained the kind of traction that sells hardware. A lot of third-party games looked better on Xbox, but those games were still available on other platforms. People don’t buy a console simply because it has a better-looking version of Madden NFL.

				Bach hoped to improve his company’s standing by creating personal relationships with publishing partners.

				
					George [Peckham, Xbox manager of third-party partnerships] and I early on agreed that one of our differentiators was that we were going to have a better relationship with publishers than Sony and Nintendo.

					Now in Nintendo’s case, that was easy because they didn’t want relationships with third-party publishers. Sony was a little harder, but by that time Sony had gotten a little bit arrogant with their publishers and was taking them for granted.

					
					—Robbie Bach

				

				As part of relationship-building, Bach met with third-party publishers twice per year—once at E3 and once at their headquarters. Meeting with Electronic Arts, he quietly pulled EA CEO Larry Probst aside to complain that the Xbox versions of EA games weren’t as sharp as the PlayStation versions.

				
					I said, “Larry, can I talk to you privately afterwards?”

					He said, “Sure.”

					I said, “This was a fine meeting; they’re doing titles, but frankly you were way behind in Xbox Live and other guys are way ahead and doing better work, and I don’t like that. I want to help fix that; what do we need to do? What’s it going to take to get you guys to decide to take the Live platform seriously and have your other games live up to what the rest of the industry is starting to do?”

					And he looked at me and said, “It’s really simple. Don [Mattrick, head of EA Games] doesn’t trust you. People at Electronic Arts never trusted Microsoft. We want to do work on your platform, but we don’t have a personal relationship with you guys, and until we have that personal relationship, nothing is going to change.”

					—Robbie Bach

				

				Microsoft tried to prop up the Xbox with exclusive games from third-party partners much the same way Nintendo had tried to prop up GameCube by forging an alliance with Capcom. The Xbox team arranged for several exclusives but got the exclusive rights to the wrong games. The Xbox-exclusive Tony Hawk’s Pro Skater 2X was arguably the best version of Pro Skater 2,*3 but Activision had released the PlayStation 2 version of Pro Skater 2 two years earlier. The Xbox version looked great, but Activision had already released Tony Hawk’s Pro Skater 3 on PlayStation 2.

				
				Microsoft didn’t understand. We all saw it coming over a year ago.

					We advised them early on to acquire exclusive content, but for the most part, they ignored us. We’ve predicted failure for over a year.

					They are failing to make mass-market video games. If they can get a foothold in the online arena and deliver mass-market online games, they may have a chance.

					—Richard Doherty

				

				As Sony pulled further ahead, Microsoft spokespeople sometimes expressed annoyance at the constant criticism Xbox received from the press. When questioned about exclusives and the lack of “killer apps,” J Allard, the vice president of the Xbox platform, angrily countered that the Xbox library was filled with exclusives.

				
					That leaves me scratching my head; over 50 percent of the content in 2001 will be exclusive. We think we are going to have great mass-market games.

					I look at EA Sports, and it’s totally committed to Xbox. I look at Sega Sports, and it’s totally committed to Xbox. I look at titles like DOA 3, and it’s exclusive to Xbox. Tony Hawk and WWF are on Xbox. I’m not sure what’s not mass-market about those. You can’t get much more mass-market in the four key areas of sports, action, racing, and fighting.

					—J Allard

				

				Microsoft’s retail channel began buckling as well. Behind the scenes, retailers such as GameStop and Electronics Boutique complained that Microsoft’s contract was draconian.

				
				Microsoft has a contract for retail partners which is the size of a small telephone book. It includes shelf-space requirements, co-op marketing agreements…

					I was impressed a year ago by all of the homework they were doing. Now they are trying to dictate policies to retailers. They need to become more retailer-friendly.1

				

				Xbox launched in Japan on February 22, 2002, and in Europe and Australia on March 14. The European launch went largely as predicted, with Microsoft selling 1.5 million consoles. In Japan, however, consumers showed little interest.

				“We understand that this is the most challenging market for the Xbox,” Microsoft Japan managing director Hirohisa Ohura told CNN the day before the launch.2 “Challenging” didn’t quite describe the cold reception Xbox received.

				
					It’s one of those mysteries.

					The Japanese love McDonald’s. Everybody there uses Windows. It’s not so simple to understand, but Microsoft missed something. I think that Microsoft [Xbox] was not good. I think Sony and Nintendo…and Sega, their platforms were better. At the time, the players and the people had many choices. Everybody tried to find a reason and a motivation to pick Xbox, but most of the people picked PlayStation and Nintendo and Sega.

					—Tetsuya Mizuguchi,

					former Sega game designer,

					creator of Rez, Space Channel 5,

					and Sega Rally Championship

				

				
					Visually, it wasn’t appealing to the Japanese audience. It was so boxy and not so sophisticated and elegant in design. You know how the Japanese, we love things that are cuter, modern, more contemporary, sort of sleek design. We’re such a visually driven culture and tribe that it didn’t have much appeal.

					
					My father didn’t follow the game industry that much, but he said, “It’s almost like importing an American pickup truck and introducing it into the Japanese car audience.”

					You know, you have your Toyotas, your Hondas, your Nissans and Suzukis, and they’re doing well and they have a built-in audience base, but then here comes Chevrolet with a gigantic pickup truck with big wheels…something that just looks too foreign.

					—Kyoko Yamashita,

					former marketing communications manager,

					Square USA

				

				What went wrong?

				In the weeks after the launch, the Japanese press began circulating reports about the Xbox “scratching” discs. The damage was strictly cosmetic; the consoles were scratching the discs along the edges. U.S. and European Xboxes had the same problem. On March 7, 2002, Microsoft published a statement identifying the issue, but the statement was misinterpreted. Some consumers took it as a promise to recall and replace the “faulty” hardware and “damaged” discs when the statement simply identified the problem.

				Xbox faced a more important hurdle in Japan: it was simply too large. At 12.5 inches long and 10.5 inches wide, Xbox took up two-thirds as much floor space as many Japanese washing machines. Floor space didn’t matter so much in Europe and the United States, but Japan is a nation of 126 million people living on islands with a combined landmass that’s slightly smaller than the state of California. The cities are crowded. The real estate is expensive. The apartments are small.

				Some people speculated about Japanese protectionism. Sony and Nintendo are Japanese companies, but that didn’t necessarily give them a home-team advantage. Japanese gamers didn’t simply buy PS2s out of a sense of patriotism. Sony gave them what they wanted: RPGs, racing games, DVD playback, and more. Microsoft had Halo, but first-person shooters had never been especially popular in Japan.

				
				America’s trade deficit with Japan had been a headline issue in the 1980s and 1990s as Japanese cars and electronics crowded U.S. companies out of the worldwide market. There had been instances of Japan placing blatant and somewhat colorful restrictions on U.S. imports, such as the day a former agriculture minister, Tsutomu Hata, tried to explain restrictions on U.S. beef by stating that his country’s people had “longer intestinal tracts” than Americans.*4

				U.S.-made televisions and stereos don’t sell well in Japan, but Japanese-made electronics outsell their American-made rivals in the United States as well. Japanese electronics giants like Sony, Panasonic, and Toshiba captured the U.S. market based on quality and price; there’s no reason that wouldn’t be the case in Japan. Ditto for cars. Four of the top five cars sold in the United States in 2002 were Japanese-made.*5

				Some American imports succeed in Japan, such as Hollywood movies. Titanic, Frozen, Avatar, and two of the Harry Potter movies are among Japan’s ten highest-grossing films of all time.

				
					When I was living in Japan during the development of Metal Gear Solid 4, a DVD-rental chain called Tetsuya was jam-packed with people renting DVDs for Lost, 24, and Prison Break. They went wild for Avatar, Harry Potter, and the Pirates of the Caribbean films, too.

					—Ryan Payton,

					former Japan-based video game journalist

				

				But movies aren’t the only American import that found success over the last fifty years. KFC has become a Christmas tradition in Japan.

				
				Every Christmas season an estimated 3.6 million Japanese families treat themselves to Kentucky Fried Chicken, in what has become a nationwide tradition….

					But for those who do partake, it’s not as simple as walking in and ordering. December is a busy month for KFC in Japan—daily sales at some restaurants during the Christmas period can be 10 times their usual take. Getting the KFC special Christmas dinner often requires ordering it weeks in advance, and those who didn’t will wait in line, sometimes for hours.3

				

				Like Japanese-made automobiles and televisions, Japanese video games were simply more popular worldwide. As Hideo Kojima, the creator of the Metal Gear Solid series, described it, “Playing Western games was like going to a restaurant where the food was good but maybe the service wasn’t so good.” Sports games like Madden NFL and NBA Jam, both major hits in the United States and both based on professional sports that are more popular in the United States than other countries, catered to American tastes. By the same token, games based on shogi, the Japanese variant of chess, are popular there but seldom released in the United States.

				It wasn’t just the games and the size of the system that impeded Xbox’s success. Legend has it that General Motors was unable to sell the Chevy Nova in Spanish-speaking countries because “no va” translates to “don’t go.”*6 Microsoft faced a similar problem in Japan.

				
					One interesting difference between Japanese and Western cultures is how the meaning of “X” and “O” is different. In the West, “X” means “yes.” X oftentimes “marks the spot” and has a mysterious quality to it.

					In Japan, it means “no,” “wrong,” and “unwanted.”

					Despite the fact that Japanese people universally see “X” as a negative, Microsoft moved forward with calling their console the “Xbox,” which in Japan, literally means “No Box,” “Wrong Box,” or “Unwanted Box.”

					
					—Ryan Payton

				

				Always the tough competitor, Sony Computer Entertainment cut the price of its PlayStation 2 from ¥35,000 ($265) to ¥29,800 ($225) in the weeks before Microsoft launched Xbox in Japan. Priced at ¥34,800 ($262), the Microsoft console was not only bulky and wanting for good games, it was also the more expensive system.

				Then, just a week before the launch, Sony announced plans to partner with four major internet providers to offer broadband service in Japan. With that announcement, Microsoft could no longer claim the high ground on online gaming.

				
					I think Japan is going to be the toughest market. How they [Microsoft] do in Japan has as much to do with their ability to lock down good retail distribution agreements as it does with getting good strong third-party support.

					There are three elements to this thing that they really have to punch. They have to show the consumers that this thing can deliver a fun experience on a par with PlayStation 2 and GameCube. The second is that they have to pick up third-party support from a few particular companies…Namco and a couple of others.

					There is something really unique about the Japanese market and the way that Japanese developers have found the keys to tapping into it. Electronic Arts does well with its PC business and its PlayStation 2 games over there, but there’s just something about the relationship of the developers and the consumers over there that no Westerner has been able to crack the code on.

					Critically important, Microsoft needs to set up strong distribution relationships. I cannot overemphasize how important that is.

					
					To the extent that EA has any success in Japan, it was based initially on our relationship with Square and our ability to gain distribution through that relationship.*7

					—Jeff Brown

				

				The Japanese launch did not go well. When asked in an interview how many consoles Microsoft sold, one Xbox PR person responded, “We don’t know that number, but I can tell you that our tie ratio [a statistic that refers to the number of games sold per console] was over two-to-one.” When the reporter responded, “Great! Tell me how many games you sold and we can divide that by two,” the PR person replied, “We don’t know that number, either.”

				Microsoft sold 320,000 Xboxes during the Japanese launch.

			

			
				Halo 2: The Video Game Industry Evolved

				
					Before I go any further, I know there is one game on everybody’s mind right now. Yes, sir. So let’s end all of the suspense. Let’s talk about…[Pauses to allow the audience to shout out the answer.]

					—Peter Moore

				

				Despite the bad showing in Japan, Microsoft showed no signs of giving up on its Xbox business.

				On November 15, 2002, the one-year anniversary of the U.S. launch, Xbox Live went live. This was a big moment not just for Xbox but for the entire industry; that much-ballyhooed Ethernet port that Bill Gates had insisted be added to the console would become the feature that set Xbox apart from every other system ever made.*8 Microsoft began marketing a $49 Xbox Live Starter Kit that included the Xbox Communicator headset, two free mini-games (demos of Whacked! and MotoGP), and a one-year subscription to Xbox Live.

				
				In interviews, Xbox general manager J Allard began talking about the “worldwide sofa,” playing against friends in Tokyo, and gamer tags. Earlier consoles like Dreamcast let players take games online, but only Xbox let players chat with their friends as they played. The question that no one could answer was, were console gamers interested in playing online?

				
					As much as Xbox Live adds to the gaming experience, it’s anything but a sure bet for Microsoft. Consumer interest is debatable. The financial investment on the gamer’s part is above what Microsoft is saying. And the company’s goals are ambitious, perhaps overly so.

					—Chris Morris, director of content development, CNN Money

				

				In this case, timing was everything.

				In 2001, a mere 7.2 million U.S. households had broadband cable subscriptions, with another 3.5 million subscribing to DSL. Those numbers climbed steadily through 2002. By the end of the year, 11.5 million U.S. households had cable internet subscriptions and another 5.5 million had DSL. Jupiter Research predicted broadband subscriptions would surge by 40 percent in 2003.

				
					As for Microsoft, I think their only opportunity is to focus on broadband online games. If they can deliver a few compelling, online-only, broadband, community-driven, mass-market games, they may create a foothold.

					—Richard Doherty

				

				Sony Computer Entertainment saw the writing on the wall and attempted to co-opt the market. In August, three months before the launch of Xbox Live, Sony preemptively released $39.99 PS2 adapters for both broadband and narrowband connections. Instead of hosting a service and charging a subscription fee, Sony’s online offerings were free of charge and controlled by publishers who decided what sort of online support they might add to their games. Madden NFL matches, for instance, would be hosted by Electronic Arts. Square released Final Fantasy XI, an MMORPG that allowed PS2 users to play alongside people playing FF XI on PC.

				
				For Microsoft and Sony, the developer attention is nearly a pitched battle for who has the better networking strategy and who can deliver on it and deliver on titles.

					For Sony, that means a newly announced initiative to make sure that the majority of titles will have a networking component. Because what I’ll call Sony Developer University is already such a huge portion of developers’ attention span, Sony has quite an edge there.

					For Microsoft, their perceived edge is that networking is sort of built in, but there’s quite a difference between having a hardware socket and having a relationship with your developers that they can take existing games and new games and develop new networking stratagems out of them.

					The house odds at this moment seem to go toward Sony.

					—Richard Doherty

				

				Xbox offered the more compelling online experience. While Sony shipped 2.6 million PS2 adapters through 2003, only an estimated 1 million users actually used them to go online.4 Approximately 750,000 people signed up for Xbox Live that first year. As Bill Gates had foreseen, online play quickly became an integral part of Xbox culture.

				The number of people who had access to broadband service began skyrocketing at exactly the right time for Microsoft. By the end of 2003, 7 million new subscribers signed up for broadband internet service in the United States, bringing the total up to 25 million. Jupiter Research optimistically predicted some 64 million homes would have high-speed access by the end of 2008.

				
				With all of those new subscribers, all Xbox needed was the right game and the internet would indeed become a “worldwide sofa.” In 2004, Microsoft released the perfect game, Halo 2.

				Equipped for LAN parties all networked together, Halo: Combat Evolved didn’t support any sort of internet play. Halo 2, on the other hand, was designed to support Xbox Live.

				
					The interesting thing about Halo is that all of the gameplay social order was built around physical proximity to each other. There was no Xbox Live at game launch.

					—Frank O’Connor, former writer/community manager, Bungie

				

				From the moment people began working on it, Halo 2 seemed both preordained to succeed and in danger of cancellation. No one ever doubted there would be a second Halo; J Allard confirmed the game’s development at E3 2002. There was speculation about it coming out in 2003, but that wasn’t realistic. Halo was Microsoft’s answer to Mario. Bill Gates took a personal interest in the franchise. No one would dare force Bungie to release the game before it was ready. Executives at companies like Blizzard, Valve, and Bungie aren’t ruled by deadlines. If anything, the “games by gamers for gamers” crowd doesn’t take deadlines seriously enough.

				The goal around Bungie wasn’t just to make a suitable sequel to Halo; Alex Seropian and company insisted that the single-player campaign had to be every bit as good as Halo’s, plus it had to support Xbox Live. In short, the plans for Halo 2 were overly ambitious.

				The problems that nearly sabotaged the first game happened again; as time and money evaporated, a more realistic game emerged.

				
					When I started in 2003, they were about halfway through the development of Halo 2. About two months after I started, we were all called into a big meeting room and told that we were going to be cutting the game from scope…chopping it in half.

					
					They started building the game with far too much content to ever ship on time.

					That meant chopping half the story out of the game, half the content out of the game, and completely rethinking what the offering’s value was going to look like.

					All this while they’re still trying to build the scaffolding for Xbox Live.

					—Frank O’Connor

				

				As the next installment in the Halo series, Halo 2 absolutely needed to include a carefully crafted storyline. Working closely with Jason Jones, writer and director of cinematics, Joseph Staten planned an overarching storyline that saw the aliens from the Covenant moving their attack to Earth. In the near future, other companies would sacrifice single-player campaigns and concentrate solely on multiplayer features. For the Halo franchise, that option didn’t exist.

				The delays were stretching on and on. Activision released new Call of Duty games every year like clockwork. Nintendo and Sony had multiple franchises, allowing them to alternate releases: Nintendo might release a Mario adventure one year and then a Zelda the next. With its unmatched third-party support, Sony could promote its own game one year and a Final Fantasy the next. At that highest level, Microsoft only had Halo.

				
					Halo 2 was so delayed it was getting ridiculous. Nobody actually believed it was going to ship anymore.

					—Peter Moore

				

				Rather than create all-new multiplayer options, designer Max Hoberman decided to fine-tune the LAN options that had been built into the original game. Halo had always been a social game; Halo 2 would simply replace cables with broadband connectivity.

				
				I ended up working closely with Max Hoberman, who was the multiplayer designer.

					Multiplayer for Halo had become huge, and again, physical proximity was driving these really loyal fans or social groups, people who would drive across town with 200-pound televisions and miles of cables. You remember what CRT TVs used to weigh.

					So Max Hoberman was given no budget. He wasn’t allowed to design gameplay elements that weren’t included in the campaign content; he had to use the vehicles, weapons, physics, and objects that were already in the sandbox.

					There were minor exceptions like the flag object and the UI elements, but even the skull in Oddball Mode is from the campaigns.

					They have to remix whatever’s in the main campaign to make it suitable for multiplayer.

					His idea about Xbox Live was to replicate that exact LAN couch experience. Matchmaking, which we take for granted now, wasn’t really a thing then.

					—Frank O’Connor

				

				If there was a moment that changed the direction of player-to-player gaming, it was Hoberman’s decision to concentrate his attention on the players themselves rather than the games they wanted to play. He reasoned that friends coming together for a LAN party would have similar skill levels and that by creating customer profiles, he could match up players in such a way that would minimize the problems of trolls slaughtering newbies that plagued most games online.

				
					Before that, the idea was that they’d be able to go on a menu and see “8 vs. 8,” “Sniper,” “Slayer,” whatever mode they liked on a server list. Everyone was approaching it from “What do I want to play?” first and then “How do I want to play?” second.

					
					Max inverted that. It was like, “We’re going to give you general categories, but we’ll decide what the gameplay is based on other criteria as we gather this population in real time.”

					We knew the math worked. What we didn’t know was if our population was going to support it. We didn’t know if they were going to react to it negatively enough that they would refuse to participate in that matchmaking.

					—Frank O’Connor

				

				When Microsoft vice president of marketing Peter Moore stepped on the stage at E3 and said, “There is one game on everybody’s mind right now,” everyone in the audience knew he meant Halo 2. Moore announced, “The best part about Halo 2 is that tonight we finally have a street date. It’s in stone. Well, actually that’s not the only place it’s in.”

				
					So I go out with the sales guys last Saturday night. You know how these things go. After a few drinks…well, after a number of drinks, I dropped the bomb on them. I said, “Guys, we’re going to release Halo 2, and we [ar]en’t backing out.”

					They said they’d believe that the day I tattooed that on my arm. Skeptical bunch.

					Well, fellas, I’ve got your release date right here.

				

				Moore then rolled up the sleeve of his black bowling shirt to reveal a Halo logo tattoo with a 2 in the center over his biceps. Above the logo was the release date—November 9.*9 The stunt was iconic. Peter Moore really was the P. T. Barnum for the video-game-playing crowd.

				By any measure, Halo 2 was a blockbuster event. Critics praised it. Fans adored it. Microsoft sold an astounding 2.4 million copies of the game within twenty-four hours of launch. More important, Halo 2 legitimized Xbox Live.

				
				If you still doubt the power of their [Bungie Studios] creation, consider that in the first 10 weeks after its release, gamers logged 91 million man-hours playing Halo 2 online. That’s 10,000 years spent in the virtual world that [Bungie co-founder Jason] Jones, [art director Marcus] Lehto, [physics programming lead Charlie] Gough and their collaborators built, and that’s only the online figure, a small fraction of what must be a truly staggering total figure.5

				

			

			
				Microsoft Settles for Second

				
					So, if you were a gamer, what did you buy? Well, the first thing you bought was a PS3…or PS2 for sure, and then you bought an Xbox if you cared about Xbox Live or you cared about Halo.

					We were constantly chasing Sony on the price curve, which meant they could spend more in marketing because they were making money.

					Remember, we were losing money every time we sold a unit at the gross margin level. I’m not even talking about the bottom level. I’m talking about revenue minus cost. We lost money.

					—Robbie Bach

					The original Xbox was always going to be the entree into the Xbox 360. The moment we could stop making Xboxes, we did.

					—Peter Moore

				

				With exclusives like Grand Theft Auto: San Andreas and an unshakable lock on the Japanese market, PlayStation 2 pulled further and further ahead. By 2005, Sony had shipped 79 million PS2s. By the time PlayStation 2 was finally discontinued in 2012, Sony had shipped a staggering 155 million consoles worldwide, making PS2 the bestselling video game console of all time.

				
				Microsoft finished the generation in second place with approximately 24 million consoles sold despite having barely made a dent in the Japanese market. Nintendo came in third, having sold 21.7 million GameCubes.

				During its lifetime, the original Xbox only managed to turn a profit for one fiscal quarter (fall 2004, the quarter in which Halo 2 was released). Because of the decision to build Xbox using off-the-shelf parts, the cost of manufacturing the console remained constant even as Microsoft was forced to lower retail costs to remain competitive with Sony. According to Robbie Bach, Microsoft wrote off $1 billion in losses on console sales every year.6

				
					The original Xbox was kind of a bad business…kind of a horrible business. It had real problems. We lost $4, $5, $6, $7 billion depending on how you do the math. It’s hard to call that a good business.

					To their great, great credit, Bill and Steve were 100 percent supportive all the way.

					—Robbie Bach

				

				PlayStation 2 outsold Xbox at a rate of more than six to one, and even Nintendo’s flailing GameCube business was far more profitable. The Xbox’s fiscal losses would have bankrupted Nintendo and possibly even Sony, but Bill Gates considered the original Xbox an unqualified success.

				“The first generation, it’s just like a video game,” he told Time’s Lev Grossman. “If you play perfectly, at the end it says, ‘You get to play again.’ That’s all it says. You put your hand in the till. There’s no quarter down there. There’s no, like, even tickets to buy funny dolls or anything. It’s just, Hey, play again.”7

				Or as Robbie Bach later summed up Microsoft’s introduction into games, “Xbox was a beachhead success and a financial mess.”

			

		

		
			Skip Notes

			
				*1  Shrek was later released for GameCube as well.

			

			
				*2  Microsoft had a nine-month exclusive on Wreckless. The PlayStation 2 and GameCube versions were released in November.

			

			
				*3  It included all of the levels of Pro Skater 1 as an added bonus.

			

			
				*4  Hata was speaking at a luncheon in Washington when he made that statement on December 17, 1987.

			

			
				*5  According to the Auto News Data Center, the Toyota Camry was the bestselling car in America in 2002, the year Xbox launched in Japan. The Ford Taurus was the only U.S. car in the top five.

			

			
				*6  According to snopes.com, this story is a myth.

			

			
				*7  Electronic Arts had an exclusive distribution deal in Japan with Square Soft from 1998 through 2003.

			

			
				*8  In all fairness, both Sega and Sony beat Microsoft to the punch. Dreamcast launched with a built-in narrowband adapter that supported the 2K sports titles and ChuChu Rocket!

				Interestingly, when Ralph Baer showed the home console that would eventually become the Magnavox Odyssey to RCA, he proposed streaming games via cable. In 1994, Sega and Time Warner Cable teamed up to launch a “Sega Channel” subscription service, and Nintendo launched its Famicom Net System in 1988 in Japan.

			

			
				*9  To this day, there is debate as to whether the tattoo was permanent. It was all black, and therefore more easily “shattered” with the most common laser removal equipment.

				When asked about the tattoo on March 4, 2020, Moore responded, “I’ve been quite vague on the authenticity of the tattoo, to add to the intrigue. I’d prefer to keep it that way.”

			

		

	
		
		
			
			CHAPTER 8 ▶

			“MOSTLY DEAD”:

			THE AFTERLIFE OF THE ARCADE BUSINESS

			
				It just so happens your friend here is only mostly dead. There’s a big difference between mostly dead and all dead. Mostly dead is slightly alive.

				—Miracle Max (played by Billy Crystal) in The Princess Bride

				The phrase was, “They’re out of business, and they don’t even know it.”

				—Eddie Adlum, editor in chief, RePlay

			

		

	
		
		
			
			The Long Slide Down

			There’s a lot of disagreement about when the “golden age of arcades” was. Players often define the golden age by the games of the era. Maze chase fans see the early 1980s as a high point because that was the era of Pac-Man, Rally-X, and Donkey Kong. Fans of fighting games are more likely to see the early 1990s as the golden age, since Street Fighter II came out in 1991, followed by Mortal Kombat in 1992, Virtua Fighter in 1993, and Tekken in 1994.

			Arcade owners and game makers have a different definition of the golden age. They judge the business by the dollars it brought in.

			
				Nineteen seventy-two through 1985.

				Initially I was going to say, “Nineteen eighty-two to 1982,” that was the year of the peak before the crash.

				In all seriousness, the “golden age of arcades,” in my opinion, comprises the period of growth from the start of Pong [November 1972] and up until the U.S. release of the NES at the end of 1985, which ushered in the end of the era.

				—Kevin Bachus, senior vice president,

				entertainment and game strategy, Dave & Buster’s

			

			
				I think of the years between 1980 and 1982…Pac-Man, Tempest, Joust, Galaga, Dig Dug, Donkey Kong, as a “renaissance” instead of a “golden age.” It was a period of great creativity and a diverse approach to the art form.

				Nineteen eighty-four through 1987 [Ikari Warriors, Karate Champ, Kung-Fu Master, OutRun, Double Dragon] was sort of a “golden age of commerce.” The games weren’t as creative or diverse, but companies like Midway/Atari, Namco, Sega, Konami, and Capcom began improving their hardware and competing with better graphics.

				By 1991, when Street Fighter 2 was introduced, the scene was in decline.

				—Tom Russo

				

			
				I think the “golden age of arcades” is now.*1

				We use a metric called “sales per game per week.” The sales we’re seeing in some locations is at an all-time high.

				The reason why this is happening, and why I say that now is the golden age of arcades, is that you have multiple generations that understand arcades and enjoy playing in them.

				—Howard McAuliffe, vice president, Pinnacle Entertainment Group

			

			Coin-operated video games were launched by a P. T. Barnum–esque entrepreneur with some brilliant ideas and a huckster’s gift for gab. Like the Barnums of other industries, Nolan Bushnell wasn’t so much an inventor as he was a repackager. He didn’t invent video games, and he was decades too late to be credited with the invention of public arcades. He stood on the shoulders of businesspeople and inventors who came before him, spotted opportunities they had missed, and had the talent to capitalize on them. Bushnell wasn’t only the visionary who brought “TV games” to arcades; he’s also the man who brought arcades to the masses.

			Bushnell was an engineer with an eye for fun and, more important, an insatiable entrepreneurial spirit. Having fallen in love with computer games while attending the University of Utah, he took an engineering job with a California firm called Ampex after he graduated. Bushnell was a seemingly loyal Ampex employee by day, but he spent his nights trying to devise a way to make a coin-op version of the computer game Spacewar!*2 Partnering with fellow Ampex engineer Ted Dabney, Bushnell circumvented the cost of making a computer by building a dedicated machine that only performed a single function, playing Spacewar!

			As he and Dabney built their masterpiece, they kept an eye on the bottom line. Ampex allowed its engineers to take sample circuits to experiment with, so Bushnell and Dabney “tested” as much as they could. Instead of a computer screen, they used a small black-and-white television. When they finished their game, they named it Computer Space.

			
			Tall and handsome, gifted with a newscaster’s voice and infectious self-confidence, Bushnell persuaded Bill Nutting, the president of a small arcade manufacturer named Nutting Associates, that “television games” were the wave of the future. Nutting bought Computer Space and hired Bushnell. In November 1971, Nutting Associates shipped its first Computer Space games out to arcades.

			At a time when selling 2,000 units was good and 10,000 was a runaway hit, Nutting Associates sold approximately 1,100 Computer Space machines. By that time, however, Bushnell had left Nutting Associates and embarked on his next entrepreneurial adventure. He and Dabney had founded their own company. They called it Atari.

			Bushnell and Dabney founded Atari in June 1972 and began work on a virtual tennis game called Pong. Landing in bars and arcades almost one year to the day after Computer Space, Pong was the perfect game for introducing the public to computer games—easy to play and requiring no explanation.

			The instructions read:

			
				• Deposit quarter

				• Ball will serve automatically

				• Avoid missing ball for high score

			

			Launched at a time when arcades had mostly electromechanical games and pinball, Pong looked like the future. Instead of toy rifles or model cars, it had a TV tube that many people mistook for a computer screen. Pinball machines were expensive to build and required regular maintenance. Manufacturing Pong machines was relatively cheap and the circuitry was reliable. They also gathered quarters by the ton. While other machines generally ended the week with $40 or $50 in their cash boxes, Pong routinely brought in $200.

			
			Atari’s first game was an instant hit. By the end of 1974, Bushnell’s little start-up had sold more than 8,000 Pong machines despite other companies building Pong-like knockoffs. Bushnell referred to his imitators as “jackals.”

			The arcade business was small and insular; companies like Ramtek, Meadows Games, Williams Manufacturing, and, ironically, Nutting Associates joined the ever-widening field of jackals marketing Pong-style games. They labeled their games hockey and handball and soccer, but in the end, they all played like Pong.

			Ever the restless entrepreneur, Bushnell recognized an overcrowded field when he saw one, so he instructed his engineers to come up with games that didn’t involve tennis. In 1973, Atari released two games: Space Race, a game in which players guided rockets through a field of stars as they raced to the top of the screen, and Gotcha, a two-player tag-like game. Neither game sold particularly well.

			In 1974, Atari released its first driving game, Gran Trak 10. Later that year, Kee Games, a division of Atari disguised as a competitor, added combat to the mix with a game called Tank. One year later, Midway Manufacturing released an Old West–themed shootout game called Gunfight,*3 the first game to include a microprocessor.

			Bushnell sold Atari to Warner Communications for $28 million in 1976. Though he continued on as chairman, the relationship soured quickly and he was forced out in 1978. As it turned out, it was Bushnell’s departure from Atari that set the scene for the golden age of arcades.

			The manufacturing side of the business was steady, but it wasn’t growing because of the limited number of businesses that carried arcade games. The chief locations were bars, bowling alleys, pool halls, and amusement centers such as Coney Island, but Bushnell figured out a means for circumventing that problem. While at Atari, he’d begun looking for a way to grow the industry—that is, to encourage more operators to open arcades. The answer was obvious. When arcades made more money, arcade owners would open more locations. But how to make the business more lucrative? His answer was to create a “captive audience.”

			
			As he considered the kinds of locations people willingly visited where they were “held hostage” for an extended period of time, Bushnell stumbled upon the idea of installing arcade games in a pizza parlor. To make his pizza parlors more attractive, he added an animatronic kids’ show with robotic animals; as he would later describe it, it was “a scaled-down version of the Enchanted Tiki Room at Disneyland.”

			
				If you go back before the 1980s, it was mostly entertainment for teenage boys, so there were all kinds of laws…. we still come across them sometimes where cities zoned them out because they didn’t want teenage hangouts. “Smoky dens of iniquity” was the term that would come up a lot of the time.

				—Howard McAuliffe

			

			Bushnell named his creation Chuck E. Cheese Pizza Time Theater. Though Warner Communications acquired the rights to Chuck E. Cheese when it purchased Atari, Warner executives saw little future in arcade-themed pizza parlors. After leaving Atari, Bushnell purchased the rights to Chuck E. Cheese for $500,000. He opened a first location and then a second before franchising his restaurants nationwide.

			Chuck E. Cheese rehabilitated the face of the arcade business. Originally seen as places of truancy, with Bushnell’s “rat” as their poster child, arcades became a place to go for preteen birthday parties.

			The first Chuck E. Cheese opened in 1977, and the timing couldn’t have been better. The first arcade mega-hit from Japan was just a year away. In another thirteen months, video games would become an international obsession.

			
			I would define the “golden age of arcades” as beginning with Space Invaders in Japan in 1978 and concluding in 1982 with what we call the Pac-Man series. That would be Pac-Man and Ms. Pac-Man.

				I would say the boom was more or less a five-year bubble which was mostly defined by really excellent machines starting with Space Invaders and touching base with Defender, Donkey Kong, and quite a few good Atari games.

				—Eddie Adlum

			

			Just as the American arcade business got its jump start from the entrepreneurial Nolan Bushnell, the Japanese industry had a set of hard-driving entrepreneurs as well. Some of its aggressive entrepreneurs were transplants from other countries: Marty Bromley, Dick Stewart, and Ray Lemaire, the founders of Service Games, were U.S. expatriates. So was David Rosen, the founder of Rosen Enterprises. Later, Rosen merged his company with Service Games to create Sega Enterprises.

			Though many of Japan’s top arcade manufacturers were owned by foreigners, two of the biggest were founded by locals. Namco founder Masaya Nakamura was born and raised in Japan, as was Hiroshi Yamauchi, the Nintendo heir who converted his family’s hanafuda card company into a video game giant.*4

			Like Service Games and Rosen Enterprises, the Taito Trading Company started out as an importer. Founded by a Ukrainian immigrant named Michael Kogan in 1953, Taito imported vending machines and jukeboxes into Japan and ultimately morphed into a manufacturer instead. In 1973, Taito began an aggressive expansion into the fledgling video games business with Astro Race, a game that looked suspiciously similar to Atari’s Space Race.

			When people refer to 1978 as the beginning of the golden age, they are referring to the release of Space Invaders, a game that took Japan by storm. Space Invaders was so popular that several family-run grocers replaced their produce with Space Invaders machines and turned their stores into tiny neighborhood arcades as a wave of one-game arcades opened across Japan.

			
			Taito licensed Space Invaders to Midway Manufacturing in the United States, where the game became a runaway hit, but it wasn’t the only hit that year. Atari Football, a game that had players blistering their palms on trackballs the size of a billiard ball, was every bit as popular as Space Invaders in the United States until January 21, 1979, the day the Steelers beat the Cowboys in Super Bowl XIII. Once the football season ended, Americans lost all interest in football. Space Invaders, on the other hand, proliferated. With the ongoing popularity of Space Invaders, arcade games started turning up in drugstores, fast-food restaurants, and other unexpected locations.

			
				Initially I was going to say the golden age was from 1982 to 1982, the year of the peak before the crash. I guess that was like the platinum age. The really peak, peak arcade age was from the late 70s to 1984 or something like that.

				—Eugene Jarvis, creator of several classic arcade games,

				including Robotron: 2084 and Defender

			

			In November 1979, Atari released Asteroids. At the time, selling 10,000 units still counted as a breakout hit; Atari sold an astounding 70,000 Asteroids machines. Asteroids was Atari’s all-time bestselling arcade machine, but it didn’t even come close to beating Space Invaders.

			Taito sold 360,000 Space Invader machines worldwide. The only arcade game that outsold Space Invaders was Pac-Man, which sold 400,000 units worldwide. Over the next forty years, no other arcade game has ever come close to matching Pac-Man’s sales record.

			Pac-Man, Battlezone, Centipede, Rally-X, Missile Command: 1980 was a good year for both arcade games and the arcade business. Clusters of video games began popping up in movie theaters, convenience stores, shopping malls, casinos, and hotels. For the first time in decades, new arcades began opening around the country.*5

			
			The biggest year for arcades was 1981: the year Williams released Defender, Atari released Tempest, Nintendo released Donkey Kong, and Konami released Frogger.*6 Americans dropped an estimated 20 billion quarters into arcade machines that year.

			
				If I had to set a specific range I’d say 1978–1982, starting with the breakout of Space Invaders to the height of the industry…it was all downhill after ’82. I mean, you could push it to ’84, but the business was in decline.

				—Van Burnham, author of Supercade: A Visual History of the Videogame Age

			

			As it began, 1982 looked even more promising. Midway Manufacturing started the year by releasing a long-anticipated follow-up to Pac-Man. Ms. Pac-Man wasn’t exactly a sequel. It wasn’t created by Pac-Man creator Toru Iwatani. It wasn’t even made in Japan.

			Ms. Pac-Man was created by MIT students who originally wanted to market it as an add-on board that arcade owners could attach to their existing Pac-Man machines to revitalize their business.*7 Midway bought the rights to the PAL board and began adding it to Pac-Man machines at the factory level instead, selling it as an all-new machine. It was the bestselling arcade game in U.S. history. Midway sold 115,000 Ms. Pac-Man units in the United States, but the game went almost unnoticed outside the country.

			In 1982, a young arcade owner in Ottumwa, Iowa, named Walter Day began publishing a list of world-record game scores. Sensing a big story, Life magazine flew some of Day’s champions (including controversial Donkey Kong champion Billy Mitchell) to Ottumwa for a photo shoot.

			
			The arcade industry outearned the movie business in 1981, but somewhere along the line the business stalled. Americans simply stopped going to arcades.*8 As editor in chief of RePlay magazine, Eddie Adlum witnessed the implosion firsthand.

			
				There was this distributor who was one of the biggest wholesalers of classic video games who made millions and millions of dollars. The spigot just squeezed off, and he called me. He said, “Please, I need to talk to you.”

				I said, “Why?”

				He said, “I have all of these people working here, but I don’t have the money coming in from sales. What do I do?”

				I said, “I’ll tell you what you don’t do. You don’t fire them.”

				He said, “Why?”

				I said, “Because your wife is driving a Rolls-Royce and it’s parked in front of your business.”

				They did enormously well, those people within the industry…those who made the machines, those who sold the machines, and those who operated the machines.

				Sadly, it didn’t last forever. Many people remember not only the boom but the bust.

				—Eddie Adlum

			

			
				Our circulation started to drop off. We thought we were doing something wrong at first.

				I would talk to some of the wholesalers, what we called “distributors,” about what was going on. I remember one of them said to me that his business in one year had fallen 40 percent. Others said their business fell 60 percent.

				—Eddie Adlum

			

			
			Bankruptcies and closures ensued, but this was a Western phenomenon; in Asian countries like Japan and South Korea, arcades continued to thrive. Companies like Namco, Capcom, Konami, and Sega fared well in 1982, though the drop in the U.S. and European markets certainly carved into their profits. Despite the crash, companies released some of the most iconic arcade games of all time, such as Dragon’s Lair (Cinematronics, 1983) and OutRun (Sega, 1986). Players like Tom Russo and Kevin Bachus would have noticed arcades closing, but the games were still good.

			
				This was the golden age of the classic street arcade, which had forty or fifty games in a storefront…under one hundred games. You knew the owner of the arcade and it was open until like 4:00 a.m. It was a social scene and everybody knew everybody and they hung out there, and you had guys that you played.

				That whole scene continued through the ’80s and was really big in the Mortal Kombat days. I guess that era ended with the introduction of the PlayStation 2 and the Xbox.

				—Eugene Jarvis

			

			In terms of quarters and cash boxes, the golden age ended in 1982. Only one of the top-grossing arcade games of all time, Street Fighter II,*9 was released after 1982. As the 1980s continued, arcade games became more expensive and the payoffs they brought in continued to shrink.

			This wasn’t the death of the arcade business; it was the front end of a brutal evolution. The industry had begun the process of natural selection at its Darwinian best. The oversized glitzy arcades, the dinosaurs of the industry with their acres of machines, were starved into extinction. These were the operations with 50,000 square feet of floor space, many in high-end locations such as the Royal Hawaiian Center in Waikiki, Sixth Avenue in New York City, and the Las Vegas Strip. As the giants disappeared, a new age began. Outfits like Aladdin’s Castle, E. K. Fernandez Fun Factory, and Tilt relocated to shopping malls—expensive real estate with steady foot traffic and a concentration of teenagers. In the late 1980s, it wasn’t uncommon for large shopping malls to house competing arcades.

			
			The malls were difficult. The space was fairly expensive to rent, and the mall controlled your hours. You had to open whenever the mall opened.

				If you could get out of those leases and become more freestanding, you needed more capacity and more ancillary activities like bumper cars to generate traffic. You can’t rely on mall traffic if you’re going to be freestanding.

				Over the years you saw a lot of people get out of the malls.

				—Howard McAuliffe

			

			The crash did more than decimate the army of independent operators running private routes; it demolished them. These were the small business owners, the part-time operators who took out loans so they could place games in grocery stores, restaurants, movie theaters, and other locations. A few years earlier, it had looked like the boom would go on forever.

			
				Our subscriptions [for RePlay magazine] hit quite a few thousands, and then it started to fall off. We thought it was our fault until we realized the business was consolidating considerably.

				I’d ask [subscribers], “What’s going on?” and they said, “There’s guys out there who had maybe eighteen, maybe twenty-four locations that they worked part-time, and instead of finding $50, $40, maybe $80 in the cash can when they made a call to pick up the money, they’d find $5.75 in quarters in there, maybe $1.75.”

				The phrase was, “They’re out of business, and they don’t even know it.”

				—Eddie Adlum

			

			
			After five years of meteoric growth, Chuck E. Cheese’s Pizza Time Theater hit a tailspin. Trying to right the company, Nolan Bushnell attempted to take a more active role in management. Many of his stockholders blamed him for the company’s problems, however, and Bushnell resigned the following year. By the end of 1984, the company filed for Chapter 11 bankruptcy protection and was ultimately bought out and restructured.

			Chuck E. Cheese adapted. Bushnell, who’d worked his way through college on a carnival midway, had fought to add Skee-Ball to his restaurants along with traditional arcade games. After his departure, as traditional video games brought in less business, the restaurants allocated more space to redemption and prize machines like Skee-Ball and claw machines.

			
				The business shifted from mostly video games to redemption games or various prize games.

				Redemption games are games that give out tickets which you turn in for a prize versus a direct prize machine like a crane. Those two categories comprise 80 percent plus in most arcades today.

				—Howard McAuliffe

			

			As American and European arcades began their long slide, the industry remained relatively healthy in Japan, where the biggest arcade owners were the companies that manufactured the machines. Overtaking Taito as the largest arcade operator in Japan somewhere between 1992 and 1995, Sega built both arcades and a video-game-themed amusement park chain called Joypolis.

			
				In the US, the golden era of arcade games, roughly from 1979 to 1983, was over.

				But in Japan, where the nation was enjoying the early updraughts of its 1980s stock and property market bubble, the arcade industry embraced the path that OutRun had illuminated. The ensuing race between arcade-game makers such as Konami and Namco to produce ever more baroque creations has become the obsession of many of Japan’s otaku.1

			

			
			Some of Sega’s Joypolis locations were little more than glorified arcades. Others featured a mixture of real rides, virtual rides, and carnival attractions along with enormous arcade floors. Sega opened nine Joypolis locations in Japan and two more in China, but the erosion of arcade business in the west eventually spread to Asia. To date, Sega has closed seven of its Japanese Joypolis operations. Five Joypolis locations closed between 2000 and 2002 as Sega struggled for cash after the demise of the Dreamcast business.

			
				At their mid-1980s peak, there were 44,000 geemu sentaa (“game centers”) across Japan; by March 2016, according to the Japan Amusement Industry Association, there were just 4,856 registered with the authorities, and an estimated 9,000 tiddlers with fewer than 50 machines apiece.2

			

			
				Consolidation

				Arcade operators weren’t the only ones hurt by the dramatic evolution of the industry. With fewer and fewer arcades to buy their games, many of the companies that manufactured the games went under.

				Warner Communications divided Atari into consumer and coin-op divisions, then sold off the controlling shares of the coin-op division to Namco in 1985. Atari founder Nolan Bushnell made a failed attempt to purchase Atari Games in 1996. Riding high on its Mortal Kombat and NBA Jam franchises, WMS Industries outbid him.

				Atari Games was renamed Midway Games West and lasted another ten years. When Midway Games filed for bankruptcy in 2009, Warner Bros. Interactive Entertainment bought Midway’s assets. After a twenty-five-year hiatus, Atari’s arcade assets once again belonged to Warner Communications.

				
				Midway went bankrupt. They had an auction and Warner Bros. bought out their assets. The real asset that had value was the Mortal Kombat business…the games and teams and so forth.

					They opened a studio in Chicago called NetherRealm. Ed Boone [co-creator of the Mortal Kombat franchise] is one of the prime movers there. His team’s got over 200 people. It’s the biggest studio in Chicago and one of the bigger studios in the country probably.

					They’ve taken the Mortal Kombat fighting game concept and broadened it to embrace superheroes. They did that Injustice game [Injustice: Gods Among Us], which was kind of an interesting dark turn in the whole thing.*10

					—Eugene Jarvis

				

				Midway and Atari weren’t the only U.S. arcade manufacturers facing financial ruin at the time. The U.S. branch of the Japanese game giant Taito, Taito America, which created the game Qix, also closed in 1996. D. Gottlieb & Co., a pinball titan that had also ventured into the video game space, closed in 1996 as well. Cinematronics, the pioneering company that started out making vector games like Tail Gunner and Star Castle before hooking up with former Disney animator Don Bluth to create the iconic laser disc game Dragon’s Lair, was bought out by Tradewest, which in turn was bought out by WMS Industries in 1994.

				In 1996, Universal Studios and DreamWorks SKG*11 teamed up with Sega to bring an Americanized version of Joypolis to the United States. Spearheaded by an Atari alumnus named Skip Paul, GameWorks Studios opened a 35,000-square-foot location in Seattle, Washington. GameWorks Seattle didn’t have Joypolis’s enormous Halfpipe Canyon snowboarding simulation or its Gekion Live indoor roller coaster, but it did have a two-story-tall shooting game complete with elevator chairs that rose and dropped as players shot enemies.

				
				Seattle was only the first stop. In short order, the company also opened large venues on the Las Vegas Strip and just outside Chicago in a suburb called Schaumburg while experimenting with smaller, more traditional arcades in malls.

				Universal Studios wasn’t the only movie/amusement park company jumping into the business. In 1998, Disney opened a lavish 100,000-square-foot virtual amusement park called DisneyQuest inside the Downtown Disney section of Disney World in Orlando, Florida. DisneyQuest featured a virtual reality magic carpet ride over Agrabah (the city where the movie Aladdin takes place) and a roller coaster attraction in which guests designed roller coasters on computer stations and then rode their creations in private, state-of-the-art, 3D virtual reality pods.

				
					Disney had a vision: They wanted to create the Disney experience in communities around the country on a smaller scale. Disney Imagineering did a lot of the concepts on the games, and we [the Pinnacle Entertainment Group] did the operation. We were the FEC [family entertainment center] voice in the room.

					—Howard McAuliffe

				

				Based on DisneyQuest’s popularity in Orlando, Disney opened a second location in Chicago in 1998. Work began on a third location in Philadelphia, with two more locations to be announced in the near future, but the Chicago location didn’t draw the kind of business Disney executives had expected, and it closed in 2001. After the Chicago site closed, Disney stopped work on the Philadelphia site and abandoned any future DisneyQuest projects.

				How could DisneyQuest, with its state-of-the-art attractions and Disney-esque themes, have failed? It was too grand. It was too big. On a practical level, “grand” and “big” experiences translate into expensive prices. At a time when admission to Disney World was $41, general admission to DisneyQuest was $45 ($39 for kids under ten). At that price, locals might visit once out of curiosity, but they wouldn’t return on a regular basis the way they might to a neighborhood arcade.

				
				The one in Orlando did [last for a long time]. They just closed it last year [2017].

					It’s different when you…Chicago has a lot of tourists, but it’s different when they’re going for a lot of things.

					People were going to Orlando for entertainment and for Disney. You can have something that’s very expensive and high-end, and you don’t have to worry about getting repeat business because you have a new crop of people coming every week from all over the world.

					Disney wanted to make DisneyQuest more like a billboard. They didn’t want to build these things for a community; they wanted a billboard. They wanted to be in Times Square. They wanted to be in downtown Chicago. They wanted to be in all the highest-end real estate.

					It’s really hard to make enough money with those kinds of rents.

					—Howard McAuliffe

				

				Spurred on by an initial show of consumer enthusiasm, GameWorks spread from California to Philadelphia, attracting local media attention with big opening events and state-of-the-art games. GameWorks was Chuck E. Cheese Pizza Time Theater déjà vu. It built too many locations too quickly. Like DisneyQuest, GameWorks was too expensive to attract a regular crowd.

				As a nod toward its classic arcade heritage, most of the locations included a bank of old machines like Pac-Man, Missile Command, and Robotron: 2084, but at GameWorks, these machines cost $1 per game instead of the quarter players paid back in the 80s. Overpriced and unable to compete with the newer and flashier machines of the time, the old games sat unused. The manager of the Seattle location later complained that he needed to patrol the classic games alcove at least once an hour to stop couples from going in there to make out.

				
				It wasn’t just the old games that disappeared. In the Seattle location, the two-story elevator game sat out of order for months and was eventually removed. Despite the initial excitement over the high-end arcade with its full-service bar and its connection to Steven Spielberg, GameWorks Studios lost its initial momentum. While several GameWorks locations still exist, most have closed down.

				The “studios” that remain have evolved. Instead of featuring both a high-end snack bar and a bar, they now have bar/restaurants serving full meals. GameWorks locations now feature a full line of redemption games and a changing business model that has included meal-and-games specials and games-by-the-hour deals.

			

			
				Eat, Drink, Play

				
					The big change over the last ten years is that most of the facilities have a real food and beverage component, not a snack bar. Dave & Buster’s figured that out a long time ago.

					—Howard McAuliffe

				

				In 1975, David Corriveau opened a saloon in Little Rock, Arkansas, called Cash McCool’s. Three years later, James “Buster” Corley opened a bar called Buster’s right next door. The two entrepreneurs decided to go into business together. They moved to Dallas and opened a bar/restaurant called Dave & Buster’s.

				With Corley running the bar/restaurant and Corriveau in charge of the games and entertainment, Dave & Buster’s became a Chuck E. Cheese experience for adults. When he began sketching his Chuck E. Cheese Pizza Time Theaters, Bushnell had reasoned that the quality of the pizza wouldn’t matter; kids would still drag their parents to his restaurants so they could play games and watch robots. In the Dave & Buster’s formula, children could enter the restaurant but not the bar, meaning the quality of food mattered. Kids happily put up with bad pizza; adults were a different matter. The food and drinks at Dave & Buster’s had to be good, and so did the games. With floor space at its bigger locations measuring 70,000 square feet, Dave & Buster’s had room enough to cater to many demographics—a restaurant and redemption games for families, a bar and pool hall for singles, an arcade with games for players of all ages.

				
				That’s [Dave and Buster’s] not at all representative of the coin-operated games business; that’s really a specialized situation. There are arcades within those places, but you wonder, “Is this an arcade that sells beer, or is this a bar that has games?”

					It’s definitely an arcade that sells food and drink. There’s nothing better than them; they’re the state of the art. It’s leaps and bounds beyond what anyone else is doing in this business.

					—Eddie Adlum

				

				As one of the founding members of the Xbox team, Kevin Bachus’s name carried a certain cachet in the video game industry. After leaving Microsoft, he eventually took a job as Dave & Buster’s senior vice president of entertainment and game strategy.

				
					We provide balance. We want to offer a comprehensive night out for people, and the games are a means to an end; the end being a social experience with your friends where there’s drinks and meals, and there’s games and prizes.

					That’s sort of where things are now.

					
					We’re growing like crazy across North America. We do $1.3 or $1.4 billion in revenue every year.

					I can’t complain.

					—Kevin Bachus

				

				Asked if Dave & Buster’s is an “adult Chuck E. Cheese,” Bachus acknowledges the comparison, but offers an explanation.

				
					It’s overly simplistic. Another way you could look at it is that we are a sports bar with the latest interactive entertainment. We try to create an environment that at different times of the day and on different days of the week are places where twentysomethings can congregate and have a drink and play some games and have a social experience, and where families can come at other times. We don’t advertise directly to kids; we advertise to families that have kids, whereas Chuck E. Cheese focuses exclusively on kids.

					—Kevin Bachus

				

			

			
				Refusing to Die

				
					The pace of arcade-game releases has moderated from a 1990s splurge of several games a month to a 2017 sputter of a few games per year.3

				

				In 2001, Midway Games released The Grid, a fast-paced third-person shooter in which players control contestants competing for cash and prizes in a murderous TV game show. This was anything but new territory for Midway’s games. Critics described The Grid as “a 3D version of Smash TV,” a 2D game in which players controlled a contestant competing for cash and prizes in a game show that was an updated version of Robotron: 2084, the iconic arcade shooter that introduced the mechanism of having two joysticks, one for moving and one for shooting.

				
				Mortal Kombat co-creator Ed Boon led the design team, which just about guaranteed a fast pace, over-the-top gore, Easter eggs, and obligatory cameo appearances of Mortal Kombat characters. The Grid holds a special place in arcade history: It was the last arcade game Midway ever released.

				Midway Games, along with merged partners Bally and Williams Manufacturing, produced such arcade classics as Defender, Tapper, Joust, NBA Jam, NARC, NFL Blitz, and Robotron: 2084, then went out of business in 2009. One of the casualties of the closure was arcade legend Eugene Jarvis, who’d begun his storied career in the 1970s designing double-wide pinball tables for pre-Warner Atari. After leaving Atari, Jarvis moved to Chicago, the hub of the U.S. coin-op industry, and took a job with Williams, where he designed a long line of arcade hits including Defender (1980), Robotron: 2084 (1982), and Cruis’n USA (1994).

				
					Midway had just closed down pretty much all of their development. They were becoming a console company.

					They laid off me and a couple of other guys, and we’re sitting around asking, “What should we do?” We had such fun doing the arcade games, and we thought there was still a business…maybe a smaller business…maybe a niche industry. There was a lot of really exciting technology. All the Nvidia cards and PC technology was getting very interesting.

					We thought about maybe doing arcade games based on PCs. If you can’t beat them, join them.

					The cool thing was, we would kind of have an edge on the consoles because consoles start a new generation every six or seven years while PCs get better every year. As those years go by, arcade games become better than console games for a few years. That gave us an edge in hardware, technology.

					So it was, “Hey, no sense in crying in your craft beer; let’s just join the winning team!”

					We started out…it was like three guys—myself, Andy Eloff, and Deepak Deo. We hired a few more guys. After a year maybe we had ten or twelve guys.

					
					—Eugene Jarvis

				

				Jarvis named the new studio Raw Thrills.

				In the quickly vanishing landscape of the American arcade industry, opening Raw Thrills sounded misguided, as bigger and more established companies were going out of business.*12 Jarvis’s first project was a driving game based on Universal Studios’ The Fast and Furious franchise, but the game was held up by licensing issues.

				
					We realized we were going to be broke before this thing gets out there, and we needed to get a game out quickly. We always loved Area 51 and Maximum Force, the [shooting] games with the real actors. What would take a modeler a week to do, you can do with a movie camera twenty times better.

					—Eugene Jarvis

				

				After temporarily shelving the Fast and Furious game, Jarvis and company began designing a shooter on rails called Target: Terror in which players battled terrorists as they attacked the Golden Gate Bridge, Denver International Airport, and Los Alamos National Laboratory. This was well-trodden territory, found in such recent games as Area 51, Maximum Force, Lethal Enforcers, Revolution X, and Terminator 2: Judgment Day. Still, like Jarvis’s other project, Target: Terror reflected Jarvis’s irreverent sense of humor. Instead of having the typical duck-shoot bonus round, Target: Terror had players shooting turkeys dressed in suicide vests. In another mini-game, players fired exploding golf balls at terrorists on a driving range.

				
				When we started out, we kind of hedged our bets doing an arcade game that could also be a console*13 game because we weren’t sure of the arcade industry. After that, we realized arcade games and console games are so different that you can’t have something that goes both ways.

					At that point, we decided our expertise and experience was in arcade gaming.

					I think that was a big problem for Midway, too.

					—Eugene Jarvis

				

				Realizing that the audience had evolved, Jarvis and company attempted to evolve with it. Instead of making games for hardcore gamers and the dwindling pool of classic arcades, Raw Thrills manufactured games that dads might notice in a family entertainment center. As Jarvis described it, his company made games “some group of guys might try on a guys’ night out at Dave & Buster’s.”

				In 2004, Raw Thrills released its first Fast and Furious game. It didn’t feature the voices or likenesses of Vin Diesel or Paul Walker, nor did it break new ground in the driving games genre, but “guys” enjoying a “guys’ night out” knew the Fast and Furious brand. Raw Thrills games weren’t designed with the hardcore in mind; they were made for the general public.

				More Fast and Furious games followed, then a kid-friendly Mario Kart–style racing game called Nicktoons Nitro along with a flashy coin-operated version of the console hit Guitar Heroes built in conjunction with Activision and Konami.

				In 2014, Raw Thrills acquired Play Mechanix, a crosstown rival founded by another Midway veteran, George Petro, who had worked with Jarvis on NARC. Play Mechanix created a perfect yin to Raw Thrills’s yang; both companies specialized in making licensed games housed in elaborate cabinets.

				
				If anything, Play Mechanix games tended to be bigger and splashier than games made by Raw Thrills. Including the two glowing-eyed Terminator heads glaring down from the top of the screen, Play Mechanix’s super-deluxe Terminator Salvation machine was 85 inches tall and 98 inches wide and weighed 562 pounds.

				As the creator of the Big Buck Hunter games, Play Mechanix had also demonstrated the ability to create intellectual properties of its own. Without realizing it, Raw Thrills and Play Mechanix had tapped into a slowly emerging trend that was reshaping entertainment.

				
					There was this trend in the arcades of making things big. Have you ever seen Monster Drop? You’re dropping this three-inch ball five feet, maybe three feet, and you try to get into a hole. And then at some point they [Benchmark Games] make Monster Drop Extreme that’s like fifteen feet tall and you’re dropping this massive ball, and it was like…it was super popular.

					It’s the same game just scaled up by manufacturers. There’s something exciting about huge things.

					So, we felt like, “Hey, why not make a Space Invaders but have it on a giant LED screen, you know, one of those Jumbotron LEDs?”

					My partner [Play Mechanix founder George Petro] knew some guy at Taito. We got the license for Space Invaders, and then at the same time we got a line on doing Pac-Man. Then it was like, “We’ll do Pac-Man, too,” only we kind of shoveled the Space Invaders aside because Pac-Man, that’s kind of the big dog. We love Space Invaders, but Pac-Man, everybody plays that.

					We did Pac-Man and it was cool. We changed it to a two-player game…just added two Pac-guys running around.

					That did great, and then maybe a year passes and we get a bill from Taito for our license fee and we’re like, “Oops!” so we get the Space Invaders game going.

					—Eugene Jarvis

				

			
				Titled The World’s Largest Pac-Man, Jarvis’s reimagined version of Pac-Man takes place on an eight-foot vertical screen. When The World’s Largest Pac-Man first came out, it towered over other games. Arcade owners had to place it against a wall because it overshadowed any game placed behind it. Fortunately, Raw Thrills came up with a solution for what to place behind it: Space Invaders: Frenzy, the company’s second golden age classic reimagined on an eight-foot screen.*14

				The World’s Largest Pac-Man was faithful to its roots. It looked the same and played the same. The Raw Thrills reimagining of Space Invaders couldn’t just be bigger. In its original form, Space Invaders featured a relentless, slow-moving enemy. The ponderous attack in the original game was no longer fit for the high-speed, nonstop experience of modern arcades.

				Very likely trying to highlight the change in pacing, Raw Thrills named its rebooted game Space Invaders: Frenzy.

				
					We tried everything in the lab to get the adrenaline maxed out in Space Invaders, but nothing worked. Then we looked at the red blasters on the Jurassic Park game, and the answer was obvious—Space Invaders with giant red machine guns!

					After we added the machine guns, Space Invaders got three times the play of The World’s Largest Pac-Man.

					They even put the game in Taito headquarters in Tokyo!

					—Eugene Jarvis

				

				Back in the era of the original Pac-Man and Space Invaders games, most new arcade games sold for under $3,000. Operators could splurge for deluxe setups such as the Discs of Tron and Star Wars “environmental cockpits,” but no one envisioned games having eight-foot screens and theater-quality surround sound.

				
				Back in the 1970s and 1980s, the golden age, the conventional wisdom was that games had to pay for themselves six times over for an arcade to turn a profit. By that metric, a Pac-Man machine that cost $1,800 would need to bring in $10,800 to pay for itself and the real estate around it. Back in the days when arcades ran on quarters and the games were the only attraction, the number of quarters in the cash boxes was the bottom line.

				Over the years, both arcade games and the people running the business have become far more sophisticated. The latest environmental cabinets aren’t meant to gather six times their initial cost in quarters. Bandai Namco Amusement’s Dark Escape 4D, for example, comes in a cabinet that is roughly the size of a confessional booth. It features air blowers to simulate zombies breathing down players’ necks, heavy-recoil guns, a separate 5.1 surround-sound system for each of the two players entering the cabinet, and sensors that read the players’ heart rates.

				Dark Escape 4D sells for over $30,000. By the 1980s metric, it would need to collect $180,000 to turn a profit. At $2 a game, that’s 90,000 plays, far more plays than most machines see in a lifetime. Yet big-ticket games like Dark Escape 4D and Raw Thrills’s The Walking Dead play an integral role in the modern marketing mix.

				
					Anyone can sit in front of their computer in their house and play any of these games; they have all the accessories. They have the surround sound; they have VR headsets now, so we feel that we need to provide an experience.

					It’s hard because they’re [environmental cabinets] expensive. They take up a lot of floor space, but we need the surround sound. We need the big screen. We need guns that people can hold because that’s part of the experience.

					—Scott Huish,

					corporate general manager,

					Huish Family Fun Centers

					

				
					The store-sized street arcade and neighborhood bar have dwindled down considerably, but family entertainment centers have risen considerably.

					It’s just like tilting the bathtub; one side’s got the water, and now the other side has got the water. I would say that 95 percent of the games being built today are for the FEC business, not for the street. There’s hardly anything you can buy for the street today.

					—Eddie Adlum

				

				There was a time when simply having a lot of games generated enough business to keep arcades afloat. As the market shifted, Chuck E. Cheese stabilized its business model by replacing most of its traditional games with redemption games.

				Dave & Buster’s is much more than a restaurant and an arcade. Along with games and a reliably good restaurant, Dave & Buster’s offers billiards and a bar—four separate attractions. Today’s more successful location-based entertainment establishments look a lot like miniature theme parks. Huish Family Fun Center locations, aka Bullwinkle’s, feature bumper boats, go-cart racing, bowling, laser tag, and Euro bungee “slingshots.” In the center of everything, Bullwinkle’s locations still feature arcades with a mixture of redemption games and traditional arcade games. In other words, Bullwinkle’s has something for everybody.

				Having something for everybody—something to entertain the parents while the kids trade tickets for cheaply made plush animals and candy—seems to be the latest formula for success.

				
					There’s been a series of single-attraction projects like Discovery Zone, where they have an arcade and a kids’ play area, that collapsed. One attraction doesn’t really work.

					—Howard McAuliffe

					

				
					In our Tukwila [Washington] location, which is our biggest, we have sixteen attractions. Of all the attractions, I would say the arcade floor is the most popular. It’s our highest-revenue attraction.

					—Scott Huish

				

				The Huish family isn’t the only company building family entertainment centers. FECs are opening across the country. These aren’t “destination” businesses; people don’t travel hundreds of miles for bumper cars and batting cages. FECs cater to local markets. Some are upscale enough to feature roller coasters, just not enormous roller coasters of the Superman/Space Mountain/Kingda Ka variety. They often feature miniature golf or water slides, and more often than not there’s an arcade on the property. Family entertainment center arcades tend to skew heavily toward redemption games over traditional games.

				
					The percentage of redemption games has been sliding up. It’s like 80 percent now. We still do video games, but it’s kind of like we have to have them.

					The prize redemption games are the real moneymakers. The home systems and the PC games are so good now that we…They used to copy us; now we’re copying them. The [arcade] game industry is starting to copy the app games and PC games.

					We have a Halo game*15 in our arcade now. It’s not the exact same game as Halo online, but it’s licensed from Halo. It’s got a lot of the same look and feeling and some of the same characters, but it’s not the exact same game.

					—Scott Huish

					

				
					We learned a lesson from one of our clients, Shakey’s Pizza.

					They’re a pizza buffet, but they have a good salad bar. The reason they have it is because they want to avoid what they call the “veto move.” If there’s a family that wants to go out to eat but there’s one person who’s eating healthy, they don’t want that person to kill Shakey’s as an option.

					When we design a whole arcade, we like to have options for different groups. We’ll have games geared toward small kids. Almost all of them are lower performers, but you still want to have them in the mix.

					Similarly, you may want to have a World’s Largest Pac-Man. Pac-Man’s been around forever. It’s not a great performer, but older clients who are used to Pac-Man will like it.

					—Howard McAuliffe

				

				Space Invaders on an eight-foot screen is fun for younger players and nostalgic for parents and grandparents who may have played the original game back in the golden age. ICE Games’s Wheel of Fortune may cost $12,000, but that’s a bargain if it stops moms and girlfriends from vetoing dinner at Dave & Buster’s.

			

			
				New Arcades, Big and Small

				
					There’s a new breed of cat in the amusement business called the “bar arcade” that not only highlight videos [games] but the classics—the dedicated uprights, as we call them in the trade.

					—Eddie Adlum

					When we initially opened, I found 114 machines on Craigslist for about $5,000. It was like $40 per machine, and it was an amazing assortment of games. This was 2009–2010, right around there. Back then, the only time you heard about an arcade was when it was closing.

					
					—Doc Mack, founder, Galloping Ghost Arcade

				

				Kleenex, Band-Aid, Jell-O, and Coke are the trademarked names of specific products that have become so ubiquitous that they’re in danger of losing their trademarks. This may not be the case in other countries, but in the United States, people are more likely to ask for a Kleenex than for a facial tissue when they need to wipe their noses. Kleenex refers to a specific brand of facial tissue created by the Kimberly-Clark Corporation, and Kimberly-Clark employs lawyers specifically to prevent that name from becoming genericized, meaning it slips into the public domain. If the name Kleenex were to become genericized, Procter & Gamble (maker of Puffs) and Scotties could describe their facial tissue as “Kleenex.” Similarly, Johnson & Johnson does not allow competing bandage makers to refer to their products as “Band-Aids,” and Kraft Foods protects the trademarked name “Jell-O.” The Coca-Cola Company is in a particularly interesting quandary, as many people use the word “Coke” as an umbrella term referring to carbonated drinks.

				A new word that’s similarly based on a trademarked name has slipped into the vocabulary of the location-based entertainment businesses: “barcade.” Arcades may not be as popular as they once were, but nostalgia for the halcyon days of the 1980s arcades is on the rise. So in 2004, four men opened a bar/arcade in Brooklyn that featured dozens of 1980s and 1990s arcade games along with a selection of trendy craft beers. They named their establishment Barcade.*16 The idea was a hit; over the last decade they’ve opened eight more locations.

				Barcades typically have sixty-plus games, including a smattering of pinball machines. They’re city bars, bigger than local neighborhood bars but not nearly as big as a Dave & Buster’s. They serve burgers and sandwiches and salads, but they’re mostly known for beverages and games.

				
				It seemed like in the 2000s everything was getting bigger and the FEC ruled supreme. Just when it seemed like the last storefront old-school arcade closed, the “barcade” was born.

					It was back to the future, only this time with $8 craft beers.

					—Eugene Jarvis

				

				According to Howard McAuliffe, whose Pinnacle Entertainment Group has consulted on grand-scale projects like DisneyQuest as well as game rooms at local pizza parlors, Barcade’s focus on classic games allows more games per foot: “We used to use 30 square feet [of floor space] per game as the rule of thumb; now we’re up to 65.” Environmental cabinets and VR experiences require twice as much floor space as their golden age antecedents. Barcades can fit sixty 1980s-vintage games into a relatively tight floor space.

				The Barcade chain isn’t the only organization serving arcade games, nostalgia, and beer. Founded in 1999, Ground Kontrol may have been the country’s first bar/classic arcade.*17 Located in Portland, Oregon’s Chinatown district, Ground Kontrol was originally shoehorned into tight confines with a densely packed arcade on its ground floor and a bar in an overhead loft. After its 2011 expansion, Ground Kontrol more than doubled in size, adding a second bar, a more spacious arcade, and cleverly remodeled bathrooms.*18

				
					The games can make you money, but most of the money is from the food and beverage. The games are basically a hook to get people to come in the door and stay longer.

					The first one that I was aware of was in Portland.

					
					They play on nostalgia. The old games are relatively inexpensive compared to the new games…if you can find them. They’re a lot harder to maintain.

					—Howard McAuliffe

				

				Bar/arcades aren’t the only nostalgia-based phenomenon resurrecting the golden age. A second trend is taking the business in the opposite direction: retro arcades.

				Only a few of the great old arcades have survived intact—most notably Funspot in Laconia, New Hampshire.*19 In recent years, however, a new breed of retro arcades has begun opening around the country. With their dim lighting and focus on games rather than redemption, the Neon Retro Arcades in Pasadena and Northridge, California, offer a more authentically 1980s experience than most other arcades. Neon Retro is hardly alone in California, the birthplace of coin-op video games. The San Francisco area is home to several shrines to the history of arcades, such as Musée Mécanique and Emporium SF. There’s the Arkadia Retrocade in Fayetteville, Arkansas, and the Retro Arcade in Warrington, England, about halfway between Manchester and Liverpool. Looking across the United States, it seems like every state has at least one retro arcade, though not all of them keep their games in good running order.

				The reigning heavyweight of all retro arcades, however, is Galloping Ghost, located just outside of Chicago in Brookfield and founded in 2010. With only 15,000 square feet of floor space, Galloping Ghost isn’t an especially large arcade, but it’s tightly packed with games. Sixty-five square inches per game be damned, according to Doc Mack, the arcade’s founder: Galloping Ghost arcade currently has 751 working arcade machines,*20 including a couple of one-of-a-kind games.

				
				We have “developers’ days,” where we’ll just pick a game, and we’ll get everybody that worked on it and have them come out and talk about it and sign autographs.

					We did it for NARC, which was the first arcade game I ever bought. We had Eugene Jarvis, George Petro, Larry DeMar, Warren Davis, Mark Loffredo…the legends of the industry were here.

					The day before the event, George Petro calls and asks if I have a spare NARC board. I was like, “Yeah.” I drove it out to him…didn’t think anything of it and went back to get ready for the event.

					At the start of the event he comes in and he’s like, “I know that NARC is one of your favorite games. There was a level that we put out on test for one day, and it caused all these problems and the game was so close to being done that we scrapped it. We pulled the level out and never put it in the game.

					“I finished coding it last night and fixed the problem. I burned you new ROMs. Here’s your NARC board back with this one-of-a-kind version of what the complete game was supposed to be.”

					—Doc Mack

				

				
					Galloping Ghost Productions put out a game last year called The Spectre Files: Deathstalker, which was a game by Brian Colin, who did Rampage, Xenophobe, Arch Rivals.

					He had started it back in 1984. It was supposed to be a laser disc game, and another game had come out on CED disc [Capacitance Electronic Disc—an early laser disc technology created by RCA], NFL Football, and the disc player was failing so badly that they [Bally Midway] cancelled any and all laser disc games.

					Brian Colin told me about it.

					It was fascinating to me. I’m like, “How far along was it?”

					He said, “We got through filming, and nobody was programming anything, and there was no artwork. Nothing. It was just raw footage that was supposed to be a full-motion video scene, and that’s all we did. I haven’t seen the footage in two decades.”

					
					He found it. We worked with him. We finished the whole game, coded it and everything. We made an arcade cabinet for it. We now sell it to other arcades as this lost game from 1984 that wasn’t ever completed.

					It’s a smart thing that they cancelled it back in 1984 because the game would have never earned money, but now in this environment where it’s free play and it doesn’t matter how long someone’s on a game, it frees it up.

					—Doc Mack

				

				Both the updated NARC and The Spectre Files are available to play on the floor of the Galloping Ghost.

				Before Microsoft, Nintendo, Sony, and Sega made video games a household item, even before Nolan Bushnell founded Atari, Chicago was the coin-op capital of the United States. Williams Manufacturing, Bally Manufacturing, and Midway Manufacturing started in Chicago long before they merged under the WMS Industries label. It’s no mystery where Chicago Coin was located, but other pinball makers like Stern and Gottlieb were located in the Windy City as well. Before settling down in San Jose, Capcom had offices in Chicago. So did jukebox companies such as Seeburg and Rock-Ola.

				Several of the great designers are still there, still living in or near Chicago. When Mack holds his legends celebration days, those designers often are in attendance. Not only have Mortal Kombat co-creators Ed Boon and John Tobias attended events at the arcade, so have the actors who played the kombatants.

				Mack and company broke into the industry at the right time. In 2006, as he started drawing up his plans, interest in 1980s arcades had mostly waned. Mack brags that he purchased his first 114 games for less than $5,000.*21 Since that time, renewed interest in arcade games has driven prices up considerably. One company, Arcade1Up, manufactures four-foot miniature replicas of legally licensed*22 arcade machines such as Star Wars, Teenage Mutant Ninja Turtles, Space Invaders, Mortal Kombat, and Street Fighter II. In the age of the “man cave,” 1980s arcade machines have become popular collector’s items.

				
				There are getting to be fewer and fewer out there because at one time people within the industry were actually throwing them away as play fell off. Now they wished they didn’t because those machines are becoming rather rare.

					—Eddie Adlum

				

				With a $15 admission fee and his games set on free play, Mack couldn’t afford to pay downtown real estate fees or mall prices, but that worked out in his favor. His arcade is on Ogden Avenue, just a few blocks from a train station. In the town that once defined the coin-operated amusement industry, plenty of players will happily take a train out to Brookfield to visit his video game smorgasbord.

				Unlike pinball machines and other electromechanical games, video games are fairly durable. Granted, overly enthusiastic players often broke the controls on Sega’s Heavyweight Champ and light guns need frequent recalibration, but with minimal maintenance, original Pac-Man machines can live on for decades. Replacement CRT monitors are harder to find and the vector displays used in games like Tempest and Star Wars are no longer available, but most of the needed repairs are fairly rudimentary. In his quest to keep classical arcades alive, Doc Mack even teaches rival arcade owners how to repair and maintain their games—not that he views other arcade owners as rivals.

				Priced at $30,000, the latest games won’t sell in the same quantities as Pac-Man machines once sold, but more arcades are opening than closing these days. The golden age of the eighties isn’t coming back, but a Renaissance may be in the offing.

			

		

		
			Skip Notes

			
				*1  McAuliffe made this comment in early 2020 before the outbreak of the COVID-19 pandemic, which has since wreaked genuine havoc on the arcade industry.

			

			
				*2  At a time when computers were huge, rare, and expensive, and generally didn’t feature screens, Spacewar! was anything but marketable. It played on Digital Equipment Corporation’s $120,000 PDP-1 computer.

			

			
				*3  The original version of Gunfight was created by Tomohiro Nishikado, who would go on to create Space Invaders. When Taito, the Japanese publisher, licensed the game to Midway for U.S. production, an engineer named Dave Nutting led a team that updated the game with an 8-bit Intel 8080 chip.

				Dave Nutting’s brother, Bill Nutting, was the founder of Nutting Associates—the company that built Computer Space.

			

			
				*4  Hanafuda cards are playing cards used for several games, a few of which may include gambling. Traditionally, cards used for gambling were to be destroyed after every game, making manufacturing the cards an especially lucrative business.

			

			
				*5  The growth of arcades became something of a worldwide phenomenon, with locations opening all over Europe and Asia as well. At some point arcade games even moved into unexpected territories. In the late 1990s, a journalist touring North Korea snapped a picture of a coin-operated Yie Ar Kung Fu game in Pyongyang.

			

			
				*6  Frogger was licensed by Sega in the United States.

			

			
				*7  To this day, Ms. Pac-Man boards are made by taking a Pac-Man board and adding a Ms. Pac-Man PAL board.

			

			
				*8  Readers trying to understand how a trend can mushroom and fade in such a short span of years might consider the recent frozen yogurt craze.

			

			
				*9  The top five games are (1) Pac-Man, (2) Space Invaders, (3) Street Fighter II (Capcom, 1991), (4) Donkey Kong, and (5) Ms. Pac-Man.

			

			
				*10  Time Warner also owns DC Comics. Injustice: Gods Among Us is a Mortal Kombat–style fighting game featuring Batman, Joker, Superman, Wonder Woman, and other DC superheroes and supervillains.

			

			
				*11  The “SKG” in DreamWorks SKG stood for director Steven Spielberg, former Walt Disney Studios chairman Jeffrey Katzenberg, and recording and film mogul David Geffen.

			

			
				*12  Raw Thrills wasn’t the last arcade manufacturer in the world. Several companies existed. In Japan, Sega and Namco continued building arcade games. In the United States, Play Mechanix continued making traditional games, while other arcade companies such as ICE Games (Innovative Concepts in Entertainment) and Bay Tek focused more on redemption.

			

			
				*13  Konami released a Wii version of Target: Terror in 2008.

			

			
				*14  Space Invaders: Frenzy is a redemption game—it distributes tickets. Unlike the original Space Invaders, which many players managed to master, Frenzy is too fast and too frenetic for hour-long sessions. Space Invaders isn’t the only classic to return in larger form as a redemption game: ICE Games recently released a three-player Centipede on a 75-inch screen that distributes tickets as well.

			

			
				*15  Halo: Fireteam Raven, officially licensed by Microsoft to Raw Thrills/Play Mechanix, comes in an exceptionally flashy four-player environmental cabinet with a 120-inch 4K screen and costs $30,000. According to Eugene Jarvis, “It looks like a giant flying saucer and may be the largest arcade game ever made.”

			

			
				*16  The owners of Barcade registered the name as a trademark in 2007. When other people open similar businesses, they can say they have opened a bar/arcade, but calling their business a “barcade” will likely result in a lawsuit.

			

			
				*17  Unlike Barcade, Ground Kontrol separates its games and alcohol so that it can accommodate players of all ages during daylight hours.

			

			
				*18  The men’s bathroom features a Pac-Man–inspired maze on its tile floor, and the women’s bathroom features a Ms. Pac-Man–inspired maze.

			

			
				*19  With more than 500 working machines, Funspot was recognized by the Guinness Book of World Records as the largest arcade in the world in 2008.

			

			
				*20  When Mac says he has 751 games, he means he has 751 unique games. He isn’t counting duplicates. Also, that number was as of January 2020. Mack is constantly on the lookout for new games to add to the collection.

			

			
				*21  When he was assembling his Videotopia traveling museum exhibit, Keith Feinstein sometimes purchased video games by the “barnload,” meaning arcade games sent to private farms for storage.

			

			
				*22  The legal license is important, and Arcade1Up isn’t the only company creating licensed versions of classic arcade games for home use. Several companies are offering MAME (Multiple Arcade Machine Emulator) or other emulator-based machines with unlicensed games.

			

		

	
		
		
			
			CHAPTER 9 ▶

			“SLIGHTLY LESS HORRIFIC THAN I IMAGINED”

			
				We were talking, and we got on the subject of the PlayStation Portable. J [Allard] said, “It’s going to be a flop,” and I said, “No, I think it’s going to be on the same trajectory as PlayStation 2.”

				—N’Gai Croal

				And so we have the Nintendo DS. It is different.

				—Satoru Iwata

			

		

	
		
		
			
			The Influencer

			In 2001, Newsweek reporter N’Gai Croal attempted the impossible; he tried to arrange a roundtable discussion with the five biggest video game designers in Japan.

			This was during the opening year of the PlayStation 2 era, when Sony couldn’t build consoles fast enough to keep up with demand. Sega’s Dreamcast was alive but dying. Nintendo hadn’t yet launched GameCube, and no one knew if Microsoft would have the fortitude to endure the console wars.

			Inviting the biggest names in the computer gaming universe would have been an easier task: Many of the icons of PC gaming such as Sid Meier (Civilization), Will Wright (The Sims), Peter Molyneux (Populous), and John Carmack (Doom) maintained collegial relations and occasionally appeared on the same panels at the Game Developers Conference and E3…never all at once, but in different combinations.

			Bringing the titans of console gaming together, on the other hand, would require a herculean effort, mostly because the companies they worked for didn’t necessarily play together well.

			Croal’s ideal roundtable would include Nintendo’s Shigeru Miyamoto (Mario, Zelda, Donkey Kong), Sega arcade legend Yu Suzuki (OutRun, Space Harrier, Shenmue), Square Soft RPG master Hironobu Sakaguchi (the Final Fantasy series), Konami’s pioneering Hideo Kojima (the Metal Gear franchise), and a relatively new phenomenon on the scene, Capcom’s Shinji Mikami (Resident Evil, Dino Crisis). This was the A-team, the absolute pinnacle. Arranging an interview with any one of them was an accomplishment; persuading all of them to sit at the same table would be unprecedented.

			
				What I didn’t realize until I started trying to put it together was the dance of…

				Think about it. Newsweek’s a Western outlet. We’re trying to put together this roundtable of Japanese developers. I have no idea about what the relationships among any of them are.

				—N’Gai Croal

			

			
			The first hurdle was geographical. Sega and Konami were located in Tokyo. So was Square Soft, but Hironobu Sakaguchi worked out of a satellite studio located in downtown Honolulu. Nintendo was located in Kyoto, and Capcom was in the nearby city of Osaka, meaning Miyamoto and Mikami would likely take a two-hour Shinkansen train ride to attend the roundtable.

			Then there was the politics. With Dreamcast still alive and GameCube on the way, Miyamoto and Suzuki worked for rival hardware manufacturers. In the United States, the wars Nintendo, Sony, and Sega waged with one another were amicable, but that wasn’t necessarily the case in Japan. As chairman of Nintendo, the always combative Hiroshi Yamauchi harbored a festering grudge against Square Soft. In his view, the leaders of Square had burned all bridges by joining Sony and then persuading other companies to follow suit.

			Had some other journalist attempted to arrange this particular roundtable, the answer would have been an immediate no, but N’Gai Croal was different. For openers, he wrote for Newsweek, an American magazine with a highly respected international edition. The Newsweek name carried a certain gravitas.

			And then there was Croal himself. Witty, smart, and outspoken, he was universally liked and respected by all corners of the U.S. game industry. Asked once why her company placed so much weight on Croal’s opinions, Nintendo of America vice president of corporate affairs Perrin Kaplan answered, “If you get N’Gai on your side, he brings a lot of other reporters along with him.”

			Croal was indeed persuasive, a natural-born evangelist. He persuaded Newsweek, a stodgy mainstream news outlet, to cover video games on a regular basis, and he somehow managed to persuade Nintendo, Sega, Square Soft, Konami, and Capcom to participate in his roundtable.

			
				No one wanted to be first to say yes, so I’m juggling, juggling, juggling, and then I got that group of people. They were all on board. I set a two-week window to make it happen and got my editor to sign off on my being in Japan.

				
				Then it fell apart.

				If you recall, Sakaguchi was in Hawaii directing the Final Fantasy movie. He was going to be in Japan the second week, and then he switched his schedule and had to pull out; then everyone else pulled out except for Mikami.

				Can you imagine? That would have been legendary. If I’d known more, I wouldn’t even have tried, and I came a Sakaguchi-keeping-to-his-schedule away from being able to pull off that roundtable.

				—N’Gai Croal

			

			Croal still moderated a roundtable, but his invitees were more notable as innovators and artists than as hitmakers. Reclusive but agreeable by nature, Resident Evil creator Shinji Mikami was the only member of the original panel to participate. The other participants were Tomonobu Itagaki (Dead or Alive, Ninja Gaiden) and Tetsuya Mizuguchi (Space Channel 5, Rez).

			The roundtable went well, but as Croal wistfully reminisced nearly two decades later, “The original panel would have been legendary, but this was not the universe in which it happened. I console myself with that.”

			His “legendary” roundtable may have gone sideways, but Croal still walked freely among the movers and shakers of the industry. He had an uncanny ability to pick the winners and losers before the showdowns ever began, and the CEOs of the biggest companies placed a lot of weight on his opinions.

			
				One in the Wild

				Ever since Nintendo first released Game Boy in 1989, there’d been an industry-wide quest to find something handhelds could do above and beyond playing games. There’d been Game Boy cartridges with dictionaries, foreign-language dictionaries, the King James Bible, and more. In 1997, Tiger Electronics, a company that mostly traded in single-screen LCD games not all that far evolved from Nintendo’s old Game & Watches, released a new handheld system called game.com that absolutely took the technology beyond playing games.

				
				Keeping up with the Palm Pilot–obsessed world of the late 1990s, game.com did a lot more than play games on tiny cartridges; it also featured a personal data assistant (PDA). It could be attached to a proprietary modem and used to send email or browse text sites on the internet. Like the Palm Pilots and the Apple Newton before it, game.com featured a touch screen and a stylus.

				The biggest failing with game.com was the games. Screenshots of game.com games looked great, but many game.com games had horrible frame rates. The game.com version of Duke Nukem played like a slide show. Even the stripped-down versions of 1980s arcade games in Williams Arcades Classics had frame-rate problems. Competing against the eight-year-old Game Boy with its brilliantly optimized processor and its catalog of more than seven hundred games, game.com never stood a chance. Then, in 1998, Nintendo released Game Boy Color, relegating game.com and its smaller sequel, game.com Pocket Pro, to discount bins and history books.

				Nintendo released Game Boy Advance in 2001 to international applause. By the end of 2002, 11.7 million GBAs had been sold in the United States, 5.6 million in Europe, and 7.6 million in Japan. Less than two full years had passed since the handheld’s release, and Nintendo had already sold nearly 25 million units. The software sales were strong, too. The U.S. hardware-to-software tie ratio was already over 3.5 games per console.

				Game Boy Advance continued conquering the market in its second year. Nintendo released Pokémon Ruby and Pokémon Sapphire in Japan in November 2002, selling approximately 1.4 million copies of each game. Having only been on the market for a month, Ruby and Sapphire placed second and third on the Japan top ten for 2002. The only game that outsold them was Super Smash Bros. Melee for GameCube.

				Like previous Game Boys,*1 the original Game Boy Advance had a dim screen, which was both a bane and a benefit. It meant players needed some source of direct light to see what was happening on the screen, but it also enabled GBA to last more than fifteen hours on a single set of two AA batteries.*2 In 2003, however, Nintendo unveiled Game Boy Advance SP—a new model with an edge-lit screen and a rechargeable battery. Problem solved.

				
				Nintendo sold another 11 million GBAs (SP and original combined) worldwide in 2003, and U.S. software sales jumped 40 percent.

				SP made Game Boy Advance more portable, but not more communicative. Should Pokémon trainers want to battle or trade pocket monsters, they still needed link cables. In 2004, Nintendo released Pokémon FireRed and Pokémon LeafGreen along with a wireless adapter that had a range of approximately three meters.

				Wireless Pokémon-ing may have been a giant leap by Game Boy standards, but 2004 was also the year that Halo 2 turned Microsoft’s Xbox into a worldwide arcade. Slowly but steadily, massively multiplayer games, online games, and connectivity had evolved from a niche market to a worldwide obsession. In Korea, an MMORPG called Lineage had more than 3 million active subscribers. While nothing even came close in the United States, Sony Online Entertainment’s MMORPG EverQuest had 500,000 active subscriptions.

				
					In 2003, according to the Online Publishers Association, global internet users broke down as follows: Asia (230 million), North America (215 million users), and Europe (203 million). The Asian leaders are Korea and China, where high broadband penetration rates (73% in Korea) and thousands of internet cafes offer high quality interactive content. Most traditional game publishers have avoided these markets because of piracy problems with packaged goods—although piracy and hacking are also a threat to the growth rate of online gaming (albeit less impactful).1

				

			
				In November 2004, Blizzard Entertainment published World of Warcraft (WoW). Released the same month as Halo 2, WoW went on to become the bestselling PC game of 2005 and 2006, with 12 million simultaneous subscribers. By 2006, WoW would reportedly rake in an unheard-of $1.1 billion in annual sales and monthly subscription fees.2

				
					Blizzard Entertainment today confirmed that World of Warcraft has broken day-one sales records in North America, making it the most successful PC game launch ever. World of Warcraft, the company’s subscription-based massively multiplayer online role-playing game (MMORPG), sold through to over 240,000 customers at retailers in North America on Tuesday, November 23, selling more in its first 24 hours than any other PC game in history.3

				

				The world was going online, but Nintendo wasn’t.

				On November 4, 2002, a new and credible threat emerged to challenge Nintendo’s lock on portable games. Based on the success of its 2100 series phones, Nokia had recently become the world’s biggest cellphone manufacturer. During an era of convergence, Nokia had proven itself a leader. Not only was the Finnish telecom giant creeping up on its billionth cellphone sold, but it manufactured phones with cameras and video cameras. Nokia also owned what was arguably the most-played game in the world of its day—Snake, the game that came preloaded on Nokia phones.

				And Nokia planned to break into the games market with a cellular phone/handheld game system hybrid named N-Gage.

				
					The N-Gage was pre-iPhone, which meant that everybody was trying everything they could to get decent games on handheld phones. They didn’t even call them “devices” back then; it was either a Nintendo Game Boy or it was a “phone.”

					Processors were getting faster. With N-Gage, they were using ARM processor [ARM920T] chips that were at 100 megahertz, which wasn’t bad for a mobile phone that doesn’t have a high-resolution screen.

					
					I viewed it as an alternative to the Game Boy. [I thought,] Let’s see where this can go because it’s online, it’s a phone, so maybe we can do some multiplayer stuff that’s cool.

					It had Bluetooth, and it was fast enough that you could do some 3D graphics.

					—John Romero, co-founder, Monkeystone Games

				

				For its part, Nokia maintained a staunchly corporate face. Instead of discussing games, Nokia executives talked about market shares. In press releases, Nokia executives described N-Gage as a “communications device that played games” and forecasted sales of “several million units” by the end of 2004.

				
					Games are an exciting way to communicate and connect with a larger community of like-minded people. Rich mobile games, combined with connected near distance multiplayer gaming over Bluetooth and wide area gaming using cellular networks, opens the door for totally new gaming concepts. Mobility will add a whole new dimension to innovative and creative games concepts and will provide opportunities for the games and telecom industry alike.

					—Anssi Vanjoki, executive vice president, Nokia4

				

				As Nokia released more information, N-Gage sounded unstoppable. It would be built around a 32-bit processor. (Game Boy Advance had a 32-bit processor.) It featured both Bluetooth and internet options for multiplayer gaming. Publishers like Activision, Electronic Arts, Sega, and THQ had signed on to make games for it.

				
					On paper, the Nokia N-Gage sounds like a wonderful idea. The combination of a mobile gaming device, cell phone, MP3 player and FM radio should be a handy gadget that caters to pretty much everybody.

					
					—Chris Morris5

				

				In February 2003, Nokia flew journalists from all over the world to London for the international unveiling. Reporters were transported to the London Eye, the tallest Ferris wheel in the world at the time, broken into small groups, and boarded onto observation decks. They would have the chance to sample the new cellphone/handheld game system as the Eye took them on a twenty-five-minute trip above the Thames. Most reporters didn’t need the entire ride to know they were looking at a disaster in the making.

				Most notably, N-Gage was shaped like a taco. It wasn’t all that different than the shape of the original Game Boy Advance, but GBA didn’t moonlight as a telephone. N-Gage’s mic and speaker were along its bottom edge (the hinge of the taco), forcing callers to hold the phone perpendicular to their heads when they used it.

				
					When I saw it, I wasn’t a big fan of the form factor because it was weird to try and talk on it. It was unbelievable. It was like it was standing out from your face.

					Before touch screens obliterated everything, it probably was about as good as you could get for a phone and a game player in one device.

					—John Romero

				

				The screen had reasonably good resolution, but at 2.1 inches it was too small for gaming. The screen’s vertical orientation wasn’t suited for gaming, either. With the exception of a few top-scrolling arcade shooters, video games played on horizontal screens. N-Gage had a thumbpad on its left side and fifteen buttons on its right side, the traditional twelve-button phone pad plus a two-button volume control and a button for ending calls—hardly the minimalist design of a traditional handheld game controller.

				
				Few reporters spotted N-Gage’s biggest shortcoming during the London Eye event because they traded phones to change games. The device’s game slot was located under its battery. Changing games required removing the battery entirely.

				
					The N-gage’s biggest problem is an astonishing design flaw that all but eliminates the machine’s functionality as a mobile device. Better put, you can play games on the go—but should you decide you want to play another game once you’re out, good luck.

					To play a game (or insert a new memory card with your MP3s), you’ll need to

					
						• turn the N-Gage off

						• remove the back cover

						• remove the battery

						• insert the cartridge

						• replace the battery

						• replace the back cover

						• power on the N-Gage

						• wait just shy of 30 seconds for the machine to power up

						• load your game

					

					All totaled, it’s about a 90 second process. Worse, it’s practically impossible to do if you’re on some form of public transportation. And because the games are on MMC cards (wafer thin and about one inch long), if you drop one in a crowded environment, recovering it could be tricky. At $30 a game, that’s a risky proposition.6

				

				Nokia followed up the London Eye fiasco with a disastrous E3 pre-show press conference that highlighted the culture divide between conglomerate culture and the gaming world. The show began with trendy-looking “skater kids” and “hipsters” sort of be-bopping as they played games on N-Gages. Nokia executives, apparently all tall and stern-looking, stepped onto the stage towering over the N-Gage–playing hipsters and looking simultaneously menacing and incredibly uncomfortable.

				
				The climax came when Nokia executive vice president for mobile phones Anssi Vanjoki stepped onstage amid a flock of hipsters. While the rest of her horde fled the scene, a young blond woman remained as Vanjoki discussed N-Gage’s Bluetooth technology, its competence as a phone, and its ability to play games. “How much would you expect to pay for this?” he asked, then suggested that at $500 it would be a bargain and that at $400 people would run right out to buy it.

				And the big reveal—the girl lifted her shirt, displaying a bikini top and the price of $299 printed in bold black letters across her stomach. Sitting near the stage, New York Videogame Critics Circle founder Harold Goldberg heard somebody quip, “I hope that’s a decimal point and not her navel.”

				Priced at $299, with a tiny screen and a form factor that didn’t work for making phone calls or playing games, N-Gage was all but dead on arrival.

				
					The most visible development in wireless gaming in 2003 was the launch of Nokia’s N-Gage, the first gaming-centric cell phone. Rationalizing that enough supply side business logic would make the product a success, but ignoring the consumer value element, Nokia pushed forward over numerous objections and critiques to meet with disappointing results. The product had price point ($299), design (the battery had to be removed to insert a game) and target market problems. As a result, we estimate less than 30K units were sold in the US during the year, far below expectations. Nokia claimed some 600K had been sold worldwide.7

				

				Nokia attempted a redo the following year with N-Gage QD, a smaller, less expensive model that lacked many of the features of the original N-Gage, such as FM radio and MP3 support.

				
				The take-the-battery-out-to-replace-the-cartridge, that was the dumbest mistake they made. Even the taco form was not as bad as that, but they solved that problem [removing the battery] when they redesigned it later.

					As soon as you have bad reviews, no one is going to check out the new version.

					—John Romero

				

				N-Gage QD came out in 2004, but it was too little too late. After a failed launch and a dismal year, N-Gage was all but forgotten. So forgotten, in fact, that when a Game Informer reporter named Lisa Mason spotted someone making a call on an N-Gage on the floor of E3 the following year, she exclaimed, “Oh, look! There’s one in the wild!”

			

			
				The Walkman of the Twenty-First Century

				
					There’s going to be a new baby in the family. It’s not the PlayStation 3.

					Sony Computer Entertainment will be launching a new handheld entertainment platform in 2004. The name of this new platform is called PSP, yes, PlayStation Portable. It’s simple.

					The baby is in the incubator at the moment, and even as the father of the baby, I can’t bring him out of the incubator. I can look at his face through the windows. He is very cute.

					—Ken Kutaragi

				

				Though he didn’t have a prototype to show during his seven-minute presentation, SCE president Ken Kutaragi announced plans for a new portable PlayStation at E3 in 2003. This wasn’t some vague announcement; Kutaragi described the screen and processor in great detail. He announced that it would play games stored on a medium called UMD (Universal Media Disc), showed a prototype disc, and announced it could hold up to 1.8 GB, making it “three times larger than CD-ROM.”

				
				Kutaragi gave Nintendo fair warning—PlayStation Portable (PSP) would be a beast, a technological wonder, and the exact kind of hardware Nintendo chairman Hiroshi Yamauchi disdained above all else. Yamauchi described the kinds of advances Sony was packing into its PlayStation Portable as “technology for technology’s sake.”

				
					Now, let me tell you about his [PSP’s] brain.

					The latest 90-nanometer semiconductor technology, which has almost twice the capacity of the original PlayStation 2 semiconductor technology of 180 nanometer, will empower his abilities. A processor similar to that of the original PlayStation providing an easy and familiar development process for PSP content creators controls graphics, sound, and input/output interfaces.

					PSP has two de facto standard interfaces. One is USB version 2 for connectivity to other PSPs or to PlayStation 2s or even to other platforms such as PCs and mobile phones. The other interface is a memory stick slot for transportability of game data as well as application in a wireless environment.

					—Ken Kutaragi

				

				Kutaragi finished his E3 presentation by describing PSP as “the Walkman of the twenty-first century.”

				Ken Kutaragi designating his new handheld as a “Walkman” wasn’t idle talk. In the late 1970s, Sony’s Walkman revolutionized portable electronics. Up until the release of the Walkman, the term “portable electronics” mostly referred to transistor radios that played AM and FM over tinny speakers. The portable cassette decks of the era were as long as a shoebox and two-thirds as tall, with low-fidelity speakers. They were actual tape “recorders,” low-fidelity devices designed for recording and replaying conversations rather than music. With its high-quality headphones and hi-fi sound, Sony’s portable Walkman cassette player changed everything: Suddenly consumers could listen to home-stereo/car-stereo–quality music while walking or jogging or sitting on a crowded train. Walkman became the bestselling electronics product in history.

				
				By billing his PSP as a Walkman, Kutaragi dismissed Nintendo’s Game Boy devices as the modern-day equivalent of the transistor radio.

				From a technological standpoint, it was a fair comparison. Sony’s new UMD media had nearly thirty times the storage capacity of Game Boy Advance cartridges.*3 PSP also played movies. Sony and other studios released hundreds of movies and television shows on UMD, including Casino Royale, Enter the Dragon, 50 First Dates, entire seasons of Doctor Who, four of the Harry Potter movies, and Wrestlemania XXIV.

				Nintendo would attempt to meet this challenge with a line of video cartridges for GBA, but they were weak. PSP played movies like a portable DVD player. GBA video cartridges had low-resolution graphics and slow frame rates. Some had animated movies like Shrek or Shark Tale; most featured Pokémon, Disney, or Nickelodeon cartoons.

				Hiroshi Yamauchi could crow all day about Sony’s obsession with technology, but it didn’t change the fact that PSP would make Game Boy Advance obsolete. GBA SP featured a dimly lit 2.9-inch screen with 240 × 160 resolution and 32,000 colors. PSP’s bright 4.3-inch screen had nearly twice the resolution—480 × 272 pixels and 16.7 million colors.

				
					We look at PSP as being a mobile entertainment device. We’re trying to create a new market.

					—Kazuo “Kaz” Hirai,

					former CEO,

					Sony Computer Entertainment America

				

				Sony hoped PSP would cause the handheld market to evolve the same way that PlayStation and especially PlayStation 2 advanced the console world, but announcing a portable PlayStation and actually building one were two different things. Ken Kutaragi had a knack for delivering on his promises, but the PSP project wasn’t nearly as far along as he led his audience to believe. No studios had received PSP kits. The hardware hadn’t been finalized. At the time Kutaragi made the announcement, PSP was more aspiration than reality.

				
				We [Digital Eclipse] were developing this game called Death Jr. for the original Xbox.

					We were known for being a handheld company that did a lot of movie games for handhelds, so when we tried to show off our Xbox game, no one took us too seriously. Even though they thought the world was great and the characters were cool, most often they’d say, “Well, you guys don’t really have console experience.”

					It was 2003, the year when they first announced the PSP. That was a breakthrough for us because we had developed this demo, and we thought, “Great, someone’s come up with a handheld that sounds really powerful. This might be an opportunity for us to bring Death Jr. to this platform where people might take us more seriously.”

					We immediately ran to someone we knew over at Sony. It was at that show, right after they made the announcement. We were like, “We’re super excited. What do we have to do to get the hardware? What do you know about it?”

					He quipped back, “I can tell you this: it’s just a memo.” He said, “There’s no hardware. There’s nothing that we can share right now.”

					—Mike Mika, former studio head,

					Digital Eclipse

				

				Mike Mika and his senior producer, Chris Charla, were grassroots gamers who’d entered the industry for their love of games. They’d both started out in the field as journalists writing for Next Generation. As the former editor in chief of the magazine, Charla had gotten to know many of the top executives at Sony Computer Entertainment America on a fairly personal basis.*4 He knew their habits and their interests.

				
				This was Chris Charla’s idea.

					We knew that some of the higher-ups at Sony in Foster City were avid smokers, so he was like, “Let’s get a bunch of our Death Jr. material together and just hang out outside of Sony. One of those guys is bound to come out to smoke. When they’re out there, we’ll just be very casual, and we’ll talk about this thing we’re doing for PSP and that we want to find out about the hardware.”

					So we’re out there, and the person who came out was Molly Smith [SCEA senior director of communications and brand development]. She knew Chris a little bit from his magazine days.

					She asked, “Have you talked to Andrew House [SCEA executive vice president] yet?”

					—Mike Mika

				

				In the months before the game development kits arrived, Sony released a PSP emulator that allowed designers to create and run games in a simulated PSP environment. Having received Andrew House’s support, Mika and Charla had the inside track for receiving an emulator. Once they had a demo of Death Jr. working on the emulator, they returned to Sony to show it off.

				
					We said, “Hey, we’ve got something up and running. Can we show it to you?”

					They said, “Yes. Please. Come on over.”

					So we showed Death Jr. running on the PSP emulator to a couple of employees we knew. They were kind of holding their cards close to the chest, and one of them was like, “Can you just wait a minute? I’m going to get some other people.”

					
					He goes out of the room and brings some other people. We show the demo again, and some of them go out of the room and bring some other people. By the end of it, we have Andrew House and Molly Smith in the room and we showed the demo again.

					We couldn’t gauge if they were excited by it or anything. Finally Chris Charla asks, “So what did you think of the demo? How does it compare to other PSP games?”

					They were like, “We’ve never seen any other PSP games; this is the first one that we’ve seen.”

					—Mike Mika

				

				When SCEA executives demonstrated PSP at the 2004 Game Developers Conference in San Jose, Death Jr. was the first game they showed.

			

			
				Yamauchi’s Crazy Idea

				
					It’s not like he created the hardware or what it looks like. He envisioned what he wanted the physical capabilities to be.

					—Perrin Kaplan

				

				In the early 1990s, Sega may have stolen Nintendo’s console game thunder with Genesis, but that rivalry with Sega didn’t really extend into the handheld market. Sega tried to make it a fight with a system called Game Gear, but Game Gear sales proved inconsequential. Between Game Boy and Game Boy Color, Nintendo sold nearly 120 million units. By comparison, Sega sold 10 million Game Gears, many of which were purchased by people who already owned Game Boys. Sega’s second attempt at the handheld market, the Nomad, sold about one million units.

				By 2003, everyone could see that PS2 would outsell the original PlayStation and that Xbox had legs. Nintendo’s Game Boy Advance business was doing well. It sold just over 11 million Game Boy Advance SPs in 2003 and another 4.6 million original GBAs.

				
				Nintendo’s console business, on the other hand, was at a standstill. Yamauchi placed a temporary halt on GameCube production as Nintendo of America slashed the price from $149 to $99 in an effort to sell off excess inventory. There were rumors about GameCube going the way of the Dreamcast, but that was idle speculation. In the video games business, 10 million hardware units sold is considered the critical mass needed to maintain a viable business; Nintendo had sold 12.8 million GameCubes worldwide by the end of 2003. Unlike Sega trying to survive with a population of 7 million Dreamcast users, Nintendo had a break-even console business and a thriving market for Game Boy Advance.

				
					It’s like network television. Boy, you would be a dope to get out of the business just because you came in third. It’s like asking if ABC should get out of broadcasting. You can come in third and still make a handsome profit.

					—Jeff Brown

				

				Ken Kutaragi’s PSP announcement at E3 2003 meant that Nintendo needed something new in the handheld market, something bigger and more powerful than an updated Game Boy.

				In November, Nintendo chairman Hiroshi Yamauchi announced his company’s operating losses for the first half of the fiscal year. It had been forty-one years since Nintendo made such an announcement. Six months later, Yamauchi revealed that his company’s sales fell ¥21 billion short of the ¥54 billion figure it had posted one year earlier. He blamed some of the problems on the slumping U.S. dollar.*5

				Combative, mercurial, almost Trump-like, Yamauchi spoke his mind without sugarcoating his words. After Square abandoned Nintendo, he famously stated that RPG players were “depressed gamers who like to sit alone in their rooms and play slow games.” On another occasion, he began a particularly harsh tirade about Microsoft by stating, “There are many people in the industry that know nothing about games.”8

				
				Even though Satoru Iwata had taken over the company’s day-to-day operation, Yamauchi still obsessed over Nintendo’s every move. Not one to be seduced by technology, he’d always surrounded himself with like-minded engineers who prized innovation over polygon counts and processor speeds. GameCube was the closest Yamauchi ever came to entering a technological arms race, and he’d been burned by it.

				
					I have been saying this for some time, but customers are not interested in grand games with higher-quality graphics and sound and epic stories. Cutting-edge technologies and multiple functions do not necessarily lead to more fun. The excessively hardware-oriented way of thinking is totally wrong, but manufacturers are just throwing money at developing higher-performance hardware.

					Nintendo has no plans to release a so-called “next-generation” video game console at the next year’s Electronic Entertainment Expo in Las Vegas. We will rather make a new proposal that uses the GameCube at its core. Only people who do not know the video game business would advocate the release of next-generation machines when people are not interested in cutting-edge technologies.

					—Hiroshi Yamauchi9

				

				In the late 1990s, Yamauchi had come up with a hardware innovation of his own: a game system that would be built around two screens instead of one. This wasn’t the first time Nintendo had experimented with two screens. The arcade game Punch-Out!! had a second screen, as did the PlayChoice-10. So did several handheld Game & Watch LCD games such as Donkey Kong, Oil Panic, and Mario Bros.

				
				A system with two screens was actually Mr. Yamauchi’s original idea.

					People had a really hard time adapting to it. Just the concept was very difficult for people, so then…then the question was, “Why would I need that?”

					—Perrin Kaplan

				

				At the time, Nintendo tried several experiments with portable screens. Factor 5, the company that made Rogue Squadron, received a prototype 3D screen for GameCube and went right to work with it.

				
					The 3DS screen actually existed for a long, long, long, long time. Originally, Takeda-san [NCL general manager of integrated research and development Genyo Takeda] sent it to us. I believe that was right after Rogue Leader.

					We get this little prototype which attached to the top of the GameCube, and it was the 3D screen technology from the 3DS. He basically said to us, “Go play around with it. See what you can do with it.”

					And so we used the first few months of 2002 to get our new renderer up for the Endor Forest and for a few other things that we were working on. We got that going in 3D and had a really nice 3D demo together, and then at the last minute, unfortunately…well, fortunately probably, because the whole thing would have been a huge flop…they pulled the plug on the accessory.

					—Julian Eggebrecht

				

				With all of the excitement surrounding PlayStation Portable, Nintendo needed to do something to restake its claim on the handheld market. Sony wasn’t the only company invading that space. There were also unconfirmed news reports that Microsoft might have a handheld in development. Nokia had already announced its new and improved version of N-Gage, and then there was Tapwave, a tiny company that seemed to come out of nowhere with a truly impressive Palm-based handheld called Zodiac.

				
				The Microsoft handheld never materialized, but Zodiac caught a lot of positive attention. Its 3.8-inch screen was a third larger than the Game Boy SP’s screen and boasted nearly twice the resolution. Zodiac’s architecture included a Motorola processor, an ATI graphics accelerator, and a Yamaha sound chip. It had an elegantly ergonomic case, and, thanks to its Palm operating system, it was a PDA as well as a handheld game system.

				A lot of game journalists wrote complimentary reviews about Zodiac, but the editors at the big tech magazines unabashedly adored it. Wired, CNET, and PC World singled it out as a product worth watching. They needn’t have bothered. Most successful hardware launches cost hundreds of millions of dollars, money Tapwave didn’t have. Zodiac came out at the end of 2003 and was officially pronounced dead in June 2005.

				In early 2004, Nintendo quietly invited a few journalists in to see a game system called DS that combined game.com’s touch screen and stylus with N-Gage’s small-area connectivity (albeit with Wi-Fi instead of Bluetooth technology). The new system opened like a checkbook and had two screens. Its form factor resembled such multiscreen Game & Watch products as Donkey Kong and Mickey and Donald.

				In its early demo games, Nintendo put more effort into establishing the benefits of the second screen than into the gameplay. In one game, for instance, players steered a submarine through narrow underwater caves. The submarine was displayed on the top screen, and the controls were displayed on the touch-sensitive bottom screen. In another, players guided Baby Mario from Yoshi’s Island as, supported by three balloons, he floated through an airborne obstacle course.

				
					If your mobile phone had two screens, just think about what you could do. You could be texting someone and watching a movie.

					That would be, like, incredible if my phone had two screens. I would go wild. But people had a really hard time moving from the one screen. I mean, TV has one screen, phones have one screen, and movie theaters have one screen.

					
					—Perrin Kaplan

				

			

			
				The Showdown at E3 2004

				
					And now, ladies and gentlemen, please welcome the latest addition to the PlayStation family.

					—Kaz Hirai

					Well, the wait is over. This is Nintendo DS.

					—Reggie Fils-Aimé, former chief operating officer, Nintendo of America

				

				A select few reporters had seen one or both of the new game systems by E3 2004 but, bound by nondisclosure agreements, they hadn’t published their thoughts. No photos had been leaked. No reviews had appeared. When Sony Computer Entertainment America president Kaz Hirai triumphantly raised a PSP at Sony’s pre-show press conference, the entire auditorium seemed mesmerized. The handheld console was pure Sony—slick, glossy, and undeniably high-tech. Its screen took up nearly two-thirds of its face.

				Hirai asked the audience, “Why is the PSP so important at this stage in the game?” Then he answered his own question.

				
					The proliferation of mobile devices is at an all-time high, and, in fact, many of us carry around more than one mobile device. Today, the worldwide market for mobile devices, whether it be cellphones, digital music devices, productivity tools, or gaming machines, is more than 1.4 billion units worldwide.

					
					PlayStation Portable will enter an already crowded space, but one with many growth opportunities.

					—Kaz Hirai

				

				Though Hirai described PSP as a “handheld video game system,” he spent much of his presentation listing the new device’s non-gaming uses: “It also has the ability to deliver high-quality movies, music, and video as well as other forms of digital entertainment content through one central device.” On top of everything else, PSP offered Wi-Fi and infrared communications, allowing both internet access and network gaming.*6

				
					“Is it a game console?” is a question that does not have to be asked. You don’t necessarily have to play games on the PSP. You don’t have to watch videos, either. You don’t have to listen to music.

					Let the consumer choose between videos, music, and games. Let the consumer choose whether he/she feels like watching movies, listening to music, or playing games every day.

					—Hideo Kojima, creator of the Metal Gear Solid series

				

				
					I was so excited. I loved PSP. I still love that platform.

					I love music. I wanted to create a puzzle that people could experience music from. The PSP was a very good platform for that. DS was fun, but from the music point of view and the hi-res point of view, the PSP was a good fit for my inspiration.

					—Tetsuya Mizuguchi

				

				But manufacturing a device that combined a game system, movie viewer, and MP3 player with a high-resolution screen and Sony-quality audio wouldn’t be cheap. PSP may have done what Ninten-don’t, but its launch price was $249 (¥19,800),*7 just $50 less than N-Gage and PlayStation 2 and $150 more than the price of a Game Boy Advance SP.

				
				The initial target audience for PSP is more reminiscent of our approach in the home console space. We will be looking at a primary target of eighteen- to thirty-four-year-old males and those users more apt to embrace new technologies and products early on.

					This group is one of the largest on PlayStation 2, and we know that they buy more games with more disposable income.

					—Kaz Hirai

				

				Hirai’s announcement eerily echoed statements made by Trip Hawkins ten years earlier about targeting the Playboy demographic with his 3DO Multiplayer. Like N-Gage, Sony’s new handheld would take the Swiss Army knife approach, though, unlike N-Gage, PSP boasted an impressive screen, a more realistic price, and a genuine pedigree in games. Hirai announced that ninety-nine publishers had committed to make games for the new system, including Konami, Electronic Arts, Square, and Ubisoft.

				The reaction to PSP was enthusiastic, both among game developers and in the press.

				
					Every so often a product comes along which, despite extravagant claims and sky-high expectations, actually lives up to the hype. The new PlayStation Portable is that sort of product.

					—N’Gai Croal10

				

				
					I think most people thought that the PSP was going to take over and dominate the handheld space because it was just so much more technically impressive. It could do 3D plus it could do 2D just as well as any Nintendo handheld. Sony, at that point, just could do no wrong.

					
					—Shane Satterfield,

					former editorial director,

					G4 Media

				

				
					I am more interested in the PSP as a consumer than a game maker. It’s something I would like to carry around. Personally, if I carried around a PSP, video games would be lower on my priority list.

					—Hideo Kojima

				

				Nintendo staged the last of the major pre-show press conferences at E3 2004. After attending Sony’s conference, many attendees harbored a deep-rooted suspicion that Nintendo’s situation had just gone from bad to worse…but that was nothing new. There was this constant feeling that Nintendo was the Titanic and Sony was the iceberg. Starting with the first Electronic Entertainment Expo, held in 1995—the year Sony launched its original PlayStation—there’d been this odd dissonance between Nintendo’s E3 promises and its end-of-year results.

				With each successive year, Nintendo lost another 5 to 10 percent of its share of the console market. But Nintendo executives always began presentations describing new levels of success and promising “another great year” even when their business was in decline.

				Now, on the heels of Sony’s unveiling its disc-based, internet-exploring, movie-playing, stereophonic masterpiece, Reggie Fils-Aimé unveiled the Nintendo DS.

				
					From the time we announced its code name, you’ve known these initials to represent its most obvious feature, dual screens, but that’s not what the initials stand for to us. DS has a much larger and relevant meaning—DS, “developer’s system.”

					In creating DS, we’ve given the world’s most talented game makers new tools to work with, new ways to express their imaginations, and of course, in the end, new enjoyment for all of us.

					
					The result is this: DS not only changes Nintendo, it changes our industry.

					—Reggie Fils-Aimé

				

				Fils-Aimé defended Nintendo’s decision to entirely rethink the handheld market rather than create a Game Boy with a better screen.

				
					I like to think of it like buying a car. Admit it, your left brain looks at the vehicle in terms of the numbers. What’s the horsepower? The towing capacity? The zero-to-sixty?

					That’s our competitor’s approach.

					But your right brain is different. There’s only one question out there: “Sitting behind the wheel, where will this baby take me?” In other words, do you want to go just a little bit faster down the same streets you’ve always driven, or down a new road to places you’ve never seen before? That’s the difference with DS.

					—Reggie Fils-Aimé

				

				Coming from Nintendo, the company that ultimately marketed new platforms by promising to publish another Mario, a new Zelda, an updated Mario Kart, and maybe a Star Fox or Super Smash Bros., taunting competitors about going “down the same streets” sounded hypocritical.

				Nintendo’s press conferences were always packed with loyalists. Reacting more enthusiastically than the spectators at the Sony conference, the audience cheered as Fils-Aimé discussed the benefits of two screens; then they erupted when he unveiled the new Metroid coming out on DS.

				
					But two screens are just the first of the twos that define the DS. Let’s move on to the next pair, two media bays—one accommodates DS software, easily holding games with one gigabit of data and well beyond; the other plays all of your favorite GBA games. That’s right, backwards compatibility means an instant library of over 500 titles.

					
					—Reggie Fils-Aimé

				

				Not everything went over as well. The audience may have cheered long and loud when Fils-Aimé announced the backward compatibility, but only the most loyal of loyalists broke the silence when he announced a built-in microphone that could be “married to voice recognition programs.”

				DS would have two forms of wireless communications: one that allowed up to sixteen people to play and communicate in a range of up to 100 feet, and Wi-Fi compatibility, which would enable users to access the internet.

				Fils-Aimé stated that DS would come to market with a different name (it didn’t) and be launched in Japan and the United States by the end of 2004. That final announcement was redundant: In the months leading up to E3, Nintendo of America had already announced the $149 launch price and November 21 release date.

				Comparing PSP and DS became the hot topic at E3, and the general consensus was that Sony clearly came out on top. The first night of the show, N’Gai Croal attended a small dinner with a couple of Activision spokespeople and another reporter. When the reporter asked him what he thought of DS, Croal responded, “It was only slightly less horrific than I had imagined.”

				
					The DS was a crazy device. I mean, look, history has proven it out…I’m not saying I wasn’t wrong. Obviously the DS was a runaway hit.

					It proves the odd genius of Nintendo.

					—N’Gai Croal

				

				Croal wasn’t alone. PSP games looked better and played like console games. People made snide comments about two small screens not being better than one larger, higher-resolution screen.

				
				The games at the Nintendo booth did little to change people’s minds. Mario 64 DS looked and played like Mario 64 on N64, which had been a breakthrough game nearly a decade earlier. Marketing Game Boy Advance as a handheld Super Nintendo may have been a great strategy four years earlier, but people weren’t looking for a handheld N64, not in the shadow of the PSP.

				At the Sony booth, PSP games really did look and play like miniature versions of PS2 games. Drive past the airport in the PSP version of Ridge Racer, and an enormous passenger jet took off in the very near background. Ridge Racer for DS looked sparse and primitive by comparison.

				At the Nintendo booth, Sega showed a game called Feel the Magic: XY/XX that epitomized the spirit of DS. It was a collection of zany mini-games that, in theory, represented a man’s attempt to woo the woman of his dreams. What made this game stand out was that it required players to use the stylus, touchpad, and microphone. The first mini-game, for instance, begins with the main character accidentally swallowing a goldfish. To help him survive, players had to guide the fish up the protagonist’s gullet using the stylus. Some of Feel the Magic’s mini-games had people rubbing the stylus back and forth so furiously that it scratched the screen.

				
					I understand that you sometimes talk about Virtual Boy*8 and DS as if they have something in common. The only thing that was special about Virtual Boy was that the image popped out. In the case of the DS, the two screens are not the only unique feature.

					—Satoru Iwata

				

				In an onsite interview, Nintendo’s Shigeru Miyamoto admitted that he had not foreseen how brutally some gamers might treat the hardware and said he would need to make changes, but he wouldn’t specify what those changes might be.

				
				Not everyone saw PSP as unbeatable. On the first day of the show, Square Soft president Yoichi Wada allowed a reporter to tag along as he and a couple of executives stepped out for a cigarette. Like so many E3 discussions that year, Wada’s conversation eventually turned to DS versus PSP. Wada listened while the other executives marveled about PSP’s screen and power; then he said he believed DS would be more popular. “People are not looking for the handheld version of their console games,” he said. “Nintendo understands this.”

				An even more surprising evangelist for the Nintendo point of view was Metal Gear Solid creator Hideo Kojima, a committed technophile whose games were most closely identified with Sony.

				
					If [I am] restricted to games only, I want to see areas explored with portable game systems that cannot be explored with home consoles. Portable systems should not be smaller versions of home consoles that you carry around.

					The games you play on portable systems should take advantage of the fact that they can be carried around, leading to new forms of gameplay. For example, with the Boktai series,*9 changes in the environment [such as sunlight or the lack thereof] affect the gameplay.

					Portable games should not be like a regular meal carried around in a fast-food dish. It’s more of a dish that you can enjoy only because of the fact that it is takeout food. That’s the kind of [experience] I expect portable game systems to provide.

					—Hideo Kojima

				

				
					I played the hell out of Untold Legends on the PSP and Patapon, I love the feel of the PSP and the form factor, but the Nintendo DS was just incredible.

					
					I liked that it had two screens, and that you would see games like Contact by Atlus that took advantage of both screens and used them in really interesting ways.

					I thought it was great that they broke the paradigm. It was a really good upgrade from the Game Boy Advance.

					—John Romero

				

				In one-on-one meetings with reporters, Satoru Iwata admitted that he had not yet had the opportunity to try PSP, though he’d certainly heard about it. In what would become something of a company slogan, he then touted all of the innovative options DS would bring to gaming.

				
					Fundamentally the PSP isn’t going to be able to do anything as far as displaying that you can’t do on a current system, whereas we are interested in more than great graphics and screen.

					We are looking more at the creative end, and the PSP isn’t going to bring anything new creatively to the development process.

					—Satoru Iwata

				

				The E3 Game Critics Awards, which are voted on by a select panel of journalists attending the show, are not entirely fair. Historically, the editors selecting the awards are so busy visiting large companies like Sony and Microsoft that they seldom have time to venture beyond the West and South Halls of the Los Angeles Convention Center. The smaller companies relegated to Kentia Hall are seldom considered for Game Critics Awards.

				In 2004, the Sony PlayStation Portable won the Best of Show award—the highest award at the show. Winning Best of Show was no guarantee of success; in 2001, the critics gave that prize to GameCube.

				The battle of the handhelds wasn’t the only hot topic at E3 in 2004. That was the year that actor Vin Diesel teamed up with Vivendi and a Swedish development house named Starbreeze Studios to create The Chronicles of Riddick: Escape from Butcher Bay, a strictly single-player game with astounding graphics. Microsoft made console games a social activity that year with Halo 2, and Rockstar ignited yet another battle in the morality wars with the unveiling of Grand Theft Auto: San Andreas.

				
				On the second night of the show, N’Gai Croal found himself in a debate with J Allard (Microsoft’s VP of the Xbox Platform) over dinner. The topic, of course, was who had the better handheld.

				
					So it was me, J Allard, Geoff Keighley [Spike TV] was there, Andy McNamara [former editor in chief of Game Informer] and Aaron Greenberg, who’s now the number two guy in marketing at Xbox. We’re at dinner at a steakhouse in downtown L.A., and J got on the subject of PlayStation Portable and was like, “It’s going to be a flop.”

					I said, “No, I think it’s going to be on the same trajectory as PlayStation 2.”

					I don’t know who proposed the bet, but the substance of the bet was if I was right, he was going to have to wear dreads for a day during E3 [including at Microsoft’s pre-show press conference]. If he was right, then he was going to get to shave my dreads onstage at E3.

				

			

		

		
			Skip Notes

			
				*1  Like previous Game Boys released in the United States, that is. Game Boy Light, which was only released in Japan, had a backlit screen.

			

			
				*2  The battery life on the original Game Boy was rated for up to thirty hours.

			

			
				*3  Game Boy Advance video cartridges held a maximum of 64 MB.

			

			
				*4  Charla is now working as the senior director for content curation and programs at Microsoft.

			

			
				*5  At the time, the yen was appreciating against the dollar, which contributed to Nintendo’s losses. In January 2003, one U.S. dollar was worth 119 yen. By December, it was 107 yen to the dollar, effectively dropping the net gain of U.S. sales by 10 percent.

			

			
				*6  During that initial E3 presentation, Hirai stated that PSP’s rechargeable battery would last ten hours, making it competitive with current systems, but Sony later revised that estimate to four to six hours for games and less for video playback.

			

			
				*7  PSP would cost more in the United States than in Japan.

			

			
				*8  The Nintendo Virtual Boy was a tabletop system built into a visor. It was released worldwide in the summer of 1995 and discontinued the following year.

			

			
				*9  Kojima’s Boktai: The Sun Is in Your Hand was a GBA title. The game cartridge included a photometric light sensor.

			

		

	
		
		
			
			CHAPTER 10 ▶

			RISE TO THE HEAVENS

			
				Our view of the Game Boy experience is that it’s a great babysitting tool; something young kids do on airplanes.

				—Jack Tretton1

				The DS represents a critical moment for Nintendo’s success over the next two years. If it succeeds, we rise to the heavens. If it fails, we sink into hell.

				—Hiroshi Yamauchi

				Former chairman, Nintendo Co. Ltd.2

			

		

	
		
		
			
			Late Starters

			Launching the nebulously named DS in Japan on December 2, 2004,*1 Nintendo had a ten-day head start on Sony; PSP launched on December 12. By the end of the year, Nintendo sold 1.1 million DSs in Japan; Sony sold 300,000 PSPs.

			In that initial month, DS outsold PSP nearly three to one. That additional 800,000 units might have been inconsequential except that Nintendo sold another 2.9 million DSs into the Japanese market the following year, while Sony sold 1.9 million PSPs. After the first full year, Nintendo had sold a cumulative 4 million DSs compared to Sony’s 2.2 million PSPs. That was the odd year, the year PSP came as close as it would ever come to closing the gap.

			
				The sentiment around Japan at the launch of PSP and Nintendo DS was mostly about how incredible Sony’s technology was and how uninspired and toy-like Nintendo’s latest handheld was. I distinctly remember the first few days of holding a PSP. It felt like I was holding an artifact from the future in my hands.

				Nothing quite encapsulated the difference between PSP and Nintendo DS in the early days more than when running Ridge Racer side by side on both platforms. The PSP handled its sleek, PS2-level graphics without breaking a sweat. Meanwhile, the DS felt like it was about to keel over.

				There’s a famous photo of some expats living in Japan posted on [an] online community…[about] how inferior Nintendo DS was to PSP. At the time, Nintendo felt like an absolute joke.

				Boy, were we wrong!

				—Ryan Payton

			

			
			When it came to releasing must-have system-selling games, Nintendo struck first. In April 2005, Nintendo released Nintendogs, a Tamagotchi-like game in which players raised puppies, training them as they matured into adult dogs.

			Nintendogs played to all of the DS’s quirky strengths. Players could communicate with their virtual canines by speaking into the mic and play with them via the touch screen and stylus. They could view their pets on one screen while scrolling through food, toys, and communications on the other. Using wireless networking, players could create play dates with other Nintendog owners.

			Nintendogs was pure Nintendo—nerdy, clean, technology-enabled rather than technology-dependent, and a moneymaking masterpiece. Since tastes in dogs vary, Nintendo released three different versions of the pet-raising simulation: Chihuahua & Friends, Miniature Dachshund & Friends, and Shiba Inu & Friends. Collectors by nature, many Nintendo fans bought all three versions just as they frequently purchased both versions of Pokémon games.

			Nintendogs was released in Japan on April 21, 2005, driving DS sales up 400 percent over the prior week.3

			
				It’s [Nintendogs] causing the Japanese game world to sit up and take notice. It received a rare perfect score from Famitsu, and it’s been overwhelmingly voted “Best in Show” by Japanese gamers.

				It remains the top-selling game franchise in Japan, with more than 400,000 copies having sold through in less than a month’s time.

				And as always [is] the case, hit software sells hardware, and this case is no different. The launch of Nintendogs was responsible for making Nintendo DS the bestselling game system in Japan. In fact, selling more than three times the rate of PSP.

				—Reggie Fils-Aimé*2

			

			
			In May, Nintendo Co. Ltd. released Brain Age, a series of quizzes, puzzles, and mini-games designed to invigorate users’ brains. These weren’t the typical party games found in Mario Party or Crash Bash; these games involved activities like math and pattern recognition along with software for tracking the user’s progress. Brain Age was meant to stimulate people’s brains, but Nintendo managed to include a dose of nerdiness and fun. It received fairly average marks from reviewers, but that wasn’t the point. It was meant as a cerebral workout, a virtual space people entered with the hope of warding off dementia in the future.

			Nintendo sold well over 2 million copies of Brain Age in Japan and over 19 million copies worldwide.

			
				My parents are both over the age of seventy-five. Through all my years of making video games, I’ve showed them many games and they’ve never once said, “I want that game.” With this brain exercise game, they both have said, “Yes, I want that game.”

				—Shigeru Miyamoto,

				artist, Nintendo

			

			And then, in November 2005, Nintendo Japan released Animal Crossing: Wild World, a handheld version of an iconic GameCube title. The Animal Crossing games were Nintendo’s family-friendly answer to Second Life, a highly sanitized open-ended world in which players move into a town populated by talking animals. Like Electronic Arts’s The Sims games, Animal Crossing games entertained players by having them do virtual versions of mundane tasks. Players could collect, trade, and sell items. They could buy furniture and decorate their houses. They could build houses, and, thanks to the DS’s Wi-Fi, meet up with other players.*3

			
			I noticed the tide turning for Nintendo DS upon the releases of Nintendogs and Animal Crossing. A tidal wave was forming.

				Nintendo has an internal mantra about “the name of the game is the game,” meaning great software sells hardware. They really embraced that with the DS. It was fascinating to watch, firsthand, PSP losing the wind in its sail to Nintendo’s underpowered hardware.

				—Ryan Payton

			

			In March 2006,*4 Nintendo released DS Lite, a smaller, more ergonomic version of DS with brighter screens. Demand for the handheld reached a new high; then Nintendo released Pokémon Diamond and Pokémon Pearl in September.*5 Nintendo sold 8.5 million DSs in Japan in 2006; no other hardware, handheld or console, cleared 2 million units that year.*6

			
				As long as we focus on the high-teen age group, I understand that the PSP has more appeal than DS. But I believe that this situation will change when people see the lineup of DS software.

				—Satoru Iwata

			

			Four of the top five games in Japan in 2006 were DS exclusives: Pokémon Diamond/Pearl (4.3 million copies sold), New Super Mario Bros. DS (3.8 million copies sold), Brain Age 2 (3.75 million copies sold), and Animal Crossing (2.5 million copies sold). The fifth-highest-selling game in Japan was Final Fantasy XII for PlayStation 2 (2.3 million copies).

			
				In 2006, Japanese video game industry sales surged to levels not seen for a decade, driven by strong demand for portables. According to Famitsu, total video game retail sales hit 625 billion yen (about $5.3 billion), up 38% y/y [year to year], with HW [hardware] value up 60% to 262 billion yen and SW [software] up 25% to 364 billion yen ($3.1 billion).4

			

			
			By 2007, the Japanese market seemed nearly DS-exclusive, but a new path to success was about to open for PlayStation Portable. Despite Nintendo’s three-year winning streak, the DS’s lead in Japan wasn’t yet unassailable. Given the right game, PSP could narrow the gap. Amazingly, it wasn’t an all-new game that gave PSP a chance to catch up; it was a two-year-old game originally released for PlayStation 2 that hadn’t sold especially well on that console. That game was Monster Hunter.

			When Capcom first released Monster Hunter in Japan on March 11, 2004, it was that rare PS2 game players could take online. An action RPG in which players hunted unruly beasts of all sizes and descriptions, it was repetitive and hard as a single-player game. But when players met online and hunted in packs, it became a social activity. Famitsu gave the original Monster Hunter a score of 32 out of 40, and it came in thirty-seventh on the Japanese top-fifty games list. Capcom sold 288,000 copies, which is good but not incredible.

			
				Monster Hunter debuted on PS2 and actually had online multiplayer, which was extremely rare for PS2 at the time. The game was a moderate hit in Japan.

				Then somebody at Capcom has the absolutely brilliant idea to reimagine the game for PSP by ditching its online features for local multiplayer. Focusing on local co-op so players can grind out hundreds of hours of monster-hunting together on PSP was the killer app Sony’s platform desperately needed. The PSP versions of Monster Hunter elevated the franchise to the level of cultural phenomenon.

				—Ryan Payton

			

			On December 21, 2005, Capcom released Monster Hunter Portable in Japan, selling approximately 234,000 copies by year’s end and another 435,000 the following year. Monster Hunter Freedom (titled Monster Hunter Portable in Japan) was the PSP hit Sony desperately needed to establish PlayStation Portable in Japan. By the end of August 2007, sales topped 4 million units worldwide, with an astounding attach rate—one of five Japanese PSP owners purchasing a copy of the game.5

			
			Capcom did something that Nintendo DS also tapped into in Japan, which is underreported, in my opinion.

				Ex-CEO of Square Enix, Yoichi Wada, taught me that in Japan, there is a culture of not going home. Their homes are small. Many Japanese only have one TV, and it’s shared with their spouses and children. This is why salarymen are out with their buddies till late.

				This is a big reason why Monster Hunter was the perfect game for PSP.

				This culture of not going home [appealed] to junior high school kids, who were big consumers of PSP. The hardware was at a price point they could afford and was perfect for their lifestyles. Kids wanted their own screen in their bedroom, not in the living room with their family. Remember, these kids grew up on Pokémon, so this more mature Monster Hunter series was absolutely perfectly designed for them to gather at McDonald’s with their buddies and grind out hundreds of hours together on their PSPs.

				—Ryan Payton

			

			Boosted in part by the Monster Hunter Portable craze, PSP sales nearly doubled over the next two years in Japan, jumping from 1.9 million units in 2006 to 3 million in 2007 and 3.5 million in 2008. Despite a spike in sales from the release of Monster Hunter Portable 2nd G (which sold nearly 1.5 million copies in Japan in 2007, coming in second only to Wii Sports on the Japanese top fifty), PSP continued falling further and further behind.

			In 2008, PSP finally had the top-selling game in Japan, Monster Hunter Portable 2nd G, which sold almost 2.5 million units. Every time Sony moved ahead with a Monster Hunter, Nintendo countered with a Pokémon. Monster Hunter Portable 2nd G may have been the bestselling game of the year, but it was also the only PSP game in the top ten. Pokémon Platinum came in second with 2,187,000 copies sold. In fact, four of the top ten bestselling titles were DS exclusives. (Twenty-three of the top fifty titles in Japan in 2008 were DS games that year.)

			
			Even though he had retired, Hiroshi Yamauchi still cast his shadow across the video game industry. After the GameCube disaster, Sony had looked unbeatable. In this case, Yamauchi had been right all along. It wasn’t processing power that recaptured the Japanese market; it was unorthodox games played on unconventional hardware selling to untraditional audiences. As Yamauchi had predicted, Nintendo DS expanded the market.

			
				If we can increase the scope of the industry, we can re-energise the global market and lift Japan out of depression.

				—Hiroshi Yamauchi6

			

			
				When I think about how these systems are being used and played by the Japanese people, I should say that PSP is seen as a way to play PlayStation 2 games outdoors. DS is appreciated by customers because of its unprecedented level of interactive entertainment ability such as dual screen, touch screen, and microphone.

				From what I hear, in Japan, a large number of female users are purchasing Nintendo DS. Those who used to play before and quit are now starting to play Nintendo DS. They are more of the adult audience, people in their thirties.

				They tell us that they quit playing, but when they saw Nintendo DS, they came back.

				—Satoru Iwata

			

			
				Certainly they’re [Japanese game designers] doing a much better job of it [expanding the market to female audiences] these days with the Nintendo DS. Actually, just today the latest Japanese sales chart was released, and the country’s bestselling game right now is a Nintendo DS game called Love and Berry that’s based on a franchise popular with preteen girls. They sold nearly half a million copies of this game just this week.

				
				Add that to games with huge penetration into the girl-gamer market like Nintendogs, Animal Crossing, and Brain Age and it’s clear that Japan is getting to the point where there’s no longer going to be a gender divide in video games within a few years.

				—Chris Kohler, co-author of Power Up: How Japanese Video Games

				Gave the World an Extra Life, former features editor, Kotaku7

			

			
				Outside Japan

				Newsweek’s N’Gai Croal bet his dreadlocks that PSP sales would follow “the same trajectory” as PlayStation 2 sales—that is, 10 million units sold in the next twelve months. Japan wasn’t helping, but in the history of video games, winning in Japan didn’t necessarily guarantee worldwide success, and losing in Japan didn’t necessarily translate into international failure.

				Despite huge success in the United States and Europe, Sega’s Genesis/Mega Drive never caught on in Japan. It lagged behind the Famicom and PC Engine*7 in its early years and was forgotten in the wake of the Super Famicom. Notably successful in Japan, TurboGrafx barely made a dent in North America and Europe. By 2007, Microsoft had sold 14.5 million Xbox units in the United States and 6 million in Europe. In Japan, Xbox barely cleared 500,000 units.

				Nintendo of America launched DS on November 21, 2004. Sony Computer Entertainment America didn’t launch PSP until March 24 of the following year. During that four-month head start, Nintendo sold more than 1 million DSs despite going to market with a mostly lackluster list of games.

				
				By the time PlayStation Portable arrived in North America, Sony had assembled a formidable library that included new versions of legacy games from its consoles such as Ape Escape: On the Loose, Twisted Metal: Head-On, and Wipeout Pure.

				Most of the games that migrated from PS2 to PSP had gameplay nearly identical to that of their console progenitors, but not all of them. Metal Gear: Acid may have looked like the Metal Gear Solid games, but it didn’t play like them. It was a card-based RPG.

				Then there were the ubiquitous games, the ones that appeared on every conceivable console: the Sonic franchise, Madden NFL games, and the Tomb Raider series. They were front and center when Nokia announced N-Gage, and they’d quickly found their way onto DS and PSP as well. Somewhere along the line, having a Need for Speed, a Rayman, and the WWE game at launch had become requisite.

				Exclusive titles, especially first-party exclusives, define systems. Nintendo’s exclusives included Nintendogs, Animal Crossing, Pokémon, New Super Mario Bros., and Mario Kart. These games appealed to hardcore Nintendo fans more than hardcore gamers.*8 In typical Nintendo fashion, they were upbeat, family friendly, and safe.

				In Japan, DS took an early lead and never looked back. That wasn’t the case in North America. PSP outsold DS by a million units in the United States in 2005. Nintendo sold 2.6 million DSs; Sony sold 3.6 million PSPs.

				As PSP took hold, Nintendo of America had to reconsider its marketing strategies. Attempts to broaden GameCube’s appeal with M-rated games like Eternal Darkness and Resident Evil backfired, but that didn’t stop Nintendo from employing a similar strategy with DS.

				
					Not too long after the PSP announcement, we got a call from Nintendo. They were curious if we would be interested in developing a version of Gauntlet, the Midway arcade classic, for the DS. We said, “That sounds great,” so they sent out their producers, Terasaki-san [Keisuke Terasaki, a veteran producer/project manager who worked on dozens of games including two Luigi’s Mansion titles and two Super Smash Bros. games] and Mr. Ando [Kaori Ando, a coordinator/producer whose credits included several Pokémon titles].

					
					They both came out, and we retrofitted the whole office to have every version of Gauntlet available, even versions of a pre-Gauntlet game called Dandy. We played Gauntlet all day with these guys who came out from Japan.

					They told us that when they went to college together, they used to play Gauntlet all the time. They also told us that the strategy was that they were trying to go out and get third-party IP for action games to compete with the PSP because they felt that Sony had a real good grasp of action/arcade games that were going to be on the PSP, and they felt that they probably weren’t really competitive.

					They started greenlighting a whole bunch of these external games and finding developers to produce them.

					—Mike Mika

				

				But U.S. PlayStation Portable sales dropped by 16 percent in 2006, from 3.6 million to an even 3 million. DS sales, on the other hand, spiked 105 percent with the releases of Mario Kart DS, Nintendogs, and Brain Age.

				Feeling more confident, Reggie Fils-Aimé returned to his initial marketing plans.

				
					Working in tandem with Nintendo Japan and Midway, we created this crazy version of Gauntlet. It was an all-new version, like a true sequel. We got it all the way to completion.

					By the time we were done, and there were several other games, they all got cancelled because DS started to overtake the PSP in sales. Nintendo felt that they didn’t need these titles anymore.

					What was really cool…This is what’s so awesome about Nintendo—they didn’t want the game not to come out on the platform, so they helped us shop it to other publishers. We went to Eidos and all these different companies, and Eidos eventually picked it up.

					
					It went out to review. We got 80s to 90s on our reviews and all this great stuff, and then Eidos said they didn’t want to publish any more DS games.

					—Mike Mika

				

				From the start, Sony published a wide array of first-party PSP games, ranging from an M-rated SOCOM: U.S. Navy SEALs game to an E10+-rated action adventure called MediEvil. One of the most interesting early experiments on PSP was a game called Infected, in which players tried to save New York City from a zombie-creating virus. The hero of the game was a cop who was immune to the virus. In a nod to I Am Legend, saving the day involved finding a scientist who would use the policeman’s blood to create a serum.

				What set Infected apart from previous games was a multiplayer mode that allowed players to “infect” each other’s games with their own personal viruses, then track the viruses’ progress using online tools that monitored their spread across the PSP community.

				The biggest news on PSP, however, was the October 5, 2005, release of Grand Theft Auto: Liberty City Stories. Coming on the heels of GTA: San Andreas for PlayStation 2, Liberty City benefited from the GTA mania that had overtaken the gaming world in general. If there was a new Grand Theft Auto on some new platform, a certain portion of the game-playing population would adopt that platform specifically to play it. Americans bought approximately 717,000 copies of Liberty City for PSP in three short months. Rockstar sold an astounding 1.2 million copies worldwide by the end of the year.

				Rockstar went on to sell more than 8 million copies of GTA: Liberty City Stories worldwide. No other PSP games came close. The next-highest-selling game was a Grand Theft Auto as well, GTA: Vice City Stories, which sold more than 5 million copies.

				
				Kaz Hirai’s prediction that PSP would appeal to an older audience proved prophetic. PSP had a much stronger appeal among adult consumers. Where Sony went wrong was in its projections about the size of the market.

				Sony arrived late to the party in Europe. Nintendo launched DS on March 11, 2004. Sony launched PSP on September 1. Having had the market all to itself for nearly five months, Nintendo sold 3.1 million DSs in Europe in 2004. Sony sold 2.2 million PSPs in four months. Nintendo’s lead looked tenuous at best.

				When it came to software sales, PSP outperformed DS in Europe in 2004. The first-year tie ratio for DS was 1.2 games per system. PSP buyers purchased 2.7 games per system, proving Hirai’s E3 predictions about eighteen- to thirty-four-year-old men purchasing more games and having more disposable income.

				Sony’s target market had more disposable income and bought more games, but they weren’t buying hardware. By the end of 2005, Nintendo had sold 12 million DSs worldwide, while PSP sales topped out around 8.5 million. In 2006, Nintendo had pulled ahead in every major market. DS outsold PSP four to one in Japan in 2006. In the United States and Europe, the ratio was closer to two to one. Nintendo sold 19.9 million DSs to Sony’s 8.1 PSPs worldwide. Adding in previous sales, the ratio was a nearly perfect two-to-one split, with 32.3 million people owning DS hardware and 16.7 million owning PSPs.

				Nintendo went on to sell 154 million DSs. The only video game system to outsell it was PlayStation 2, with 155 million units sold. Sony stopped releasing PSP sales figures in 2012. That final report showed 76.4 million PSPs “sold-in” worldwide, meaning Sony had shipped that many units.8

				Fortunately for N’Gai Croal, he didn’t bet Allard that PSP would outsell DS; he’d simply bet it would sell “at the same trajectory” as PlayStation 2. PS2 launched in Japan on March 4, 2000, then went worldwide that fall. By April 2001, Sony had shipped 10 million units worldwide.

				Battered and bruised by DS sales, Sony still managed to sell 10 million PSPs by December 12, 2005.

			

			
				
				Allard Goes AWOL

				
					And history will show that I was right. In its first twelve months on the market they did about 10 million units, which was about roughly what PlayStation 2 did. And then J went completely AWOL.

					—N’Gai Croal

				

				Taunting Microsoft’s J Allard into making a wager was one thing; collecting on it turned out to be quite a different proposition. As E3 2006 approached, Sony released new shipment numbers showing that PSP had indeed limped over the 10 million mark. Wanting to collect on his bet, Croal placed several calls to Microsoft. Allard never responded.

				
					He refused to honor the bet, and I was like, “Wow. This is…I didn’t expect that.”

					About a year went by and, you know, I was inquiring through people J and I knew in common. Complete radio silence. There was no real expectation that he was going to wear the dreads wig for all of E3, including the press conference.

					People at Microsoft were urging him; they were saying, “Look, you have got to find some way to honor the bet.”

					—N’Gai Croal

				

				A great number of things had changed since Croal and Allard had made their bet in May 2004. First and foremost, Allard no longer worked on the Xbox team. Having taken on Sony in the video game market, Microsoft was about to go head-to-head with Apple in the MP3 space. As the CXO/CTO of consumer products at Microsoft, Allard was the obvious pick to spearhead Zune, Microsoft’s answer to the iPod.

				Allard didn’t speak at Microsoft’s pre-show press conference at E3 2006. With the Xbox 360 launching later that year, the only company executives who appeared onstage were newly appointed chief Xbox officer Peter Moore and Microsoft chairman and chief software architect Bill Gates.*9

				
				Croal wasn’t impressed. Having placed his dreadlocks on the line, he wasn’t in a forgiving mood, and he had a very bully pulpit: He wrote Newsweek’s games blog.

				
					I did some blog posts where I stepped up the pressure. It was kind of tongue in cheek.

					I interviewed some people who were gambling experts and psychologists on what might cause someone to renege on a bet and this kind of thing.

					Then one day out of the blue, J posted a picture of himself holding a PlayStation Portable while wearing a dreadlock wig. You can probably find it on the internet.

					—N’Gai Croal

				

				It was a case of better late than never. On May 8, 2007, nearly three years after he initially proposed the bet, Allard posted a picture of himself sporting shoulder-length dreadlocks and holding a PSP with the words “N’Gai Had It Right” on his Microsoft bio page.

				
					The larger type says, “N’Gai was right” or something like that, but there was some smaller type under it. With the resolution of the photo, I don’t know what that smaller text says. I’m assuming it was a shot at me of some kind, but anyway, that was the nature of the bet.

					—N’Gai Croal

				

			

		

		
			Skip Notes

			
				*1  DS was released in Australia on February 24, 2005, and in Europe on March 11.

			

			
				*2  Taken from Reggie Fils-Aimé’s 2005 E3 presentation.

			

			
				*3  According to IGN, Nintendo sold 23.9 million copies of Nintendogs worldwide, 19 million copies of Brain Age, and 11.7 million copies of Animal Crossing: Wild World.

			

			
				*4  DS Lite was released in Europe and North America three months later, in June.

			

			
				*5  Pokémon Diamond and Pokémon Pearl were released in Japan on September 28, 2006. They weren’t released in North America until the following April and didn’t reach Europe until July 2007.

			

			
				*6  PSP was the second-highest-selling hardware in Japan in 2006, with 1.9 million units sold.

			

			
				*7  Sold in the United States as the NEC TurboGrafx.

			

			
				*8  Satoru Iwata may have wanted to avoid turning DS into a portable system for playing console games, but he allowed Activision to publish five Call of Duty games for it.

			

			
				*9  During Bill Gates’s presentation, Scott Hansen, director of platform strategy, appeared onstage to do a tech demo.

			

		

	
		
		
			
			CHAPTER 11 ▶

			MICROSOFT’S REVOLUTION

			
				The original Xbox was a hard product to cost reduce. It wasn’t designed for that.

				Now, 360 was completely different.

				—Robbie Bach

				Itagaki likes big hootahs.

				—Yu Suzuki, former chief, Sega-AM2 Co. Ltd.

			

		

	
		
		
			
			The Love Pillow Guy

			It’s not unusual for proven executives and talented game designers to bounce around the industry. Bernie Stolar was already an industry veteran when he became the president of Atari in 1990. In 1993 he moved to Sony Computer Entertainment America, where he ran third-party relations as the company geared up to launch the original PlayStation. He left SCEA in July 1996 to become the COO of Sega of America.

			While working at Sega, Stolar hired Peter Moore as his senior vice president of marketing. In 1999, just as Sega prepared to launch Dreamcast, Moore replaced Stolar as the COO of Sega of America, a position he held until Robbie Bach recruited him in 2003. Four and a half years later, Moore moved to Electronic Arts, where he ran EA Sports.*1

			Mike Fischer may never have been Microsoft’s chief Xbox officer or the COO of Sega, but only a select few veterans have held as many key positions in as many companies as he has. Fischer is well known and well liked throughout the industry, particularly among executives who have worked in Japan.

			Fischer was hired by Sega during Michael Katz’s brief tenure, went to Namco, returned to Sega in time to watch Dreamcast collapse, followed Peter Moore to Microsoft, then spent nearly three years as the president and CEO of Square Enix USA before transferring to Amazon and then to Epic to help launch Fortnite.

			
				Someone once called me the “Forrest Gump of the video games industry” because I always seem to be where the action is happening.

				—Mike Fischer

			

			In the 1990s and early 2000s, people with Fischer’s skill set were in short supply. Having worked under both Michael Katz and Tom Kalinske at Sega, he’d participated in turning the Genesis business around and played a role in creating the iconic “S E G A!” marketing campaign. He spoke fluent Japanese and understood the mores of the Japanese business world and its unique politics.

			
			Though he’d spent most of his career on the eastern side of the Pacific Rim, he knew his way around Tokyo. In 2003, after two tours at Sega and one at Namco, Fischer was recruited by Robbie Bach to work in Microsoft’s Tokyo operation. Specifically, Bach hired him to improve Microsoft’s image with the highly coveted third-party publishing community.

			One of the first projects to cross Fischer’s desk was the game Dead or Alive Xtreme Beach Volleyball.

			As one of the few Xbox exclusives with a following in Japan, Tecmo’s Dead or Alive series was an important franchise. First released as an arcade game in 1996,*2 the Dead or Alive (DOA) fighting games might have gone overlooked if their lead creator, Tomonobu Itagaki, hadn’t added an unusual artistic sensibility to the game—attractive, well-endowed female combatants with carefully animated breasts that bounced.

			The DOA series couldn’t be dismissed as lightweight games hiding behind a juvenile gimmick; they were too well made. The DOA series featured a wide array of moves, including a pioneering set of counterattacks not found in other games. Tecmo released two iterations of Dead or Alive 2 for PlayStation 2; then Itagaki adopted the Xbox platform and Dead or Alive became an Xbox exclusive, giving Microsoft its only exclusive that Japanese players actually cared about.

			Having Xbox’s only meaningful Japanese exclusive, of course, meant that Itagaki received star treatment around Microsoft.

			Itagaki had a distinctive personal style. He spoke softly around outsiders but had a somewhat menacing presence. He wore dark sunglasses indoors and outdoors, had nearly shoulder-length hair, and always appeared in public wearing a Fonzie-esque black leather motorcycle jacket. He gave off a slightly gangster-like vibe, real or studied.

			
			In personal interviews, he came across as affable and friendly, but when it came to game design, Itagaki was all business. His games were meticulous. He sweated every detail: the look, the level of challenge, the gameplay. Sexist? Maybe. Imitative? Possibly. A hack? Not in the slightest. When it came to game design, Tomonobu Itagaki had earned his place among the elite of his time.

			Like Hollywood, the video game industry revolves around fads and trends. Just as multiple movie studios may seize on shark attacks, Greek mythology, disasters, cheerleading, or live-action remakes of classic cartoons at the same time, when one video game company discovers a hot new genre, other companies jump in. In the late 1990s Electronic Arts, Activision, GT Interactive, Microsoft, and Blizzard overpopulated the market with real-time strategy games. On consoles, Mario Kart inspired a racing/combat craze that resulted in Crash Team Racing, Pac-Man World Rally, 007 Racing, Cel Damage, Cartoon Network Racing, Diddy Kong Racing, and more.

			In 2003, the sport du jour in video games was beach volleyball. This was likely touched off by the success of a Sega arcade game called Beach Spikers.*3 Then Sega’s AM2 team leader, Yu Suzuki, announced plans to release Beach Spikers as a GameCube exclusive, and volleyball simulations became something of a fad. Other companies followed suit with titles like Outlaw Volleyball (from Simon & Schuster Interactive), Summer Heat Beach Volleyball (Acclaim Entertainment), and Dead or Alive Xtreme Beach Volleyball (Tecmo).

			Beach Spikers may have featured female athletes wearing bikinis, but the game focused more on athleticism than sensuality. The other games in the category tended to go the other direction. Xtreme Beach Volleyball’s appeal bordered on prurient.

			During a one-on-one interview at the 2003 Electronic Entertainment Expo, Sega’s Yu Suzuki summed up his feelings about Dead or Alive Xtreme Volleyball in four words: “Itagaki likes big hootahs.”

			
			Microsoft’s buttoned-down culture may have loosened since the days when Microsoft Game Studios executives were afraid to ask Bill Gates for permission to name their game Hell Bender because it had the word “hell” in it, but Mike Fischer was about to push the company’s newly found tolerance too far.

			
				Early on, we got the idea that we could make this translucent blue Xbox, it was really gorgeous, and we’d pack in Dead or Alive Extreme Beach Volleyball. The character Kasumi in Dead or Alive, her default costume was blue, so, we were going to do a Kasumi-blue limited edition [console] for Japan.

				We needed a little added-value gift. We’re looking at everything. Do we put in, like, a photo album book of the girls of the game? That would have been the smart thing to do.

				One of [the members of] my team, Mr. Yamauchi, says, “Oh, I got this idea for a dakimakura [large body pillows sold in Japan, often featuring sexy images], a hugging pillow.

				—Mike Fischer

			

			The promotion made sense financially. Rather than a full-sized Dakimakura, they would make a smaller, “huggable” pillow in “Kasumi blue” with an image of Kasumi in a skimpy bikini.

			
				The pillows cost us ¥200 [about $2]. The slipcover costs us ¥300. So it was low cost but high prestige value.

				I thought, Perfect, I love it. Let’s go! It’s just a little local promotion. I mean, it was a Japanese-built game, so I didn’t tell anybody back at headquarters.

				We’re going along fine. I mean, we’re not unaware of the somewhat salacious associations, and the press piece is real tongue in cheek, but it’s all in good innocent fun, right? Then Wired magazine runs a feature called “Getting in Bed with the Customer” showing photos of these like pornographic love pillows and implying that’s what Microsoft is doing.

				
				So I get a call from Redmond, and it’s the interim head of Xbox Japan, and he’s like, “Mike, I’m hearing these crazy rumors and I’m sure there’s nothing to them, but before I shut it down, you’re not making a love pillow, are you?”

				I’m thinking, Oh shit, oh shit, oh shit, and I say, “Well, I wouldn’t call it a love pillow.”

				He says, “Oh shit.”

				I ask, “Do we have a PR problem?” and he says, “Oh, we’ve got a PR problem. We also have an HR problem. We have employees writing directly to Bill Gates saying this does not match the values of the company.”

				—Mike Fischer

			

			Fischer found himself trapped between a rock and a game designer. Tomonobu Itagaki, arguably the most admired game designer to embrace Xbox in Japan, liked the idea of Kasumi-blue Xboxes being marketed with Kasumi-blue “love pillows” packed in.

			
				I go back to the office and tell my staff, “We’ve got to shut it down,” and they asked, “You realize this is an Itagaki game?”

				I’m like, “What? We’ll just do something else,” and they’re like, “Fine. Then you go tell him.”

				Itagaki has got the leather jacket and the long hair and the funny [dark] glasses…He asks, “What are you talking about, you’re not going to do this?”

				I tell him, “It’s not like it’s written in the contract,” and he says, “Let me tell you something. I didn’t want to do business with you guys to start with because of this reputation of being legalistic on everything. I did this deal with you because I trusted you. This is what we committed to. This is what we agreed to. I promised my fans, and you’re not going to make me back out.”

				
				—Mike Fischer

			

			No one was willing to compromise. Microsoft wasn’t about to manufacture “love pillows.” Now that he’d been promised Kasumi pillows, Itagaki insisted Microsoft keep its promise. Fischer couldn’t risk offending him; his Dead or Alive games had a following, and there was a lot of excitement about his upcoming reboot of Tecmo’s classic Ninja Gaidan franchise. Fischer had placed himself in an insoluble situation.

			By this time, even Bill Gates knew about the pillows. Word had it that he wasn’t impressed. It looked like the pillows would have to go, and Itagaki might leave with them. Then Fischer received a call from Xbox chief officer Robbie Bach.

			
				I’d put Robbie [Bach] in a tough situation. This was going [all the way] to Bill.

				Robbie is a conservative person in a lot of different ways…his personal beliefs, his approach to the business. He was very focused on protecting Microsoft’s values and integrity, and he wasn’t happy about the situation. Finally he goes, “I guess we’re either in the games business or we’re not. You put some more clothes on her; I’ll take the heat on this side.”

				To this day, when I go back to Microsoft [Tokyo offices], people still call me “the love pillow guy.”

				—Mike Fischer

			

			The original Xbox never caught on in Japan. As the Xbox team prepared to release their second game console, they became determined to break that barrier.

			
				
				Not Repeating Old Mistakes

				According to chief Xbox officer Robbie Bach, Microsoft’s first foray into video games was stalled by three major roadblocks: Japan, the manufacturing price, and Sony’s one-year head start.*4 As his Xbox team began discussing a next-generation game console, he vowed not to repeat those same mistakes.

				While a lot of science and engineering goes into designing video game hardware, there’s an element of chance that goes into the timing. When R. J. Mical, Dave Needle, and Dave Morse created the architecture for the 3DO Multiplayer, they built their processor around the latest consumer electronics technology available in 1991. Over the next few months, the rapid evolution of 3D graphics resulted in new and vastly superior technologies.

				About the same time that Mical, Needle, and Morse began developing their hardware, MIPS Technologies began experimenting with microprocessors that provided floating-point support. In 1992, as the 3DO Corporation finalized its design, Silicon Graphics purchased MIPS Technologies and incorporated floating-point support into its chips. Both PlayStation and Nintendo 64 benefited from having MIPS chips that weren’t available to Mical, Needle, and Morse.

				In 2003, when Bach and company began working on the next-generation Xbox, they risked placing themselves in a similar situation as 3DO (missing a crucial technology that could render their hardware obsolete) or Dreamcast (being dismissed as the final console of the last generation rather than the first console of the next). And the Xbox team couldn’t just wait out the situation: Microsoft had sold only 11 million Xbox consoles worldwide to Sony’s 50 million PlayStation 2s, and the gap became wider with each new month.

				That February, Robbie Bach took his team to a retreat at the Salish Lodge, a posh boutique hotel perched beside a picturesque waterfall.*5

				
				Xbox leadership was very focused on being strategic. They went off to the lodge at Snoqualmie Falls and started thinking about the big picture for the sequel to the Xbox console.

					One of the ideas that got floated in the analysis was that the first Xbox had a good curve for exponentially increasing sales, but the problem competitively was that it was twenty months behind the exponential curve of sales for the PlayStation 2.

					No matter what they did, they could never catch up to Sony. The lesson from that was to not be twenty months late.

					—Dean Takahashi

				

				Over the next month, Bach distilled the team’s thoughts into a “three-pager,” a format that promoted brevity over explanation. Referring to the next-generation Xbox as “Project Xenon,” Bach brought up five areas of concern:

				
						
						Exclusive entertainment content and services

					

						
						Customer value and differentiation

					

						
						Profit

					

						
						Time to market

					

						
						The “fifteen-month” campaign

					

				

				Exclusive content and services had been an industry-wide issue as early as 1981, when famed author and Intellivision spokesperson George Plimpton began a TV commercial stating, “Here’s an easy question for you. Which of these games is the closest to the real thing: (A) Intellivision Major League Baseball, (B) Atari Baseball?” Four years later, Nintendo of America packed Super Mario Bros. in with the Nintendo Entertainment System, effectively slamming the door on the Sega Master System and Atari 7800. Neither company had games that could compete with the likes of Mario, and Nintendo added an exclusivity clause to its licensing contract that barred third-party publishers from porting their NES games to other systems. Looking back through the history of video games, most of the consoles that failed went under because of a lack of software support, especially first-party support.*6

				
				They [the 3DO Company] violated, in my opinion, the cardinal rule, and that is that you cannot rely on other people to make good games for your system. It’s nice to think that they can, but these hardware systems need first-class software, and you have to do it yourself.

					—Howard Lincoln

				

				Releasing upward of seventy Genesis exclusives per year, Sega of America carved a niche in a market Nintendo had dominated for years; then Sony swept the competition aside by creating strategic partnerships with many of the best game studios. With an exclusive lock on Square Soft’s Final Fantasy and Kingdom Hearts games and Konami’s Metal Gear Solid, Sony had entered the generation-six race with an insurmountable advantage. Beyond that, Sony emerged as a major publisher with games like Gran Turismo, SOCOM, and Ratchet & Clank. And Sony took chances on high-prestige games like Ico and Shadow of the Colossus, innovative titles that genuinely pushed the artistic and emotional boundaries of the medium.

				Nintendo specialized in family-friendly games; Sony published titles for every audience, from adult-oriented games like God of War to teen-friendly games like Jak and Daxter to the kid-friendly titles like Sly Cooper.

				Microsoft’s one truly meaningful exclusive was Halo. It was a huge game, truly one of the biggest of its time. But once players got beyond Halo, the Xbox library looked pretty lean. Bach and company had plans for Halo. Over the next few years, Halo would become nearly as important as the Grand Theft Auto games, temporarily more important than Mario.

				In a 2006 interview with USA Today, Microsoft Game Studios general manager Phil Spencer commented that Halo and Grand Theft Auto were the two most important properties in gaming. When the reporter replied, “Well, there is this fellow named Mario,” Spencer asked, “Do you think he’s still relevant?”

				
				In the first part of his team’s three-pager, Bach outlined the importance of exclusive content.

				
					This is the highest priority because it is the lifeblood of the Xbox business. We must build a plan that utilizes Microsoft-owned franchises like Halo, some targeted games published by others like Call of Duty, and our Xbox Live services, all of which contribute to ensuring that Xenon is the best interactive entertainment platform.

					Our content plan must describe how we are going to utilize our key game franchises (timing, product concept, etc.), what requirements the Microsoft Game Studios have to execute the plan, and how the platform, content, and services teams are going to work together to achieve this result. We have to do this for all of the major world markets, especially for Japan.

					This was drilled into my head early and I still believe it with all my heart—a box is just a box. Who cares whether there’s 10 teraflops or 12 teraflops? Nobody. It’s just plastic and silicone and that’s it. People care about the experience they get out of it. Cross-platform games are great, but the choice between one box and another a lot of times comes down to, “What can I play here that I can’t play there?”

					We were so aware of that at Microsoft, and we chased that like nobody’s business. That’s one of the formative aspects of my career—“big game hunting,” pun intended.

					—Jay Ong,

					former group business manager,

					global games, Microsoft

				

				Japan, of course, remained a concern not only as a market but also as a source of popular games. Microsoft needed to persuade Square to publish its Final Fantasy games for the next Xbox; it needed Konami to make an Xbox version of the next Metal Gear as well.

				
				With the original Xbox, Robbie Bach, Ed Fries, and J Allard focused much of their message around their console’s technological superiority, or as the marketers called it, “speeds and feeds.” They talked about the differences between raw polygons per second, shaded polygons, and textured polygons. Microsoft had clearly won the battle of bits and bytes and still lost the war.

				In his three-pager, Bach noted, “It is critical that we shift our value proposition away from ‘speeds-and-feeds performance’ and focus on customer experiences (content and services).”

				Acknowledging that PlayStation 2 had captured “60 to 70 percent share of current-generation console sales around the world,” while Xbox finished with “20 to 25 percent share in North America and Europe,”*7 Bach stated, “We need to reach our critical mass sales goal, which I will define as a worldwide market share of 40 percent. Along with achieving this objective, we will optimize all of our activities around making money for Microsoft. Our goal should be for the console hardware to break even or make a small profit over the Xenon life cycle.”

				Central to Bach’s strategy was releasing Xenon simultaneously with the next PlayStation, if not before Sony launched it. At the time, the general belief was that consoles had a five-year life span, more or less. When it comes to video games, the release of a new system doesn’t mean the end of an old one. Despite releasing the Super NES in 1991,*8 Nintendo continued publishing NES games for another three years.

				Simplified and paraphrased, much of Bach’s three-pager was spent enumerating past mistakes and promising not to repeat them—that is, no more off-the-shelf parts, no letting Sony strike first, not relying so heavily on Halo. He also outlined an intriguing new approach to launching game hardware, which he referred to as a “fifteen-month campaign.”

				
				One lesson we’ve learned from Xbox 1*9 is that “the launch” is only the first step toward establishing success. With hardware supply constraints and an enthusiast audience, the laws of supply and demand encourage early positive results. But sustaining a strong start all the way through the second holiday is very challenging: the audience broadens, consoles from all competitors are in good supply, pricing and other promotional efforts play a stronger role, and content breadth and depth become even more important.

					Therefore, to win with Xenon, we need an integrated plan that is established well in advance to run a fifteen-month campaign that drives success from fall 2005 through December 2006.

				

				In the three-pager, Bach discussed the possibility that Sony might wait an additional year before releasing the next PlayStation. Why rush? Having sold so many PS2 consoles, Sony was sitting on a gold mine.

			

			
				Hardware Dilemma

				
					Three-sixty was absolutely designed to be cost reduced from the start. We were able to drive price down on 360 and still maintain our profitability. With Xbox we couldn’t do that.

					—Robbie Bach

				

				Moore’s law states that the number of transistors on a computer chip doubles every two years while the cost of computers drops. Named after Fairchild Semiconductor*10 co-founder and former Intel Corporation CEO Gordon Moore, Moore’s law is more of a prediction than a law. And though Moore’s prediction may finally have reached a plateau of diminishing returns, the exponential growth he predicted has occurred.

				
				One thing Moore never claimed, however, was that designing computer chips would become less expensive. Sony famously spent more than $1 billion developing and manufacturing the Emotion Engine for the PlayStation 2. In 2001, Sony, Toshiba, and IBM created the STI Design Center (STI being short for “Sony Group, Toshiba, IBM”) and spent $400 million developing the new Cell chip that would be in the heart of the PlayStation 3.

				Microsoft had sidestepped development costs by using off-the-shelf parts with the original Xbox. With the next generation, however, that would not be the case. For the new console, Microsoft decided to have IBM create a customized chip based on PowerPC architecture, the very same architecture both Sony and Nintendo were planning to use in their upcoming systems.

				For its graphics processor, Microsoft turned to ATI Technologies, a company best known for its Radeon line of graphics cards. The ATI deal was announced on Thursday, August 14, 2003, and spurred speculation about Nvidia no longer wanting to work with Microsoft after the original Xbox.

				The next problem was selecting the medium on which games would be sold. As the size of games kept growing, there was concern that the DVD discs used by the original Xbox might not have enough space to hold future blockbusters. The team considered the unattractive option of incorporating a Blu-ray player. Blu-ray discs held a maximum 50 GB as opposed to the 17 GB stored on double-sided, double-layer DVDs, but there was a drawback: Sony led the consortium that created the Blu-ray standard.

				
					Blu-ray would have been rudely expensive for us. Not only would we have had to pay for Blu-ray, we would have to pay Sony because they had all the patent rights. And we just said, “You know what? We can’t do that.”

					—Robbie Bach

				

			
				Knowing PlayStation 3 would feature Blu-ray disc drives, the Xbox team opted to make an external HD-DVD player that could be sold separately. The Xbox itself would be built around a DVD player, but consumers wanting an upgraded movie-watching experience would be able to purchase an HD-DVD player peripheral.

				When it came to movies, J Allard reasoned that the real cutting-edge battle would soon evolve beyond discs.

				
					I give all this credit to J. J basically said, “Look, the disc doesn’t matter for movies anymore. It’s going to all be streamed anyway, so let’s not worry about it.”

					It was an incredibly early call but correct. J had this amazing ability to see around corners.

					—Robbie Bach

				

				Just how forward-thinking was Allard’s prediction? This was in 2003, Blockbuster Home Video’s biggest and most profitable fiscal year. Netflix had been around since 1999. In 2003, however, it offered online DVD rental with one-day delivery for a monthly subscription fee of $7.99. Netflix wouldn’t begin streaming movies until 2007.

				There was agreement that the next Xbox should include a hard drive, but multi-gigabyte hard drives weren’t cheap. Adding a hard drive was going to drive up the price. Thanks to Sony, the general public viewed $299 as the going price for game consoles. Adding a hard drive would make the console too expensive. Building it without a hard drive would render it potentially obsolete. The answer was to create two packages: a standard or “core” unit that only included a console and a gamepad, and a Pro unit that included a 20 GB hard drive and a packed-in game for customers willing to pay a premium price.

				In the end, keeping costs down was a deciding factor even at Microsoft, though they did an extraordinary job of balancing price and processing power. Shortly after the finished product was released, Portelligent Inc. published a product teardown analysis evaluating the cost of the components in the Xbox 360. According to the analysis, the consoles cost approximately $310 in parts.

				
				The Xbox 360 is powered by a triple-core PowerPC processor supplied by IBM Corp., which runs at 3.2GHz and costs only $106 per chip, or 20 percent of the total bill of materials of a box. iSuppli analyzed the machines by opening them, determining the make and model of the individual parts to determine the cost.

					The most expensive chips inside the Xbox 360 are the graphics processor from ATI Technologies Inc., which costs an estimated $141 per unit, including embedded DRAM (dynamic RAM).1

				

			

			
				The Japan Problem

				
					So, I’m still fairly new at Xbox, right? We’re kind of putting the Xbox to bed and getting ready to launch Xbox 360, and they bring me in from Tokyo to be part of this war gaming exercise.

					They divided us into two sets of two teams. There’s “Sony versus Xbox A” and “Sony versus Xbox B.” And they give us these constraints and say, “Okay, here’s your budget. Here are your constraints. What are you going to do?”

					My team bought Square Enix.

					—Mike Fischer

				

				The Xbox team never took Japan for granted even if the initial designers may have jokingly code-named their project “Midway,” after a World War II naval battle. Bach, Fries, and Allard instinctively knew they had to capture two disparate audiences in Japan to succeed—consumers and producers. The average consumer probably didn’t notice or care that Xbox launched in Japan before Europe, but executives at companies like Capcom, Konami, Square Soft, and Namco did.

				
				Breaking into the Japanese market was just a hard problem. I still don’t know what I would do differently there. I’m sure some people have some ideas, but I still don’t know what I would do differently.

					—Robbie Bach

				

				Within the American gaming community is a handful of exceptional fanatics, people who love gaming to their core, many of whom either attended school in Japan or moved there to work in the video game industry. There was even an informal club of game industry expats that went by the name Tokyopia. They met frequently, trading stories over beers, and were sometimes joined by former Minnesota Viking turned New Japan Pro-Wrestling sensation Bob Sapp.

				Colin Williamson began his career writing for PC Gamer before enrolling in Kansai Gaidai University and Temple University, Japan. After graduating from Temple, Williamson took a job as a project manager at Square Soft. Chris Kohler, the author of Power-Up: How Japanese Video Games Gave the World an Extra Life and former features editor at Kotaku, attended school in Japan as a Fulbright scholar. Ryan Payton, who originally traveled to Japan to teach English, freelanced for Wired, Xbox Nation, and the Japan Times. He quit teaching, studied Japanese, and eventually became an assistant producer on Hideo Kojima’s Metal Gear Solid team.

				People like Williamson, Kohler, and Payton were an underappreciated commodity. Having lived in Japan, they understood many of the nuances that American game executives still failed to grasp, such as the constraints that came with living in a 600-square-foot apartment.

				
					For whatever reason, you know, there was just misstep after misstep in Japan, whether it was the scratched disc issue or distribution problems or not having the right content for local gamers.

					—Pete Pedersen

					

				
					The original Xbox was big, it was black, it was bulky, and the Japanese just felt it didn’t really meet their expectations of an elegant design.

					—Mike Fischer

				

				
					Japan is a hard country to have success in, even for Sony at times. The way Japanese people play video games is constantly evolving.

					—Ryan Payton

				

				It wasn’t impossible for Western-made games to succeed: Crash Bandicoot, created by California-based Naughty Dog, sold well in Japan, but it was the odd exception. Some people discounted its success as having been ensured by Naughty Dog’s close relationship with Sony. It wasn’t true. Sony Japan sank a great deal of effort into marketing Crash Bandicoot.

				
					During the PS1 era, games like Crash Bandicoot achieved moderate success in Japan partially because Sony marketed them as Japanese-developed games.

					Sony had a really fun and catchy song that accompanied the Crash ad campaign, built specifically in Japan. My wife, who is not a hardcore gamer, can still sing that tune back to me even though it aired over two decades ago. It’s so funny how everyone over there remembers it.

					If you ask Japanese PS1 fans, I bet the majority of them will think that Crash Bandicoot was developed in Japan, not the West.

					—Ryan Payton

				

				Microsoft may not have broken through Japan’s market barriers with its initial console, but the Xbox team had a few employees who genuinely understood Japan and maintained good relationships with designers and executives at companies like Konami and Square. These were people like former Next Generation editor in chief Blake Fischer (no relation to Mike Fischer) and global third-party relations manager George Peckham. As work began on Xenon, Bach transferred Mike Fischer from the Tokyo offices to Redmond to help with the effort.

				
				I’m sure you’ve got chapters and chapters on the issues that Xbox had in Japan, and Mike [Fischer]…Mike was at the center of that for a great many years.

					—Pete Pedersen

				

				One of the tasks was creating stronger relationships. Setting up appointments with Capcom CEO Kenzo Tsujimoto or Konami chairman Kagemasa Kozuki was easy. They were happy to meet. Convincing them to risk offending Sony by porting previously exclusive games to Xbox was another matter.

				And then there were the top designers, elite leaders like Konami’s Hideo Kojima, Capcom’s Keiji Inafune, and Enix Corporation’s Yuji Horii, who were industry celebrities. Anyone who had ever read a copy of Game Informer magazine, let alone an issue of Famitsu, knew Hideo Kojima created the Metal Gear games and that Shinji Mikami made the Resident Evil ones. Microsoft may have abandoned its love pillow business, but courting designers like Itagaki remained a top priority. These were artists, some humble, some temperamental, all wanting assurance that their games would reach large audiences that would appreciate their art.

				As the managers of marketing and global third-party relations, Mike Fischer and George Peckham led a concerted effort to court Japanese game developers and publishers. Some companies, most notably Square Enix, had ignored the first-generation Xbox entirely. Capcom supported Xbox with Street Fighter games and the Xbox exclusive Steel Battalion, but A-list franchises like Onimusha, Resident Evil, and Devil May Cry remained PlayStation exclusives.

				Before launching the original Xbox, Microsoft had offended members of the Japanese community by what was seen as an effort to buy its way into legitimacy. Mike Fischer, George Peckham, Blake Fischer, and others began a crusade to improve their company’s image by forging personal relationships. They visited publishers and top studios and got to know designers on a personal level. They also identified games that might expand their audience and courted the companies that published them.

				
				George is one of the best team players I ever worked with.

					A dollar spent on a Western developer might deliver more bang for the buck in the short term, but he understood that long-term, we needed to have broader Japanese developer support in order to be a global competitor.

					—Mike Fischer

				

				
					George Peckham, Blake Fischer, and the other third-party portfolio guys at Xbox did an incredible job breaking up the stranglehold Sony had on big third-party Japanese franchises such as Final Fantasy, Resident Evil, Metal Gear Solid, and Devil May Cry.

					I don’t know specifically how much it cost Microsoft to get such great Japanese content on Xbox 360; however, I do know that many Japanese publishers ended up putting their games on Xbox 360 because of the relationships Microsoft built with them over the years—it was not purely a financial transaction.

					—Ryan Payton

				

				
					It was George who was able to convince Square Enix and others to come onto the platform, which requires not only great negotiation but it requires literally years of relationship building.

					George knew exactly what he had to do in order to court some of those Japanese publishers.

					—Pete Pedersen

				

			

			
				
				Breaking the Square Dam

				Beginning with Final Fantasy VII, released in 1997, new Final Fantasy games were PlayStation exclusives. In March 2006, Square Enix*11 released the PS-exclusive Final Fantasy XII; one month later, it published its first Xbox 360 game, a port of Final Fantasy XI. Microsoft wasn’t able to forge as strong a relationship with Square Enix as Sony had, but once Final Fantasy stopped being a PlayStation exclusive, Xbox consoles became more of a threat in Japan.

				Getting Square Enix on board was an extraordinary victory and quite unexpected. In Japan, most hardware generations began with a Final Fantasy game setting an initial sales record and concluded with a Dragon Quest game setting a final sales record. Both games were published by Square Enix.

				But not everyone jumped on the Xbox bandwagon.

				
					Microsoft made a few attempts to get Metal Gear Solid 4—one of the biggest PS3 exclusives—on Xbox 360, but they never seemed to know what Hideo Kojima wanted in exchange for that. I remember getting panicked (and slightly frustrated) calls [from Microsoft] after meetings with Hideo asking me for guidance on how to convince him to bring MGS 4 to Xbox 360.

					It was probably all for the best, though…I remember seeing Metal Gear Solid 4 running on an Xbox 360 dev kit. It looked almost identical to the PS3 version, but because the game was around 50 GB in size, Konami would have had to ship the Xbox 360 version as a half-dozen or so DVDs. The Internet would have just laughed at us.

					—Ryan Payton

				

				Microsoft didn’t just turn to Japan for help with software; the team designing the hardware went as well. Engineers flew to Tokyo and talked to consumers to find out what they wanted. Along with the obvious—that the PlayStation 2 had a smaller footprint that could be made even smaller by standing the console up on its side—they discovered that Japanese gamers found the shape of the original Xbox inelegant.

				
				We need to compact everything. We’re so efficient with space, and then you bring a printer-sized console to a family room…you’d have nowhere to place it.

					—Kyoko Yamashita

				

				
					We brought some hardware designers to Japan and did home visits…sort of an ethnographic research approach. We had them come and interview Japanese gamers in their very small one-room Tokyo apartments. Obviously these designers were aware of the fact that the Japanese live in small homes; that’s no secret. But I don’t think they appreciated how tight it was.

					One of the marketing executives [commented], “My walk-in closet is bigger than this kid’s apartment.” There was somebody else who literally got claustrophobic and had to step outside to catch his breath.

					—Mike Fischer

				

				
					Another reason why Xbox 360 fared better in Japan than its predecessor is because Microsoft hired a Japanese design firm to design the console. It resulted in a nice, elegant, vertical shape that Japanese consumers found more appealing than the original Xbox’s bulky hardware design.

					—Ryan Payton

				

				Along with being oversized and lacking games, Xbox faced another barrier in Japan—its name. Naming the second-generation console Xbox 2 was never an option. Everybody knew that Sony would name its next console PlayStation 3; calling its next generation Xbox 2 would highlight the fact that Sony had a longer legacy. Several names were considered, including Xbox FS or simply Fusion. In the end, the team selected the name Xbox 360 to emphasize the concept that the new console was built around the idea of “placing the gamer in the center of the experience.”

				
				Once Xbox 360 became the official name, Mike Fischer and his team suggested de-emphasizing the Xbox name in Japan. They would treat Xbox as if it were a brand name, like Toyota or Honda, making 360 the name of the product.

				Clever move.

				Suddenly the names Xbox and 360 enjoyed the same tangential relationship as Sony and PlayStation 2, or Nintendo and GameCube. Moving forward, Japanese TV commercials would champion the 360.

				
					My boss, who was the head of all of Xbox Japan, was just dead set against it. I remember having a conversation where it’s like, “Mike, you need to explain to them that culturally we just don’t call products by numbers in Japan. That’s just not done; it’s not a Japanese thing. They have to call it a Fusion” and “They’re never going to call it the 360. We just don’t use numbers.”

					Blah blah blah.

					I pointed out that the trendiest department store in Tokyo was called Ichi Maru Kyu, which translates to “109.”

					—Mike Fischer

				

				
					What’s cool, though, is how Microsoft flipped this around for Xbox 360. In Japan, instead of calling it the “Three-Six-Zero,” they called it the “Three-Six-Circle”—O having a positive meaning.

					—Ryan Payton

				

			

			
				The Road to MTV

				
					The team that reported to Robbie, we were all equals. There were three or four of us that were all on the same par as corporate vice presidents.

					
					Our jobs were not only to drive Xbox, but we were responsible for the mobile business at that time as well as the retail business. In those days we were still selling operating systems in boxes via Best Buy and Walmart.

					Mitch Koch ran the sales part of the equation. J [Allard] was very much in the development side of the hardware, and I was sort of in the marketing end and driving the launch strategy as we were focused on what was called Xenon at the time and later became known as the Xbox 360.

					Ed [Fries, head of Microsoft Game Studios] didn’t stay all the way through. Ed retired and has never truly held a full-time job again.

					—Peter Moore

				

				It was around this time that several new leaders joined the Xbox team. On January 14, 2004, Ed Fries left Microsoft. Fries was the person who had established Microsoft Game Studios and proved Microsoft could turn a profit publishing games. He’d been the first executive to champion the Xbox project, and he’d been the driving force behind purchasing Bungie Software.

				Of the executives who ran Xbox, Fries was likely the most avid gamer as well. Robbie Bach generally referred to himself as “a business guy.” Allard played, but games weren’t his passion; exotic cars and mountain biking were more his speed.

				Fries left Microsoft, but he never left games. He would go on to become the arcade version of a paleontologist, searching out extinct arcade machines and restoring them. He also co-founded a game studio called FireAnt, which was acquired by Sony Online Entertainment. He joined the boards of several computer companies and became an advisor for others. He also remained an active participant at the Game Developers Conference, Electronic Entertainment Expo, and other shows.

				The man who replaced Fries, Shane Kim, was not a gamer, a weakness that he turned into a strength. Kim had a bachelor’s degree in economics from Stanford and an MBA from Harvard. Having spent nine years at Microsoft Game Studios, he came with a no-nonsense approach. Because his background was in business, he seldom became infatuated with projects and proposals. He didn’t adopt games and never threw away good money after bad trying to resuscitate failing projects. When they stopped making sense, Kim had no problem pulling the plug.

				
				What I recall most about Shane is he did a really good job of bringing more developers onto the platform and ramping up the level of support that we would give third-party partners.

					That’s straight out of the Microsoft playbook. If you think about what makes Microsoft great, in many ways it’s their ability to manage and support an ecosystem.

					What Shane did successfully was transfer a lot of that skill, a lot of that knowledge, a lot of that sort of DNA. If we really want partners to succeed on our platform, we’ve got to have evangelists out there in some cases sitting in their garages or their development shops right alongside them. We’ve got to be very proactive about making sure they are having a good experience on the STK [software tool kit]. We’ve got to give them ample documentation. We have to share our libraries.

					What I remember Shane being all about was doing a great job of building as much support for the development ecosystem. Shane’s a partner guy.

					—Pete Pedersen

				

				
					I don’t consider myself a games expert. I’m not a gamer. In fact, it was pretty well understood when I was running Microsoft Game Studios, that video games actually make me…I get carsick. First-person shooters are the worst for me.

					My big thing when I was running Microsoft Game Studios was to surround myself with people whose judgment I trusted when it came to games…people like Phil Spencer, Ken Lobb, those kinds of folks. I look at it from a marketing and business standpoint, but when it came to the actual gameplay, I was never a guy who said, “You should tweak this to make it better” or “Oh yeah, I can see how…”

					
					Ed was much more of a games guy. Phil Spencer is more of a gamer. They would have what I would consider a more legitimate perspective on whether a game was good or not.

					—Shane Kim

				

				J Allard remained through the 360 launch, but with the 2004 launch of the Microsoft Music Network, Allard’s attention would soon shift from games to creating the Zune MP3 player.

				
					J had little by little become less visible over time. There was just this sense that the guard was changing, but that they had built a pretty stable organization.

					—Mike Fischer

				

				IBM had inadvertently taken a far more active role in the game industry when Microsoft, Sony, and Nintendo each elected to build their CPUs around variants of PowerPC chips. While Nintendo concentrated on innovations in gaming, Microsoft and Sony locked horns in a seemingly endless battle over processing power. But as the hardware people fought over cores, megahertz, and polygon counts, the marketing teams questioned just how much consumers really cared about speeds and feeds. They worried that consumers might be suffering from techno-speak fatigue.

				No one knew it yet, but in the battle for speeds and feeds, Xbox 360 was about to fall short. With 360, Microsoft had opted for a chipset with three dual-threaded cores—meaning the architecture included multiple processors that could work in tandem on specific instruction sets. Sony’s Cell processor had seven single-threaded cores plus an additional core held in reserve.

				
					Console specifications are a lot like statistics in that you can really change perceptions by paying special attention in selecting what you measure and how you go about measuring it. Microsoft may have been the first manufacturer to announce its next-generation console, but in order to gain that advantage Microsoft had to reveal its console specs first—giving a fat target for Sony’s marketing team. Do you really think that Sony would have even mentioned the 51-billion-dot-product-operations-per-second number during the PS3 press conference if Microsoft hadn’t boasted that the Xbox 360 could do 9 billion dot-product operations per second?2

				

			
				As Sony Computer Entertainment began releasing details about the PlayStation 3’s processing power, it became apparent that Sony would have the more powerful hardware. Microsoft’s marketing team needed to concentrate on games and features, especially online features, because for Xbox 360, the battle of speeds and feeds was a losing proposition.

				Then, as E3 2005 approached, Sony announced that PlayStation 3 would not launch for another year, meaning that Xbox 360 would launch with the next-generation market to itself. By the time PlayStation 3 released, Microsoft could concentrate on the sex and sizzle of a full year’s worth of games instead of debating the virtues of three cores versus six. Robbie Bach’s fifteen-month plan looked more prescient than ever.

				According to the Entertainment Software Association’s 2006 “Essential Facts” report, the average video game player was thirty-three years old, and “women age 18 or older represent a significantly greater portion of the game-playing population (30%) than boys ages 17 or younger (23%).” Research suggested that this average thirty-three-year-old wanted good-looking games but didn’t necessarily care about gigahertz and dot-production.

				In the age of Grand Theft Auto, chic was better than cool. Sony unveiling PlayStation 2 in a Tokyo opera house was cool; Microsoft wanted to go chic. On May 12, 2005, one week before E3, MTV ran a show called MTV Presents: The Xbox 360 Revealed, a celebrity-studded infomercial hosted by Lord of the Rings star Elijah Wood and featuring two live performances by a popular band called The Killers.

				
				MTV Presents began with a woman walking through a cheering crowd with a saddlebag dangling from her shoulder. She stepped onto a dais and pulled an Xbox 360 from the bag, hooked it up, and pressed the power button, giving the world its first glimpse of the Xbox 360.

				“It’s a night of firsts,” extolled Elijah Wood, “the first time you’ve seen Xbox 360 and the first time you’ll see The Killers perform like this.” Standing in front of a Neon-enhanced background,*12 the band played “Mr. Brightside.”

				MTV Presents: The Xbox 360 Revealed was largely a montage of fast clips and vacuous interviews, including Elijah Wood interviewing famed rapper Lil Jon (Wood: “Are you looking forward to the Xbox 360?” Lil Jon: “Yeah, I’m looking forward to getting a free one tonight”), and Ryan and Mad Mike from Pimp My Ride (Ryan: “When we found out they were coming out with a new Xbox, we definitely had to give it the West Coast touch.” Mad Mike: “We wanted to show Microsoft what we could do to the Xbox, dawg”).

				From the gamer’s perspective, the entire infomercial was a waste of time. Other than an early glimpse of the console and its wireless controllers, it offered little more than a mob of preppy-looking kids. It was the mosh pit version of a Ron Popeil rotisserie oven infomercial.

				MTV Presents may have been the official unveiling, but Microsoft offered a considerably more informative first glimpse to its most loyal fans. Allard, who appeared in the MTV program, knew that hardcore gamers would view the infomercial with its MTV hipsters and cooler-than-cool cameos as another step in the mainstream misappropriation of their culture. Seeing gamers as intelligent, tech-savvy, and not necessarily represented by the MTV crowd, Allard had authorized an alternative unveiling.

				
					When it became clear that we had cut this deal with MTV in which The Killers were going to be part of this one-hour broadcast and it was going to be hosted by Elijah Wood…J rightly said, “It feels like we’re selling out. It feels too pop culture-y, too mainstream.”

					
					He challenged the team, “Is there something we can do that is more geared towards fanboys, the guys who got us to where we are today and the guys who might roll their eyes at an MTV reveal?”

					—Pete Pedersen

				

				Back in 2004, as Bungie prepared to release Halo 2, Microsoft hired a company called 42 Entertainment to create an alternate reality game (ARG) as a special promotion for reaching a more technology-savvy audience. The result, I Love Bees, was iconic, with 42 Entertainment creating an alternate reality hidden within an alternate world.

				A large portion of the hardcore gamer community loves puzzles. Midway Games tapped into that when an actor in a Mortal Kombat commercial revealed cheat codes by twitching his eyes in the directions they would hit their D-pads. With this promotion, Microsoft gave puzzle hunters and X-Files fans a dream come true.

				In the summer of 2004, Microsoft released a theatrical trailer for Halo 2 that accompanied a handful of blockbuster movies. The trailer ended with the Xbox logo. Beneath the logo, the standard Xbox URL—www.xbox.com—flickered for a split second, revealing a second URL: www.ilovebees.com.

				At first glance, ilovebees.com looked like a floundering website owned by an aging beekeeper named Margaret, but exploring it more carefully, people found words and phrases that seemed out of place. Through careful analysis and a lot of online teamwork, people located code words and the coordinates to real-world pay phones. If they went to those pay phones at just the right moment and gave the correct answers, they were invited to attend a special unveiling of Halo 2.

				Pinging off the success of I Love Bees, Allard and company created a smaller campaign that rewarded Xbox fans with a pre-MTV glimpse of Xbox 360.

				
				We ended up creating an ARG called OurColony, where we planted digital photographic clues all over the internet. If you formed teams and solved various challenges, you got access to the real Xbox 360 launch moment, which was this video featuring J Allard that ran online an hour before the MTV program.

					There were thousands of hardcore guys who followed this ARG and got to sit at their laptops or at their computers and watch J do his own reveal of Xbox 360.

					—Pete Pedersen

				

				The five-minute OurColony video featured hardware designers instead of singers and was hosted by Allard himself. Instead of superficial information about customizing the outside of the box, he explained its hardware specs. Instead of MTV personalities, OurColony featured Xbox team members giving the audience quick snapshots of the information they considered important. In his few seconds onscreen, Microsoft Game Studios general manager Dave Luehmann stated, “I’ve got three CPUs, extremely fast. I’ve got 48 ALU [arithmetic logic unit] pipelines to generate awesome graphics. I’ve got six hardware threads and a lot of RAM. You know, a lot of raw processing power both on the graphics side and the CPU side.”

				In one short burst, Microsoft designers announced that the new console would have “512 megs of RAM,” “three symmetric cores,” and “a trillion floating-point operations per second.”

				With the MTV Presents unveiling, Microsoft got its moment of chic. With OurColony, the Xbox team paid its loyal supporters their due, and J Allard proved that the Xbox team was not going to repeat the mistakes it made with its first console.

				It didn’t. It made new mistakes instead.

			

		

		
			Skip Notes

			
				*1  In 2017, Moore would make another move—to his dream job. He would leave Electronic Arts to become the CEO of the Liverpool Football Club. Under his leadership, the Liverpool F.C. would win several important championships including the FIFA World Cup and the Premier League.

			

			
				*2  That was a big year for arcade fighting games. Sega released Last Bronx, Virtua Fighter 3, and Virtua Fighter Kids in 1996. Capcom released a new Street Fighter Alpha 2 that year, and SNK released Samurai Showdown III, Samurai Showdown IV, King of Fighters ’96, and Art of Fighting 3. In the United States, Midway released Killer Instinct 2 and Atari released Primal Rage 2.

			

			
				*3  Beach Spikers was more popular in Japan than in the United States or Europe.

			

			
				*4  Other problems included a weak first-party library and the oversized gamepad.

			

			
				*5  The Salish Lodge became something of a destination when David Lynch used it as a location in the show Twin Peaks.

			

			
				*6  This isn’t always the case. Dreamcast stood out for having unparalleled first-party support.

			

			
				*7  Microsoft’s market share was closer to 2 percent in Japan.

			

			
				*8  Nintendo Co. Ltd. released the Super Famicom in Japan in 1990. Its Western counterpart, the Super NES, was introduced into the North American market in 1991. It went worldwide in 1992 except in Brazil, where it was introduced the following year.

			

			
				*9  Here “Xbox 1” refers to the original Xbox rather than the Xbox One console that was released in 2013.

			

			
				*10  Fairchild Semiconductor matters a great deal in this history, as it was the company that produced the first cartridge-based “programmable” video game console, the Fairchild Channel F.

			

			
				*11  Square Soft and Enix Corporation, Japan’s two largest RPG publishers, merged in 2003, forming Square Enix.

			

			
				*12  Neon is the music visualization program that came embedded in the Xbox 360’s programming. It was created by prolific game designer Jeff Minter, whose Commodore and Atari roots go all the way back to the early 1980s. Following Commodore founder Jack Tramiel to Atari, Minter created games for Atari computers and consoles, including Tempest 2000, which is widely viewed as the best game released for the Jaguar. One of the most prolific game designers in history, Minter’s latest games include the highly regarded VR game Polybius and Tempest 4000 for PlayStation 4 and Xbox One.

			

		

	
		
		
			
			CHAPTER 12 ▶

			ONE BLUFFS. ONE CHECKS. ONE CALLS.

			
				Well, we’ve never been first to market in any generation.

				—Jack Tretton1

				I hope that Sony is nervous.

				—J Allard2

				Nintendo occupies a unique position in our industry. We are one of the top two game system manufacturers in the world and one of the top two game publishers in the world.

				—Reggie Fils-Aimé

			

		

	
		
		
			
			Moving Target

			Technology has evolved a great deal since 2005, often dragging modern culture along for the ride.

			In 2004, George W. Bush defeated John Kerry in his run for reelection. That same year ABC debuted a television series called Lost in which the survivors of an airplane crash found themselves trapped on a mysterious island. It was also the year Mark Zuckerberg launched the social network he named thefacebook.

			On April 23, 2005, one month before that year’s E3, YouTube co-founder Jawed Karim uploaded “Me at the Zoo,” the first video ever uploaded onto the site. Judging by that first video, no one could ever have predicted that YouTube might one day overtake network television in its viewership.

			On March 7, 2005, Nobuyuki Idei stepped down as chairman and group CEO of Sony Corporation. Ken Kutaragi, as deputy executive president, global COO, and vice chairman of Sony and the father of the PlayStation, was the obvious choice to replace him. Instead, the promotion went to Sir Howard Stringer, a Welsh-born former CBS executive who’d joined Sony in 1997.

			Instead of ascending the corporate ladder, Kutaragi found himself demoted—some would even say publicly shamed. Under Stringer, the number two slot was transferred to Ryoji Chubachi. Though he remained in charge of the games business, Sony’s most lucrative operation, Ken Kutaragi, father of the PlayStation, one of Time magazine’s 100 Most Influential of 2004, and widely acknowledged as “the man who saved Sony,” no longer had a seat on Sony’s board of directors.

			
				Ryoji Chubachi, a production and electronics expert who became president in the same reshuffle—making him No. 2 behind Stringer—praised Kutaragi as a talented engineer, but hinted that he wasn’t suitable for managerial leadership.

				“I respect him as an engineer,” Chubachi, 57, told journalists at a recent gathering at the company’s Tokyo headquarters. “In the area of semiconductors, I consider him my teacher.”3

				
				I wanted to write a profile of Kutaragi. And the question was, how could it be different? And I had these sources and I started visiting people and talking to them about, “What’s the real Ken Kutaragi story? What’s myth and what’s reality? And what’s his future in this company where he’s the largest source of profit at the time, and he’s in an industry that’s growing, and he’s leading that industry, and he’s making a big bet on the future?”

				And I started just getting this sense from people, and I forget the details, that against all conventional wisdom, he was being considered for the top job at Sony. And there was just no way. So many people hated him at the company, and he just was seen—he was written off as “kind of an arrogant jerk whose little game thing was good today, but don’t lose sight of the fact that these kind of entertainment things can vanish, and he may be on the rise today but he’ll be gone tomorrow.”4

				—Rob Guth, former Tokyo bureau chief,

				Wall Street Journal

			

			On some level Kutaragi must have seen the demotion coming. Almost exactly six years earlier, he had challenged Idei in front of an auditorium packed with international journalists and game executives at the unveiling of PlayStation 2. When the CEO claimed that he’d supported the PlayStation project all along, Kutaragi reminded the audience that only Norio Ohga, Idei’s predecessor, had supported PlayStation.

			It wasn’t just that showdown and the PS2 unveiling that prevented Kutaragi’s ascension to CEO. That he’d deserved the promotion was not in question. Neither was his ability to make high-powered enemies. Traditional Japanese values played an important role in Sony’s corporate culture. Despite his engineering brilliance, Kutaragi never mastered the ability to show proper respect to the people above him.

			
				Former Sony Computer Entertainment executive Makoto Iwai says that at early board of directors meetings, Kutaragi would be the only one who spoke, and if he couldn’t express himself in English, he would ask his superiors to interpret for him. “He was using Terry Tokunaka or [Shigeo] Maruyama-san, who were supposed to be his bosses, just like they were servants,” he says.5

			

			
			Having been passed over, Kutaragi embraced his new situation with traditional Japanese loyalty and stoicism. Instead of resigning or complaining to the press, he behaved in a manner befitting the loyal soldier his company needed him to be. When asked by a Nikkei Business reporter about the corporate shake-up, Kutaragi responded, “I was wondering who was going to become the next CEO, but I’m really glad it’s [Howard]. He works very hard.”6

			Kutaragi’s inability to adapt to Sony’s social order would continue to haunt him. In a few short years, his association with the company would be mostly honorary.

			
				Confluence

				With a new generation of hardware on the near horizon, there was a general euphoria about the future of video games. Having already sold 96 million consoles worldwide, PlayStation 2 was well on its way to becoming the bestselling game console of all time. Microsoft had proven that the industry had room for three competitors. Despite the normal cyclical dips, sales and profits had risen to astounding new heights.

				In 1998, Americans spent $6.2 billion on video games. In 2001, they spent $9.3 billion. In 2005, U.S. video game sales rose to $10.5 billion.

				This wasn’t only happening in the United States; European video and PC game sales totaled $6.5 billion in 2005, up from $2.7 billion in 2001. Of the major markets, only Japan seemed immune to the rising tide. In Japan, combined hardware and software sales dropped from $4.7 billion in 2000 to $4.1 billion in 2005.

				In his 2005 industry summary, Arcadia Investment Corp. chief analyst John Taylor warned that some of the past success was created by the confluence of one-time events.

				
				Looking back at the last cycle (PS2/Xbox/GC), we believe consumer demand for video game products reflected the impact of several major coincident events compressed in a short time period. Indeed, some factors, concentrated in the 2001–2003 period, resulted in unprecedented demand for video game hardware, boosting unit sales to record levels, maximizing dual platform ownership and creating a never-seen-before social phenomenon that benefited industry participants. In short, a perfect storm of positives drove the industry.

				

				
						
						The PS2 (2000) and Xbox (2001) were not only new platforms, they were also the lowest-priced DVD players in the market at the time when movie companies were shifting from VHS to DVD format.

					

						
						The entry of Microsoft helped convert many old PC gamers into first time console gamers. Coincidentally, retail sales of PC games peaked in 2001 and have suffered double digit annual drops ever since.

					

						
						The release of GTA 3 had an unprecedented impact on hardware adoption rates as a PS2 exclusive. Installed base penetration rates by the three GTA SKU’s ranged from 17 to 21 percent, compared to the best-performing PS One penetration rate of 11%. GTA 3 and GTA Vice City were the entertainment phenomena of 2001–2003. Reflecting the immense interest in this game, the US PS 2 installed base after only three years equaled that of PS One after four years.

					

						
						The release of Halo as an Xbox-exclusive drove adoption.

					

						
						Three major console formats competed for share for the first time, supported by demand creation spending and driving retail traffic.

					

						
						Multiplatform ownership hit record levels as gamers had to buy a PS 2 to play GTA 3, an Xbox to play Halo, and a GC to play Mario.

					

						
						Publishers with strong brand portfolios attained critical mass in at least two of the world’s three major publishing markets.

					

						
						Retail store expansion of video games reached record levels, especially for specialty stores.

					

						
						International expansion, especially in Europe, drove publisher revenue growth.7

					

				

				Taylor’s point was simple: The industry wouldn’t necessarily continue growing at the same rate it had over the last five years. With past generations, more powerful processors and better-looking games had driven hardware sales for new platforms. The desire for bigger, better, prettier games would always be there, but the jump from movies on VHS to DVD that helped power the PS2 revolution was a one-time thing. So was the bump Microsoft created with the launch of Xbox. Having already established itself in the PC arena, Microsoft brought a new audience when it entered the console market.

				Grand Theft Auto III had also given the industry an unexpected bump in profits. By giving older consumers a reason to keep buying games, it brought the retiring-generation gamers back to the fold. In the three-plus decades since Pong, no other console game had expanded the market so completely. Tetris and Super Mario Bros. sold hardware, no doubt, but Mario mostly appealed to people who already liked video games, and the casual audience Tetris attracted was more likely to play games on something other than game-dedicated devices.

			

			
				
				An E3 of Hidden Numbers

				Possibly more than any prior expo, E3 2005 set the stage for an entire generation of games. In the days leading up to the show, Sony Computer Entertainment America chief Kaz Hirai made it clear that his company would not release the next PlayStation in 2005. In a press release, Sony Computer Entertainment suggested that its PlayStation 2 business would continue into 2010.*1

				Nintendo would wait another year to release its next console as well. Sony and Nintendo were locked in a worldwide battle for handheld supremacy: By that time, PSP was available in North America, and Nintendo DS had already pulled ahead in Japan.

				Having already produced two more or less official Xbox 360 unveilings,*2 Microsoft’s Xbox 360 was a known commodity. The public at large knew what it looked like; the people who cared had access to its specifications.

				Very little information had been revealed about PlayStation 3 or Nintendo’s new console, code-named Revolution. Microsoft, however, had already revealed hardware, games, and many of its specifications. Price and launch date were all that was left.

				Amazingly, Microsoft remained silent when it came to price and launch date at its pre-show press conference.

				Like the MTV unveiling, Microsoft’s pre-E3 showing began with a model striding through the audience carrying an Xbox 360 in a shoulder bag. She walked onto the stage and booted up the console. As she left, the Xbox executive team stepped into view—Robbie Bach, J Allard, and Peter Moore filling in for the retired Ed Fries.

				
				By this time, Microsoft had decided to embrace the E3 glitz and glamour—and, if possible, maybe even take it to a higher level. All of the big conferences took place in swank auditoriums such as Grauman’s Chinese Theatre, the Kodak Theater, and the Roosevelt Hotel. They all featured giant screens and booming sound systems. Microsoft upped the ante by replacing the traditional stage with a disk-shaped glass platform that was canted at a 10-degree angle. (Had Bach, Allard, or Moore tripped, they likely would have slid to the floor.) A small ring of observers sat behind the stage, creating the illusion of theater in the round. As slides and images showed on a movie-theater-sized screen, and colored lights occasionally shone through the glass stage, Bach, Allard, and Moore began by giving microbursts of information.

				
					BACH: “Welcome to the future of gaming. We’re here tonight to offer new ways to experience games and entertainment, to redefine what it means to have fun.”

					ALLARD: “Tonight I’m here to tell you about a new product that’s inspired by the creative power of the individual and driven by the passion of a worldwide community. With Xbox 360, we’ve created technology that will enable people from every age and every corner of the planet to gather together in new ways. It’s a product that will bridge vast distances through shared stories and shared experiences, a product with games at its core surrounded by limitless connected digital entertainment.”

					MOORE: “And tonight, I’m going to show you a world of games that are fueled by high-definition graphics and sound, a world powered by a new generation of video games inspired by human creativity and driven by human energy. It is a world where our partners will create unbelievable game experiences that will transform the very idea of entertainment.”

				

				
				Allard and Moore left the stage while Bach gave a “state of the platform”–type speech in which he discussed Microsoft’s rise from never having sold a console to having the “single largest day in entertainment history” with the launch of Halo 2.

				
					In 2005, Microsoft is the fastest-growing platform for game sales. Right now six of the top ten selling games are Xbox titles, and gamers can expect more than 200 new Xbox titles this year with hundreds more in 2006 and beyond.

					—Robbie Bach

				

				For the most part, Bach confined his remarks to the original Xbox, but he worked in the most significant Xbox 360 announcement of the night. “Now, many gamers have been asking us if they will be able to play their favorite Xbox games on Xbox 360. Tonight we are very pleased to announce that Xbox 360 will be backwards compatible with the top-selling Xbox games.”*3

				Though the actual launch date would not be revealed for several months, Bach did state, “We’ll start this Christmas holiday season, when we launch Xbox 360 in North America, Europe, and Japan.” Once Bach finished, Allard discussed the Xbox’s updated online offerings and Peter Moore spoke about upcoming games.

				Like Microsoft, Nintendo spent most of its pre-show event discussing its upcoming console. It didn’t matter that Revolution was still a year off; with Xbox 360 and PlayStation 3 dominating the conversation, GameCube was left for dead.

				After the failure of GameCube and the success of DS, Nintendo shied away from discussing processor speeds and polygon counts. Like Bach and Kaz Hirai, NOA COO Reggie Fils-Aimé began his conference talking about statistics—but Nintendo-style statistics.

				
				I know that many of you today walked in with numbers already swimming in your heads…360, 16 × 9, 1080, 8.2 gigahertz. Well, we’d like to add one more number to the mix, and that number is two…as in 2 billion games. That’s the number of games Nintendo has sold since we entered the business twenty years ago.

					Some people might call that a great run. I’m here to tell you that we call it a great beginning, because if you’re willing to move beyond numbers to a place where your right brain can envision the best in innovation and the best in gameplay improvement, well, you’ve come to the right place.

					—Reggie Fils-Aimé

				

				As always, Fils-Aimé portrayed his company as spoiling for a fight as he touted the success of DS and generally avoided the topic of GameCube. While much ado was made of two upcoming DS titles, Electroplankton and Nintendogs, Fils-Aimé unveiled one final iteration of Game Boy Advance called GBA Micro. At four inches long and two inches wide, with a two-inch screen, Micro was about the same size as a pack of chewing gum—players could carry it in their pockets without it causing much of a bulge—and it featured a seven-hour rechargeable battery and a bright screen. But it was a product released after its time; the world had moved on from Game Boy. Nintendo shipped approximately 2.5 million GBA Micros before discontinuing it.

				After Fils-Aimé announced GBA Micro, Nintendo Co. president Satoru Iwata took the stage. Hands clasped behind his back, dressed in a black jacket and sporting his early Beatles mop haircut, Iwata began his presentation with a riff on the Beatles. He said “We gave you DS, a new Game Boy and new games to play on them, and now you say you want a revolution. Well, we’ve got one”—and he pulled a prototype from under his jacket.

				When it came to the size of the new console, Iwata happily shared specifications.

				
				Clearly, Revolution is by far the smallest console that we have ever manufactured. In its final form it will be even smaller than this, about the size of three standard DVD cases stuck together.

					—Satoru Iwata

				

				He happily shared the names of Nintendo’s manufacturing partners, but when it came to speeds and feeds, the closest he came to offering technical specifications was, “When you turn on Revolution and see the graphics, you will say, ‘Wow.’ Our partners, IBM and ATI, are working with us to assure that.”

				
					The advances in our technology will also relate to areas that have no direct bearing on gameplay.

					I know; this is one of those mysterious comments.

					Our competitors have taken time and detailed the power of their processors and their on-screen displays.

					Let me try to suggest the added benefit of our technical approach with Revolution. Every home game machine in history has married a controller to a console and a console to a TV. In the next generation, the addition of the internet will be important to all consoles and particularly important to Nintendo. Wi-Fi capability will be built into every Nintendo Revolution.

					How these four elements—controller, console, TV, and internet—interact with each other forms the central difference in Revolution design.

					—Satoru Iwata

				

				In his nerdy, playful way, Iwata admitted he was keeping a secret. When he said, “The controllers will also be very unique in ways that we will share with you later,” a lot of people mistook it for showmanship. Nintendo always kept its controller under wraps.

				
				Sony held its pre-show conference at one of its movie studio lots. Sony Computer Entertainment America president Kaz Hirai kicked off the presentation by giving an exceptionally brief state-of-the-industry address followed by a video reel of PlayStation 3 games. Having warmed up the audience, Hirai then turned the show over to Ken Kutaragi.

				By all appearances, Kutaragi had recovered from his setbacks at Sony. He seemed at home standing onstage explaining the features and technology that would set his latest console apart.

				It must have been an exciting time for Kutaragi. His portable PlayStation had been released in North America two months earlier. Sure, DS was ahead in every market, but there was reason to believe that lead was simply the residual of having launched first. Sega’s Saturn had amassed an early lead over the original PlayStation; there was no reason to think Sony’s PlayStation Portable wouldn’t brush Nintendo’s “crazy device” aside as well.

				Even before he began dropping technical specs, Kutaragi let it be known that, like the competition, PlayStation 3 would offer backward compatibility. For Nintendo and Microsoft, “backward compatibility” only reached back one generation. With Sony, it meant a whole lot more.

				
					Within the last ten years, over 13,000 titles*4 were released on the PlayStation and PlayStation 2 formats by a number of publishers worldwide. These are a very important asset for everyone.

					We are happy to announce that PlayStation 3 will have backward compatibility to enjoy these assets.

					—Ken Kutaragi

				

				When it came to talking technical specifications, Kutaragi, a hardware engineer turned executive, was more in his element than Bach or Iwata. While displaying a photograph of the Cell processor, he stated, “Utilizing 90-nanometer SOI [silicon on insulator] semiconductor technology, it contains 234 million transistors that boost supercomputer-like performance.” He followed that up with a barrage of performance statistics.

				
				At its heart, PlayStation 3 had three revolutionary components. The first was the Cell processor.

				
					This chart shows 32-bit floating-point calculation speed of [the] Emotion Engine at 300 megahertz as well as [the] Xbox 360 at 3.2 gigahertz and the Cell processor running at the same frequency of 3.2 gigahertz. Because of its massive multi-core architecture, Cell is 35 times faster than the Emotion Engine and twice the speed of the Xbox 360 processor.

					—Ken Kutaragi

				

				Having dropped the first of his technology bombs on Microsoft, Kutaragi couldn’t stop himself from taking a moment to gloat. He smiled broadly and contentedly bobbed his head before resuming his explanation of technologies and benchmarks that met or exceeded (sometimes even doubled) the numbers Microsoft had announced.

				The PlayStation 3’s next unbeatable component was the Blu-ray media on which its games would ship.

				
					The next big medium is Blu-ray disc, which contains up to 50 gigabytes on the disc. We are strongly supporting Blu-ray format for PS3 as a standard and expect to play the same role as we did with DVD.*5

					—Ken Kutaragi

				

				Now that televisions were going high-definition, Sony executives geared up for another VHS/Betamax-style format battle. As Kutaragi pointed out, Sony’s decision to build PlayStation 2 around a DVD drive played a major role in the medium’s success. He believed PlayStation 3 would do the same for Blu-ray.

				
				This was the very issue on which J Allard had made his stand.

				As the presentation continued, Kutaragi explained that PlayStation 3 was destined to do more than play games. “PS3, to me, is a system to be placed in the center of the living room in homes around the world,” he explained.

				
					Finally, in addition to games, PS3 will of course be able to perform non-gaming functions such as digital music, movies, and photographs, even during play. Video communication over the network or internet browsing can also be enjoyed simultaneously while playing games.

					—Ken Kutaragi

				

				The third component was the graphics processing unit. For the next part of the presentation, Kutaragi brought in Jen-Hsun Huang, the co-founder of Nvidia, to describe the RSX Reality Synthesizer, the system’s third unbeatable component.

				Huang began his presentation by describing the PlayStation 3 as “clearly the most important consumer digital device to be built this decade.” Like Kutaragi, he unleashed a fusillade of technical details as he described the seemingly impossible technological benchmarks.

				
					Three hundred million transistors on one chip…half a billion VIAs [vertical interconnect access], these are little, tiny one-micron electronic devices that connect each layer of metal. And if you connected back-to-back all of the interconnect on this chip, it would reach half a mile.

					Three hundred million transistors, eight layers of metal, built on Sony’s 90-nanometer process.

					—Jen-Hsun Huang

				

			
				Having described the hardware, Huang next attempted to give the audience some perspective by comparing PlayStation 3’s abilities to the abilities of older game systems.

				
					Three hundred million transistors is equivalent to, essentially, the Xbox GPU, the PS2 Graphics Synthesizer, the GameCube Flipper [GPU] chip, the GameCube Gekko microprocessor, the Xbox Penium3 CPU, the PlayStation 2 Emotion Engine, and you kick in the highest-performance PC CPU today [the Athlon FX 55], all that combined is 300 million transistors.

					—Jen-Hsun Huang

				

				Though he himself was a guest, Huang invited another guest to speak—Tim Sweeney, the founder and chief technical officer of Epic Games. As the designer of the Unreal Engine, Sweeney played a driving role in the evolution of computer graphics.

				Graphics and processing power had never been a problem with the PlayStation brand. The complexity of programming games on Sony hardware was. Most game designers agreed that the original PlayStation was straightforward and that Sony provided excellent support for it. The opposite was said about PlayStation 2—programming was difficult, the tools were inadequate, and Sony had a reputation for ignoring developer requests for assistance. With PlayStation 3, Kutaragi had apparently noted the complaints about his previous system and addressed the problem.

				Sweeney began his presentation with a demonstration of RSX Synthesizer graphics in real time. In the demonstration, a heavily scarred future soldier battled a metallic robot. The soldier seemed to destroy the android by shooting it with his enormous gun. There was a pause in the action, but as the soldier limped away to survey the area, the camera switched to the robot’s perspective as it climbed to its feet.

				Sweeney played the fight a second time, only this time he stopped the action so he could move the camera around the environment. As he did this, he floated terms like “dynamic-range lighting” and “per-pixel lighting and shadowing.”

				
				Huang observed, “And the high dynamic range is what makes it possible for us to see the incredibly bright highlights while seeing the details in the shadows.”

				“Oh, exactly,” answered Sweeney. “It’s the real difference between what’s been seen in video games before, where you had eight-bit graphics versus what you see in film, which is very, very high definition.”

				Huang asked, “Now tell us, Tim, how long has it taken you guys to develop this game on top of the PS3 dev kit?”

				
					Amazingly, we got the first PlayStation 3 hardware only two months ago. So what you see here is only two months of work bringing Unreal Engine 3 up and running.

					And this was so fast because we have a lot of experience with PC, and all of that knowledge was immediately applicable to PlayStation 3, which has a very nice development pipeline…OpenGL-based, Cg shading language–based, and all of the standards based and very easy to write for.

					—Tim Sweeney

				

				Next came the requisite upcoming game previews.

				Electronic Arts chairman and CEO Larry Probst and game designer Kudo Tsunoda showed a lengthy demonstration of an upcoming boxing game: Fight Night 3, which they described as “running live in real time on RenderWare on the PS3.” He proceeded to show a boxing match in which the combatants moved with the intricacies and nuances of real boxers. While far from photorealistic, the boxers had expressive faces. When one was caught with a hook, the shock wave sent a ripple along his cheek. When he was hit with a knockout punch, his eyes glossed over.

				Yoichi Wada, the president of Square Enix, showed an updated version of the opening animation from Final Fantasy VII. The footage was clearly marked “TECHNICAL DEMO FOR PS3,” but what a difference a few trillion polygons can make.

				
				The opening moments of Final Fantasy VII had been considered a cinematic triumph back in 1997, when the game first appeared on the original PlayStation. Back then, players were so dazzled by the steam from the train, the detailed backdrops, and the cinematic lighting that they barely noticed the crudely segmented bodies and Lego-toy limbs of the in-play characters. Cloud, the main protagonist, had polygons instead of hair. His shoulders were triangles and his face was a single textured polygon.

				Wada’s tech demo was largely a shot-for-shot remake of that original game’s opening animation. This time, though, either motion capture or key frame animation was used for the characters to make a movie-quality production.

				Wada made it known that his company had no plans to release a remake of Final Fantasy VII. He’d simply wanted to demonstrate the sheer evolution of PlayStation technology using one of the most iconic moments in video game history. Almost everyone in the audience remembered the opening moments of Final Fantasy VII, and the improvements were obvious.

				Next came a parade of shorter game demonstrations. The next-generation Formula One looked and sounded like a sports broadcast. The cars and the environments looked absolutely real. From the giant robots in Bandai’s Mobile Suit Gundam to the scarred skin of the fighters in Namco’s next Tekken, the level of detail in the graphics seemed too good to be true. Rockstar showed an untitled game set in an Old West town in which the graphics didn’t quite hold up to the other demonstrations, but the game was from Rockstar; its Grand Theft Auto games didn’t rely on spectacular graphics to be spectacular.

				Sony showed the first footage from an FPS game called Killzone that looked like it might just be the PlayStation 3’s Halo-killer. The game had flying vehicles, ground vehicles, squads of highly detailed soldiers, weapons of all description, and enemies with glowing eyes.

				The parade of upcoming games ended with movie-like footage of a new Gran Turismo. Then Ken Kutaragi returned to the stage to show the audience a prototype PlayStation 3 console. It was big—standing vertically, it was thirteen inches tall, eleven inches long, and four inches thick. It weighed eleven pounds. It was slightly bigger and considerably heavier than the original Xbox.

				
				When Satoru Iwata brought his prototype Revolution onto the stage, he’d been able to conceal it behind his back. When Kutaragi grabbed the PlayStation 3 prototype from a podium, it stretched from his chest to his chin. It had a silver finish and looked a lot like an updated version of a George Foreman Grill.

				Behind Kutaragi, the screen flashed one final message: “COMING SPRING 2006.” At that point, Sony looked invincible.

				So who had the best showing at the 2005 Electronic Entertainment Expo? Microsoft had the glitziest presentation, but when it came to the technology itself, Sony won the day. The problem was that Sony’s presentation was too technology-driven. When Kutaragi announced, “The future is almost here with PlayStation 3,” people weren’t sure if he meant the future of gaming or the future of computing.

				Nintendo’s presentation, on the other hand, was purely about video games. It was nerdy. It had silly jokes. The centerpiece games—Electroplankton and Nintendogs—were anything but typical.

				Nintendo fans would remember the 2005 press conference as a classic.

			

			
				Preparing to Launch

				On May 15, one day before E3, Bill Gates appeared on the cover of Time holding an Xbox 360. The cover story, written by Lev Grossman, addressed not only Xbox 360 but the entire next generation of video games…as seen through a Microsoft lens.

				
					But this isn’t a story about Microsoft. It’s also a story about a sea change in American culture, which has embraced video games, formerly a despised hobby, as a vital force of pop culture. Gates and his team have spent the past 3½ years working in obsessive secrecy to build the greatest game-playing hardware the world has yet seen. And they don’t want to sell it just to a niche audience, they’re gunning for all of us.8

				

			
				Having seen Xbox 360 on MTV, and now on the cover of Time just days before E3, Japanese game executives must have felt as if Microsoft had an unfair advantage in the United States. All that exposure would have looked promising to the game publishers that had recently signed on with Microsoft. It would have reinforced their decisions. To Japanese executives like Ken Kutaragi and Satoru Iwata, America’s fascination with Bill Gates would have served as a reminder that they were dealing with a powerful foe.

				
					Note to the hard-core faithful: the next version of Halo will not be ready in time for the launch of Xbox 360. It will be part of the all-important second wave next spring. “It’s perfect,” Gates says, radiant with bloodlust. “The day Sony launches [the new PlayStation], and they walk right into Halo 3.”9

				

				For the most part, nothing of cataclysmic importance happened in video games in 2005 until the Xbox 360 launch.

				According to NPD Funworld, the bestselling game in the United States that year was the PlayStation 2 version of Madden NFL 06. Having a Madden back on top must have been a relief for Doug Lowenstein, the president of the Entertainment Software Association (formerly the Interactive Digital Software Association, IDSA). Grand Theft Auto: San Andreas, the bestselling game of 2004, was widely criticized as promoting violence, chauvinism, and toxic behavior. As the chief lobbyist representing the video game industry, he faced the unenviable task of presenting the industry as wholesome and socially responsible despite its bestselling game being largely populated by gangsters, sex workers, and kingpins.

				
				Rounding out the U.S. top ten, the other games were the PlayStation 2 exclusive Gran Turismo 4, Pokémon Emerald for Game Boy Advance, NCAA Football 06 for PS2, Star Wars: Episode III—Return of the Sith for PS2, Star Wars: Battlefront II for PS2, Star Wars: Battlefront II for Xbox, NBA Live 06 for PS2, and God of War for PS2.*6

				On August 17, Microsoft finally announced the price of its upcoming console at the German Games Convention in Leipzig. There would be a core system selling for $299 (€299, £209) that included a wired controller. A second bundle that included a 20 GB hard drive, a wireless controller, and a headset would retail for $399 (€399, £279).

				In September, with Christmas just three months away, Microsoft finally revealed the launch schedule at the Tokyo Game Show. The U.S. and Canadian launches would take place on November 22. The European launch would be December 2, with Xbox 360 going live in Japan on December 10. Microsoft didn’t announce launch dates for any Asian countries other than Japan.

				The Tokyo Game Show was important for a second reason: Epic Games lead designer Cliff Bleszinski, aka CliffyB, demonstrated three scenes from an upcoming Xbox 360 exclusive called Gears of War. With its cutting-edge lighting effects, incredibly detailed characters, and highly destructible structures, the Gears of War demo stood out. (Gears of War was built using the Unreal Engine 3, the same game engine used to create the demo Tim Sweeney showed at Sony’s pre-E3 press conference.)

				On November 14, Microsoft disclosed its launch lineup of eighteen games, including Amped 3 from the 2K Games division of Take-Two,*7 Call of Duty 2 and Tony Hawk’s American Wasteland from Activision, Madden NFL and Need for Speed: Most Wanted from Electronic Arts, and Quake 4 from id Software.

				
				Microsoft Game Studios also chipped in with Project Gotham Racing 3, Kameo: Elements of Power, and Perfect Dark Zero, the latter two games having been created by Rare Ltd. Kameo had a nomadic history, having originally been conceived as an N64 title during Rare’s partnerships with Nintendo. Though it was later announced as a GameCube title, Kameo migrated to Microsoft as part of the Rare acquisition. It had almost been published on the original Xbox, but in the end, Microsoft Game Studios opted to reserve it for Xbox 360 so it would highlight the new console’s processing power.

				Kameo featured scenes in which the eponymous hero, a shape-shifting warrior, battled seemingly endless hordes of enemies. Dynasty Warriors 2 had placed a spotlight on PlayStation 2’s ability to populate battlefields with dueling soldiers, but most of those soldiers were little more than animated scenery. Kameo took crowded battlefields into the next generation by placing players in fields packed with hundreds of independently thinking enemies, each with its own AI.

				
					For the launch of Xbox 360, we got Kameo, which was one of my favorite games. I think it’s a gorgeous game. It served its purpose, which was to show off some of the graphical capabilities and the power of the Xbox 360.

					—Peter Moore

				

				And then there was Perfect Dark Zero, the sequel to the quasi sequel of the iconic N64 hit GoldenEye 007.*8 Perfect Dark Zero did not make up for the lack of a Halo game, but it garnered solid reviews.

				
				In the Rare tradition, Perfect Dark Zero and Kameo served both as fun games and as a harbinger of what future games might bring. They featured innovative gameplay and clever concepts, but they also placed a spotlight on the limitations of current-generation boxes compared to Xbox 360. After all the doubts and questions, the Rare acquisition was beginning to pay off.

				
					You know, that’s a great question. I’m not sure it did.

					In hindsight of many years, the Rare purchase, which happened before I arrived at Microsoft…At the time, it was exactly the right studio to buy for the content that they traditionally made and for what Xbox the platform needed. Whether they delivered upon that over the subsequent years is probably up for debate.

					I think of Viva Piñata, which I thought was a great, innovative, interesting game that appealed to a broader audience, that was exactly what was needed because Xbox very quickly and maybe still was deemed a shooter box, and we needed content that would broaden our audience and broaden our addressable market.

					—Peter Moore

				

				Overall, however, the 360 launch lineup was uninspiring: a cast of great supporting games without a star among them. Somewhere along the way, another evolution had occurred. It’s difficult to project how successful the Nintendo Entertainment System might have been had it not come with Super Mario Bros. Could Game Boy have succeeded without Tetris? Whether it was Sonic The Hedgehog, Super Mario, or Ridge Racer, successful game systems were distinguished by exclusive “killer apps.”

				Madden NFL looked notably better on Xbox 360, but it was still available for Xbox, PC, and PlayStation 2. Why spend $300 to play a beefier version of a game that’s available everywhere else? The same could be said about Need for Speed: Most Wanted, Tony Hawk’s American Wasteland, and Quake 4. Amped 3, Kameo, and Perfect Dark were 360 exclusives, but they lacked that “must-have” draw. The top-selling game at launch turned out to be Call of Duty 2, which was available for Windows and Macintosh computers, but exclusively for the 360 as a console game.

				
				After testing the entire library, the staff at Engadget selected an Xbox Live Arcade title, Geometry Wars: Retro Evolved, as its pick for best Xbox 360 launch title.

				As the launch approached, Microsoft’s marketing team unleashed a cavalcade of promotions calculated to generate headlines. On November 9, Microsoft announced plans for a two-day launch party to be held in California’s Mojave Desert beginning November 20. Dubbed Zero Hour, the event was staged at a vacated military site. It featured a substantial amount of alcohol, numerous giveaways, presentations by Peter Moore and J Allard, and a thirty-two-player game of Perfect Dark Zero.

				Along with the Microsoft executives, another luminary on hand was Epic Games lead designer Cliff Blezinski. He demonstrated the same Gears of War levels he’d shown at the Tokyo Game Show, but at Zero Hour he allowed visitors to play them.

				While a few hundred lucky revelers gathered in the desert, thousands of hardcore fans lined up in front of stores for the big release. Reporters from NBC News meandered by a Best Buy in Manhattan where 200 people had lined up hoping to purchase the new console. The store hadn’t received enough consoles. According to the report, ninety customers returned home empty-handed.

				
					Many stores quickly sold out. Internet retailer Amazon.com Inc. and the Web sites for Circuit City Stores Inc., Best Buy Co. and Wal-Mart Stores Inc. all listed the consoles as being sold out on Tuesday.10

				

				It looked like a picture-perfect launch. Stores sold out quickly and consoles began appearing on eBay at ridiculously high prices. As desperation set in, Xbox 360 bundles sold for as high as $2,000 online.

				The euphoria lasted approximately twenty-four hours before complaints started appearing on the internet. On a relatively new site called Techgage, Rob Williams posted a story titled “Perfect Launch? Not for the Xbox 360 It Seems.”

				
				Since the Xbox 360 was released two days ago, there have been numerous reported incidents all over the internet. The primary complaint is that the system is unstable, with games crashing at random, along with the entire system. I can vouch for that because I have had this happen during NFS Most Wanted and Project Gotham Racing 3 game play. Some have had worse crashes than me, however. Some screenshots floating around show many artifacts on the screen after a crash, which forces you to manually shut off the system.

					Other complaints are related to heat dissipation and noise level, both of which I can verify again…are very noticeable. I highly doubt that the reported crashes are due to overheating, but rather system instabilities or bad code in the games.11

				

				Williams gave Microsoft the benefit of the doubt too early. Complaints about overheating would become an issue, and it wasn’t the only problem. As happened in Japan with the launch of the original Xbox, people complained about Xbox 360 scratching discs. This time, however, the scratching rendered some discs unplayable.

				Undeterred by horror stories about systems crashing and scratching discs, enthusiastic European gamers started lining up on December 1. The initial launch was spread across sixteen countries. With the limited units shipped, retailers sold out quickly and additional shipments couldn’t keep up with demand. Reports from Japan were mixed, with some retailers claiming they ran out of inventory while others said they had stacks of unwanted 360s on store shelves.

				
					Famitsu publisher Enterbrain has released Xbox 360 sales figures gathered by its internal research firm over the system’s two days of release. According to the report’s findings, sales of Microsoft’s new console have been “slightly slow” so far.

					
					Of an estimated 159,000 units shipped to retail, Enterbrain reports that 62,135 of them were sold to customers Saturday and Sunday. However, perhaps most surprising is that Enterbrain’s research found a game-to-system tie ratio of only .91, meaning that a number of people bought the system with no game at all.12

				

				In all, Microsoft sold an estimated 600,000 units by the end of 2006. Microsoft had its one-year head start. The question was, would the Xbox team be able to take advantage of that head start the way Sony had?

			

		

		
			Skip Notes

			
				*1  The original PlayStation, which first launched in Japan in 1994, wasn’t discontinued until 2006. Nintendo continued manufacturing variations of the original Game Boy from 1989 to 2003. Console makers seldom discontinue successful systems concurrent with the release of the next system. The beginning of the end for Sega occurred when Sega turned its attention from supporting its highly lucrative Genesis/Mega Drive market to launching Saturn.

				With Sony having sold 12.9 million consoles and 181 million games worldwide the year before, discontinuing the PlayStation 2 business would have been suicidal. (More than half of the video games sold worldwide in 2005 were for PlayStation 2.)

			

			
				*2  And survived leaks. Pictures of the console had been circulating on the internet weeks before MTV Presents.

			

			
				*3  Backward compatibility would become something of an issue for both Microsoft and Sony during this generation. With PlayStation 2, Sony offered nearly universal backward compatibility by basically building the original PlayStation into the PS2’s architecture. Backward compatibility would be more selective with Xbox 360 and most versions of PlayStation 3.

			

			
				*4  Kutaragi stated that 13,000 games were published over both systems. He showed a slide stating that “over 5,200 titles” were published for PlayStation, and “over 7,700 titles” were published for PlayStation 2. In truth, the number of games in their combined libraries was closer to 5,000 titles.

			

			
				*5  Referring to PlayStation 2 sales as a driving force behind DVD movies sales, particularly in Japan.

			

			
				*6  God of War, which featured some impressively adult material such as a puzzle in which players pushed caged allies into a fire, didn’t go unnoticed by critics of video game violence. The Entertainment Software Rating Board gave it an M rating for “blood and gore,” “intense violence,” and “strong language.”

				Not mentioned in the ratings was an optional mini-game in which Kratos, the protagonist, climbs into bed with two women. Though Kratos and his guests are off-screen, the game presented sufficient audio clues to explain what was happening.

				Referring to games like God of War and GTA: San Andreas, Dr. David Walsh of the National Institute on Media and the Family stated, “There is a rating called ‘Adults Only.’ That AO rating has been used only 18 times in the history of the ESRB. Out of 10,000 games rated, only 18 games have ever been rated as only appropriate for adults.

				“We think that that is a result of the fact that there is an inherent conflict in the ESRB rating system. The ESRB is an arm of the industry, and so the commercial impact of ratings brings into play an inherent conflict of interest.”

			

			
				*7  Indie Built, the studio that created the Amped games, was formerly a division of Microsoft Game Studios. Before Microsoft acquired the studio it was known as Access Software. Founded by pioneers Bruce Carver and Chris Jones, Access became famous for its Links golf simulations and Tex Murphy adventure games.

			

			
				*8  Rare had been developing a true sequel to GoldenEye but had to abandon the project when Electronic Arts secured the rights to James Bond.

			

		

	
		
		
			
			CHAPTER 13 ▶

			KEEPING SECRETS

			
				I’m not going to reveal [PlayStation 3’s] price today. I’m going to only say that it will be expensive.

				—Ken Kutaragi1

				Now, if you recall that whole hullabaloo where Hollywood was split into schisms, some studios backing Blu-ray disc, others backing HD-DVD, people thought it would come down to pixel rate or refresh rate, and they’re pretty much the same. What it came down to was a combination of gamers and porn.

				Now, whichever format porno backs is usually the one that becomes the most successful. But, you know, Sony…every PlayStation 3 has a Blu-ray in it.

				—Kevin Sandusky, character in Tropic Thunder*

				And it so happens that Sony was having trouble with the PlayStation 3, and they weren’t able to launch in 2005 at all. All of that trouble that Microsoft went through to launch first or at the same time was based on bad intelligence.

				—Dean Takahashi

			

		

		
			Skip Notes

			
				*  Tropic Thunder is a movie about the making of a movie. In Tropic Thunder, Jay Baruchel plays an actor named Kevin Sandusky who is playing a character named Brooklyn.

			

		

	
		
		
			
			Taking the Sony Seat

			
				We had a great launch, I thought. Lots of glitz and glamour and completely sold out to all of our prediction numbers, but then it wasn’t too long into spring of the following year that there started being some concerns around the hardware and the return rate…and some of the failure rates.

				—Peter Moore

			

			The launch of the Xbox 360 was a success. Initial shipments sold out in every market except Japan. Scalpers sold Xbox 360s for two and three times the price on eBay. Demand continued to outpace supply.

			Not surprisingly, Microsoft chairman Bill Gates crowed about Xbox 360 being a “global phenomenon” as he began his first-ever E3 presentation in 2006. Vaguely implying that the 360 launch was on par with the launch of the PlayStation 2, Gates predicted that Microsoft would sell 10 million consoles before Sony and Nintendo even launched their new systems.*1

			
				By the end of June, we’ll be at 5 million consoles…somewhere between 5 million and 5 and a half. Also today, we’re talking for the first time about a goal that we had set internally that we now feel very confident that we can reach, and that is before our competition even enters the marketplace, we will have a 10-million-unit head start with Xbox 360.

				—Bill Gates

			

			Gates wasn’t alone. A lot of people believed Xbox 360 was off to a good start.

			
				Look, they did a lot of things right. They didn’t replicate the same mistakes they made the first time around. They fixed those issues…price, quantity, exclusive content from their own studios, how they handled publishers. They got a lot of things right.

				
				—Rob Dyer

			

			
				Microsoft emerged, after a disastrous start, when essentially after their early entrance they were a joke because they were making mistake after mistake after mistake. Then they became a formidable player.

				—Rod Cousens

			

			
				UBS [multinational financial organization UBS Group] lead game analyst, Mike Wallace, offered his predictions for the next two years in US hardware sales. Wallace believes that Microsoft’s early start will pay off, and despite only selling 607,000 units in 2005, the Xbox 360 creator will resolve its manufacturing issues and move roughly 4 million units by the end of the year. By contrast, the UBS analyst predicts that the PlayStation 3 and Revolution will sell only 1 million units apiece by the end of 2006.

				And looking further into the future, Wallace forecasts that the early lead will continue to pay off for Microsoft, predicting in excess of 10 million Xbox 360s sold, compared to roughly 7 million PS3s sold, through 2007. He added that the installed user base of the Revolution should top 3 million by that time. By 2010, Wallace estimates that a combined 52 million next-gen units will have been sold.2

			

			Not everyone agreed that the head start mattered. Back in May 2005, five months before the 360 launched, Jack Tretton, Sony’s smack-talking vice president of sales, significantly downplayed the importance of launching early during an interview with GameSpot’s Curt Feldman, pointing out that Sony had never launched first.*2 When asked how long it would take for PlayStation 3 to catch up to 360 in aggregate sales, Tretton acted nonchalant.

			
			And in the grand scheme of things, what is our first 3 million relative to 33 million five years later? It’s less than 10 percent of what we’ve accomplished, and we’re only halfway through our product life cycle.

				So the launch period is important, but it’s like saying, “How did you feel in the first ten yards of the marathon?” And the guy looked at you like, “Are you nuts? I don’t even know how I felt. It’s a 26-mile race. Why are you asking me about the first 10 feet?”

				That’s what I consider the launch period to be.3

			

			Tretton’s dismissal of launch was consistent. When PS2 beat Xbox and GameCube to market, he downplayed the one-year head start as unimportant, stating that PS2 continued outselling both consoles after they launched. In his view, PlayStation 2 outsold the competition because it was a better console with better games, not because it had a twelve-month head start.

			Xbox 360 had the next-generation market to itself going into 2006, but there were issues to contend with right from day one. The biggest hurdle was the public’s continued enthusiasm for PlayStation 2 as a platform. After its fourth price drop, PS2s began selling for $129 in April 2006—less than half the price of Xbox 360. PlayStation 2 had a much larger library of games that included a long list of amazing exclusives. PlayStation 2 games cost less to begin with, and many of its best games had been re-released as “PS2 Classics” or “Best Of” titles for $19. People simply hadn’t become tired of their PlayStation 2s.

			As the glitz and glamour of the 360 launch faded, questions arose about the console and the people running the Xbox business. Electronic Gaming Monthly’s editor in chief, Dan Hsu, began a blistering interview with Microsoft vice president Peter Moore with: “We’re going to throw two games at you at a time, and we want you to tell us which one you like better. We hope we’ve made these easy for you. So, Splinter Cell: Chaos Theory or Sneakers?” Moore answered Splinter Cell. “How about SoulCalibur II or Kabuki Warriors?” Moore answered SoulCalibur II. “Dead or Alive: Xtreme Beach Volleyball or Barbie Horse Adventures: Wild Horse Rescue?” Likely unaware that he had stepped into a trap, Moore answered Xtreme Beach Volleyball.

			
			Even the most casual gamer would have given the same answers. In each case, Hsu had offered Moore a choice between a memorable game and bargain bin filler.

			Having sprung the trap, Hsu said, “So here’s what we’re getting at: You picked three Xbox games that aren’t backwards compatible on the Xbox 360, and the other ones, Sneakers, Kabuki, and Barbie, are.”4

			Hsu, one of the game industry’s more widely admired journalists, had more on his mind than quirky selections for backward compatibility. He referred to Xbox Live Marketplace as a “home to icons, themes, Live Arcade game demos, and trailers,” and asked Moore when significant content would become available.

			Hsu became even more aggressive when it came to overheating and hardware issues. He began with, “So we’re seeing Xbox 360 glitches, overheating, and now you have a lawsuit on your hands over a ‘defectively designed product.’ ”

			Moore responded, “In today’s age of the Internet, you just need a dozen people to have a problem, and it just seems to magnify itself enormously. Remember, we’ve shipped hundreds of thousands of these things around the world, and clearly here in the U.S. there have been a few problems, but we’re taking care of them.”

			
				EGM: At a Japanese event last month you burnt your hand when you picked up a 360.

				PM: Again, almost everyone is having zero problems with the 360. That day was just unfortunate. Despite the crazy odds of getting a unit that overheats, the unit onstage was a unit with very minor errors. It was fixed though and placed back in stores.

				
				I think though that the incident of overheating, which again is completely rare, helped our image in Japan. The Japanese now call the 360 “chia olwon.” I’m told it means “very powerful.”5

			

			But something was going on. Xbox 360 had an overheating problem, and the more the Xbox team pretended everything was right, the more ridiculous they became.

			
				Where it all went a bit sideways was the infamous Red Ring of Death issue that sprang up several months after launch.

				—Pete Pedersen

			

			Reviewing the Intercooler 360, a third-party cooling system designed to protect 360s from overheating, IGN writer Gerry Block began, “Videogame consoles have never had an amazing record of longevity. From the early days of constantly blowing the NES’ slot, to the infamous PS1 plastic-warping-laser-misalignment problems, no console has been without its problems. The Xbox 360, however, has set out to put all previous console gremlins to shame. Among the many 360s in IGN offices and homes the failure rate has been staggering and the replacement process long and aggravating.”6

			Block concluded, “While no consensus has been reached as to why so many Xbox 360s are breaking down, we do know that they tend to break a lot. If you’ve installed your 360 in a cramped entertainment cabinet or anywhere without a lot of ventilation, you’re likely asking for trouble, and we can assure you that getting a broken 360 replaced is not a fun process.”

			The Xbox 360 continued to sell well in the United States and England, but sales in other European countries were nearly as slow as they had been in Japan. Bill Gates’s prediction that his company would sell 10 million consoles by November proved overly optimistic. Including the 5.8 million consoles Microsoft sold in 2006, the cumulative sales hovered around 7 million as of January 2007.*3

			
			The 360 performance was characterized as “solid and steady.” Retailers were in short supply until April when Microsoft began to catch up with demand, finally reaching in stock positions by early summer. June sell through hit a non-holiday month peak of 351 K units, settled in to a 50K per week sales rate into the fall, and “laddered up” normally. There were no supply constraints in the second half.7

				—John Taylor, former chief analyst,

				Arcadia Investment Corp.

			

			Along with spreading hardware concerns, new problems cropped up. Convinced by Sony’s E3 game demos and technology talk, many consumers decided to wait for PlayStation 3. It was a textbook example of creating FUD (fear, uncertainty, and doubt) in consumers’ consciousness. By publishing hardware specifications that outshined Xbox 360 on almost every level, Sony convinced would-be shoppers to wait.

			Then there were questions about the Xbox 360 library, which reputedly suffered from an overabundance of first-person shooters. Ever since Bill Gates announced the original Xbox, Microsoft had been battling rumors that its console was a stripped-down PC designed for playing computer games.

			
				Everyone was pleased with how the business was trending. Right? Sales forecasts were being met, journalists gave the initial launch of games pretty good reviews and consumer feedback was pretty good.

				I don’t recall anyone panicking when Sony painted us with that [FPS] brush. The first-party guys were hard at work on a whole bunch of content that would later help Microsoft shed that image of being all about first-person shooters.

				—Pete Pedersen

			

			
			The Xbox catalog did include an inordinate number of first-person shooters, though it might have been more accurate to say Xbox consoles specialized in shooters generally rather than first-person shooters. Of the top five games for Xbox 360 in 2006, two were first-person shooters, Tom Clancy’s Ghost Recon Advanced Warfighter (which could be played from either the first- or third-person perspective) and Call of Duty 3. The top game, Gears of War, was also a shooter, but played from the third-person perspective. The number two game that year was Madden NFL 07.

			Microsoft struggled to prove to the public that Xbox 360 wasn’t just a shooter box despite three of its top ten bestsellers being EA sports titles. When gamers talked about Microsoft, the conversation often included Halo. It didn’t matter that most Madden NFL and FIFA Soccer tournaments were played on Xbox consoles.

			Meanwhile, Sony Computer Entertainment had a banner year with PlayStation 2. Since console companies made most of their profits from software sales,*4 the best way to judge a console’s health was by game sales, one of the classic benchmarks being the number of games that sold over 200,000 copies. In 2006, nineteen GameCube games, thirty-two Xbox 360 games, and ninety-five PlayStation 2 games sold over 200,000 copies. Top ten PlayStation 2 games sold an average of 1,196,000 copies. For Xbox 360, the top ten averaged 830,000 copies.*5

			
				What Microsoft Was Hiding

				
					A picture of Bill Gates holding an Xbox 360 was featured on the cover of Time magazine. That image showed Bill holding an Xbox 360 up against his face with the power indicator sort of covering one of his eyes.

					
					Of course that wasn’t a real Xbox unit. It was a dummy unit made for a photo shoot. Time ended up Photoshopping in a red light [on the power indicator]. In a strange sort of way, that Xbox 360 Bill Gates was holding in that picture had the Red Ring of Death on it.

					—Pete Pedersen

				

				The Xbox 360’s overheating problems weren’t an aberration, as Robbie Bach and Peter Moore claimed. In fact, a significant segment of Xbox 360s had failed and the numbers were growing. The overheating problem was a ticking time bomb that was going to explode sooner rather than later, and when it did Microsoft would face another billion-dollar write-off.

				
					Part of the plan was “Launch in 2005, and DON’T BE LATE.” Another was to negotiate with new partners to bring the cost of the hardware down. These were good ideas at the time, but in the execution, they generated huge problems. One of them had to do with the Red Ring of Death.

					—Dean Takahashi

				

				Part of the reason the Xbox 360 was so supply-constrained during the 2005 holiday season was the enormous failure rate of consoles coming off the assembly line. As Bach and Moore pointed out in numerous interviews, addressing failure rates is a standard part of the manufacturing process, especially when silicon is involved. Failure rates of 10 or 20 percent were bad but not unheard of. The Xbox 360’s failure rate coming off of the assembly line was considerably worse.

				
					An engineer that I interviewed in August 2005 raised his hand and said, “We have to stop the line.”

					He was looking at what was coming off the line and was still functional. It was thirty-two machines out of a hundred. That’s a tremendously bad yield.

					
					Microsoft was able to absorb that kind of loss just to get those initial machines out, but anybody who understands manufacturing knows that many of those thirty-two machines that came off the line functional were going to fail in the field.

					—Dean Takahashi

				

				Before packaging consoles, factory technicians plugged them in and tested them. The Chinese companies assembling the consoles reported the results from these spot tests to Microsoft. The results weren’t good. A much higher than average percentage of the consoles coming off the line were defective. Only working consoles were packaged and shipped. The rest went into a “bone pile” of defective units that could be fixed and sold as “refurbished” consoles.

				The working hardware seemed stable and ready for market, but coming off assembly lines with such a failure rate, even the working consoles should have been suspect.

				
					As the head of Microsoft Game Studios, I was part of the senior leadership team at the time, so I heard about it as they were starting to get a better handle on the problem and sort of see the extent of it.

					During my time there, I don’t think we’d ever faced an existential crisis like that. It was a really challenging time for obviously him [Todd Holmdahl, corporate vice president of the Xbox Product Group and the executive overseeing the manufacturing process], and for the team and the business.

					—Shane Kim

				

				
					It’s not easy to identify the root causes, and there was an army of people working fast and furiously to try and figure out what was causing the issue and how broad the issue actually was.

					—Pete Pedersen

				

			
				Back in Redmond, the Xbox team scrambled to identify what was causing the problems. They checked and rechecked the silicon and the circuits. But Microsoft couldn’t stop production without jeopardizing its head start on Sony.

				
					During the summer, they were ramping up production for a launch in November of 2005. As you’re doing that, you’re supposed to be learning.

					Sometimes it takes as much as ninety days to identify problems in a production run. Fixing the chip design and running it through the factory again so you see if you’ve actually fixed the problem takes months.

					If you’re Robbie Bach at the top, or you’re Bill Gates or Steve Ballmer, you’re looking at this and thinking, “We lost the war last time because we were late. If we delay this and push it back past the holiday season, it’s going to be another disaster.”

					And so they opted not to stop.

					—Dean Takahashi

				

				Dozens, then hundreds, then thousands of consoles failed. People described finding three of the four lights that formed the ring around the Xbox 360’s power button turning red. Once the ring turned red, the console stopped working. Disconnecting broken consoles from TV sets didn’t fix them. Unplugging them from the wall didn’t fix them. Once the lights around the on/off button went red, the console was inoperable.

				
					Obviously, Red Ring of Death was on the power button. When that red ring went all the way around that meant that your console was a brick.

					—Peter Moore

				

				Across the internet, people began referring to the phenomenon as the “Red Ring of Death.” Back at Microsoft, however, executives were told to stick to the party line that the vast majority of customers were happy with their Xbox 360s and that system failures were an anomaly. When Dean Takahashi, then writing for the San Jose Mercury News, questioned Microsoft corporate vice president Todd Holmdahl about the situation, Holmdahl stubbornly denied the problems were out of the ordinary.

				
					
					TAKAHASHI: I’m sure you’ve seen some of these complaints that we’ve written about from the guy who went through seven machines. There are a lot of people posting on the blog saying they still have problems. There is a lot of anecdotal evidence that the quality of the Xbox 360 isn’t there.

					HOLMDAHL: We’re very proud of the box. We think the vast majority of people are having just a great experience. You look at the number of games they are buying, the number of accessories they are buying, the Live attach. They love the box. They continue to buy the box.

					That said, we take any customer issue very seriously. We continue to look into these things very deeply. You have seen we have made some changes to our customer service policy.

					TAKAHASHI: Do you still say that is a normal return rate for the console?

					HOLMDAHL: We continue to say the vast majority of the people are really happy with it.

					TAKAHASHI: I’ve heard varying accounts of what is considered a normal return rate. Some people say that two percent is normal. Sometimes three percent to five percent is considered normal. Back to that question, can you address whether you are within those rates or within a normal rate.

					HOLMDAHL: We don’t disclose the actual number.

					TAKAHASHI: Normal compared to the Xbox?

					HOLMDAHL: We don’t comment on that.

					
					TAKAHASHI: What explains this anecdotal evidence that it’s out of whack compared to the Wii or the PlayStation 3 or other consoles?

					HOLMDAHL: I would go back and say the vast majority of people love their experience. We continue to go back and address all of these issues on a case by case basis. There is a vocal minority out there. We go off and try to address their issues as quickly and as pain-free as possible.

					TAKAHASHI: There were some folks, who are not totally guessing, who said that when you had three million consoles in the market, you have a “bone pile” of bad ones. That seems to suggest a pretty high defect rate as far as the yield goes. Can you address that?

					HOLMDAHL: We don’t talk about our production.8

				

				The failure rate continued to climb. Stories appeared around the internet about people such as Chris Szarek, a Massachusetts early adopter who became the unofficial poster boy for failed 360s. Szarek’s first 360 failed, the replacement unit failed, and the replacement of the replacement failed as well. Szarek burned through three consoles by the time Microsoft officially acknowledged that the Xbox 360 had an overheating problem.

				
					We started to dive in and look at issues about what could possibly be causing it. At first we really didn’t know. It was complex, and we were concerned about what was going on on the motherboard and what was interacting with the CPU or the GPU.

					I remember that there was a view that we were using non-lead solder because of EU [European Union] requirements and maybe something was frying out. Certainly the unit was running hot at the time and we maybe didn’t have enough fans in there or maybe the fans weren’t pointed at the right thing.

					
					—Peter Moore

				

				
					The Red Ring of Death had a number of problems that were causing it: less-than-specified memory coming from the chip makers, lead-free solder that wasn’t working right in terms of cementing the graphics chip to the motherboard. There were heat problems associated with the design of the chip as well.

					—Dean Takahashi

					There was no single reason for the failures—though many could be blamed on the graphics chip, which could overheat so much it warped the motherboard. This stressed bad solder joints, causing them to fail early in the machine’s life—and the console was also one of the first products that had to meet new environmental standards in Europe prohibiting the use of lead in solder.9

				

				Chief Xbox officer Robbie Bach had another fiasco on his hands.

			

			
				What Nintendo Was Hiding

				
					Even before we began our proposal with the Nintendo DS, I have had a growing sense of crisis. Throughout the history of game development, since the days of Famicom, the game controller mechanism has become more and more sophisticated. Perhaps those who have quit gaming or who have never played with games have looked at the controllers and feel it may be too difficult for them to play even before they dare to touch the controller.

					—Satoru Iwata

				

			
				Other than the console’s rectangular shell, Nintendo chairman Satoru Iwata didn’t reveal much about Revolution at E3 2005. He even spoofed himself for behaving mysteriously when he said, “The advances in our technology will also relate to areas that have no direct bearing on gameplay. I know; this is one of those mysterious comments.”

				During his presentation Iwata commented that every game system in history had been a controller “married” to a console that was “married” to a television, making the entire console business sound cyclical. He promised something new was coming.

				If one of the console manufacturers was going to deliver something new and innovative, it would be Nintendo. Starting with replacing joysticks with D-pads, Nintendo had a long history of making innovative controllers. It also had a long history of keeping those innovations hidden until the last possible moment.

				During his E3 interviews, Iwata assured reporters that Revolution’s controller would be unlike anything on the market, and he sometimes dropped stealthy clues about what was coming, but it wasn’t until the Tokyo Game Show that he finally revealed his hand. On September 15, the same night Microsoft announced its launch plans for Xbox 360, Iwata finally unveiled the Revolution’s rather revolutionary controller.

				
					In order to expand the gaming population, it is taken for granted that we needed to offer games to satisfy veteran gamers. At the same time, I believe we needed to make a new proposal so that those who are not playing video games now will say, “I can do it” and “I want to touch it.”

					Here, what is most important is the controller interface.

					—Satoru Iwata

				

				Saying, “We started by disregarding the conventional wisdom that the game controller must be held by both hands,” Iwata showed a video clip featuring a one-handed controller that vaguely resembled a TV remote control. It had a plus-shaped D-pad and a single button at the top, two smaller buttons near the bottom, and a trigger control in the back. Held sideways, the new controller’s button layout closely mirrored the control scheme of the original NES gamepad.

				
				The video clip featured an unlikely cast of gamers holding the new controller—a young couple playing ping-pong, a man dressed like a chef holding the controller like a knife as he chopped virtual vegetables, an elegant elderly couple joyfully swinging their controllers like conductors’ wands to Vivaldi’s Four Seasons.

				One thing missing from the controller’s sparse landscape was the analog thumb pad that Nintendo had popularized with Nintendo 64. As the video continued, an additional controller with an analog thumb stick appeared. This supplemental device was tethered to the first controller using a short umbilical.

				Iwata’s video reel was classic Nintendo—happy, comical, family friendly. It featured clips of a grandfather fishing virtually with his grandson, a family of four crammed onto a narrow couch at what appeared to be a birthday party, and three teen girls using the new controller as a “zapper” for shooting virtual flies. Everyone in the video was completely immersed and clearly enjoying themselves.

				What the reel lacked was game footage.

				
					In order to realize our goal of creating a new styling line for all and to create a fresh control style anyone can intuitively understand, we have come up with a design that differs greatly from any of today’s controllers.

					As you can see, we have also made bold innovations in play style as well.

					—Satoru Iwata

				

				Over the coming months, people would dismiss Nintendo’s new controller as simply “motion tracking,” but that was only half of the story. It did more than track players’ motions; it tracked those motions in relation to their television screen. The wand featured a linear accelerometer that detected the speed of movements along three axes (i.e., motion tracking), but it also housed an infrared direct pointing device that drew a bead between the top of the wand and the television screen. In short, it not only tracked the player’s motion, it tracked their aim.

				
				The initial reaction to Nintendo’s new controller varied greatly. Publicly, the Xbox team seemed nonchalant. When asked about Iwata’s announcement, Peter Moore commented, “A motion-tracking controller, we had one of those.” He was referring to the Freestyle Pro, a motion-tracking gamepad Microsoft released in 1998 to coincide with the release of the game Motocross Madness.

				In a later interview, however, Robbie Bach admitted that Nintendo’s new controller had caught him off guard.

				
					I was at the Tokyo Game Show when they demonstrated Wii for the first time, and I said to myself, “Okay, that is going to be a problem.”

					—Robbie Bach

				

				
					It was always going to be about content, whether it was courting the remaining third-party publishers to come onto the platform and/or making sure that our first-party games really showcased the capabilities of the platform.

					The discussion 80 percent of the time was around content, right? We have the games. Will the games be better? Will they look better? Will they play better? Are they exclusive content?

					I recall Nintendo’s announcement where they first revealed Wii, and Robbie [Bach] gathering the team together. We all sort of gathered around to watch their announcement and try to dissect it in real time. We’re talking probably a hundred employees and agency folks, and in his very Robbie style—you know, Coach Robbie—he’s like, “Okay, guys, here’s what I see. Here’s what this means. Here’s what we are going to do about it. Yes, they’ve done some interesting things with the UI [user interface]. Yes, the content is a bit oddball, but never count Nintendo out of the game.”

					
					—Pete Pedersen

				

			

			
				What Sony Was Hiding

				Sony’s press conference at E3 2005 was a case of something looking too good to be true. There would be debates about the accuracy of Sony’s performance specs, with some critics openly accusing the company of inflating the numbers. For the most part, the specifications Ken Kutaragi had announced proved accurate. Programmed properly, PlayStation 3’s Cell processor met and sometimes exceeded Sony’s numbers. The total floating-point performance had to be revised because the benchmark Sony released was too low.

				The PS3’s GPU, the RSX chip, was slightly slower than expected, but it did in fact support up to 1080p high-resolution games. As announced, the PS3’s audio support included both DTS and Dolby 5.1 channel sound. As promised, the PS3 had a Blu-ray disc player. In fact, buying a PlayStation 3 was the least expensive way to purchase a Blu-ray player. Double-layer Blu-ray discs did in fact store a maximum 50 GB, nearly six times the capacity of DVD.

				When it came to the hardware, promises made were mostly promises delivered. Sony promised two HDMI ports and only delivered one.*6 Along with its “revolutionary” Cell processor and Blu-ray drive, the PS3 still featured Bluetooth and other technologies. Extras in the more expensive Xbox 360 bundle, such as a wireless controller and a hard drive, came as standard equipment with all PlayStation 3s.

				Technology-wise, PlayStation 3 was hardware unbridled. It was as if Sony’s board of directors had given Ken Kutaragi the keys to the world’s greatest electronics store and presented him with a blank check. His new box featured the latest audio, video, and connectivity technology.

				
				They were talking more about seeing movies and playing stereo than playing games. They were talking a lot about this Cell chip that was going to be their magic sauce, and they were talking about Blu-ray.

					They were saying, “We have Blu-ray, which nobody else does. We have the Cell chip, that’s better than anything else, and that means our games are going to blow you away.”

					—Robbie Bach

				

				
					If you look back at what the media were saying, the quick take was that Nintendo was better for kids, that Xbox had the best online experience with Xbox Live, and that PlayStation 3 was the most powerful, but when I talked to developers, nobody told me that PlayStation was more powerful, and it wasn’t just a matter of which one was easier to develop for. They simply got better performance for their games out of Xbox 360 than PlayStation 3.

					PlayStation had a couple of component specifications that were extremely high, but actually achieving those technical specifications was almost impossible. But Sony was so good at manipulating perceptions through a fantastic combination of PR and great storytelling.

					—Mike Fischer

				

				The PlayStation 3 hardware may have been mostly as advertised, but that wasn’t the case for all of the games Kutaragi and company had demonstrated at E3 2005.

				The playable demo of Formula One at E3 2006 bore very little resemblance to the photorealistic movie Sony showed one year earlier. Not only were the graphics disappointing by seventh-generation hardware standards, but they wouldn’t have been particularly impressive on a PlayStation 2 game. In 2005, Namco had nearly stolen the show with its spectacular Tekken demo. One year later, gone were the specular highlights in the fighters’ eyes and the subtle textures in their skins.

				
				Two of the E3 demos critics questioned most closely were Heavenly Sword and Killzone 2. In Killzone’s case, there was plenty of room for doubt. Much of the 2005 demo was spent showing QuickTime animations of soldiers talking or patrolling in packs. Sony executives originally described the video as actual in-game footage, but they eventually admitted that it was “target rendered,” meaning it was a movie with animation that represented the RSX chip’s capabilities.

				They weren’t a perfect match, but when Sony finally released Killzone 2, the in-game graphics weren’t far off from the graphics in the 2005 demo reel. However, the game wasn’t released until 2009, three years into the PlayStation 3’s life cycle.*7

				Heavenly Sword, on the other hand, looked and played precisely like the demo.

				
					During my first week as a Konami employee working on Metal Gear Solid 4, I’ll never forget seeing the profound disappointment on my colleagues’ faces when they began to dig deep into the first-run PlayStation 3 development kits.

					Like the public at large, the Kojima Productions team believed Sony’s hyperbole about its incredible next-gen hardware; however, when it came down to actually pushing pixels through the PS3, everyone was underwhelmed. The team was warned ahead of time that the hardware would be difficult to develop for, but they had no idea how bad it would end up being.

					—Ryan Payton

				

			
				With few exceptions, the games Sony demonstrated at E3 2006 lacked the cutting-edge look that had been on display in the 2005 demo reel. Several developers encountered a lack of compatibility between PlayStation 3 architecture and Epic’s Unreal Engine 3, the most popular game engine at the time.

				When GamesIndustry.biz reporter Mark Androvich asked Michael Capps, the president of Epic Games, about widespread complaints involving difficulties creating PS3 games using the Unreal Engine 3 in a 2008 interview, Capps countered that more PS3 games had been built using Unreal 3 than any other engine, including ones developed by Sony. He added:

				
					The PlayStation 3…I guess the polite way to say…it’s a quirkier platform because it is not a direct map from a PC platform. It’s got a lot of power that you have to work hard to use. Whereas the Xbox 360 certainly looks a lot more similar to, say, a quad-core PC because it has a GPU and three very similar processors.10

				

				When Epic founder Tim Sweeney showed the spectacular Unreal Engine tech demo of the soldier battling the android during his E3 2005 presentation, he claimed to have built it in two short months. He told the audience, “This was so fast because we have a lot of experience with PC, and all of that knowledge was immediately applicable to PlayStation 3.” Now the man he’d hired to run his company described PlayStation 3 as not being “a direct map from a PC platform.” Something seemed to have been lost in the translation from tech demonstrations to the nuts and bolts of game design.

				
					He [Kutaragi] didn’t see the need to involve game developers in the design of the system. That’s how the PS3 was made, and you know how successful it was.

					—Shuhei Yoshida,

					former president,

					Sony Interactive Entertainment Worldwide Studios11

				

			
				The PlayStation 3 had latent processing power; the problem was trying to harness it. Sweeney had been able to port his demo over in two months, but he was widely considered one of the great intellects of the industry.*8

				Another of the elite intellects of gaming, Mark Cerny, described programming PlayStation 3 games as a rewarding challenge. Consider the source. Cerny left UC Berkeley at the age of seventeen to take a job in Atari’s coin-op division, where he designed Marble Madness, one of the more iconic games of the mid-1980s, at the age of eighteen. After developing an interest in hardware design while working for Sega, he eventually became the lead designer of the PlayStation Vita, PlayStation 4, and PlayStation 5.

				
					If you look at my role on PS3, I was a game creator who was trying to use that know-how to contribute to the hardware architecture.

					From my perspective, I liked what I saw in PS3; it presented a real challenge, something you could dig your teeth into. From my fairly myopic viewpoint, it was quite a bit of fun in those super-early days.

					What I didn’t realize was that the intellectual puzzle of how you create graphics on the PlayStation 3 didn’t have much to do with making hit games. In fact, it could get in your way.

					—Mark Cerny

				

				Despite Sweeney’s impressive success, PlayStation 3 had a reputation for being particularly difficult to program. With the system due for launch later that year, Sony had no choice but to put the playable games on the floor of E3 even if many of the playable final products looked crude compared to the tech demos Sony had showed in 2005.

				
					The PS3 was a programmer’s playground with all these different SDUs and different ways to make things go really fast and specialized hardware, but the learning curve was steep. The adaptation was slow to happen, whereas the 360 was like programming for a computer. It was a lot more approachable.

					
					Every platform, especially early like the Wii and the GameCube, they all bring their set of tools and they’re always, like, the compiler is out of date and it only works in certain circumstances. It’s really hard to work with. It feels like embedded programming, like someone writing C on a tiny little device that goes inside of a car.

					Programming the 360 was not like that at all. The tools were great.

					—Ryan Petrie, former game designer,

					Electronic Arts, Microsoft Studios,

					The Void

				

				On March 15, 2006, Kutaragi announced that PlayStation 3 would be released worldwide in November and that Sony would ship 1 million consoles per month. The precise launch date and price, however, would not be announced until E3.*9 As one reporter later described the situation, “That was when the shit hit the fan.”

				Kutaragi made two relatively brief appearances at Sony’s E3 2006 press conference. Sony Computer Entertainment America CEO Kaz Hirai played host to a show that was badly paced and poorly staged compared to Sony’s usually slick presentation.

				The conference began with a three-minute video of gamers around the world giving brief statements explaining why they couldn’t wait to get their hands on a PlayStation 3. These weren’t interviews of designers or programmers or corporate execs, just person-on-the-street interviews. Fluff.

				Next came Kazunori Yamauchi, the head of Polyphony Studios, who spent several minutes demonstrating multiple cars on multiple tracks on his upcoming game Gran Turismo HD. The game was impressive, with its great vistas, wide array of vehicles, and in-game graphics verging on photorealistic.

				
				E3 press conferences are a venue in which even the most anticipated blockbusters seldom rate more than a five-minute presentation. Earlier that day, Cliff Bleszinski spent eight minutes introducing Gears of War at Microsoft’s press conference. Nintendo had spent eight minutes demonstrating The Legend of Zelda: Twilight Princess. True, Gran Turismo was one of Sony’s hallmark franchises, but that didn’t justify Yamauchi spending fifteen minutes demoing Gran Turismo HD.

				Kaz Hirai returned to the stage to discuss Sony’s online network strategies, something he described as being as “essential to PlayStation 3 as the air that we breathe.” Taking a thinly veiled swipe at Xbox Live and its subscription fee, he stated, “Our goal is to offer an environment that is more than just a place to play games, that is creating a virtual society or a community. And also, importantly, in keeping with our philosophy of maintaining an open platform, these basic services will be offered to users free of charge.”

				A full hundred minutes into the two-hour program, Kutaragi finally stepped onstage to unveil PlayStation’s new Sixaxis controller. Stealing a play from Satoru Iwata, he hid the controller in his jacket as he stepped onstage.

				The Sixaxis was a motion-tracking controller that operated more like Microsoft’s old Freestyle Pro than Nintendo’s new wand. It looked like a typical PlayStation controller—two handles with four buttons on the right handle, a four-button D-pad on the left, and two analog thumb pads in the center.*10 Like the Freestyle Pro, it tracked a player’s motions as they tilted, twisted, and rotated the controller.

				Sony Computer Entertainment had a long tradition of looking over Nintendo’s shoulder when it came to gamepads. With N64, Nintendo had introduced analog sticks and Rumble Paks, both of which Sony promptly appropriated. Though Sony never officially acknowledged it, most people assumed the idea for the Sixaxis controller had occurred to Kutaragi shortly after Iwata unveiled the Revolution controller at the last Tokyo Game Show.*11

				
				After a two-hour parade of technology demos, guest speakers, and games, Hirai revealed PS3 launch details during the remaining few moments of the show. Demonstrating Gran Turismo HD had taken fifteen minutes; Hirai breezed through the dates and prices in less than two minutes.

				
					Today, we are pleased to announce the PlayStation 3 launch details. We will make PlayStation 3 available via a two-configuration plan, one with a 60 GB hard drive disc and the other with a 20 GB hard drive.

					PlayStation 3 will ship in Japan on November 11, 2006. In Japan, the 20 GB PlayStation 3 will retail for ¥59,800, and the 60 GB PlayStation 3 will have an open price which the retailers will set.

					In North America, the PlayStation 3 will be available at retail on November 17, 2006. The 20 GB PlayStation 3 will retail for $499 U.S. and $549 Canadian, and the 60 GB PlayStation 3 for $599 U.S. and $659 Canadian.

					PlayStation 3 will be available in Europe and Australasia on November 17, 2006. We will sell the 20 GB PlayStation 3 for €499 and the 60 GB PlayStation 3 for €599 including VAT [value-added tax].

					—Kaz Hirai

				

				Hirai’s very hurried closing remarks included Sony’s plans to have 2 million consoles ready for launch, an additional 2 million consoles by the end of the year, and another 2 million consoles by the end of March. He finished by naming a few of Sony’s key publishing partners as a long list of companies scrolled on the screen behind him. Having announced prices and dates, Hirai thanked the audience for coming and ended the show.

				
				Priced at $499, an entry-level PlayStation 3 cost $100 more than the premium Xbox 360 with the hard drive and the wireless controller. In light of Hirai’s final announcement, Sony’s “free” online services sounded expensive.

				Former Sony Computer Entertainment America chief Steve Race had established the price of new consoles at the very first E3 when he announced the original PlayStation would sell for $299. Kutaragi seared that price in the consumer’s consciousness by pricing PlayStation 2 at $299. Sega introduced Saturn at $399 with disastrous results.

				As the last of the big E3 pre-show conferences, the Sony event ended late. When the audience left the auditorium, it was dark outside. Journalists gathered in groups as they waited for buses back to the L.A. Convention Center. Some seemed stunned by the price.

				Across town, however, another group celebrated.

				
					They priced it at $499 with a premium version at $599.

					We had someone in the audience; I don’t remember who it was, but there were a bunch of us listening in. When I heard what they said about the price, I didn’t believe it.

					“Did they really just say that?” That was my reaction. I was like, “Okay. Here we go. Game on!”

					I don’t mean that to be glib. It was shocking.

					From our perspective, that validated a bunch of planning we had done. We hadn’t assumed they would come at that price, but we had assumed they would miss 2005, and we had assumed that the Cell chip was going to be complicated and expensive.

					And we had assumed that Blu-ray was expensive.

					—Robbie Bach

					

				
					Oh yeah, the day they announced all those prices was a fine day for us at Microsoft.

					I think they misjudged the consumers’ appetite for “I’ll buy the next PlayStation at any price.” They priced it so they would, bluntly, not lose as much money in the early going as you typically do, and I think they had looked at their own brand and were overconfident that their brand could withstand anything in the realms of pricing. If I recall, the top of the line was $599.

					Did they overprice the box? No doubt. Did it help them? If I recall, the price came down quickly after launch.

					—Peter Moore

				

			

		

		
			Skip Notes

			
				*1  Gates’s speech at E3 was made in May 2006. By that time both Sony and Nintendo had announced that they wouldn’t launch their new consoles until November.

			

			
				*2  Sega preceded both PlayStation and PlayStation 2 to market with Saturn and Dreamcast.

			

			
				*3  Later estimates would revise that figure to 5.8 million.

			

			
				*4  Nintendo was the rare exception to this rule. While most of its profits were made from game sales, Nintendo generally made a small profit from hardware sales as well.

			

			
				*5  This is a raw statistic. Like so many raw statistics, it doesn’t give the full story. It doesn’t take into account library size. The PlayStation 2 library was exponentially larger than the Xbox 360’s library at that point. This statistic also ignores the size of the market. Worldwide, PlayStation 2 owners outnumbered Xbox 360 owners by a factor of nearly fifteen to one.

			

			
				*6  Sony released two PlayStation 3 bundles. The console in the $499 bundle didn’t feature an HDMI port, Wi-Fi support, or inputs for memory stick and SD cards or compact flash.

			

			
				*7  There’s always been a learning curve associated with programming games for new hardware. That curve was particularly steep with PS2, and PS3 featured an even more complex processing architecture. By the third year of the life cycle, designers generally understood how to work with the hardware.

			

			
				*8  Tim Sweeney, the chief architect of the Unreal Engine, and John Carmack, chief architect of the Doom Engine, were often grouped together as the great technological visionaries of computer games. Companies like Nvidia and ATI often designed graphics processors specifically to support their views.

			

			
				*9  Sony’s pricing had not gone entirely unannounced. On April 6, 2006, while being interviewed on Europe 1 Radio, vice president of Sony Computer Entertainment Europe Georges Fornay stated, “It’s true that consoles were usually priced under €500. We will be at this price point. It will be expensive if we only look at the game aspect of the machine, but it will be very cheap if we account for the set of technologies that it will integrate.”

				Sony spokespeople quickly responded that Fornay’s comments had been mistranslated and that he had been speaking about the “relative value of the PlayStation 3 as a Blu-ray disc player.”

			

			
				*10  To make room for the motion-tracking equipment, Sony stripped out the solenoid rumble feature.

			

			
				*11  Nintendo executives took the announcement that Sony had once again co-opted their controller in stride. As the news leaked out that Sony had unveiled its Sixaxis controller, Perrin Kaplan, NOA’s vice president of corporate communications, commented, “They’re completely different. When people try ours, they’ll see it’s a new experience.”

				Asked if she thought Sony had stolen the idea, Kaplan smiled sweetly, shrugged, and quoted an old phrase: “I guess imitation is the sincerest form of flattery.”

			

		

	
		
		
			
			CHAPTER 14 ▶

			“SO YOU SAY YOU WANT A REVOLUTION”

			
				They are in the toy business. Their business model was so different than ours.

				—Robbie Bach

				On my business card I am a corporate president. In my mind I am a game developer, but in my heart, I am a gamer.

				—Satoru Iwata*

				A lot of times people don’t know what they want until you show it to them.

				—Steve Jobs, co-founder, Apple Inc.1

			

		

		
			Skip Notes

			
				*  Speaking at the 2005 Game Developers Conference.

			

		

	
		
		
			
			Heavenly Luck

			There’s no definitive translation of the name Nintendo; even Hiroshi Yamauchi admitted he wasn’t sure of the meaning. The popular translation “Leave luck to heaven” seems more than apropos considering the company’s history.*1 A lot of game companies have taken lucky turns, but Nintendo really does seem guided by the hand of providence.

			
				I always thought Hiroshi Yamauchi must have made a deal with the devil. Every time they are at death’s door, they pivot and then they knock it out of the park.

				The NES was at the end of its life and Super Nintendo was still years away; Game Boy comes out, and it’s a fantastic bridge. Game Boy starts to fade, and then what happens? Pokémon comes out.

				—Mike Fischer

			

			After suffering a stroke in 1949, Yamauchi Nintendo & Co. president Sekiryo Yamauchi asked his grandson Hiroshi to drop out of law school and take over the family playing-card business. It wasn’t just a question of handing over the reins; the transfer involved adopting the young man to make him the direct and legal heir.*2

			Bombastic, ambitious, and restless by nature, Hiroshi Yamauchi wasn’t content running a hanafuda card factory, so he signed a licensing deal to make Disney-themed playing cards. His ambitions still unsatisfied, he opened “love hotels” that rented rooms by the hour, explored other service businesses, and began manufacturing Lego-like building blocks. Hiroshi Yamauchi was a dogged capitalist with a hidden skill that some people might even have described as a superpower—he could detect other people’s alter egos.

			There’s no question Hiroshi Yamauchi was a lightning rod, but while attracting lightning was fatal for others, it caused the heavens to smile down on Yamauchi. One of his first discoveries was Gunpei Yokoi, a mild-mannered assembly line mechanic with a secret. He was the quintessential Japanese company man, an entirely loyal employee who never allowed his hobby to interfere with his job. That hobby was toymaking.

			
			One year after hiring Yokoi to keep the machinery running, Yamauchi asked him to invent a toy for Nintendo. This was a pivotal moment, the moment that eventually led to Game & Watch, R.O.B. the robot operating buddy, Game Boy, and Game Boy Advance. Educated in electronics but with a toymaker’s mentality, Yokoi would lead Nintendo through several evolutions, from cards to toys to arcade games to consoles and on into the handheld market. Yokoi may have left Nintendo twenty years earlier, but when Nintendo introduced the Switch in 2017, it had his fingerprints all over it.

			As Yokoi guided Nintendo in new directions, he became intrigued with the idea of firing light guns at solar-cell-powered targets, such as clay pigeons that would explode and toy gunfighters that would collapse. Looking for a partner who manufactured solar cells, Yokoi went to Sharp Electronics, where he worked with a jovial engineer named Masayuki Uemura. Impressed by what he saw, Yokoi recruited Uemura and mentored him. When Uemura was ready to run his own team, he became the head of R&D2, Nintendo’s second research and development team.

			While Yokoi’s R&D1 went on to create a series of Game & Watch LCD games, Uemura’s R&D2 designed light-gun toys. Once again, however, being in Hiroshi Yamauchi’s orbit revealed Uemura’s hidden abilities with electronics. When Yamauchi challenged R&D2 to create home consoles similar to the Pong games Atari was releasing, Uemura’s team responded with five Color TV-Game consoles. Like Pong, Color TV-Games had games hardwired into their circuits. R&D2’s next project, the Family Computer, or Famicom for short, changed the world.

			Then there was Genyo Takeda, who studied semiconductor technology in college. He was an odd fit among Nintendo’s engineers. Yokoi was a toymaker who understood electronics. Uemura was an electronics engineer with a self-effacing sense of humor and a penchant for design. Genyo Takeda was stern, stolid, the kind of great mind you’d expect to find in charge of a development team at Intel or IBM.

			
			Though his R&D3 team created a few games, most notably Punch-Out!!, Takeda didn’t play games for fun, never claimed to like them, and on at least one occasion suggested that video games were just a fad.

			Had he started out at a company like IBM or Microsoft, Genyo Takeda might have spent his career chasing bleeding-edge processors, but fate placed him under the tutelage of Gunpei Yokoi. Starting with the N64, Takeda’s R&D3 team became Nintendo’s console design team. In 2000, Yamauchi renamed R&D3 the Integrated Research and Development Division, to reflect its technological expertise. Not long after Yamauchi changed its name, the team began work on a project code-named Revolution.

			Nintendo’s most famous stroke of heavenly luck came in the form of a somewhat aimless recent college graduate whom Yamauchi hired on a hunch. Like Gunpei Yokoi, Shigeru Miyamoto wanted to design toys. Yamauchi hired him as an “artist” with no specific role. Once again sensing hidden talents, Yamauchi spotted undefined magic in the banjo-playing kid’s mischievous smile. By giving him a nebulous job description, “artist,” he left the door open to move Miyamoto wherever he liked until he found the right fit.

			Miyamoto’s job description remains somewhat nebulous to this day. He’s most famous for designing games, but he currently manages the managers who manage the teams that produce the games. Yoshiaki Koizumi took over the Mario games. Eiji Aonuma produces the Zelda line.

			Miyamoto’s responsibilities also include helping design hardware. He discusses with Genyo Takeda new ways that people might enjoy playing games, and IRD makes them come true. By sheer heavenly luck, Nintendo’s pioneering game designer is able to collaborate with Nintendo’s brilliant engineer.

			Yamauchi’s good fortune struck another time that is often overlooked. In 1996, the year Nintendo released the N64, Yamauchi began discussing plans for his retirement. Sixty-nine years old and high-strung, he considered the executives who might replace him. Minoru Arakawa, the president of Nintendo of America and his son-in-law, seemed like a logical choice, but Yamauchi had an embattled relationship with Arakawa. Miyamoto was Nintendo’s brightest star, but he was an artist, not an executive.

			
			The odds-on favorite to replace Yamauchi was Nintendo senior managing director Yoshihiro Mori. In 2000, however, Yamauchi hired the president of its longtime publishing partner, HAL Laboratory, to run the company’s planning division.*3 Though he’d only recently joined Nintendo as a full-time employee, Satoru Iwata replaced the retiring Yamauchi as president of Nintendo.

			Bright, relaxed, shamelessly nerdy, and possessing an undeniable pedigree in games, Satoru Iwata was the perfect man to replace the aging chairman. Instead of selecting his spiritual doppelgänger, Yamauchi went with his polar opposite. Both he and the forty-one-year-old Iwata were workaholics, but the similarities stopped there. Where Yamauchi had a tyrannical reputation, Iwata was soft-spoken. Despite his ability to identify hits and misses, Yamauchi didn’t like video games and knew nothing about programming. Iwata was a natural gamer and a skilled programmer. Yamauchi had a mile-wide belligerent streak that manifested itself at work and in his home life. The people who knew Iwata often described him as sweet.

			As would also be the case with Reggie Fils-Aimé, Iwata had the ability to ignite the Nintendo fan base. Microsoft and Sony executives communicated better with analysts and the business community. The underlying message Iwata gave off during his E3 presentations was more along the lines of “Mario fans, I’m one of you.”

			
				A Rare Invitation

				In 2004, Satoru Iwata invited an American journalist to Kyoto for a visit. By this time, Iwata had been the president of Nintendo for two years. In another year, he would succeed Hiroshi Yamauchi as the chairman of the board as well.

				
				The meeting took on an informal tone from the start, with Iwata presenting a gift to his guest. Nintendo had recently released a limited Famicom 20th Anniversary Edition Game Boy Advance SP, a thousand of which featured gold faceplates instead of the standard white. Like holographic Pokémon cards and Willy Wonka’s golden tickets, gold Famicom SPs were distributed in the same packaging as regular Famicom SPs, making them a hard-to-find and highly prized collector’s item.

				Iwata told the reporter, “I have an idea.” He invited Shigeru Miyamoto to come to his office. Then, at Iwata’s suggestion, the reporter asked Miyamoto to sign the SP. Miyamoto drew Mario on the lid, then signed his name beneath the drawing.

				Iwata asked Miyamoto if he wanted to stay for a moment, and the three of them discussed the state of the video game industry both in the United States and in Japan. A few minutes into the discussion, Iwata made a surprising statement. He said, “My children have trouble telling the difference between N64 games and GameCube games.” He then discussed the things he personally wanted to see in his company’s next console.

				
					Nintendo is working on its next-generation system. Allow me to call it GCNext or GCN. The abilities of GCNext will be different from what you have seen from consoles in the past. What Nintendo is currently discussing is not about state-of-the-art technology for enhancing processing power, but what I, Miyamoto, and Mr. Takeda are discussing is what should be done to entertain people in a new way, and in order to achieve this, what functionality must be added to our current technology.

					—Satoru Iwata

				

				Remember, this interview took place in April 2004, one month before Nintendo officially announced plans for a system called Revolution. Possibly as a security precaution, Iwata didn’t even use the name Revolution on this occasion; he simply referred to the console as GCNext. This wasn’t a stealth announcement; he was simply acknowledging what everybody knew, that Nintendo had begun work on its next round of hardware. He didn’t reveal anything specific with his comment. He simply hinted that cutting-edge graphics were not a high priority.

				
				Iwata had to have been exaggerating when he claimed his children couldn’t tell the difference between N64 games and those played on GameCube. The Nintendo 64 Reality Signal Processor generated approximately 100,000 polygons per second.*4 By comparison, GameCube’s Flipper chip was rated at 20 million textured, mapped, Z-buffered, highly modeled polygons per second or 90 million raw polygons. The differences were obvious.

				Nintendo had entered the arms race of technology with GameCube. The point Iwata wanted to make in this interview, very likely the reason he had invited the journalist to Kyoto in the first place, was to tell the world that Microsoft and Sony could have their arms race; Nintendo was out.

				The difference in graphics between N64 and GameCube was stark. The differences between GameCube and Revolution would be nuanced at best.

			

			
				Pressing Your Heavenly Luck

				
					Nintendo is going to use the latest technology, obviously, the best technology we have available. Really, the question is, how is that technology going to be used? I think that’s what it really comes down to.

					Obviously, if we go for a machine that has the best graphic producing abilities or all of the biggest and best of everything, what you end up with is a big, expensive, noisy machine.

					—Shigeru Miyamoto

				

			
				Gunpei Yokoi was killed in a car accident on October 4, 1997, but he’d left a legacy behind. When it came to invention, Yokoi had a philosophy that he referred to as “lateral thinking with withered technology.” Instead of chasing after the latest, most powerful processors, he preferred to use established technologies, components that were inexpensive, overlooked, and easily mastered. In Yokoi’s own words, “If I cannot think more deeply about new technologies, I will think more broadly about old ones.”

				Yokoi’s philosophy of “lateral thinking with withered technology” led him to release a monochrome Game Boy in 1989 even though Atari had already announced plans for a color handheld. Lateral thinking also led him to combine LED technology with a sixty-year-old View-Master lens scheme to create Virtual Boy. The system may have failed, but at a time when companies like Sony and Virtual i-O were selling high-end VR headsets for $500 and up, Yokoi had designed a reliably 3D experience that retailed for $179.

				Having worked with Yokoi for twenty-five years, Genyo Takeda knew all about thinking laterally and integrating withered technologies into cutting-edge products. When it came to creating game consoles, Takeda was the enabler.

				Having been Nintendo’s starry-eyed dreamer for more than twenty years, Shigeru Miyamoto had interesting ideas about new directions in which Nintendo might take its games. He envisioned the direction and described those ideas to Takeda. The game designer who knew little about technology collaborating with the engineer who cared very little about games: heavenly luck.

				And then there was Satoru Iwata. Of the three, he was the only genuine gamer, but he was also the man in charge. Miyamoto envisioned, Takeda enabled, and Iwata evaluated. When the dreams and the technology came together, it was his job to approve the final product or shut it down.

				Revolution was the confluence of withered technology, a keen understanding of gamers’ tastes, and a handful of dreams. Let Ken Kutaragi boast about his next PlayStation being thirty-five times more powerful than his last. Revolution would be three times more powerful than GameCube, and that was enough.

				
				Chris Hecker [the highly respected programmer who created WinG for Microsoft before opening his own game studio] famously said that the Wii was just two GameCubes duct-taped together. He was generous in that assessment. It was one and a half GameCubes.

					—Ryan Petrie

				

				E3 2005 was a battle of numbers. Microsoft fired the first shot with Xbox 360, and Sony upped the ante. Nintendo refused to play.

				
					What really Nintendo wants is to make a console that is ideal for the family. We want something that is easily usable by everyone, and it is how we utilize that power within the console itself [that will enable us] to create unique software.

					Numbers are easy to spout out, but if the software doesn’t utilize it to its potential, those numbers are meaningless.

					Really, numbers are not the battle here. We’re looking at creating the best home console for the gamer.

					—Shigeru Miyamoto

				

				Miyamoto’s personality presents an unusual cultural paradox. In the Japanese tradition, he’s a fiercely loyal employee, but he’s also a playful rogue. There’s a long-standing rumor that he can’t leave Nintendo, that Hiroshi Yamauchi both bribed and indentured him with enormous bonuses that he would receive only if he remained with Nintendo to the end of his career. Had Yamauchi offered him a dime for every copy of his games Nintendo sold, he’d have made somewhere between $20 and $30 million on the Mario games alone. Miyamoto has never confirmed whether those rumors were true, but one thing is certain: He remains unwaveringly loyal to Nintendo.

				
				In E3 interviews, Miyamoto spoke freely about the past but stuck to the script when discussing current and upcoming projects. He’d raved about GameCube’s potential and never voiced any concerns when Nintendo first unveiled it. Then, in 2005, after Iwata showed the world what the Revolution console would look like, Miyamoto came clean about GameCube.

				
					I think probably the biggest thing right now is that, looking at the controller, you don’t think, “Wow, I want to play this.” People look at the controller, and it looks so difficult it scares people away.

					Actually, at Nintendo, we’re not even sure if it’s the plus controller or the analog stick. Is the plus controller the better way to go? Is it the analog stick? I’ve been working on designing controllers for a long time, and with a game like Zelda, it requires a controller that has a high degree of functionality.

					The idea that somebody looked at the controller and thought “Oh no. This is too much for me” is something that we really regret. Using the shoulder buttons was probably hard for some of the smaller and younger players.

					With the next one, we’re really looking at solving some of those problems.

					With the GameCube, that analog functionality and the L and R buttons…originally we thought we were going to be able to use them to create some really unique things, but in the end, we made basic games and didn’t fully utilize them.

					With the Revolution we’re really hoping to utilize the interface to create more interesting and unique games. What we want to create is something that is not frightening to the user, but it has to be usable for a Zelda-type game.

					We’re going to have to figure out a way to marry both those ideas.

					—Shigeru Miyamoto

				

				Having revealed the Revolution controller, it seemed like Iwata had played his full hand. He’d already released the specs for Broadway, the IBM-made CPU processor, and Hollywood, the ATI-designed GPU. People knew about the disc medium and the backward compatibility. Except for price and launch dates, what was left to say?

				
				On Thursday, April 27, 2006, Nintendo published a thirty-second animated video in which the Revolution’s wand controller morphed into the letter i, which split into more i’s and then bonded together to form the word “Wii.” The console once known as Nintendo Revolution had been renamed, and once again Nintendo had caught the industry flatfooted.

				That morning, Nintendo executives and representatives from Nintendo’s PR firm, Golin/Harris, called reporters to make sure they’d heard the news. After a long morning of hearing puzzled reactions to the new name, many of the PR team began sounding understandably sheepish.

				“I think people have to look back and let it settle in,” Perrin Kaplan, Nintendo vice president of marketing and corporate affairs, told CNN Money’s Chris Morris. “I’m sure people felt the same way when Google was named, or the iPod, Napster, Yahoo. There’s a whole host of unusual names that have become a part of everyday conversation, and I think they’re viewed now as unique.”2

				
					We had given Time magazine the advance on announcing the new name for the console. So I flew to Kyoto, where Lev [Grossman, former lead technology writer for Time] and I had a meeting with Mr. Iwata at Nintendo’s headquarters.

					The head of corporate communications, Mr. Minagawa,*5 met us and brought us in. He led us to a room…I remember it was a large room and we sat in four club chairs facing each other with a coffee table in between us.

					Mr. Iwata, who was just an incredible person, joined us.

					After introductions, the conversation focused on Revolution and that it was being renamed. I knew Nintendo was renaming the console, but I had no idea what the new name was going to be. I was learning it at the same time as Lev.

					
					Mr. Iwata revealed the new name by holding up a piece of 8½ × 11 white copier paper with the word “WII” on it, and he said, “Wii.”

					I had no idea what “Wii” meant and was as perplexed as Lev but tried not to show it. Mr. Iwata explained what the word meant and how they came up with it, which all made sense.

					—Eileen Tanner,

					former media supervisor,

					Golin/Harris

				

				The name Wii was meant to sound inclusive. Inclusivity became something of a theme in gaming with this generation. In explaining the name Xbox 360, J Allard said it was meant to show that the gamer was in the center of the action. The name Wii also served as a reminder that unlike previous Nintendo consoles, Wii was Wi-Fi-enabled and could connect to the internet.

				Announcing the name one month prior to E3 was clever. By the time the big show began, the puns, jokes, and criticisms about the name had become pretty stale, clearing the way for Nintendo to focus on the controller.

				
					We thought Revolution was a better name at the time because that was the working title. I remember talking about the name of the Wii and thinking that it wasn’t appropriate and that it would be the subject of jokes…which it was.

					Ultimately the name didn’t matter. It was a device that was fun.

					—Harold Goldberg,

					founder of the New York

					Videogame Critics Circle

				

			

			
				The Benefits of Underpromising

				
					Until you get the controller in your hand, you’re nowhere near feeling what this is all about.

					—Reggie Fils-Aimé

				

			
				Nintendo showed previews of upcoming Mario, Zelda, and Metroid games at its pre-E3 press conference. There were other games, like Excite Truck, which was a quasi extension of Excite Bike, one of the launch titles for the original Nintendo Entertainment System. The two games that caught the most attention were Red Steel, from UbiSoft, and Madden NFL. The most significant Wii game, however, went mostly unmentioned until the end of the press conference.

				As he finished his presentation, Satoru Iwata discussed Nintendo’s focus on making a game system for gamers and non-gamers alike. He said, “The most difficult job is to reach people who have never played before. To approach them, we need to remove several walls.” Those walls, according to Iwata, could be breached with games that would “allow core gamers and non-gamers to happily and immediately compete against each other.” He then asked, “What kind of game will do that?”

				The answer was Wii Sports, a collection of simplistic sports simulations that, at the time of the show, featured tennis, golf, and baseball. He didn’t mention that Wii Sports would come as a pack-in game, and there was no mention of bowling or boxing. Wii Sports seemed incidental, like an afterthought, something less important than Madden and Mario. It certainly wasn’t a name anybody recognized.

				Fils-Aimé and Miyamoto returned to the stage for one last presentation, one involving a member of the audience. Nintendo had held a drawing with America Online that produced three grand prize winners who attended the press conference as special guests. During the waning moments of the press event, Miyamoto opened an envelope and invited one of the grand prize winners, Scott Dyer, to step onto the stage and join in a game of Wii Sports doubles tennis.

				Dyer and Miyamoto played on one team. Reggie Fils-Aimé and Satoru Iwata played on the other. Iwata and Fils-Aimé lost the first game so quickly that they asked Dyer to remain onstage for a rematch. The second game was closer, but Miyamoto and Dyer won both times.

				Wii Sports looked more like a demo than a finished game. The Miis, custom-made avatars players would create for themselves, looked like Fisher-Price toys. The virtual athletes in Sega’s 1999 Dreamcast game Virtua Tennis looked more human, but that wasn’t the point. Wii Sports wasn’t about having cutting-edge graphics; it was about simple, unsophisticated fun.

				
				There it was again, that indefinable something. Nintendo’s spark of heavenly luck was about to strike again.

				
					I knew in my heart that Wii was going to be a problem in the context of the broader scope of the business, but the competition was still with Sony because of the differences between the companies. But I thought from the start that it was going to be successful.

					—Robbie Bach

				

				No one saw it coming at the press conference, but Wii Sports would play a huge role in the outcome of generation seven. Simple and unsophisticated as it was, Wii Sports would go on to become the bestselling single-platform game in history.*6

				In the days leading up to E3, most of the discussion had been about which company would win the generation, Sony or Microsoft. Few people considered Nintendo a legitimate contender.

				
					At the end of the day, our mission was to beat Sony. Microsoft was not in the video game business because of Nintendo. Microsoft was in the video game business because of Sony.

					—Robbie Bach

				

				Why would Microsoft or Sony consider Wii serious competition? Its name was ridiculous. The Wiimote controller was clearly a gimmick. Since the launch of the N64, Nintendo had been in a downward spiral.

				
				Nintendo and Sony had enormous booths that sat side by side in the West Hall of the Los Angeles Convention Center, surrounded by smaller, less imposing exhibits. Microsoft shared the South Hall with companies like Capcom, Konami, Square Enix, Electronic Arts, and Activision. One year earlier, all eyes had been on Microsoft. In 2006, though, the biggest lines formed inside West Hall.

				The lines at the Nintendo booth, a sprawling two-story fortress surrounded by a fifteen-foot wall, were never short. People had always lined up outside the Nintendo booths at E3; of the console makers, Nintendo had the most loyal fans. Even during the nadir of the GameCube era, Nintendo remained a key destination.

				But E3 2006 was different. Nintendo’s typically long lines turned into nearly endless ones, with people waiting as long as three hours to get their hands on a Wiimote.

				
					I remember this huge line. Nintendo’s booth was always busy, but this E3 there were these huge lines of people, like Disneyland lines. I remember being just amazed by that.

					—Eileen Tanner

				

				“Playing golf in Wii Sports was, quite possibly, one of the most straightforward and intuitive experiences we’ve had in a long, long time,” wrote GameSpot’s Ryan Davis.3

				“I’m sure I’d get tired after an hour or so taking cuts in the batter’s box, but maybe that’s a good thing. Of course, I could probably also swing the controller by just flicking my wrist, but that wouldn’t be nearly as much fun,” said Sarju Shah, another GameSpot writer.4

				The show didn’t go off without its hitches. As the show doors first opened, Nintendo representative Eileen Tanner led two reporters into a private room to test Wii Sports Tennis. One of the reporters swung his Wiimote around so enthusiastically it flew out of his hand and hit the ceiling. That was the first time anyone had accidentally tossed one of the controllers. Since Wiimotes were in short supply, Nintendo added a leash for people to wrap around their wrists.

				
				We were two of the first media types to play it. We had Wii Tennis, and my friend was so excited and so into the idea that he was playing actual tennis that he flailed around and threw the controller up at the ceiling and down it came.

					It was quite a sight to see and somewhat funny.

					That was in a small and stuffy room. It was kind of hot in there, and it wasn’t a particularly pleasant place to be jumping around and playing tennis. I mean, it was fun. I wanted to play more. They had something. They really had something.

					—Harold Goldberg

				

				The next time Tanner saw the reporter, she told him not to feel too embarrassed about tossing his controller; the same thing happened during several other demonstrations.

				Wii Sports was a rare universal hit, the talk of the show. It won the E3 Game Critics Award for Best Sports Game. Despite having realistic graphics and a new Superstar Mode that allowed players to manage athletes starting their rookie year, Madden NFL came in second to Wii Sports, a game with spindle-shaped avatars that didn’t even have arms.

				There’d been talk about a Star Wars game in which players would swing the Wiimote like a lightsaber, but Star Wars was a no-show in 2006. In fact, the first Star Wars game for Wii was The Force Unleashed, a multiplatform game released in 2008. The Wii version of The Force Unleashed did indeed allow players to control a lightsaber using a Wiimote.

				Nintendo took E3 2006 by storm. As the show began, people were still joking about the name; after the first day of the show, Wii was the new console du jour. Once people tried Wii Sports, they were hooked, except…A few journalists noted that the Wiimote’s motion tracking didn’t feel as natural with other games like Red Steel and Excite Truck as it did with Wii Sports.

				
				Then again, some of the more game-y games at Nintendo’s booth are not as compelling as those designed specifically for Wii. Traditional games with a few motion-based actions shoehorned in are not going to carry this system.

					—Brad Shoemaker,

					former senior editor, GameSpot5

				

				Despite these naysayers, most reporters happily hopped on the Nintendo bandwagon. Once again, Nintendo was proving the same point Hiroshi Yamauchi had made with DS—that new can be better than powerful. Wii looked like another triumph of innovation over technology.

				
					Nintendo is positioned to recover from a decade of missed steps. The company is focused on fun rather than technology, is clearly demonstrating innovation in game and hardware design, and is enjoying renewed sales momentum, especially with DS.6

				

				Wii also received endorsements from two unexpected admirers. Peter Moore, Microsoft’s always outspoken vice president of interactive entertainment, told Reuters, “People are going to buy two [consoles]. They’re going to buy an Xbox, and they’re going to buy a Wii.”7 Asked about Moore’s comments, Sony’s Phil Harrison responded, “I think Peter Moore is exactly right. I think Nintendo will be the second system consumers purchase after PlayStation 3.”8

			

			
				The Price Heard Round the World

				
					It’s probably too cheap.

					—Ken Kutaragi9

				

				With models retailing at $499 and $599, PlayStation 3 wasn’t the most expensive game system ever. When Panasonic first shipped the 3DO Multiplayer in 1993, it retailed for $699.*7 3DO wasn’t a console manufacturer per se; it licensed its technology to manufacturers such as Panasonic, GoldStar, and Creative Labs. With its exorbitant price tag, 3DO was too expensive to compete with the aging Super Nintendo and Sega Genesis. By the time Saturn and PlayStation were released, the public had lost interest in 3DO.

				
				Priced at $499, the PS3 core system wasn’t as far out of the realm of reality as the 3DO Multiplayer,*8 but it sold for a full $100 more than the deluxe Xbox 360 bundle. In an E3 interview, Ken Kutaragi defended the pricing by describing it as “probably being too cheap.”

				
					This is the PS3 price. Expensive, cheap—we don’t want you to think of it in terms of game machines because the PS3 is like nothing else.

					For instance, is it not nonsense to compare the charge for dinner at the company cafeteria with dinner at a fine restaurant? It’s a question of what you can do with that game machine. If you can have an amazing experience, we believe price is not a problem.

					When we announced the PlayStation price, it was said to be expensive…same for the PlayStation 2. However, when released, both had sales that were unthinkable for previous game machines. This is because both offered experiences that could not be had on previous game machines.

					With the PS3, you can have next-generation game experiences that could previously not be experienced—things like next-generation graphics and various services via the network. And, as with the PS and PS2, we believe people who like games will, without question, purchase it.

					—Ken Kutaragi10

				

			
				PlayStation 2 began generation six as a clear frontrunner and never faltered. There were moments in generation seven when either Microsoft or Sony seemed to take the lead, only to stumble and open the door for the other. Having come out first with a less powerful system that was demonstrably easier to program, Microsoft looked like a shoo-in, but the looming specter of the Red Ring of Death cleared a path for Sony to get ahead. The Xbox team continued treating the problem as a normal part of the manufacturing process in interviews while quietly replacing people’s defective consoles through the holidays, a policy that didn’t engender trust from consumers.

				
					We were at a cross-functional meeting, I think it was a sales operations planning meeting, and one of the top operations guys [the department in charge of manufacturing the hardware] says, “I was in Best Buy the other day, and just to see what’s up, I asked a blue shirt what console he recommended. He said, ‘Oh, you should definitely get a PlayStation because so many of the Xboxes are defective.’

					“You gotta get on this, man! How can you allow our retailers to trash our products to the customers? You guys have to get your act together!”

					And Daryl [Postelnik, former Microsoft vice president of U.S. retail sales], who’s pretty much more a lover than a fighter…I mean, I’d never seen him angry before, says, “I’m on my fifth f***ing Xbox! This problem isn’t about how we train our retail people. Start fixing your f***ing hardware!”

					—Mike Fischer

				

				The hardware failures kept mounting until the problem became too big to ignore. In August 2006, Robbie Bach finally acknowledged the situation during an interview with Business Insider: “It’s a three red lights thing which, unfortunately for us, doesn’t tell us anything. It doesn’t tell you squat about why, but the hardware is saying to us, ‘I’m finished and I’m not going to start again.’ It could have been almost anything.”11

				
				The problems began before the Xbox 360s got to the market. The testing machines were not ready, and the battery of tests that they ran were not fully developed. That meant that the testing machines would inspect the Xbox 360s coming off the line and approve them for shipment, even though there were likely flaws.

					The test machines were not properly debugged, due to an ill-advised cost-cutting initiative that shaved $2 million from $25 million paid to Cimtek, a test machine maker in Canada. The Microsoft team decided not to pay the consulting fee to Cimtek to build, manage and debug the test machines. Sources familiar with the matter said there were only about 500 test machines at the time of launch, a third of the 1,500 needed.

					“There were so many problems, you didn’t know what was wrong,” said one source of the machines. “The [test engineers] didn’t have enough time to get up and running.”

					—Dean Takahashi12

				

				Microsoft had the proverbial tiger by the tail. Publicly admitting there was a problem and opening a recall would jeopardize holiday sales, but pushing faulty consoles would certainly hurt the brand as well.

				
					In October 2006, Delaware [Robert Delaware, a hardware tester who worked for VMC, a company hired by Microsoft to test the consoles] was concerned about how much information Microsoft was sharing with its testing partner and offered a warning about the Xbox Live updates. “With the upcoming Wii and PS 3 launches, MS cannot afford the bad PR that might result from Update related issues,” he said. “Asking these questions from the start might help to prevent possible criticism of our testing process, in the event of update-related problems. The last thing VMC needs is to take the blame for problems that Microsoft has [known] about from the start.”13

				

			
				Recalling systems in the months before the holiday season would have nullified Robbie Bach’s “fifteen-month campaign.” With no winning solution, Microsoft opted to punt. The Xbox team expanded an existing warranty that allowed customers to send faulty consoles in for repairs.

				In the meantime, the Xbox 360 library measured up favorably compared to the PS3 launch lineup. Some of Sony’s games looked good but not great. Games like Madden NFL, which were available on both systems, tended to look better and play better on Xbox 360. Epic games agreed to make Gears of War a 360 exclusive, which was a problem for Sony because Gears showed just how impressive games on Xbox 360 could be.

				In mid-September 2006, Nintendo announced the launch dates and prices for Wii. It would launch in North America on November 19, in Japan on December 2, in Australia on December 7, and in Europe on December 8. The console would sell for $249 in the United States, ¥25,000 in Japan, £179 in the United Kingdom, and €197 in Europe. In a return to its early roots of packing Mario adventures in with its NES and Super NES consoles, Nintendo announced that Wii Sports would come with Wii.*9

				Having finally laid all of its cards out on the table, Nintendo began an aggressive marketing campaign that included television commercials, magazine ads, and interviews. In Japan, Wii posters appeared in train stations and in stores. Unlike PlayStation 3, which was a continuation of the PlayStation line, Wii was an entirely new product. Nintendo needed to educate the public, to show them what it was, what it did, and why they wanted it.

				While Nintendo unleashed a furious worldwide marketing campaign, Sony Computer Entertainment maintained a surprisingly low profile in Japan. After all the hype for the launches of the PlayStation 2 and PSP, Sony did little more than plaster a few Tokyo train stations with PS3 posters. Kutaragi and his team almost seemed tentative about generating too much publicity.

				
				No one recognized it at the time, but Nintendo was reaping yet another benefit of Gunpei Yokoi’s “withered technology” approach to console design. Because Xbox 360 and PS3 featured such bleeding-edge technologies, the companies manufacturing their hardware ran into a litany of problems that Nintendo’s partners didn’t face. As one “Microserf” described the manufacturing process, “It was like trying to pilot a submarine underwater with your radar broken; you could only see what was in front of you.”

				Microsoft had a growing “bone pile” of dead consoles coming off the assembly line. Sony didn’t have the 2 million consoles Kaz Hirai had promised. Manufacturing Wiis, on the other hand, went fairly smoothly. Nintendo shipped 4 million Wiis by the end of 2006. The only problem Nintendo had to deal with was overenthusiastic customers.

				Faced with severely limited inventory at the Japanese launch, many stores waived pre-sales. Instead of coming in with tickets for consoles they’d already paid for, people lined up for tickets to enter the store to buy a console. Those who didn’t receive tickets could join a second wave of buyers who would line up later that morning for any additional consoles.

				To kick off its PS3 launch, Ken Kutaragi and Sony Interactive Entertainment International president Terry Tokunaka went to a Bic Camera store in Tokyo’s Yurakucho district to hand out the first PlayStation 3. As clerks opened the store to receive the first customers, some of the people in the back of the line began shoving their way forward. No riot broke out and no one was injured, but the police arrived on the scene just the same. Once the police arrived, the customers became more orderly.

				Several people commented about interlopers in the line. The world had changed since the days of the Dreamcast and PlayStation 2 launches, when the lines were filled with gamers and the parents of gamers. The lines now had scalpers and speculators, people who planned to sell their consoles on eBay later that day. Within hours of going on sale at ¥59,800, PlayStation 3s started appearing online for ¥100,000. Reporters commented that they’d seen homeless people who had been bribed to stand in lines.

				
				In Akihabara, stores shunned PS3 pre-orders in the face of expected shortages, but also to counter the “Chinese” issue.*10 Since the launch of the PS2, Chinese buyers have become a common sight in Tokyo, working in large groups to secure as many units as possible. With PSP and DS Lite, they became organized into networks, even employing local homeless people to increase their chances of success. To avoid trouble (particularly with angry Japanese gamers), the Akihabara stores decided to sell most of their units via lottery. People were given a coupon with a number. At a given time, winning numbers were announced, and the person with the right coupon was able to buy their PS3.

					This almost worked, as most of the foreign buyers gathered on locations where “normal,” first-come first-served sales were taking place. And indeed, at Ikebukuro’s Bic Camera and West Shinjuku’s Yodobashi Camera Game, Chinese was by far the most common language heard in the long queues snaking through the streets. While some South Koreans were also present, a large European presence was also noticeable. In front of the Japanese media, many of them confirmed they were here to get a PS3 and sell it online.14

				

				The full extent of Sony’s inventory woes was announced later that afternoon. Having promised to deliver a slim 100,000 units for the November 11 launch, Sony only managed to ship 80,000. Roughly 1,000 consoles were shipped to Akihabara, Tokyo’s “Electric Town,” which was historically ground zero for console launches. Stores that typically handed out over 1,000 consoles on launch days received between 100 and 150.15

				The next big event was the November 17 North American PlayStation 3 launch. Though the consoles were still in short supply, Sony claimed to have shipped 400,000 for the big day. Gamers and profiteers began lining up days in advance. If the Japanese launch was disorderly, the North American launch was the Wild West.

				
				In Simi Valley, California, with over a hundred customers waiting in line in front of a local Best Buy store, newly arriving customers decided to start a second line rather than wait at the back of the first one. The second line swelled to more than forty customers before a Best Buy employee went out to clear that line. When the shoppers refused to join the first line, tempers started to flare and the police were called in.

				In Lexington, Kentucky, someone fired a BB gun from a car at people waiting in line for a PS3. In Wisconsin, a man was injured by a stampede of gamers.16

				In Putnam, Connecticut, twenty-one-year-old Michel Penkala, who’d been waiting in line in front of a Walmart for forty-two hours, nearly became a fatality. At 3:00 a.m. on November 17, with the store’s opening just a few hours away, two men with T-shirts tied across their faces came out from around a corner and began demanding money from the waiting customers. One of the robbers was carrying a 12-gauge shotgun; the other had a .22-caliber pistol.

				Standing at the front of the line, Penkala had $2,600 in his wallet. Walmart limited customers to one console each, so Penkala had brought three friends along and had cash for purchasing all four consoles.

				Seeing the robbers moving through the line, Penkala dialed 911 on his cellphone and dropped it into his pocket. When the criminals reached Penkala, he refused to hand over his wallet. One of the assailants hit him in the face with the butt of his shotgun, knocking him to the ground. Now on his knees, he looked up and shouted that he had dialed 911.

				The robbers left, but as they walked away, the one with the shotgun turned around and fired, hitting Penkala in the chest. An ambulance arrived. Coughing up blood and complaining about losing his place in line, Penkala was taken to the hospital, where he underwent surgery. (For the record, Michael Penkala was one of the profiteers, not one of the gamers. After being released from the hospital, he posted all four of his PS3s on eBay.)

				PlayStation 3 sold out in North America and would remain effectively out of stock several months into the new year.

				
				They had us outgunned horsepower-wise in terms of processing speed and memory and all that stuff.

					I remember many long conversations with the guys on J’s team in particular trying to figure out the story for how the way we architected the system made it more powerful than the sheer horsepower of PS3. Part of that was real, and part of that was just good narrative.

					There seemed to be a sense at Microsoft that on paper our machine didn’t stack up to PS3, and so a lot of effort went into telling our story around how developers were able to more easily harness the chipset in Xbox 360.

					—Pete Pedersen

				

				Nintendo struck next, launching Wii in the United States on November 19. Right up until the actual launch, Wii remained something of a wildcard. It would sell out, of course; Nintendo had a strong enough fan base that its first shipments always sold out in the United States.*11 Prior to its launch, a lot of people still thought that Wii would be the “other system”—as Peter Moore and Phil Harrison had quipped, the system people would buy after they’d purchased an Xbox 360 or a PlayStation 3.

				Wii launched and sold out across North America without any shootings, stampedes, or muggings. Partially because of price issues, PlayStation 3 closed the year out with a tie ratio of 1.9 games to every console sold. Less expensive and complemented with less expensive games, Wii closed the year with a tie ratio of 2.8 games, the top game being The Legend of Zelda: Twilight Princess.*12

				The big winner among the new seventh-generation consoles was Xbox 360.*13 With a one-year head start on hardware production, Microsoft had far more inventory than either of its competitors. Analysts speculated that, having been disappointed in their searches for Wiis and PS3s, many consumers purchased Xbox 360s rather than heading home empty-handed.

				
				Official stats being published by the NPD Group show that Microsoft sold 1.1 million of its boxes last month, followed by Nintendo with 640,000 Wiis, and PS3 bringing up the rear with 491,000 [PlayStation 3] consoles sold. It’s not all bad news for Sony, however: when we add in all systems sold during this time period (not just the three that everyone has been fussin’ and fightin’ over), the overall king of Holiday Season 2006 was actually the PS2, with 1.4 million systems pushed out the door.17

				

				Three of the five top-selling games in the United States were PlayStation 2 titles. With 2.5 million copies sold, the PS2 version of Madden NFL was the runaway bestseller, followed by Kingdom Hearts II for PS2 and Gears of War for Xbox 360.*14

				With this generation of game consoles, launch mania didn’t end on Christmas morning. The scarcity of Wiis and PlayStation 3s kept the excitement going for months, with excited consumers calling stores on a daily basis to ask about new shipments.

				Tapping into the growing excitement over the Wii, Sacramento radio station KDND-FM held a contest in which eighteen people competed to see who could drink the most water over a three-hour period without using the bathroom. The station called the contest “Hold Your Wee for a Wii.”

				In the beginning contestants were handed eight-ounce bottles of water, but as the clock wound down, the DJs switched to larger bottles. When one of the contestants asked, “Can we get water poisoning and, like, die?” a DJ answered, “No.”

				A nurse called into the station and said, “I want to say that those people drinking all that water can get sick and possibly die from water intoxication,” to which the DJs responded, “Yeah, we’re aware of that. These people have signed releases, so we’re not responsible.”

				
				Jennifer Strange, a twenty-eight-year-old mother of three, drank nearly two gallons of water before finally giving up. She complained about feeling pain, and her stomach became distended to the point that one of the DJs joked that she “looks pregnant.” When the DJs offered her Justin Timberlake concert tickets to drop out, she answered, “I don’t want to…I want the Wii.” As the contest came to an end, she said, “My head hurts. They keep telling me that it’s the water, that it will tell my head to hurt and it will make me puke.”

				Having come in second, Strange had to settle for the concert tickets. She felt too sick to go to work that day and died of water intoxication a few hours later.

				When Nintendo first launched the NES in the United States, the public barely noticed. There weren’t any lines in the beginning. DJs didn’t hold competitions. There weren’t any robberies or tragedies.

				The American public paid little attention when Sega launched Genesis as well, but that was largely because the terms “video game” and “Nintendo” were practically synonymous in 1989. With the success of PlayStation 2, video games now occupied their own place in the collective consciousness throughout the world. Worldwide recognition sometimes comes with its own brand of chaos.

			

		

		
			Skip Notes

			
				*1  Brian Ashcroft has written an interesting discussion of the meaning and etymology of the name Nintendo. “ ‘Nintendo’ Probably Doesn’t Mean What You Think It Does,” Kotaku, August 3, 2017.

			

			
				*2  Adult adoption is not unusual in Japan.

			

			
				*3  Ironically, corporate artist Shigeru Miyamoto was first assigned to planning as well.

			

			
				*4  Reality Signal Processor specs varied depending on the game.

			

			
				*5  Yasuhiro Minagawa, the head of Nintendo corporate communications, was a particularly fluent English-speaker.

			

			
				*6  As a pack-in game, Wii Sports came standard with Wii consoles. Nintendo shipped 82.9 million copies of the game.

			

			
				*7  Adjusting for inflation, the most expensive home console was most likely the Neo GEO AES (Advance Entertainment System). Launched in 1990, it retailed for $650. (Adjusting for inflation, the AES’s $650 retail price might well have been over $1,300 in 2020 dollars.) The Neo Geo AES also played the most expensive games that ever hit the retail circuit. Neo Geo was a popular arcade manufacturer known for releasing arcade games stored on interchangeable cartridges. AES games, which retailed for as much as $300, were identical to the arcade hits on which they were based.

			

			
				*8  Due to inflation, 3DO would have retailed at $924 had it come out in 2006. Adjusting for inflation, it would have launched at $1,176 in 2020.

			

			
				*9  Packing Wii Sports may have partially been a strategic move to help users become acquainted with the controllers, similar to Microsoft adding Solitaire to Windows as a tutorial for using a mouse.

			

			
				*10  The customer who received that first PS3 from Kutaragi and Tokunaka was a Chinese man who refused to state his name.

			

			
				*11  With the exception of Virtual Boy.

			

			
				*12  The Wii/Twilight Princess attach rate was 86 percent in 2006.

			

			
				*13  With 10.3 million consoles sold, PlayStation 2 outperformed every console in every market in 2006 with the exception of the Nintendo DS. Nintendo sold 20 million units of its handheld game platform, but PS2 software sales nearly doubled DS software sales, Sony having sold 159 million PS2 games to Nintendo’s 82.5.

			

			
				*14  Technically, Kingdom Hearts II outsold Gears of War, but some analysts place Gears on top because it had greater sales revenue. Kingdom Hearts sold 1.65 million copies in the United States compared to Gears of War’s 1.58 million, but 360 games cost $10 more. Gears garnered $91 million in sales. Kingdom Hearts brought in $79 million.

			

		

	
		
		
			
			CHAPTER 15 ▶

			WII WINS

			
				Hardware is really hard.

				—Robbie Bach

				I’ve never once been embarrassed that children supported Nintendo. I’m proud of it.

				—Satoru Iwata1

				I don’t know enough about the decision-making to assign genius or the lack thereof to any executives for PlayStation 1 to PlayStation 2. PlayStation 3 clearly went off the rails.

				—N’Gai Croal

			

		

	
		
		
			
			The Aftermath

			Sony sold 500,000 PlayStation 3s in Japan in 2006 and an additional 1.2 million the following year. PS3 inventory remained scarce well into 2007, but had there been additional consoles to ship worldwide, they might not have sold out. Sony sorted out its inventory issues by the middle of 2007, but PS3 sales remained unexpectedly low.

			Six years earlier, Japanese consumers had purchased 7.4 million PlayStation 2s in the console’s first year and a half. Sony sold 20.4 million PS2s worldwide in the first eighteen months of its life cycle. PlayStation 3 sales came nowhere near that trajectory.

			Whether Sony’s sales woes were caused by manufacturing difficulties or lack of demand didn’t matter: Once the launch window closed, the “must-buy” compulsion that greeted new hardware faded quickly.

			In a January 2007 interview with Electronic Gaming Monthly, SCEA VP Jack Tretton told editor in chief Dan Hsu, “If you can find a PS3 anywhere in North America that has been on store shelves for more than five minutes, I’ll give you twelve hundred bucks for it.”

			As Hsu continued the interview, his staff contacted eighteen stores and located twenty consoles. PS3s were hard to find but not impossible. Hsu later quipped that Tretton owed him $24,000.

			In the meantime, Xbox 360 continued to flounder in Japan. After two full years, Microsoft had only sold 500,000 Xbox 360s there. Trying to add a positive spin on the situation, an Xbox spokesperson announced that 360 sales had nearly doubled sales of the original Xbox, without stating the final numbers.

			Things were looking up for Nintendo in Japan and everywhere else. By the end of 2007, Nintendo had sold 4.6 million Wiis in Japan, 5.7 million in Europe, and 7.4 million in the United States. Retailers continued begging for additional Wii shipments long after their PS3 inventory had stabilized.

			In 2006, Xbox 360 had dominated the global market, selling nearly twice as many consoles as Wii and PlayStation 3 combined. In 2007, Nintendo captured 51 percent of the world market, outselling Microsoft and Sony combined. Still unable to keep up with demand, Nintendo closed its 2007 fiscal year (in March 2008) having shipped 17.5 Wii consoles worldwide. Microsoft closed 2007 with a strong fourth quarter—4.3 million consoles sold, for cumulative sales of 17.7 million consoles. Despite the one-year head start, Xbox 360 was on the verge of falling behind. With cumulative sales of 7.8 million PS3s, Sony lagged far behind. For the first time since entering the video game industry, Sony found itself in third place.

			
			By the time I joined the company, PS3 was in third place. We were getting our asses handed to us by Xbox and Nintendo and publishers didn’t like working with Sony because we were very arrogant coming out of PS2.

				The mistakes they made were pretty obvious. When the machine came out, it was too expensive. It was very difficult to develop for…really hard. They didn’t have enough machines to launch with, and the initial games they launched with weren’t good. There was just a trifecta of crap that surrounded it.

				They were losing money on every single piece of hardware they sold because they decided they were going to build the chips inside of Sony. That was a huge mistake; Sony wasn’t a chip maker. That was a really bad decision.

				—Rob Dyer

			

			Falling behind Microsoft and Nintendo sent a shock wave through Sony. A very important head was about to roll.

			
				PlayStation Becomes an Orphan

				
					If video games are the storytelling medium of the coming century, Kutaragi is their Gutenberg.

					—Lev Grossman, writer, Time2

				

			
				On April 26, 2007, headlines like the following appeared in newspapers and on websites around the world:

				
					LOS ANGELES/TOKYO (Reuters)—The architect of Sony Corp.’s (6758.T) (SNE.N) PlayStation, Ken Kutaragi, will step down on June 19, at a time when the Japanese company is fighting to reassert its lead in the video game market.

					Known as the “Father of PlayStation,” Kutaragi, 56, took a lead role in the invention of the Sony game console in 1994 and the PlayStation 2 in 2000. Known as a company black sheep, he bucked consensus to turn video games into a cash cow, but lately has seen his status diminish.3

				

				Having been passed over for the top spot at Sony and with PlayStation 3 lagging behind Xbox 360 and Wii, Kutaragi tendered his resignation. He would remain with the company for another two months; then Kaz Hirai, the head of Sony Computer Entertainment America, would replace him.

				Kutaragi released a statement about his upcoming retirement: “I am happy to graduate from Sony Computer Entertainment after introducing four platforms to the PlayStation family. It has been an exciting experience to change the world of computer entertainment by marrying cutting-edge technologies with creative minds from all over the world. I’m looking forward to building on this vision in my next endeavors.”

				In an effort to quell speculation that Kutaragi’s departure was anything but voluntary, Sony executives offered glowing statements about him and his work, but the general consensus around the industry was that Kutaragi had been fired. Forced and bribed resignations are de rigueur in large corporations, as are efforts to convince stockholders that fired executives have voluntarily fallen on their swords.

				In interviews, SCE America senior director of communications Dave Karraker told the press that troubled launches were nothing new and that Sony had faced similar difficulties with the launches of PlayStation and PlayStation 2.*1

				
				“Sony’s problems with the PlayStation 3 have been overstated. The company is still on track to top Microsoft and Nintendo,” claimed Wedbush Morgan’s Michael Pachter, an outspoken analyst who was generally bullish on Sony.4 In an interview with Wired’s Chris Kohler, Pachter added, “I think that Sony has decided that the PS3 will last for ten years and didn’t have as great a need for a video game visionary as it had in the past. The company should be more focused on execution and operation, and neither was a strong suit with Kutaragi.”5

				But Pachter was part of a minority who accepted Sony’s corporate line about Kutaragi’s resignation. Most people agreed that Kutaragi was out because he’d made too many enemies. In light of the burning successes that were the original PlayStation and the PS2, firing Kutaragi would have been an impossibility. Now, with Microsoft and Nintendo pulling ahead, Kutaragi’s detractors could move more freely.

				Kutaragi had made a lot of enemies in Sony’s top ranks; his brash mannerisms were legend.

				
					He always raised issues emotionally. He would literally bark,*2 like Steve Jobs did.

					—Makoto Iwai,

					former manager of Asian business development,

					Sony Computer Entertainment6

				

				
					I went with Ken Kutaragi to see a presentation by Trip Hawkins, back when [Hawkins] was working on 3DO in 1991 or 1992.

					
					Trip talked about the machine’s power, the marketing strategy, and all the stuff you would typically say to try to make third-party developers want to develop games for a new system. And I thought he did a great job—his presentation was funny and entertaining.

					So after it was over, I said to Ken, “Wow, his presentation was great.”

					Ken got furious. He said, “Hey, Shuji, you’re stupid. You don’t know anything.” He was yelling at me for three hours. I mean, it was crazy.

					—Shuji Utsumi,

					former vice president of product acquisition,

					Sony Computer Entertainment America7

				

				Interestingly, both Shuji Utsumi and Makoto Iwai, the men quoted here, have publicly stated that they consider Kutaragi a friend. Kaz Hirai and Phil Harrison have also been outspoken about his temper while maintaining friendships with him.

				Kutaragi wasn’t the first tech boss with a hair-trigger temper, nor were his eccentricities particularly unusual for a card-carrying visionary. Two things universally agreed about Apple co-founder Steve Jobs are that he was a visionary and that he was belligerent. If the stories are true, both Jobs and Kutaragi come off as saints compared to Oracle’s Larry Ellison.

				Visionaries with idiosyncrasies are generally tolerated in tech companies. On May 1, 2020, Tesla co-founder Elon Musk caused his company’s stock price to tumble when he tweeted, “Tesla stock price is too high, IMO.” Metal Gear Solid creator Hideo Kojima wanted to produce a game on a special floppy disc that would smell like blood when it got heated. And id Software co-founder John Romero published a picture of himself lying in a morgue with a bullet hole in his head. Creativity and unconventional behavior often go hand in hand.

				At their most benevolent, the quirks that came with Kutaragi’s undeniable genius manifested themselves in the brightly colored suits he occasionally wore to the Electronic Entertainment Expo. Sometimes his demons manifested themselves in arguments with senior executives. Sometimes they manifested themselves in angry outbursts at employees. Had he worked for a U.S. or European company, Kutaragi’s superiors might have excused him as an irritating necessity. The directors on Apple’s board knew that Steve Jobs came with his own peculiar brand of unpleasantness when they rehired him, but he had the combination of discernment and vision that his replacements—John Sculley, Michael Spindler, and Gil Amelio—lacked. In order to have Jobs at the helm, Apple chose to abide his unpleasantness.

				
				And Kutaragi…Sony wouldn’t have had a PlayStation business if it hadn’t been for him. He may have been the “father of the PlayStation” and the “Gutenberg of video games,” but Kutaragi was also a square peg in a round hole in a society that teaches that “the nail that sticks out gets hammered down.”

				In truth, Norio Ohga had doomed Kutaragi the moment he approved the PlayStation project without waiting for his board of directors to vote on the proposal.

			

			
				Closing the “Red Ring”

				
					When you have a problem like that, you realize there is no targeted way to fix it. Right? I mean, if there is a targeted way to fix it, you deal with it.

					Say there’s a certain amount of customers that got that part number from that manufacturer and it’s Part #222,000. We deal with customers who got that part. Everyone else is fine.

					In this case, there was no way to target anything. We didn’t know which machines would fail.

					The only thing we could do was take care of our customers. If that was going to cost us a billion dollars, thankfully we worked at Microsoft.

					It’s the reason why being a small company in the hardware business is really hard, right? If you make a mistake like that and you’re Fitbit, there’s no recourse. You just don’t have the money to deal with it.

					
					—Robbie Bach

				

				With the holidays over and growing numbers of failed consoles, Microsoft needed to close the loop on the Red Ring of Death. By this time the hardware team understood the entire chain of events that was causing the problem—the overheating chips, the faulty solder, the warping circuit boards. It wouldn’t be an easy fix.

				
					The hardware engineers worked mainly to address the overheating of the graphics chip from ATI. The chip was overheating and causing both the chip and the circuit board to warp, cracking the joints that were held together by the lead-free solder. Given enough time, many units will suffer this problem. To fix the problem, Microsoft put epoxy on both the IBM microprocessor and the ATI graphics chip. They also took out a 50 cent extruded aluminum heat sink (which sits on top of a chip and dissipates heat away from it) from the graphics chip and replaced it with a $5 heat sink that could do the job more efficiently. They also used a pipe to move heat in front of a fan.

					Beyond the temporary solution of the heat sink change, Microsoft made more changes. Microsoft tried to get Falcon [a code name for a redesigned Xbox 360] out as fast as it could. While the system box would remain the same size, there would be fewer components inside. That, in turn, would leave more room for air flow and to reduce the use of fans in the system, which meant it wouldn’t be as noisy as before.8

				

				Fixing broken consoles was a tough job, but finding a way to leave customers satisfied would be even more difficult. One option was to recall the product. That was what Hiroshi Yamauchi had done in 1983 when the recently launched Famicom was discovered to have a potentially faulty circuit; he’d recalled every console, working or broken. As Robbie Bach and his team reviewed their options, they talked about a recall but rejected the idea.

				
				Recalls are a funny business. Obviously there’s a quality question, but was this problem causing harm to property or people?

					In the case of the Red Ring of Death it wasn’t a safety issue per se. It was more of a chipset issue. All options were on the table, but ultimately we went with an extended warranty program that served the same objective without all of the cost and complexities and unnecessary friction for consumers.

					—Pete Pedersen

				

				
					The final decision meeting was held in my basement. Everybody came over to my house at seven o’clock at night. The guy who ran manufacturing was there. A woman who ran finance was there. Peter [Moore] was there; he was running Xbox at the time. Bob Herbold was there; he was running hardware. I’m sure J [Allard] was there.

					Anyway, there were seven or eight of us sitting around on a couch and chairs in my basement talking about what to do, and that’s where we made the decision to take the billion-dollar write-off. We got the board to approve it and away we went.

					—Robbie Bach

				

				
					It got to the point where we met as an executive team. I presented our findings to Steve Ballmer, and to his credit, he said, “We’re going to fix it. Go do it, and if we can’t fix them, we’re going to replace them.”

					And we went out and figured out a strategy for how we were going to do that and make it a first-class customer experience, which cost a lot of money…over a billion dollars.

					—Peter Moore

				

			
				Instead of recalling the hardware, Bach and company opted to extend the warranty on all existing Xbox 360s from ninety days to three years. Customers who had already paid for repairs would be reimbursed. In present and future situations, Microsoft would cover shipping costs for customers to send their faulty consoles in to be repaired or replaced.

				
					It was FedEx…three-way FedEx. We would FedEx you an empty box for your Xbox 360, you FedExed it back, and then we would fix it or replace it and send it back to you.

					If I recall right, that was the most expensive part of the process, but we felt it was necessary because we had caused a lot of people a lot of grief.

					—Peter Moore

				

				Fixing the problem was going to cost a fortune. Bach estimated it would cost Microsoft another $1 billion. The final cost was $1.15 billion.

				On July 7, 2007, Peter Moore published “an open letter to the Xbox community” that began: “You’ve spoken, and we’ve heard you. Good service and a good customer experience are areas of the business that we care deeply about. And frankly, we’ve not been doing a good enough job.”

				In the letter, Moore announced Microsoft’s plan to extend the warranty on the Red Ring of Death while maintaining a standard one-year warranty for other problems. He apologized on behalf of the company and thanked customers for their loyalty.

				The video game industry has had more than its share of intriguing personalities; few have been as charismatic and Horatio Alger-esque as Peter Moore. Raised in Liverpool, England, he first came to the United States to run a soccer summer camp program in California while earning a master’s degree from Cal State in Long Beach. He took a job as a sales representative for Patrick Shoes and worked his way up the ladder, eventually becoming the president of the company before being recruited by Reebok. A clever marketer with an innate understanding of game-age youth, Moore was recruited out of the shoe business to work for Sega of America. As the Dreamcast business imploded, Robbie Bach invited Moore to join the Xbox team.

				
				In 2007, Peter Moore was about to make another move, this time to Electronic Arts.

				Having worked at Sega and Microsoft, Moore knew the video game industry inside and out, but in his heart, he loved professional sports. When Electronic Arts CEO John Riccitiello contacted Moore about running EA Sports, he made an offer Moore couldn’t refuse.

				
					We created the Xbox 360 platform, not just hardware. We got the launch titles, got the publishers in shape, started to build Xbox Live into real scale, and I got an email I’ll always remember from a recruiter who’d been in my past that said, “Time to come home.”

					The substance was that John Riccitiello had come back to EA, was rebuilding EA, and needed a president of EA Sports, somebody with strong video game credentials as well as sports credentials who could interact with FIFA, the NFL, the NHL, the MLB, and the NBA, and could control development, marketing, publishing in a self-contained vertical. The attraction of that to me, and also the attraction of getting back to the Bay Area…and Riccitiello worked his magic. He’s a very persuasive character.

					It was one of the better moves of my life.

					—Peter Moore

				

				
					Right about the time they declared the write-off, Peter decided to leave. I remember sitting in his office and him saying, “My only regret is that people are going to see my leaving as a result of this happening. I know the world is going to see this as me falling on my sword because of the Red Ring of Death.”

					Nothing could have been further from the truth.

					—Mike Fischer

				

			
				Moore wasn’t the only high-level game executive on the move. In July 2007, Don Mattrick, formerly the president of Electronic Arts Worldwide Studios, joined Microsoft to work with both the Xbox and PC gaming businesses. To outsiders, it may have looked like Microsoft and Electronic Arts had made a trade, but in truth, Mattrick left EA in 2005.

			

			
				Stumbling to First Place

				
					My boss is also one of the richest men in Japan.

					—Yasuhiro Minagawa, communications director, Nintendo Co. Ltd.

				

				Isao Okawa, once the wealthiest man in Japan, had a pet project of which he was particularly fond—Sega. When David Rosen and Hayao Nakayama bought Sega from Gulf + Western in 1984, Okawa’s CSK Holdings Corporation put up most of the money.

				Okawa treated Sega like a favored child…a child in constant need of money, but a favored child nonetheless. During the best of times, the heyday of the Genesis/Mega Drive, from 1991 to 1993, Sega demonstrated reckless spending habits. During the bad years, Sega borrowed even more.

				Okawa pampered Sega. As company chairman, he should have been a figurehead, but he stepped in as president of the company on multiple occasions, and when acting president Shoichiro Irimajiri asked for a loan to fund the development of Dreamcast, Okawa advanced the company $40 million of his private wealth. As Japan’s wealthiest citizen, he could afford it.

				In 1999, a reporter asked Nintendo Co. Ltd. spokesperson Yasuhiro Minagawa if it made him nervous that “the wealthiest man in Japan was financing Dreamcast.” Without missing a beat, Minagawa responded, “My employer is also one of the wealthiest men in Japan.”

				Isao Okawa died in 2001. As he had in life, he indulged his pet company in death. Not only did he forgive the $40 million loan, he also returned all of his shares of Sega stock to the company.

				
				After Okawa’s death, a real estate developer named Akira Mori became the wealthiest man in Japan. Then, in 2008, propelled by the twin successes of DS and Wii, Hiroshi Yamauchi overtook Mori. Forbes estimated his wealth to be $7.8 billion at the time.

				Americans spent $18 billion on video games in 2007. The European market, where Nintendo DS reigned supreme, was almost equally hot at $17.6 billion. In handheld hardware, Europeans bought 10.5 million DSs in 2007 compared to 4.1 million PSPs. Europeans showed a strong preference for PS3 over Xbox 360 that year, buying 4.8 million PS3s to a slim 1.1 million Xbox 360s. Wii, of course, outsold both competitors combined—6.8 million units.

				Wherever you looked, Wii was out front.

				
					I remember Peter [Moore] calling me into his office and him telling me, “I just got an email from Bill Gates. He said he was throwing a birthday party for one of his kids, and everyone was playing Wii. He wasn’t happy about it in the least.”

					—Mike Fischer

				

				Hurricane Nintendo struck Japan as well, only in smaller quantities. Japanese consumers snapped up 7 million DSs and 3.6 million Wiis compared to 3 million PSPs and 1.2 million PlayStation 3s. They all but ignored Xbox 360. By the end of 2007, Microsoft had sold approximately 550,000 Xbox 360s in Japan, which meant that Japanese 360 sales had already topped sales of the original Xbox.*3

				
					The Wii has outsold Microsoft Corp.’s Xbox 360 and Sony’s PlayStation 3 monthly since its November launch, helped by its relatively affordable $250 price tag and a motion-sensing controller that can be swung like a bat, for instance.

					
					Instead of offering lifelike graphics to appeal to hard-core gamers, who are mostly men, Nintendo has appealed to an audience including women and the elderly with innovative but easy-to-play games.9

				

				In mid-2007, Sony began playing with the price of the PS3. It discontinued the premium package with the 60 GB hard drive and dropped the price from $599 to $499 to clear out all remaining inventory.

				Sony replaced its old 60 GB deluxe package with an 80 GB deal while retaining the $499 price tag, but there were trade-offs. The discontinued console design included hardware-based backward compatibility. While the new 80 GB system supposedly offered backward compatibility, it was now software-based and less reliable.

				Sony also released a new console with a 40 GB hard drive. Retailing for $399, it was $100 less expensive than the old 20 GB package, but again, there were compromises. This new, less expensive version of the PS3 came with two USB slots instead of the normal four, it didn’t include a flash card reader, and it wasn’t backward compatible.

				Trying to explain away the lack of backward compatibility, newly named SCEA president Jack Tretton told a group of journalists, “If you paid $599 for [one] machine that had backwards-compatibility, now for $529 you can get a PS3 and a PS2. You can stack them on top of each other if you want to.”10

				But price wasn’t the only thing holding back PlayStation 3 sales. With every passing year, more people were going online. The single-player and split-screen options of the Super NES and original PlayStation eras no longer cut it, and Xbox 360 offered a vastly superior online experience.

				
					Sony’s efforts to get the PS3 audience online and organized into a community are still acutely lacking. While Microsoft’s Xbox Live platform has earned almost universal kudos for design, execution and experience, Sony has yet to launch many aspects of its online world.11

				

			
				Demand for Xbox 360 remained fairly stable in England and North America despite Sony’s price cuts, but Wii continued selling out through most of 2007. Nintendo couldn’t manufacture its boxes fast enough, but dark clouds loomed in the distance. As early as June 2007, with the console still in its first year, third-party publishers began questioning the value of supporting Wii.

				The hardware-to-software attach rates looked good on paper, but over 40 percent of Wii games sold were made by Nintendo. First-party games like Halo and Gears of War may have dominated Xbox 360 sales lists, but Activision (Call of Duty), Electronic Arts (Madden NFL), Ubisoft (Assassin’s Creed), and other companies had multiple million-sellers.

				In an October 2007 article titled “Software Houses Miscalculate Software Demand for Wii,” published in Japan’s Nikkei business review, several publishers expressed frustration that they could not find a foothold in the Wii marketplace. One executive speculated that people had purchased their Wiis out of curiosity and weren’t really playing them.12

				The accusation that Wii was a fad resonated throughout the industry.

				
					In that context, Nintendo seems to place a great emphasis on Wii Sports and Fit rather than Zelda, a role-playing game. In my opinion, if they expose the functions in this way, they are making the Wii look like a toy.

					—Shoichi Wada,

					former president, Square Enix13

				

				
					Nintendo was never that threat. Nintendo was, as you say, a great toy company. It still is.

					—Robbie Bach

				

			
				Sony executives, of course, happily echoed any criticism leveled against the competition. Jack Tretton openly labeled Game Boy a good babysitter for taking kids on trips. “The idea of a handheld rivalry with Nintendo is an irrelevance,” said Sony executive VP of development Phil Harrison. And when it came to Wii, the new president of Sony Computer Entertainment was equally disdainful.

				
					It’s difficult to talk about Nintendo because we don’t look at their console as being a competitor. They’re in a different world, and we operate in our world. That’s the kind way I look at things.

					—Kaz Hirai14

				

				In his typically cheerful style, maintained in good times and bad, Nintendo CEO Satoru Iwata showed little concern about his competitors’ criticism or their price drops. “I wouldn’t say there is no overlap between the group of customers Sony is targeting and the group of users that Nintendo is targeting. But that overlap is quite small,” Iwata said during his E3 2007 presentation.

				While a lot of people referred to Wii as a toy, not everyone meant it as an insult. Will Wright, the creator of SimCity, Spore, and The Sims, told a Game Industry reporter, “It’s not like these 40-hour, involved RPG games as much as it is like these fun toys to pick up and start playing in five minutes.”

				Meanwhile, Nintendo sold 20 million Wii consoles in 2008, outpacing PlayStation 3 at a rate of nearly three to one. With each new industry report the image became clearer—the real competition was between Xbox 360 and PlayStation 3 for second place. Wii could not be touched.

				With the back-to-back successes of DS and now Wii, processing power and advanced graphics took a backseat to innovation. People who had initially dismissed the Wii as a short-lived gimmick began asking if it could possibly overtake PlayStation 2 as the bestselling video game console of all time.

				Studies conducted in the United States showed a high level of satisfaction among Wii owners, but one survey found that while Xbox 360 and PlayStation 3 owners normally used their consoles in three-hour blocks, Wii sessions averaged approximately forty-five minutes. Another study found that the majority of Wii owners were still playing Wii Sports, the game that came packed in with the system. In some ways, it was almost like a return to the days of Pong, when consoles came with games hardwired into their circuits.

				
				The accusation that Wii owners weren’t buying games wasn’t accurate. The first-year software-to-hardware tie ratio for Wii was 2.8 games for each console sold.*4 Wii owners didn’t buy as many games as Xbox 360 owners, who averaged slightly over four games per console, but they purchased more games than PlayStation 3 owners, who averaged under two. If anything, the Wii tie ratio was slightly high compared to past systems.

				In 2007, Wii Play, a collection of mini-games, gave the system’s software sales a huge boost. Retailing for $49, Wii Play came bundled with a Wiimote. Since stand-alone Wiimotes cost $39, Wii Play provided consumers a painless way to purchase a game and a second controller. In 2008, 52 percent of all U.S. Wii owners purchased Wii Play. But it was ultimately the kind of game people purchased and promptly forgot about as they continued playing Wii Sports.

				What remained equally positive, but only for Nintendo, was the ratio of first-party software sales to third-party sales. Approximately 40 percent of all Wii software sold was published by Nintendo. Of the all-time top twenty-five bestselling games released for Wii, twenty-three were published by Nintendo. The two exceptions, Just Dance and Just Dance 2, from Ubisoft, came in at numbers seventeen and nineteen, respectively.

				Further distancing Wii from traditional game consoles, Nintendo released a Balance Board peripheral, which came bundled with an exercise program called Wii Fit, in time for the summer of 2008.*5 Wii Fit was a game/exercise regimen that included yoga, strength training, aerobics, and balance-building activities. Like Brain Age for DS, it monitored the user’s activity and progress then offered recommendations for altering the training regimen.

				
				Take the example of Wii Fit. When we talked about it two years ago, a lot of people thought the Wii Balance Board was crazy. They thought Nintendo would start selling a bathroom scale. But Wii Fit became a success because we saw a “blue ocean strategy.”*6 But now a lot of companies are fighting in the red ocean of follow-up exercise games.

					When we introduced the Wii controller, we were in the blue ocean, and this year is still the blue ocean. But the year 2010 may become the red ocean for motion-sensing controls, based on what Microsoft and Sony say. The advantage for Nintendo is that we always try to do things that other companies don’t try to do.

					—Satoru Iwata15

				

				Another complaint leveled against Nintendo, one that stuck, was that by abandoning hardcore gamers, Nintendo had also abandoned its loyal base. The short-term benefit of going mainstream was that Wii had amassed an enormous audience in record time. The concern was that, much like the arcade fad of the early 1980s, Wii-mania could disappear in a flash.

				
					If you go too mainstream too quickly and don’t support the core gaming audience, then you lack the pillar to support the platform. Without the pillar, you end up with a fickle audience that might be big but probably will move on.

					This is fine if you’re looking for a five-year life cycle like all of our competitors, even looking back in history, have done. The new console comes out, and the old one is immediately disintegrated.

					—Kaz Hirai16

				

			
				U.S. Wii sales hit a crescendo in 2008. Nintendo of America sold 10.2 million consoles that year. Worldwide Wii sales continued to climb into 2009, with a peak of just under 26 million consoles, despite sales declining by a half-million in the United States.

				Wii outsold PlayStation 2 for the first few years of its life cycle, but Sony’s PS2 business had much longer legs. Sony sold 16 million PlayStation 2s worldwide in both 2005 and 2006, despite focusing much of its marketing on launching PlayStation 3. Even though the console had already been on the market for seven years, Sony sold approximately 14 million more PS2s in 2007 and again in 2008. By comparison, in 2012—the sixth year of the life cycle—Nintendo sold just under 10 million Wii consoles worldwide, and under 4 million in 2013.

				
					After shattering records in 2008, growth in retail sales of video games came to a screeching halt in 2009, falling by approximately 8%. The rapid loss of momentum might be attributed to a couple of key factors: consumer fascination with the Wii subsided as the US installed hit 20 million units around March 2009, and the obsession with rock and roll music games Guitar Hero and Rock Band plummeted as audiences moved on to other pastimes.17

				

				As Sony Computer Entertainment’s Kaz Hirai had predicted, Wii sales sprinted off the starting block and then limped to the finish line. Nintendo didn’t stumble as quickly as he had predicted, but he was right about the public losing interest in Wii. By the time Nintendo finally discontinued Wii, it had sold 101.5 million systems worldwide.

				Software-wise, Wii had a diminishing string of hits right up to the end. With so many consoles in so many homes, Wii still commanded a huge share of the market even if many of those consoles were gathering dust. The all-time bestseller on Wii was Super Mario Kart Wii, which came out at the height of the system’s popularity in 2008. The following year, as Wii began to slip, Nintendo hit pay dirt with New Super Mario Bros., which was the bestselling Wii game of 2009 and went right on selling well the following year to become the bestselling Wii game of 2010 as well. Wii Fit Plus and Super Mario Bros. Galaxy 2 were among the last bestsellers, along with Just Dance 2.

			

			
				
				Chumming Red Waters

				It could be argued that the entire home console industry had always been a “red sea” of imitators imitating other imitators. True or not, it has long been rumored that Ralph Baer, creator of the first video game console, the Magnavox Odyssey, either attended or heard about the 1958 Brookhaven National Laboratories open house at which William Higinbotham displayed an interactive game called Tennis for Two.*7 There’s no question that before beginning work on Pong, Atari founder Nolan Bushnell attended a Magnavox trade show at which Odyssey was on display.*8 Nintendo’s first attempts at home console systems played games that looked suspiciously similar to Pong. No one worried about blue ocean strategy in the early days of video games.

				By generation seven, a pattern had emerged—Nintendo innovated; Sony enhanced. Nintendo created an analog thumbpad for the N64 controller; Sony added two thumbpads to its controllers. Nintendo developed a Rumble Pak accessory for N64; Sony added a solenoid to its controllers. After Nintendo demonstrated its motion-tracking wand, Sony announced its Sixaxis controller.

				Sony wasn’t alone in borrowing ideas. After Microsoft blazed the trail for taking video games online, both Sony and Nintendo hopped on the World Wide Web train. The Sony Network more closely mirrored Xbox Live in look and operation, but underneath its classically Nintendo presentation, Wii offered a stripped-down version of Xbox Live as well.

				
				Sony and Microsoft may have dismissed the Wiimote as a gimmick in 2006, but by 2008, with Wii-mania spreading across the globe, executives at both Sony and Microsoft began scheming for ways to crash Nintendo’s motion tracking party. As they had with their hardware offerings, both companies turned motion tracking into an arms race.

				
					Wii was doing very well. We were looking at that and thinking, “How do we catch that ship? How do we get on that train?” Move and Kinect were flawed examples of being second to market behind somebody that clearly had done a much better job.

					—Rob Dyer

				

				Sony struck first with PlayStation Move, a Wiimote-like wand with a supplemental “navigational controller” similar in design to the Wii nunchuk. Like its Nintendo counterpart, Move’s inertial sensors included an accelerometer, but the Move also included a magnetometer, which wasn’t included in the original Wii controller. The magnetometer allowed for more accurate motion tracking. Wii had utilized an infrared tracking bar for determining the player’s location and orientation to the television. Infrared tech was inexpensive. It was old-school. It was withered technology.

				PS Move worked in concert with the PlayStation Eye camera, which tracked the golf-ball-sized, light-emitting sphere built into the top of the Move controller.*9 And unlike the Wii wand, which featured a two-button interface designed to resemble an NES controller, PS Move featured the distinctive PlayStation four-button interface along with an analog stick.

				
					We also want to make sure the technologies that we offer are a complete package from day one. We don’t want to be in a position where we’re having to come out with something like “PlayStation Move Plus” two years from now.*10 We take more time introducing these new technologies, but that’s because we want to make sure we get it right the first time.

					
					—Kaz Hirai18

				

				
					Plus, PlayStation Move is not only crazy precise, it’s also got things we in the future call “buttons,” which turn out to be pretty important to the handful of millions of people who enjoy playing shooters, platformers…well, anything that doesn’t involve catching a big red ball.

					—Kevin Butler,

					fictitious vice president of realistic movements,

					Sony Computer Entertainment America*11

				

				The general response among consumers and the press was that Sony was once again imitating Nintendo. The PS Move controller launched with a retail price of $49, but it didn’t come with an Eye camera or the navigational controller. The navigational controller retailed for an additional $29. Sony released a Move/Eye bundle for $99, but it didn’t include the navigational controller either.

				Released in mid-September 2010 in Europe, North America, and Australia, and in mid-November in Japan, PS Move sold well. In an interview with Reuters, SCEA president Jack Tretton claimed Sony had sold 1 million units in North America. Sony Computer Entertainment Europe reported selling 1.5 million.*12

				
					Here’s the problem with Move: It never had a must-have Wii Sports–type game that justified why you had to buy it. There was never something that made you want to have it and to have a PlayStation in order to have Move.

					
					Trying to get people to provide content for Move was an uphill battle…very, very difficult.

					—Rob Dyer

				

				PS Move never became a breakout hit, but it sold steadily. At least it never caused a near-existential disaster for the PlayStation brand.

				Microsoft’s answer to Wii was Kinect.

				
					That’s what the Kinect was born from…not a Wii-killer, but what is the answer for the Wii?

					—Shane Kim

				

				
					The irony was that by the time Kinect shipped, the market had segmented; the Wii wasn’t our primary competition. At that point we were competing pretty much exclusively with PlayStation 3.

					—Robbie Bach

				

				
					It seemed like an interesting device in the spirit of the Wii. It would enable even more active gameplay and allow a broader audience to play games. The Wii was penetrating nursing homes and letting grandmas have bowling nights.

					I thought Kinect was just an extension of that.

					—Ryan Petrie

				

				A year before Kinect was announced, there were rumors about Microsoft engaging Nintendo in wand-to-wand combat. In 2007, Xbox platform vice president J Allard and four engineers filed a patent for a motion-tracking wand-shaped device that, in theory, could interact with home computers and game systems as well as other appliances. Allard’s wand, however, was passed over for something decidedly more high-tech.

				
				J had so many ideas…some of which were amazing, some of which were crazy. I don’t remember much about the wand itself. We never had a serious business review of it, at least not one that I participated in.

					—Robbie Bach

				

				Code-named Project Natal and later renamed Kinect, Microsoft’s answer to its Wii problem was a technological showcase that incorporated an RGB camera (for facial recognition and object detection), an infrared projector/sensor for tracking depth, and a four-mic array for voices and ambient sounds. Kinect could track up to six players at once, mapping the movements of up to forty-eight points on each player’s body.

				The possibilities that came with Kinect technology seemed endless. Science fiction movies such as Minority Report showed people using holographic interfaces that allowed them to access computers by waving their hands in the air. Though it would be tethered to a TV screen, Kinect could read and respond to hand motions. It would enable users to switch on their Xbox 360s using voice commands. With Kinect and Xbox Live, group aerobics classes were not out of the question, maybe even group dance-offs. Kinect could enable kids to play cops and robbers using their hands as guns or play racing games by moving their hands around imaginary steering wheels.

				Once again, the technology came with a hefty price tag. At a time when the entry-level Xbox 360 Arcade bundle sold for $200, Kinect would sell for a steep $150. The price was a problem. At $150, Kinect would join the rarefied likes of the Sega CD, the Sega 32X, and the U-Force controller for the Nintendo Entertainment System, all of which bombed. In the history of video games, no $100 peripheral had seen mass success.

				As they often did, Sony executives expressed skepticism about Kinect’s technology and price.

				
				I think it’s a big idea, and if you really want to get involved in playing with a camera, I suggest you go out and buy a $99 PlayStation 2 and play some of the great technology we invented eight years ago.

					—Jack Tretton19

				

				As a platform, Xbox was at a crossroads. The battle for second place was raging. No one was going to catch up with Nintendo. After a late start and pricing problems, PlayStation 3 sales were on an uptick, and Xbox sales had hit the doldrums. If the Xbox team didn’t find a way to kick-start its sales, PlayStation 3 was going to overtake them.

				
					At that point Wii had been out so long. Kinect wasn’t so much a head-to-head competitive piece as it was trying to extend the Xbox 360 life cycle for the late adopters and the younger audience. So that’s why you saw, like, the super childlike games at the end.

					—Mike Fischer

				

				The executive in charge of Project Natal was Don Mattrick, the former head of Electronic Arts Worldwide Studios, whom Microsoft had recently hired as senior vice president of interactive entertainment. Convinced Kinect would reenergize the Xbox 360 market, Mattrick fought for the kind of marketing budget Sony and Nintendo reserved for new consoles. Launched with the right campaign, he predicted, Kinect would sell in the millions. Mattrick was new to the company, bold and persuasive, and he had an excellent track record from his days at EA. Microsoft approved a $500 million marketing campaign and a worldwide rollout in November 2010.

				Sony ran PS Move commercials and sent review units to reporters, a typical launch. Microsoft brought in strategic marketing partners, ran an endless stream of commercials, and generally pushed the “magic bullet theory” to its extreme.*13 Most serious gamers were aware of PS Move when it launched. The general public knew about Kinect.

				
				Microsoft Kinect’s advertising lure of “You are the controller” appealed to many remote-weary households this holiday. About 8 million of them, in fact, in just the first sixty days after its November launch.

					Of course, a $500 million launch budget with co-marketing brand partners such as Pepsi, Kellogg, and Burger King didn’t hurt, either.20

				

				Microsoft launched Kinect in November 2010, stating projected sales of approximately 3 million units. Averaging 133,333 Kinect units per day for the next two months, Microsoft sold an astounding 8 million. Guinness World Records declared it the “fastest-selling consumer electronics device” on the planet.

				There’s an adage in advertising that suggests the worst thing marketers can do for a genuinely bad product is to create an effective advertising campaign. In this case, Kinect wasn’t so much a bad product as a limited one. From a technology standpoint, Kinect lived up to the hype. It read body movements accurately, tracked multiple subjects simultaneously, and offered voice recognition. Coming up with compelling games to support it was another story.

				
					Kinect was hard because it was really good at a few small things. It was very good at motion sensing and at voice, but the creative element of how you redesign a game with that in mind isn’t easy.

					You have seen this going forward. Look at Alexa. How many things is Alexa really great at? It turns out not very many. It’s great at helping you play music, and it’s good at setting alarms. It will read you the news.

					These user interface paradigms are just difficult. I think the paucity of games is partly because of technical limitations. You couldn’t be sitting down; you had to stand up. The field of view was limited, so you have some constraints around it. The technology was very good but not perfect. That’s a difficult environment; then you had the fact that you couldn’t bolt Kinect technology onto existing game ideas. You had to start from scratch to do it right. That’s just hard.

					
					—Robbie Bach

				

				
					I would argue that in the end it was a major distraction and one that didn’t really result in any great success for Xbox.

					—Shane Kim

				

				The system came with a pack-in game called Kinect Adventures. Rare had a game ready for the big launch—Kinect Sports.*14 LucasArts, Electronic Arts, Ubisoft, Konami, Activision, and many other large companies committed to make games for it, but Kinect suffered from the same problem that plagued PS Move and Wii: Other than dance and party games, there wasn’t much people enjoyed playing on it.

			

			
				Fighting for Silver

				Nintendo coasted to a first-place win with Wii, but the duel between Xbox 360 and PlayStation 3 remained intriguing. Microsoft finished 2006 with a 4.6-million-console lead over Sony worldwide, but that wasn’t a fair comparison. Sony hadn’t begun selling PS3s until the end of the year.

				After addressing the Red Ring of Death, facing a near shutout in Japan, and not doing as well in Europe as projected, Microsoft only sold 6.7 million Xbox 360 consoles worldwide in 2007. Having priced its console out of many consumers’ reach, Sony sold roughly the same number of PlayStation 3s. At the end of 2007, Microsoft maintained a 5.9-million-unit lead.

				By 2008, much of the market had labeled Xbox 360 a shooter box, and the majority of the hardcore audience that played FPS games already owned one. Bach and his marketers would need to expand the console’s identity if they wanted to resuscitate its sales.

				
				Early in the Xbox 360 life cycle, before he shifted his attention to Zune, J Allard proposed an interesting question to the Xbox marketing team.

				
					J asked, “What’s our Retsyn?”

					I said, “Our Retsyn? J, what the hell are you talking about? Retsyn?”

					He says, “You know, Certs…with Retsyn. There’s no such thing as Retsyn. It’s not a compound that exists; it’s just a name they came up with from a marketing perspective to differentiate themselves from other breath mints.”

					—Pete Pedersen

				

				The answer would not come in the form of a game or a peripheral, or even having the most robust online offerings. Allard wanted something new. Ironically, the solution was something that Allard himself had suggested from the very start. In 2004, when the question of game media first arose, Allard predicted that the discs wouldn’t matter, as the world was moving toward streaming. He reasoned that Blu-ray would offer a short-term gain and a long-term expense because consumers were going to stop purchasing movies on discs.

				At the time, Netflix had just cleared its first million subscribers, customers paying $19.95 a month to rent up to three DVDs at a time. Netflix wouldn’t begin streaming content until 2007. Its subscriber base wouldn’t reach 10 million until the following year.

				At E3 2008, Microsoft announced plans to add Netflix to Xbox Live. The service would be added free of charge for people with an Xbox Live Gold subscription; other Xbox users would still have to pay for the service but would be able to add movies and television shows to their Instant Queues on Xbox Live. They’d be able to switch seamlessly between games and movies. They’d even be able to watch movies online with friends.

				
				We saw it as the relaunch of the Xbox 360. It wasn’t just Netflix. It was “Let’s redo the firmware. Let’s make this everyone’s entertainment center and not just a game machine.” We changed it so we weren’t just playing the game that you put inside. Instead we’re going to show you what new content is due for that day.

					This Netflix thing…very few people had experienced through streaming, we brought that to the forefront.

					—John Schappert, former corporate vice president,

					LIVE, software, and studios, Microsoft

				

				The announcement caught Sony and Nintendo by surprise. Neither company expressed any interest in adding the service at the time.

				Nobody realized it, but Microsoft had found its Retsyn.

				Meanwhile, Sony’s situation continued improving. Replacing Ken Kutaragi with Kazuo Hirai revitalized the business. Kutaragi had brought tremendous engineering skills to the table, but now that the hardware was on the market, Hirai’s management skills more suited the company’s needs. As analyst Michael Pachter had told Wired, Sony didn’t need a visionary; it needed someone to manage operations.

				
					You know that old thing about not changing horses midstream? They totally did that with Hirai, but, between him and Andrew House, they were able to pick it up and run beautifully.

					—Robbie Bach

				

				Like Kutaragi before him, Hirai taunted the competition, but away from the press his personality and leadership were a stark change from his predecessor’s.

				
					Kaz was, without a doubt, one of the most pleasant gentlemen that I ever had the privilege of working for. He never made you feel like he was boss; he was just a good guy, and he was able to get things turned around when he took it over…not just for PlayStation, but for Sony in general.

					
					—Rob Dyer

				

				With Hirai moving to Japan, the outspoken Jack Tretton was tapped as the new head of Sony Computer Entertainment America. Having worked under Hirai since shortly before the launch of the original PlayStation, he’d shown he had the aptitude to run the North American arm of the PlayStation business.

				
					When Kaz moved to Japan, Jack made a lot of changes in order to get the company to work better. He didn’t allow politics. He broke down silos. He was all about a meritocracy. He understood what needed to be fixed when he took over.

					One of the things I worked on was changing the culture with how we handled third-party publishing, getting it to be much more business-centric. We became more service-oriented and realized that we needed them a lot more than they needed us. It took that kind of failure on the platform itself to show that we were reliant on third-party content.

					We started the culture of being receptive to indie developers. That was something that we were a big deal about.

					—Rob Dyer

				

				In 2009, PlayStation 3 outsold 360 worldwide, but Xbox outpaced it by 4.8 million to 4.3 million in the United States. Some speculated that the inclusion of Netflix made Xbox 360 more enticing to female consumers.

				In October 2009, Sony announced plans to add Netflix. According to data published by Netflix, PlayStation 3 quickly became the top device for streaming movies. Sony’s Jack Tretton giddily announced that his company was once again on top.

				
				We remain the number one utilized device for Netflix. I mean, Netflix is on everything; I’m surprised it’s not on my toaster. But the number one usage device, according to Netflix, is the PlayStation 3.

					—Jack Tretton21

				

				Nintendo added Netflix to Wii in 2010, which was also the last year Wii outsold the competition. By that time, Wii sales had begun a steady decline that would last the rest of the generation. Despite some jockeying for position, PlayStation 3 took the top slot on a global basis. In the United States and Great Britain, Xbox 360 remained the bestselling console year after year.

				
					Now the challenge that Microsoft has always had is that it’s been a one territory platform that has not been successful in Asia and they’ve struggled in Europe. They did a great job here in North America, and that’s been the M.O.

					—Rob Dyer

				

				As generation seven came to a close, Sony and Microsoft traded big announcements. In October 2013, Microsoft announced it had sold over 80 million Xbox 360s. The following month, Sony announced reaching the same milestone with PlayStation 3. Ultimately Sony sold 87.4 million PS3s to Microsoft’s 84 million Xbox 360s.

				
					This is the thing: Kinect came out for the Xbox 360 as an add-on peripheral, and the thinking behind it was that it would extend the life cycle of Xbox 360 enough so that they could hold off bringing out the Xbox One until the components became cheap enough. Ironically, Netflix ended up accomplishing that for them, but who knew that was going to happen?

					—Mike Fischer

				

			
				Despite dwindling sales, Wii finished the generation on top. Determining which console came in second isn’t as easy. Xbox 360 owners bought more software than Wii or PS3 owners. In an industry built around giving away razors in order to sell blades, tie ratios are an important measure of success. U.S. Xbox 360 owners typically purchased one more game per system than PlayStation 3 owners and one and a half more games than Wii owners.

				Then there was the question of hardware profits and losses. No one knows precisely how deeply early manufacturing costs cut into Sony’s profits, but the losses must have been steep. As the generation progressed and manufacturing costs came down, Sony overtook Microsoft. Sony sold the most consoles at the best time in the life cycle for selling hardware.

				Finally, there is the question of discounting. Blockbuster hits like Mario Kart and Uncharted have long shelf lives. After their first several months on the market, system-selling games typically resurface with “Best Of” or “Hits” labels at a discounted price. Early Xbox 360 adopters likely purchased Gears of War and Halo 3 at the full retail price of $60 (£39 in the United Kingdom, which was closer to $80). People who purchased their Xbox 360s two or three years later could find those games for $29.

				Sony nudged Microsoft out in worldwide hardware sales, but in actual profits, Xbox 360 likely came out on top. Whether you give Sony the nod for placing more consoles or give the win to Microsoft for having higher profits, the most interesting thing about generation seven is that all three consoles turned a profit and placed among the top ten bestselling video game systems of all time. The market had room for three players, and for the first time ever, all three players turned a profit.

			

		

		
			Skip Notes

			
				*1  With some mental gymnastics, this statement can be seen as almost accurate. Though Sega’s Saturn initially outsold the original PlayStation in Japan, PlayStation sales remained solid and steady as Saturn sales eventually sagged. As mentioned earlier, the PlayStation 2 launch only suffered from hardware shortages. Neither launch was anything short of spectacular.

			

			
				*2  Here the term “bark” is truly to be taken literally. Stories existed about Kutaragi and Steve Jobs becoming so frustrated with underlings that they barked and growled like angry dogs.

			

			
				*3  Microsoft would go on to sell more than 1 million Xbox 360s in Japan. So far, it is the only Xbox console to reach that number.

			

			
				*4  Tie ratio measures the ratio of software to hardware sold, as opposed to attach ratio, which shows the penetration of a specific item, such as a game or a peripheral. Games like Wii Sports and Super Mario Bros. had nearly 100 percent attach rates because they came packed in with the hardware.

			

			
				*5  Wii Fit and the Balance Board were released in December 2007 in Japan.

			

			
				*6  The “blue ocean strategy” was an analogy about the importance of innovation. Innovators swim in blue waters. Imitators, implying they are sharks, swim in waters made red. As Chan Kim and Renee Mauborgne, authors of the book Blue Ocean Strategy, put it, “Blue Ocean Strategy argues that cutthroat competition results in nothing but a bloody red ocean of rivals fighting over a shrinking profit pool.”

			

			
				*7  In 1958, Higinbotham was the head of the instrumentation division at the Brookhaven National Laboratory, a nuclear research facility on Long Island. In 1958, as the facility prepared for its annual open house, Higenbotham built a tennis simulation into an oscilloscope. Higinbotham’s Tennis for Two is generally considered to have been the first interactive game.

			

			
				*8  Magnavox demonstrated the yet-to-be-released Odyssey, the first game console that included a tennis game, at that show in Burlingame, California.

			

			
				*9  The camera/light sphere combination was a stripped-down version of the motion capture technology used in films, including the Sony-made Spider-Man movies.

			

			
				*10  Hirai, an executive with a penchant for sniping at competitors, was referring to the MotionPlus expansion device Nintendo released for the Wiimote.

			

			
				*11  Kevin Butler was a fictitious Sony executive created as a spokesperson for television commercials.

			

			
				*12  A few reporters later accused Tretton of playing with the numbers when Move sales proved lower than he claimed, but as a practice, Sony reported the number of units it “shipped” rather than the number of units “sold through.” When Tretton said “sold,” he meant sold to retailers, not consumers.

			

			
				*13  The “magic bullet theory” of communications suggests that when people hear a message repeated enough times, they will come to believe it. It’s a discredited theory.

			

			
				*14  When asked about the value of the Rare acquisition, both Robbie Bach and Phil Spencer point to Rare’s support of both the 360 launch and the Kinect launch as reasons they believed it was a good move for Microsoft.

			

		

	
		
		
			
			CHAPTER 16 ▶

			THE GAMES THAT DEFINED GENERATION SEVEN

			
				Tyler Prince: Hey, is that Medal of Honor?

				Gurkin: No, it’s not Medal of Honor. Medal of Honor is for wusses. It’s Gurkin of Honor. I made it. It pays tribute to Medal of Honor, God of War, Halo, and Viva Piñata.

				—Gurkin and Tyler Prince, fictional students attending S.A.U., Sydney White*

				We spent a lot of time working with publishers on figuring out how we could get exclusive content, not exclusive games. That ship sailed after PS2.

				It was very difficult to get big releases like Tomb Raider or Grand Theft Auto, but we could get exclusive content.

				—Rob Dyer

			

		

		
			Skip Notes

			
				*  The 2007 movie Sydney White is a modern retelling of Snow White set in a university that is only identified as S.A.U. In the movie, Tyler Prince, played by Matt Long, is the president of a preppy fraternity. Gurkin, played by Danny Strong, is a member of an outcast fraternity for highly intelligent social outcasts.

			

		

	
		
		
			
			The New Dinosaurs

			There was a time when independent music labels with names like Planet Pimp Records, Warp, and Red Rhino shared shelf space in record stores with giants like Capital, BMI, Motown, and MCA.*1 The bigger companies got more space, but in big stores like Tower Records there was room for everybody.

			Then the consolidation began.

			The bigger labels started flexing their muscle. Their acts received more airtime on the radio.*2 They lured talent away from smaller competitors by offering bigger contracts, better concert venues, and better sales. By the 1990s, the music industry was down to six major music labels—BMG, EMI, Polygram, Sony Music, the Universal Music Group, and Warner Music.

			The consolidation process continued. After cannibalizing their smaller competitors, the major labels were themselves absorbed by international conglomerates. Seagram, a Canadian whisky distiller, purchased Polygram in 1998. By that time, Polygram had already absorbed such familiar labels as A&M, Motown, and Def Jam. When Seagram faltered in 2000, Vivendi, a conglomerate that started out as a French water company during the days of Napoleon III, purchased its entertainment holdings.

			The same thing happened in the movie business. Pixar, LucasArts, Marvel, and 20th Century Fox used to be independent movie studios; now they all belong to Disney. There are benefits to consolidation. With Disney signing the checks, there’s plenty of money for the next Toy Story, Star Wars, and X-Men movies.*3 Kevin Feige doesn’t need to worry about the special effects for the next Avengers movie; Disney Studios has nearly endless resources.

			
			On the other hand, the same executive board that approved Mary Poppins Returns now has creative control over Deadpool. While Disney Corporation has exercised meticulous stewardship over Mickey Mouse’s image, many Star Wars fans would argue that Luke Skywalker hasn’t fared as well.

			Disney isn’t the only giant to emerge from the consolidation of the movie business. Sony Corporation owns Columbia Pictures, MGM, and TriStar. James Bond, Jumanji, and The Last Dragon now belong to Sony.*4

			As for video games, an industry that’s still in its forties, a period of turbulent consolidation began during the post–PlayStation 2 era. There’d always been churn, and predatory companies were nothing new,*5 but the skyrocketing cost of creating blockbuster games left several small and midrange publishers unable to compete.

			
				There was a time when there might be ten people working on a game. Now companies like Ubisoft have multiple teams on a single game. Ridiculous as it sounds, you can have 500 people working the same game.

				—Andrew Reiner

			

			Pac-Man creator, arcade operator, and console kingmaker Namco hit tough times and merged with a Japanese toy and video game giant named Bandai in 2006. In 2009, Koei, a boutique publisher known for its impressive line of historical simulations, merged with Tecmo, creator of the Ninja Gaiden and Dead or Alive games. Like their counterparts in music, professional sports promotions, motion pictures, and book publishing, many video game companies had to consolidate to survive.

			
			I was at Crystal when Jeremy Heath-Smith introduced Tomb Raider. Jeremy was the CEO founder of Core Design.

				He brought this really cool adventuress and introduced her to the world via the PC and Sega to start, and eventually Eidos bought Core, and that’s how Eidos came in control of Lara Croft. At the time I was the president of Crystal Dynamics. That was maybe in ’96, and we eventually sold Crystal Dynamics to Eidos in 1998.

				Eidos was doing a whole roll-up. They bought a number of companies and signed a number of public agreements. They bought Ion Storm. They bought Domark. They signed a long-term deal with Looking Glass for Thief; that was a big deal. Eidos would acquire or purchase part ownership of the companies in order to get their properties.

				Around that time, when I was leaving Crystal Dynamics, we were in the process of trying to find somebody to buy Eidos. Eventually Eidos was forced to sell itself to SCi [Sales Curve Interactive] in the U.K.

				They got Eidos for a song.*6 It was a terrible deal. Sales Curve ultimately sold it to Square Enix.

				—Rob Dyer

			

			Consolidation wasn’t the only mechanism thinning the number of game publishers. Acclaim Entertainment, a company that once rivaled Electronic Arts in size and earnings, went under in 2004. Founded by a team that included former Activision executive Greg Fischbach, Acclaim first rose to prominence importing Japanese games for the Nintendo Entertainment System.

			While other successful publishers like Konami and Tecmo had trouble making the transition from the NES to the Super NES, Acclaim remained at the top largely based on the popularity of the licensing agreements it had for properties like WWF/WWE professional wrestling, The Simpsons, and Midway arcade games.

			
			Acclaim was a company whose approach was more marketing- than development-led and whose access to the market met with great success for a period of time through licenses, whether it was the WWF, The Simpsons, Terminator, South Park, Mary-Kate…you know, all of these things.

				It was a licensed approach that worked very, very well.

				—Rod Cousens

			

			The first crack in the Acclaim empire appeared when 20th Century Fox awarded The Simpsons to its newly formed interactive arm in 1996. In truth, having released a long string of subpar Simpsons games over the years, Acclaim had mostly run the license into the ground. In the three years leading up to Fox yanking the license, Acclaim published Bart vs. the Juggernauts, Bartman Meets Radioactive Man, Bart’s Nightmare, Krusty’s Fun House, Bart & the Beanstalk, Virtual Bart, Itchy & Scratchy in Miniature Golf Madness, and The Itchy & Scratchy Game.

			
				If I had to state one single factor [that led to Acclaim’s problems], it was product.

				I mean, there were lots of reasons…greed, fiscal management, et cetera, but I would say the overriding thing was product.

				—Rod Cousens

			

			In 1994, WMS opened its own publishing arm, Midway Games, and Acclaim lost its Mortal Kombat and NBA Jam licenses. Then, in 1995, the World Wrestling Federation jumped ship as well, signing a contract with California-based THQ.

			Undeterred, Acclaim execs searched for new properties, inking deals to do games based on Batman, Mary-Kate and Ashley, South Park, and Extreme Championship Wrestling. Acclaim struck gold with Turok: Dinosaur Hunter in 1997, but its halcyon days had ended and the company ultimately declared bankruptcy in 2004.

			
			THQ, the company that took over the WWF license, followed closely in Acclaim’s footsteps, making games based on Disney, DreamWorks, and Nickelodeon cartoon properties. Switching to THQ was a smart move for the WWF and its chairman, Vince McMahon: THQ’s professional wrestling games both looked and sold better than Acclaim’s old games. In 2010, McMahon signed an eight-year contract granting THQ exclusive interactive game rights.

			THQ, however, would not survive long enough to complete the new licensing agreement.

			In a 2006 New York Post article, a reporter noted that of the top ten highest-valuated video game publishers, only THQ (number eight on the list) carried a valuation of under $1 billion. The reporter questioned why THQ, with its popular wrestling and SpongeBob licenses, carried such a low valuation.

			
				THQ’s products were heavily licensed. Licensing will kill you if you’re not getting scale because you’ve got minimum royalties you’ve got to pay. That’s great if you pass that quickly and you start driving business once your minimum guarantee has been met.

				They just couldn’t get out from under that, and it took them out in the end.

				—Peter Moore

			

			Licensing intellectual properties from companies like Disney and DreamWorks is expensive, and the once-reliable market for movie-based games began drying up during the PlayStation 2 era. Up, WALL-E, Megamind, and Kung Fu Panda 2 found diminishing markets. THQ treated Nickelodeon more respectfully than Acclaim treated The Simpsons, but having published eight Rugrats games and an astounding nineteen games based on SpongeBob, THQ oversaturated the market for games based on Nickelodeon properties.

			In 2011, THQ lost over $100 million. Then it lost another $200 million the following year. In 2012, the board of directors replaced long-standing CEO Brian Farrell with Jason Rubin, the highly respected co-founder of Naughty Dog, but there was no saving THQ. Hundreds of millions of dollars in debt and shedding licenses, THQ filed for Chapter 11 bankruptcy protection at the end of 2012.

			
			Consolidation may have killed off several respected publishers, but it also afforded the survivors greater leverage. In the 1990s, at a time when Square, Enix, Koei, Tecmo, Eidos, Crystal Dynamics, THQ, and Acclaim were independent and healthy, hardware manufacturers like Nintendo had so much control that they occasionally muscled publishers into giving up exclusive rights to their games.

			Post-consolidation, companies weren’t as willing to sign exclusive deals as they once were. Square Enix began publishing its Final Fantasy games on Xbox and PlayStation. Starting with Metal Gear V, the Metal Gear series has been available on Xbox. With three consoles, a thriving personal computer market that includes services like Steam and the Epic Store, handheld game systems, and smartphones, companies now stand to make more money spreading their A-list titles over multiple platforms.

			This, in turn, makes having a healthy library of first-party games like Mario, Halo, and Gran Turismo more important than ever. With Electronic Arts, Activision, Konami, Capcom, Rockstar, and other publishers insisting on spreading their A-list games across multiple platforms, Sony, Nintendo, and Microsoft are now forced to create their own must-have exclusives.*7

			In the meantime, newly “hardware-agnostic” companies like Rockstar and Square Enix have found ways to create console-exclusive content while publishing games across multiple platforms. When it comes to the Final Fantasy games, Square Enix sometimes releases them for PlayStation first, then later for Xbox. Companies like Namco and Capcom may agree to add special characters such as Halo’s Master Chief as exclusive content to a console-specific version of their fighting games. Other companies agree to create exclusive downloadable content such as new missions for their games. The PS5 version of Rockstar’s next GTA, for instance, could include a special mission not found in other versions.

			
			When Eidos rebooted the Tomb Raider series, it agreed to give Microsoft exclusive rights to two downloadable chapters, much to the chagrin of Rob Dyer, Sony Computer Entertainment America’s newly appointed vice president of publisher relations…and former president of Crystal Dynamics.

			
				I was there at PlayStation and very upset when they did the exclusive deal with Microsoft. That was very frustrating because it was my heritage, and because Tomb Raider had been an exclusive on PlayStation at one point.

				—Rob Dyer

			

			Starting with Wii, PlayStation 3, and Xbox 360, exclusive content largely replaced exclusive games.

			
				That’s why Sony and Microsoft will do deals, because they want the exclusive for GTA. They want the exclusive for Call of Duty.

				I mean, I was watching the PS5 launch the other night and the exclusives. The software publishers are carving up the game design. They’re not making the IP exclusive, but they’re making dedicated game design for a platform for a period of time.

				—Rod Cousens

			

			
				The “Woodstock” of Generation Seven

				
					Jim Cush…, 34, donned his 65-pound Master Chief costume for the launch event. Cush, who took the day off from his IT job to wait in line outside the Best Buy in Manhattan, said he plans to play Halo 3 through the night (and take tomorrow off). He’ll probably be one of Tuesday’s many workplace casualties—more than 4 million people pre-ordered the game.1

				

			
				The original goal was to have a Halo game ready when Microsoft released Xbox 360. When it became clear Halo 3 would not be ready in time, Microsoft landed an impressive exclusive from Epic Games, Gears of War. Several critics described Gears as the best game of the 2006 holiday season, but it didn’t have nearly as big a following as Halo. Microsoft went on to sell nearly 6 million copies of Gears of War.

				The following year, Microsoft unleashed its marketing machine for the release of Halo 3. There was the dramatic E3 trailer—this time set on an African savanna. There was the expanded beta test—800,000 people participated—and a convoluted augmented-reality campaign. There were promotional partners, 7-Eleven and Mountain Dew in particular.

				And then, of course, there was a big launch event. Bill Gates handed out the first copy at a Best Buy in Bellevue, Washington.*8 There were the typical long lines, the articles about the big lines, the TV crews filming the lines and interviewing gamers, and people wearing Master Chief costumes. The GameStop in Universal City, California, sponsored a Halo trivia contest, and members of the Miami Dolphins team signed autographs at a local Circuit City.

				Wired published an article describing how the Halo 3 launch went in Manhattan:

				
					Carl Gunther, an ex-Marine and 15th in line, gets an arm massage before he gets his hands on the new game. Gunther said he’s flying out of town Tuesday morning for work as a game tester, but is hoping to play Halo 3 on the televisions in the airport bar. “My father waited in line for Star Wars and Woodstock,” Gunther said. “[Halo 3] is like our Woodstock.”

					
					Fans watch scenes from the new release high above the crowd on a 10-foot-by-6-foot screen.

					Joe Meehan…and Chase Stone enjoy free samples of Halo 3–branded Mountain Dew Game Fuel as they wait in line to buy the game so they can “finish the campaign.” Both say they will pause their play of Guitar Hero and Gears of War to try out a game featuring customizable armor and a new type of grenade.2

				

				Halo 3’s sales exceeded the most optimistic predictions. Microsoft released Halo 3 on September 25, 2007, selling well over 2 million copies in the first twenty-four hours, reportedly grossing over $170 million in the United States and setting the new record for any entertainment property.*9 Within two weeks of its launch, Microsoft sold over 5 million copies of Halo 3 worldwide. It was the bestselling game of the year in the United States.

			

			
				The Last of the Great Exclusives

				
					One of my favorite memories of working at Konami and Kojima Productions was walking around Tokyo after hours listening to the weekly 1UP Yours podcast. It was hosted by a legendary crew including John Davison, Andrew Pfister, Garnett Lee, and Luke Smith. They really had their finger on the pulse of the games industry in the mid-2000s.

					One heated topic of debate was PS3 versus Xbox 360. Shane Bettenhausen [a co-host] would almost always defend Sony. He’d swear up and down that Final Fantasy, Devil May Cry, and Resident Evil would never appear on Xbox 360, but one by one, they did.

					—Ryan Payton

				

			
				The PlayStation brand has never had a mascot. Sony Computer Entertainment America created a virtual spokesperson called Polygon Man in pre-launch ads before releasing the original PlayStation, but he was a spokesperson, not a mascot. He never appeared in a game.*10 Since Nintendo had Mario and Sega had Sonic, people expected Sony to adopt a mascot as well, but Ken Kutaragi eschewed the idea. Sony promoted the Crash Bandicoot games and their eponymous protagonist appeared in PlayStation brand commercials, causing people to assume Crash had become Sony’s new Mario, but when asked about it, Kutaragi insisted Crash was not Sony’s mascot.

				Crash Bandicoot was just the first of many exclusive games Sony promoted. PaRappa the Rapper, the Final Fantasy games, and Lara Croft took turns going through the revolving door of characters temporarily promoted by Sony.

				In 2008, PlayStation’s momentary mascot was an aged supersoldier named Solid Snake, protagonist of the upcoming exclusive called Metal Gear Solid 4: Guns of the Patriots. At a time when exclusive games were getting harder and harder to find, Sony’s lock on MGS 4 presented a serious dilemma for Microsoft’s Xbox division.

				
					Metal Gear Solid 4 was a lightning rod for console war debates and controversy. The game was arguably the most ambitious—and anticipated—PS3 game at the time, and Sony fans desperately hoped it would be their generation-defining killer app. In fact, Microsoft even ran an advertisement in Konami’s E3 pamphlet publicly asking Kojima-san [creator Hideo Kojima] to bring MGS 4 to Xbox 360.

					It was a wild time. I personally received death threats from angry PS3 fans over fears that we would ship MGS 4 on Xbox 360.

					—Ryan Payton

				

			
				The prevailing belief around the industry was that Sony must have secured an exclusive deal for the game. It wasn’t true. Had Kojima chosen to port the game to Xbox 360, his bosses would surely have approved the decision, but he wasn’t ready to make the jump.

				With publishers like Rockstar, Capcom, and Square Enix going platform agnostic, the idea of Konami voluntarily reserving its iconic Metal Gear franchise for PlayStation without some sort of incentive was mind-boggling. As Kojima mulled over his decision, Konami assembled an R&D team to see if the game could even run on Xbox hardware. The results surprised everybody.

				
					Despite how downtrodden my colleagues were with developing on PS3, most of them were still hardcore Sony fans and were not in favor of spending resources on such a test. They believed MGS 4 would look and run terribly on Microsoft’s older and inferior hardware.

					One fateful day, the Konami R&D team hosted a meeting where we got to see the fruits of their labor—Metal Gear Solid 4 running beautifully and smoothly on an Xbox 360. As one of the few unabashed Xbox fans in the office, I was excited.

					—Ryan Payton

				

				In the end, the game remained a PlayStation 3 exclusive partially because of the Xbox 360’s most obvious technological deficiency: its reliance on DVD media. Taking up nearly 50 GB of space, the game was too big to fit on a single-layer Blu-ray and far too big for a standard DVD disc. Capitalizing on the additional storage space, Sony even authorized Konami to publish the game on a double-layer disc—the first PS3 game published on one.

				In 2008, with Microsoft in second place and Nintendo creating an insurmountable lead, PlayStation executives celebrated rare victories as best they could. Speaking about the upcoming MGS 4 launch, Jack Tretton touted Kojima’s decision to retain Metal Gear Solid 4 PS3-exclusive as proof that Sony had the technologically superior console.

				
				Metal Gear Solid is not only exclusive on PS3; it’s only possible on PS3 thanks in part to Blu-ray.

					—Jack Tretton

				

				And so for a short time, Solid Snake, the hero of the Metal Gear games, became the de facto face of PlayStation 3. He appeared on magazine covers and strutted across Sony commercials. Xbox users still held out hope that MGS 4 would migrate to Microsoft. When a U.K. retailer inadvertently posted a price for an Xbox 360 version of the game online, it caused an international stir.

				More important, Metal Gear Solid 4 gave Sony a much-needed boost, especially in Japan, where it caused a weeklong spike in PS3 sales—from an average of 10,000 consoles per week to nearly 80,000.

			

			
				Rockstar Rules

				
					If I told you someone was making a game based on the movie The Warriors, would you be interested? I mean, reviving a seventies movie; that’s old.

					Now what if I told you Rockstar was making it? Now you’re interested.

					—N’Gai Croal

				

				Tetris, Pokémon, and Mario 64 were the bestselling games of the 1990s. Final Fantasy VII, Lemmings, Sonic The Hedgehog, and Gran Turismo made it onto the list, but Nintendo dominated the bestsellers list in the 1990s. By 2000, post-consolidation companies started crowding hardware manufacturers off the list. Guitar Hero III: Legends of Rock was the bestselling game of the decade and GTA: San Andreas came in ninth. Three Call of Duty games made the list as well.

				
				Eight of the top ten games from 2009 to 2019 were from the Call of Duty series. There wasn’t a single Nintendo game on the list. The only games on the list that didn’t have Call of Duty in their titles were the number nine game, Minecraft,*11 and the number one game, Grand Theft Auto V.3

				Rockstar may have lagged behind Electronic Arts, Activision, Ubisoft, and several other companies in stock market valuation and number of products, but there was a prestige to Rockstar. People said Nintendo had an unassailable hold on the kids’ market. By 2010, Rockstar had developed a similar hold on adult games.

				
					The first day of E3, when people were standing in line to get in, Andy Mac [Andy McNamara, former editor in chief and founder of Game Informer] and three other Game Informer writers brought two boxes of the new issue, which had not debuted yet. We started handing it out.

					Grand Theft Auto: San Andreas was on the cover.

					People started losing their minds. There were thousands of people trying to get in, and you heard the line start erupting that there’s a new Grand Theft Auto.

					We had the biggest story at E3 that year with that cover because the game wasn’t at the show.

					—Andrew Reiner

				

				Rockstar’s notoriety was as important to this success as the quality of its games. If the Grand Theft Auto games troubled critics like Senator Joseph Lieberman, other Rockstar games such as Manhunt, which added a visceral level of intimacy to the murder and mayhem, drove them positively apoplectic.

				In Manhunt, players controlled a death row inmate named James Earl Cash as he is unleashed in an urban wasteland filled with lunatics and criminals. His mission is to sneak up on enemies and murder them so that their deaths can be recorded by a snuff ring. In typical Rockstar fashion, Manhunt pushed the boundaries of morality, but the game was brilliantly executed.

				
				Games like Manhunt don’t necessarily need an enormous marketing budget to succeed; they drum up so much controversy that a certain percentage of the market is bound to purchase them. This wasn’t Custer’s Revenge for the Atari 2600 or Night Trap for 3DO and Sega CD—B-grade games that would have died unnoticed had moral authorities ignored them.*12 Manhunt was challenging, deeply disturbing, and well made.

				Not everything Rockstar published was controversial. That was part of the company’s mystique. It wasn’t just some shock-driven publisher. Sure, the company published Bully and Manhunt 2, but it also published the Midnight Club racing games, Rockstar Games Presents Table Tennis, and Beaterator.

				At one point it looked like Rockstar had the Midas touch. In 2004 the company published Red Dead Revolver, the video game equivalent of a spaghetti western, and sold nearly a million copies. Seven years later, Rockstar showed there was a market for interactive mysteries with L.A. Noir.

				When Rockstar announced plans for the next installment in the Grand Theft Auto series in 2007, expectations were high. Grand Theft Auto was a sure thing with an instant audience, but Dan Houser, the lead writer of all things GTA, wasn’t big on doing the same thing twice. He wanted to create something new.

				
					You know you’re going to get something crazy and something that you haven’t seen before every time Rockstar releases a game.

					When we agreed that we would put Grand Theft Auto IV on our cover, we had no idea what it was. They were very secretive about everything; we just knew that it was the next entry in the Grand Theft Auto series.

					
					We didn’t meet at Rockstar’s office, which I was already confused by. We met in the penthouse of a New York skyscraper. So Dan Houser shows up, and rather than talking to me, he shakes my hand and says, “Reiner, come here,” and we walk over to one of the windows. We’re looking out and he asks, “What do you see?”

					I’m already intimidated because this is a visionary game creator, and he was being visionary in the moment. He is leading me along to show me something that’s important, and the spotlight’s on me.

					I said, “Um…New York City.” I didn’t know what else to say.

					He asked, “What else do you see?” and I responded, “Life?”

					He said, “That’s exactly it. This is what we’re doing for Grand Theft Auto IV.”

					—Andrew Reiner

				

				GTA 4 delivered on Houser’s promise to give people New York. Where Grand Theft Auto: San Andreas had given players breadth—three cities and open desert between them—GTA 4 went deep with Liberty City. The GTA version of New York City included taxis, trains, helicopters, and a city that seemed to exist whether or not the player was there to explore it. The game also included an online mode that allowed up to thirty-two players to explore the city, battle each other, or create their own criminal empires.

				At a time when selling 2 million copies made games a hit, Rockstar sold 3.5 million copies of GTA 4 the day it released. Rockstar sold an astounding 25 million copies over the life of the game. It was the bestselling video game of all time until 2013, when Rockstar released Grand Theft Auto V.

				Returning to locales originally designed for GTA: San Andreas, GTA 5 gave players more of everything. For the first time there were three protagonists instead of one. Like GTA 4, GTA 5 had an online component that introduced online activities with names like Car Jack City, Turf Wars, and Mafia Work. Originally released for Xbox 360 and PlayStation 3, the game was updated and rereleased on Xbox One and PlayStation 4.

				
				Rockstar set a world record by selling 3.5 million copies of GTA 4 within twenty-four hours, then shattered that record by selling well over 11 million copies of GTA 5, and the game just kept selling. Rockstar shipped 29 million copies of the game in the first month and a half.

				Grand Theft Auto V was released on September 17, 2013. By the end of 2014, Rockstar had shipped 45 million copies of the game worldwide. And the sales continued.

				
					Rockstar’s Grand Theft Auto V continues to sell like gangbusters despite having launched six years ago at the end of a different console generation. One suspects it will continue to do so into the next.*13 And one can’t help but wonder why, with all these copies sold, Rockstar Games doesn’t release some single-player DLC [downloadable content].

					After all, the game has sold over 110 million copies at this point,*14 a truly staggering sum.4

				

			

			
				To Michael

				In 2011, as PlayStation 3 began overtaking Wii and Xbox 360, Sony produced a television commercial that truly defined the seventh generation of video games.

				The commercial begins with a pair of World War II paratroopers landing in a wooded area. The sounds of combat can be heard in the background as they approach a stone cottage. Once inside the cottage, the World War II trappings melt away as the soldiers leave their machine guns and helmets beside futuristic-looking weapons on a rack.

				
				Having left their weapons behind, the paratroopers enter a saloon populated by twenty-five characters from the world of video games, most of them from PlayStation exclusives. Nathan Drake from the Uncharted series stands at the bar telling Lightning from Final Fantasy XIII about the day a mysterious he saved him from a plane crash. His hands shimmering with their signature electrical arc, Cole MacGrath from Infamous explains how “when half the city hated me, and the other half wanted me dead, he brought out my good side.” The commercial includes cameo after cameo: Sackboy from LittleBigPlanet, Kratos from God of War, Chell from Portal, Sweet Tooth the crazed clown from the Twisted Metal games, and the aged Solid Snake from Metal Gear IV.

				Not all of the characters are exclusive to Sony. Ghost from the Call of Duty games is there, and the two paratroopers harken back to the early days of Call of Duty as well. A glowing-eyed Little Sister from BioShock lurks in the shadows, and Altaïr Ibn-La’Ahad of Assassin’s Creed is among the crowd. All of the characters have a similar story: When all was lost—when Drake was going to die in a plane crash, when no one would stand up to Zeus, when the Templars killed off Altaïr’s family, when the soldiers were pinned down on Omaha Beach—the mysterious Michael rescued them.

				The bartender holds up Michael’s picture, revealing a nerdy, normal kid holding a PlayStation controller, as all of the characters shout, “To Michael.”

				“We wanted to do a spot that was really big and spoke to gamers in their own language. About once a decade somebody nails that. We wanted to do it for the PS3,” said Deutsch Inc. creative director Jason Elm. Deutsch, the firm handling the PlayStation advertising account, didn’t just nail the voice of gamers; they demonstrated why PlayStation deserved to be on top.

				Nintendo’s cast of characters included Mario, Link, Luigi, Kirby, and Donkey Kong…maybe Star Fox and Yoshi. Peach and Daisy had never headlined their own games. The Pikmin and Pocket Monsters had popular games, but they were too cuddly to populate a saloon. The Super Smash Bros. games featured enough characters to populate an entire department store, but most of them were fairly minor characters—a Mii, King Dedede, Mr. Game & Watch. As Kaz Hirai had rightly noted, having attracted such a broad audience to Wii, Nintendo lost much of the appeal it held for the hardcore crowd.

				
				Microsoft had its army of Spartans. To this day, many people consider Halo 3 one of the greatest games of all time, but other than the Spartans of Halo and the Gears of Gears of War, Microsoft didn’t have enough recognizable protagonists to fill a bar.

				With its “To Michael” television commercial, Sony staked its claim on the true gaming audience. It reminded gamers that when it came to exclusive games for the core gaming community, PlayStation still reigned supreme.

				Despite the arrogance, the sacking of Ken Kutaragi, the hard-to-program hardware, the E3 blunders, and the overpriced hardware, Sony still understood its core audience better than its competitors did. Sure, the company made a litany of mistakes in generation seven, but the people running the PlayStation brand paid close attention and learned from those mistakes.

				During the next generation it would become all too obvious that Nintendo and Microsoft had not paid close enough attention to Sony’s mistakes.

			

		

		
			Skip Notes

			
				*1  Before the music industry went digital, chain stores like Tower Records, Sam Goody, Peaches Records, and Silver Platters could be found in every major city and shopping mall. The advent of MP3 players and iTunes drove most of those stores to extinction. Similar evolutions are happening with bookstores and movie sales.

			

			
				*2  This led to federal investigations of the payola scandal and allegations about bribes.

			

			
				*3  As of this writing, the Walt Disney Company is $64.4 billion in debt. Time will tell if another evolution has begun.

			

			
				*4  The same thing has happened in books. The first volume of The Ultimate History of Video Games was published by Prima, which was purchased by Random House in 2001. Random House merged with the Penguin Group in 2013. There was a time when Viking, Penguin, Knopf, Random House, and Doubleday were competing publishing empires. They’ve now been folded into one company, Penguin Random House.

			

			
				*5  The classic example of predatory practices in game publishing involves Jack and Sam Tramiel, the owners of Atari from 1984 to 1996. They allegedly hired independent developers to create games, stalled payments until the developers were desperate for cash, then purchased the companies they’d distressed at fire sale prices.

			

			
				*6  In this case “a song” means £74 million.

			

			
				*7  At the time of this writing, Microsoft had just purchased Bethesda, giving it exclusive rights to such important properties as Doom, Skyrim, and Fallout.

			

			
				*8  Best Buy’s Bellevue location is the chain’s closest store to Microsoft’s Redmond campus.

			

			
				*9  The video game industry has a long history of “record-breaking” launches. In 1999, when the U.S. Dreamcast launch generated $45 million in sales, Sega claimed it was a new world record. The previous record-holder was Star Wars: Episode 1—The Phantom Menace, which brought in $28 million on its opening day.

			

			
				*10  Polygon Man never appeared in any games on the original PlayStation. In 2012, Sony Computer Entertainment published a Super Smash Bros.–style fighting game called PlayStation All Stars Battle Royale for PlayStation 3 and PlayStation Vita (a Sony handheld). Polygon Man was the final boss in the single-player mode.

			

			
				*11  Minecraft would go on to become the most-played game in history.

			

			
				*12  At the time it was created, Night Trap worked better as a technology showcase than as a game. For a 1980s attempt at merging live-action video and interactivity that originally streamed on a modified ColecoVision, it was fairly impressive. By the time of the 1993 hearings of violence, it was a bit passé.

				Also, the uninformed criticism about Night Trap being a sadistic game in which players terrorized scantily dressed coeds was incorrect; the player’s job was to save the coeds, almost all of whom were modestly dressed. Had it not become one of the poster children of the 1993 congressional hearings, Night Trap would have gone the way of Man Enough and Kris Kross: Make My Video.

			

			
				*13  Rockstar has already announced plans to port GTA 5 to PlayStation 5 and Xbox Series X.

			

			
				*14  This article was written in 2019. As of the writing of this book, Rockstar reports having shipped 130 million copies.

			

		

	
		
		
			
			CHAPTER 17 ▶

			ELECTRONIC ARTS ACTIVISION:

			THE BIGGEST PUBLISHER IN GAMES

			
				EA also bought Origin Systems in 1992.1

				Electronic Arts will buy Maxis in swap.2

				Electronic Arts buys Westwood Studios.3

				Electronic Arts buys DreamWorks Interactive.4

				Electronic Arts buys Mythic Entertainment.5

				Electronic Arts pays $860 million for BioWare, Pandemic Studios.6

				Electronic Arts buying PopCap Games for up to $1.3 billion.7

				Visceral Games joins a long list of studios closed by EA.8

				Electronic Arts CEO John Riccitiello is very sorry about what happened to Bullfrog. And Westwood. And Origin Systems.9

				The voters have spoken: EA is your worst company in America for 2012!10

			

		

	
		
		
			
			Two Empires Are Born

			It’s probably not a coincidence that the founders of Electronic Arts and Activision created their companies stating the same goal. There’s no question that Trip Hawkins of Electronic Arts and the “Gang of Four” who founded Activision hoped to make a lot of money, but the mission statement they repeated to the press was that they wanted to see game designers treated fairly and given credit for their work.

			In Activision’s case, treating game designers like stars was a bit less altruistic: The company was founded by four game designers who’d defected from Atari, where they were poorly paid, received no recognition for their work, and were forbidden to take credit for the games they designed. The event that led to their defection was Warner Communications’ acquisition of Atari in 1976. When Atari founder Nolan Bushnell and his team of carefree Californians ran the company, most of the employees considered it a fun place to work. Then Warner replaced Bushnell and his executive staff with East Coast corporate types, dramatically changing the culture.

			With the 1977 launch of the 2600, Atari divided into two divisions—arcade and consumer. The arcade division was older, proven, venerable; the new leadership showed its employees a modicum of respect. Arcade designers received bonuses when their games sold well. They were given some degree of latitude because the arcade business paid for the economic experiment that was the consumer division.

			David Crane, one of the inaugural 2600 designers, received a starting salary of $20,000 per year. Warren Robinett, who remained with the consumer division after Crane left, later claimed he was receiving $30,000 per year when he quit. Neither of them received bonuses.

			Bushnell left Atari in 1978 and was replaced by a former vice president of Burlington Industries named Ray Kassar. Having come from the textile industry and having no experience in games or technology, Kassar didn’t appreciate the combination of technical and creative skills that went into designing games. His open disdain for the “prima donna” attitude of the arcade division led to a protracted war. They grumbled and pulled silly pranks. Kassar responded to their misbehavior like a parent with an unruly child.

			
			When it came to the consumer division, Kassar was mostly indifferent.

			
				Ray came on to run the company about a year after I was there. I don’t have positive feelings about him at all. He had no understanding or appreciation of the industry, no understanding or appreciation of fundamental technology. He was destined to run that company into the ground.

				—Alan Miller, former programmer, Atari

			

			Under Kassar’s leadership, Atari’s consumer division became a dismal place to work. At a time when employees were required to design and program their own games, Kassar didn’t allow designers to take credit for them. When Alan Miller, who along with Crane was one of the original game designers for the 2600, came to his office demanding changes, Kassar sent him away.

			Feeling overworked, undervalued, and underpaid, Crane (creator of Outlaw and Canyon Bomber) left Atari in 1979, taking Miller (creator of Basketball) and Bob Whitehead (creator of Football and Video Chess) with him. They formed a partnership with a veteran from the music industry named Jim Levy and founded Activision, the world’s first independent console game publisher. Shortly after Activision opened its doors, Larry Kaplan (designer and the creator of Air-Sea Battle and Bowling) joined. Crane, Miller, Whitehead, and Kaplan were Atari’s original Gang of Four 2600 programmers.

			Activision’s early days were a good-news/bad-news proposition. On the plus side, Crane was generally recognized as the world’s best designer of 2600 games. Whitehead was both a respected game designer and a one-man R&D team. Not even the people who designed the 2600 understood its capabilities as well as he did. With Crane, Kaplan, Miller, and Whitehead running the company, Activision posed a genuine threat. At least, that was how Ray Kassar saw the situation. Regarding its founders as defectors, he attempted to litigate Activision out of existence.

			
			Kassar claimed the 2600 was a proprietary system and therefore competitors couldn’t publish games for it without permission from Atari. He claimed the Gang of Four had broken nondisclosure agreements and sued them for stealing technology. In the end, Activision agreed to pay Atari royalties on its 2600 games and the lawsuits stopped. In the meantime, Crane and company released a long string of hits that included Stampede, River Raid, Kaboom!, and the bestselling 2600 game of all, Pitfall. Having gone from no sales to $160 million in two years, Activision was hailed as the fastest-growing company in U.S. history. The previous record-holder was Atari.

			As Activision conquered the Atari market, a former Apple employee named Trip Hawkins set about writing his own page in Silicon Valley history. Having graduated with a bachelor’s degree in game theory*1 from Harvard and an MBA from Stanford before taking a job at Apple, Hawkins understood how the computer industry operated. He was also a natural-born evangelist, a futurist, and an astute opportunist. When Hawkins considered the computer game market, he saw untapped opportunity.

			Activision achieved success by catering to the burgeoning TV game market; Hawkins preferred the fledgling home computer market.

			At the time, computer stores were mostly small-time operations. Computer games came packaged in plastic bags with primitively printed labels. For the most part, the first great designers in this space were unknown enthusiasts. Believing that computer games would ultimately become a billion-dollar industry and that existing companies had no idea how to tap into such a market, Hawkins envisioned creating a game company with the culture and sensibilities of the big music empires. In the same vein as a record label, his company would attract the best talent by treating its designers like rock stars. Instead of hiding their identities, Electronic Arts would give them celebrity treatment. Instead of shipping their games in sandwich bags, EA would place them in boxes with “album covers.”

			
			Many of the early game designers had their own distribution routes, driving to stores and delivering games from the trunks of their cars. That didn’t fly in Hawkins’s empire. He hired a professional sales force and placed full-page advertisements in magazines. Act like a company that matters, Hawkins reasoned, and the best designers would come to him.

			He was right.

			Danielle Bunten Berry,*2 whose earlier work included Cartels and Cutthroats, wanted in. Bill Budge closed down his entrepreneurial BudgeCo label and began releasing titles like Pinball Construction Set and Raster Blaster through Electronic Arts. The company’s first print ad, with the headline “Can a computer make you cry?,” featured a moody studio portrait of Mike Abbot (Hard Hat Mack), Matt Alexander (Hard Hat Mack), Danielle Berry (M.U.L.E. and The Seven Cities of Gold), Bill Budge (Pinball Construction Set), John Field (Axis Assassin), Jon Freeman (Murder on the Zinderneuf), David Maynard (Worms?), and Anne Westfall (Murder on the Zinderneuf), looking very bohemian in non-matching black shirts. The portrait was trendy and hip even if the subjects of the photograph were anything but. The advertisement included a lengthy passage introducing Electronic Arts as the future of computer games, but the real message was the photograph, which screamed, These people are stars!

			Activision and Electronic Arts shared the same vision of empowering game designers, but their markets couldn’t have been more different. Hawkins didn’t have anything against consoles and arcade ports, but they weren’t ready to play the kinds of games he wanted to make. While Activision made a fortune concentrating on console games, Electronic Arts would focus on home computers until consoles became more powerful.

			
			The arcade business crashed in 1982, and the console business faltered the following year. The fickle public seemed to have lost interest in video games. As luck would have it, Activision’s initial public offering was made on June 9, 1983. The $12-per-share investment became nearly worthless in just a few months.

			
				Jim Levy was criticized because no sooner had Activision gone public than the market fell out from underneath it.

				—Rod Cousens

			

			As the console world imploded around Activision, the home computer industry flourished. Like all Apple II computers, the recently released Apple IIe had a loyal following, and Commodore’s new C64 outsold any computer before it. Hawkins had called it right.

			Back at Activision, a mass exodus began. Larry Kaplan returned to Atari in 1983. Miller and Whitehead left the following year to start a new game company called Accolade. David Crane remained until 1986. Like the others, he left the company but not the industry. Once Nintendo reignited the console business, Crane would go on to create a beloved NES classic called A Boy and His Blob.

			Electronic Arts wasn’t the first company publishing home computer games. Infocom, Sierra, Broderbund, and MicroProse all predated EA, but their marketing practices were strictly Neanderthal compared to Hawkins’s slick operation. Even though they recognized the value of what EA was doing and evolved, none of those companies exists today. Most were bought out. Some closed.

			Electronic Arts rapidly became the biggest fish in the tiny computer games pond. While the home computer market had grown exponentially, it was still an enthusiast market in the early eighties. In 1984, EA made an impressive $18 million in sales, a banner year. By comparison, Activision had sold $60 million worth of games in the declining console market the year before.

			
				
				Feeding the Beast

				While other companies released a slow trickle of games, Electronic Arts burst onto the market with five notable titles: Archon: The Light and the Dark, Axis Assassin, Hard Hat Mack, Worms?, and M.U.L.E. The audacious scope of these first offerings hinted at a company that could publish games across multiple genres. Archon was a strategy game, a precursor to Battle Chess in which the pieces would battle each other for control of spaces.*3 Hard Hat Mack was an arcade-action “maze chase” that combined elements of Donkey Kong and Lode Runner. Axis Assassin was one of the better emulations of the Atari arcade hit Tempest. M.U.L.E., short for Multiple Use Labor Element, was the most important game in the bunch.*4 It was a four-player strategy game that is best described as a real-time strategy game without the combat. Worms? was a strategy game in which players programmed survival skills into mindless creatures.

				All five games received good reviews by the limited computer-covering press of the day and sold reasonably well. In the otherwise drab setting of early 1980s computer stores, their “album cover” packaging attracted a lot of attention. At a time when other computer game companies were still largely as anonymous as book publishers, Hawkins had created a brand. Between the wildfire growth of Electronic Arts and the historic tsunami Nintendo was preparing to unleash on the world, having an established brand consumers recognized would soon matter.

				While Activision mostly languished, Electronic Arts became the computer game equivalent of a conglomerate as it prepared to expand its reach by acquiring studios. EA made its first acquisition in 1987, buying out Batteries Included, a Canadian company that created application software instead of games. Batteries Included was best known for Paperclip, an early word processor.

				
				As the acquisitions continued, Electronic Arts continued finding ways to add star power to games. Still just a year old, EA approached NBA stars Julius Erving and Larry Bird for permission to license their likenesses and names for a new product.*5 The game, One on One: Dr. J vs. Larry Bird, was EA’s first venture into sports.

				One on One: Dr. J vs. Larry Bird was only the beginning. EA expanded to racing simulations with Richard Petty’s Talladega in 1985. In 1987, EA released Earl Weaver Baseball. This was a crucial turn. Earl Weaver was a Hall of Fame manager, not a player. By placing a manager on the box, EA emphasized that the player was running entire teams rather than controlling individual athletes. That change in direction became even more pronounced the following year with John Madden Football.

				In 1989, Sega unveiled its Genesis console for the U.S. market, leading Trip Hawkins to reconsider his view of video game consoles. In his view, prior hardware released by Atari and Nintendo had been toys. Genesis, in his mind, did what the Nintendo Entertainment System didn’t. It could power a recognizable football game.

				EA’s initial foray into console games began with ports of computer games including Zany Golf, Populous, and 688 Attack Sub. Next came the sports games, Lakers Versus Celtics and the NBA Playoffs, followed closely by Madden Football.*6 Hawkins worked closely with Michael Katz during his short stint as the CEO of Sega of America. When Tom Kalinske replaced Katz, Electronic Arts expanded its Genesis offerings. Largely ignoring the release of the Super NES, EA aggressively courted the Genesis audience with military games (Desert Strike), sports games (Madden, NBA Live, NHL Hockey, PGA Golf, FIFA), driving games (Road Rage), and more. With Nintendo of America and Sega of America battling for market share, Electronic Arts established itself as a kingmaker.

				
				In 1991, Electronic Arts acquired a Canadian company called Distinctive Software. This was a crucial moment in EA history. Co-founded by seventeen-year-old Don Mattrick, Distinctive Software would be rebranded as “EA Canada” or “EA Vancouver.” FIFA Soccer, SSX, Fight Night, EA Sports UFC, and several other major games would be created in the organization that began as Distinctive Software.

				Trip Hawkins stepped down as the CEO of Electronic Arts in 1991 to concentrate on his next big venture, the creation of the 3DO Multiplayer. Larry Probst, EA’s senior vice president of publishing, replaced him. Where Hawkins had been evangelistic, visionary, and very public, Probst worked more steadily behind the scenes. Hawkins was the enthusiast; Probst was more of a businessperson. Hawkins was the perfect founder; Probst was a builder of empires.

				By this time, Electronic Arts had all but abandoned its vision of promoting game designers. It had become a business, a big business, better run than Atari or Activision, but just as soulless. Under Larry Probst, EA scrutinized the bottom line of every project while maintaining quality standards. A few disasters slipped through the net, but for the most part, the Electronic Arts name promised quality.

				EA’s next big acquisition, its biggest to date, would be the 1992 buyout of Origin Systems. Taking over Origin was a gamble. Started in 1983, the same year EA opened its doors, Origin was founded by a legendary computer game creator named Richard “Lord British” Garriott. It had begun as the home of Garriott’s Ultima role-playing fantasy adventure games. By the time of the acquisition, the company’s best-known products were its Wing Commander space combat games.

				In 1995, Electronic Arts purchased Bullfrog Productions, the British game studio co-founded by one of the computer gaming world’s brightest stars, Peter Molyneux. With Bullfrog came many of the most iconic computer games of their day: Populous, Syndicate, Theme Park, and Dungeon Keeper.*7

				
				And the acquisitions continued. Electronic Arts bought out Maxis in 1997, giving it control of Will Wright’s pioneering SimCity, SimAnt, and SimWorld games. In 1998, EA purchased Florida-based Tiburon Entertainment, the studio that produced the Madden NFL games. When Virgin Interactive Entertainment buckled, Electronic Arts bought Westwood Studios, giving it control of the Command & Conquer real-time strategy franchise. The timing was auspicious; the RTS genre was almost as popular as first-person shooters at the time.

				Probst expanded EA’s distribution channel as well, purchasing companies such as DROsoft in Spain, Kingsoft in Germany, and a Swiss firm named ABC Software. Electronic Arts formed a strategic partnership with Square Soft in Japan, and forged other alliances as well. Electronic Arts’s net revenue rose every year: $531 million in 1995, $587 million in 1996, $673 million in 1997, $908 million in 1998. And in 1999, Electronic Arts broke $1.2 billion in revenues.

			

			
				Hostile in the Most Positive Way

				Activision continued to struggle throughout the 1980s. The company had an image problem: Its name was inextricably connected with Atari’s.

				
					It used to be that you tried to hide it if you worked at Atari. When companies saw Atari on your resume, they wouldn’t hire you.

					That’s all changed now. These days having worked at Atari is a badge of honor.

					—Rod Cousens

				

			
				In 1988, as part of an effort to rebrand, Activision CEO Bruce Davis changed the company’s name to Mediagenic. Computer games were still published under the Activision label, but Davis tried to expand the operation to include business applications. The move didn’t take. By 1990, the only thing keeping Mediagenic afloat were Activision products such as computer ports of arcade hits from companies like Sega and the occasional NES game. Then the unthinkable happened; Mediagenic became the target of a hostile takeover by a young corporate raider named Robert Kotick.

				Kotick was the quintessential serial businessperson. He was tough, smart, and ruthless, as different from EA’s Hawkins and Probst as they were from each other. Kotick was the corporate equivalent of a drill sergeant in the Marine Corps. When he smelled blood, he attacked. What other businesspeople dismissed as weakness, Kotick interpreted as opportunity.

				When he looked at Activision, he saw endless opportunity.

				
					Just as in Hollywood, successful executives in the videogame industry are ultimately judged for their ability to back the right creative talent. Movie mogul Jeffrey Katzenberg, an old pal of Kotick’s, marvels at his friend’s knack for green-lighting winners. To understand today’s videogame industry, Katzenberg suggests, you first need to unravel the mystery of its most unlikely success—a man he fondly calls “a crazy, ambitious, funny lunatic.”11

				

				In 1990, however, Kotick was an unknown commodity whose behavior seemed overly aggressive and erratic. He founded a company called Arktronics that developed an early graphical user interface program called Jane, then dropped out of college. He attempted to buy out Commodore International, the company that manufactured the Commodore 64 computer. When that fell through, he orchestrated the buyout of Leisure Concepts Inc., the licensing company that ultimately imported the Pokémon and Yu-Gi-Oh cartoons.*8

				
				He bought his way into Leisure Concepts in June 1990 and left later that year, leveraging his shares of Leisure to buy a 25 percent share of the ailing Activision. If the rumors are true, Kotick took over Activision for a paltry $440,000.

				As takeovers go, Kotick’s seizure of Activision was about as hostile as they come.

				
					There was a Canadian private equity company that owned 25 percent of the stock. The stock hadn’t performed well for a long period of time, and Bobby Kotick went up to Canada and got a hold of that stock.

					While he didn’t become the majority shareholder, he became the biggest shareholder, and he demanded a seat on the board. He was backed by Steve Wynn.

					Steve Wynn orchestrated a meeting between Bobby Kotick, Bruce Davis [the Activision CEO who replaced Jim Levy], and himself in Las Vegas, and he removed Bruce Davis. That’s how it came about.

					I wasn’t in the room, but it was pretty aggressive, I think.

					—Rod Cousens

				

				
					Kotick engineered a deal to fully pay off the company’s senior creditors in a prepackaged bankruptcy while persuading other creditors to swap their claims for equity. With an investment of only $440,000, Kotick, Wynn, Marks, and a fourth partner named Brian Kelly wound up owning a third of the company. Kotick, the new chief executive, held 9% of the stock.

					Kotick had been studying the business model of a game-writing success story, Electronic Arts.12

				

				Kotick began his tenure at Activision by doing the exact thing his predecessors had worked so hard to avoid—he filed for Chapter 11 bankruptcy protection. He then proceeded to reorganize the company in a brutal fashion.

				Anyone or anything that Kotick considered anything short of essential got cut. The layoffs were nearly universal. He abandoned the Mediagenic name in favor of the Activision label, fully embraced the console business, and sold stock to cover past debts. As soon as he had funding, Kotick opened new, more streamlined studios with strict budgets. He also released Activision’s Atari 2600 Action Pack and Lost Treasures of Infocom collections.*9

				
				For the most part, anything that the new Activision released on one platform, it released across every conceivable platform. Pitfall: The Mayan Adventure, an all-new game meant to revive the Pitfall franchise, was released on Super NES, Genesis, Sega CD, Sega 32X, Atari Jaguar, and Game Boy. Return to Zork, an attempt to rehabilitate and modernize Infocom’s text-based Zork series, was released for Macintosh and Windows computers as well as 3DO, PlayStation, and Sega Saturn.

				
					In an industry full of passionate gamers, Kotick stood apart: the guy who never picked up a joystick. (He vaguely recalls enjoying the arcade hit Defender as a teenager. In college he abandoned playing videogames for good.) Still, despite his personal dislike for using his own product, he was determined to make his mark by catering to the needs of deeply passionate game designers. Kotick set out to create a studio system that gave enormous latitude to the gamers dreaming up new hits. Between 1997 and 2003 he bought nine studios and provided seed money for Activision alumni to start others. The studios kept their names and, often, their own headquarters.13

				

				The results of Kotick’s hijacking and attempted resuscitation of Activision were slow to manifest. First came increased respectability as investment analysts noted Kotick’s aggressive cost-cutting and IP-leveraging efforts. The once sloppy company was moving in an aggressive and positive direction from the investor’s perspective, but from the gamer’s perspective, Activision wasn’t exciting. Most of the floor space at its Consumer Electronics Show and early E3 booths was largely dedicated to Shanghai (mahjong) and the MechWarrior series.

				
				Activision games in the mid-1990s tended to be solid, dependable, and formulaic. Its MechWarrior games were good, but they were part of a field crowded with similar titles such as Sierra Online’s Metaltech games and MicroProse’s MechCommander series.*10 The market was glutted with “Mechs.”*11

				By 1995, Activision began experimenting with PC games that would expand its profile. There was Paparazzi: Tales of Tinseltown, a “live-action” CD-ROM game in which players worked as a freelance photographer earning virtual cash by photographing celebrities and odd events for virtual tabloids. In 1996, Activision published another CD-ROM adventure, Spycraft. Beginning to flex previously unknown muscle, the company arranged interviews for certain journalists with two consultants who had helped create the game—former CIA director William Colby and former KGB chief General Oleg Kalugin.

				Starting with Quake II, Activision began publishing games made by id Software—the Dooms, the Quakes, the Wolfensteins, and the Hexens. The id relationship was significant. Not only did id provide Activision with several of its all-time bestselling PC games, it also attached one of the most respected development studios in the business to the Activision name.

			

			
				Activision Becomes a Contender

				
					So Andy [McNamara, founder and former editor in chief of Game Informer] is in Japan all week attending the PS2 unveiling and we’re planning to put Pokémon Yellow on the cover. The reviews are coming in on Pokémon Yellow and the game is going to end up getting a 6.75 out of 10.

					
					It doesn’t feature any new monsters. It doesn’t offer any new challenges. It’s a rehash. It’s a money grab by Nintendo. We were like, “We can’t put this on the cover!”

					The whole time, everyone in the office can’t stop playing this game, Tony Hawk’s Pro Skater. So I made the decision as the associate editor (we were all associates under Andy) to change the cover and put Tony Hawk on it.

					He came back, and I told him what we had done. He said, “You made the right call.”

					I thought for sure he was going to fire me.

					—Andrew Reiner

				

				In 1998, Activision contacted a small Woodland Hills, California, design group called Neversoft for help developing a skateboarding game. Approaching Neversoft was a gamble: The studio had a short list of undistinguished games under its belt. As the game progressed, Neversoft hired a professional skateboarder and stuntman as a consultant. He later lent his name to the game as well—Tony Hawk’s Pro Skater.

				Important events transpired at Activision in 1999. Released at the end of the year, Tony Hawk’s Pro Skater was one of those megahits that no one saw coming. It was the third-highest-selling game of the year, and its sales remained strong into the following year.

				Tony Hawk was already a legend in the X Games and skateboarding world; the Tony Hawk’s Pro Skater series took his name to a much wider audience. When he made appearances at video game conferences and other events, he had a Michael Jordan–like appeal.

				
					The funniest thing is that I ended up not just being his game publicist but his bodyguard. At events, like at E3, I literally would clear the path for him. I’m five-three, and he’s six-three, and it was just hilarious…and ridiculous.

					—Ryh-Ming Poon, former vice president of communications,

					Activision

				

			
				Hawk’s contract stipulated that he would be paid one of two ways for the use of his name and likeness in the game. He could either take a straight payment of $500,000 or a percentage of game sales. Hawk went with the percentage. The Tony Hawk’s Pro Skater franchise has since earned well over $1 billion, making Hawk a very wealthy man.

				Impressed with the work Neversoft did on Pro Skater, Activision purchased the studio.

				Activision was on the rise. So was Electronic Arts.

			

			
				007: A License to Fill

				Having created such iconic franchises as Madden NFL, FIFA Soccer, Need for Speed, Tiger Woods Golf, and Road Rash, Electronic Arts had a track record for creating intellectual properties instead of licensing them. That changed in the late 1990s as newly hired president and chief operating officer John Riccitiello expanded the company’s operations.

				In 1997, Electronic Arts hired Tom Frisina to run its newly formed EA Partners division. A former CEO of Accolade, Frisina knew the games landscape. He had a good idea about which properties were hot, which properties might translate into popular games, and which ones might constitute dangerous rabbit holes.

				Over the ensuing years, Electronic Arts published games based on or featuring Dune, Xena: Warrior Princess, the toys from Small Soldiers, Harry Potter, The Simpsons, WCW Wrestling, Buffy the Vampire Slayer, The Lord of the Rings, Bionicle, Stitch (from Lilo & Stitch), Aliens vs. Predator, Looney Tunes, and Catwoman. Some of these games would be downright phenomenal. Many of them were decent. Some of them were offenses to the already bad name of games based on movies.

				Then Frisina approached MGM Interactive about a partnership, and Electronic Arts began working on James Bond.

				The Bond license wasn’t virgin territory. In August 1997, Nintendo had released GoldenEye 007 for the Nintendo 64. There was talk about Nintendo releasing a string of Bond games, but aside from GoldenEye and James Bond 007 for Game Boy, Nintendo never returned to Bond. That decision likely came from MGM, not Nintendo.

				
				During the dot-com bubble, companies that had nothing to do with software opened interactive divisions. Crayola Crayons floated an edutainment package called Crayola: Make a Masterpiece. Toddler toy company Fisher-Price made interactive products with Knowledge Adventure. It was the new gold rush: Sports companies, movie studios, and just about anybody with ambition started making software, so it was only natural MGM Studios would open MGM Interactive.

				One of the studio’s first products was The Ultimate James Bond Interactive Dossier, a CD-ROM celebration of all things Bond, from Connery to Brosnan. The Ultimate James Bond was everything you might expect from the Win95 era of interactive entertainment—a slick but unnecessarily complicated interface, lots of short movie clips, video interviews, and a bank of articles.

				With Frisina looking for partnerships, Electronic Arts replaced Nintendo as the new home of interactive James Bond. Under EA, Bond became a more active license. Between 1999 and 2005, EA released seven Bond-based games, nine if you include the three completely different versions of The World Is Not Enough, all of which were created by different studios and had unique levels.

				
					Not long after, he locked down the James Bond rights and teamed EA with MGM Interactive. After a few months of working with the studio, Frisina became familiar with the rest of MGM’s lineup and offered his professional opinion. “I encouraged David Bishop, the leader of MGM Interactive, to kill those four titles—because I and my cohorts at EA didn’t see any return on the investment of all the money they were putting in—and to focus all of their energy on building Tomorrow Never Dies.” MGM followed suit and appreciated the frank business advice.14

				

			
				Though none of EA’s Bond games featured the craftsmanship and innovation that defined GoldenEye 007, Electronic Arts showed a willingness to gamble on the Bond license. A few of the games included Bond-style opening credits complete with original theme songs. The 2003 game James Bond 007: Everything or Nothing included the voice talents of Pierce Brosnan (Bond), John Cleese (Q), Dame Judi Dench (M), and Richard Kiel (Jaws) reprising their recurring roles from the movies alongside new talents that included Willem Dafoe, Heidi Klum, and Shannon Elizabeth.

				
					I thought EA’s Bond games were just incredible, especially Nightfire and Everything or Nothing. They didn’t base those games on movies; they had original storylines written by [Daniel] Bilson and [Paul] DeMeo that actually expanded the lore. They made their own storylines, their own characters.

					They brought in Pierce Brosnan, not just his likeness but his voice. They brought in Shannon Elizabeth from American Pie, Heidi Klum, Judi Dench as M, and John Cleese. They went all the way.

					They had their shooting sections, but then they got the Need for Speed engine to do the driving sections.

					—Jordan Freeman, founder, ZOOM Platform

				

				In 2005, Electronic Arts achieved the seemingly impossible, talking retired legend Sean Connery out of retirement to reprise the role of James Bond in a game based on From Russia with Love.

				From Russia with Love was EA’s last Bond game. In August 2008, Riccitiello held an interview with MTV Multiplayer in which he outlined a distinct change of direction, saying, “I think what redeems our industry is quality, and I think we step back every time we take a license and exploit it with a crappy game.”*12

				When Riccitiello said “license” he meant games based on movies and television shows. This was in 2008, four years into the exclusive licensing agreement between Electronic Arts and the National Football League. EA Sports would continue its licensing agreements with the NFL, the NBA, FIFA, and other sports organizations, but it was cutting ties with Hollywood. By that time, Electronic Arts had been making games based on Francis Ford Coppola’s The Godfather movies, Superman Returns, and Christopher Nolan’s Batman Begins. Many of these were big-budget affairs. Christian Bale (Batman), Michael Caine (Alfred Pennyworth), Liam Neeson (Ra’s al Ghul), Katie Holmes (Rachel Dawes), Cillian Murphy (Scarecrow), and Morgan Freeman (Lucius Fox) all reprised their roles for the Batman Begins game—every major cast member with the exception of Gary Oldman.

				
				Licensing properties, as executives at THQ and Acclaim had already discovered, means additional steps in the approval processes, steep licensing fees, and other added expenses.

				
					“The percentage royalties you have to pay the licensors are going the wrong way for publishers. The margins are being squeezed,” explained former EA Games president Frank Gibeau in 2011.

					Gibeau also cited the James Bond franchise specifically as a difficult one to work with due to “creative limitations.” None of this leaves the 007 franchise in a very good place, especially when its last few installments have either been poorly received or made very little money. It’s just not worth the hassle.15

				

				After Electronic Arts dropped its Bond series, the license went to Activision. But the licensing fees and scrutiny associated with making Bond games challenged them as well. In 2013, after releasing four Bond games, Activision announced that it would concentrate on original properties instead.

			

			
				How to Lose Fans and Alienate Journalists

				Electronic Arts was more than a success; it was an empire. The start-up that sold $18 million worth of games in 1984 cleared $5.2 billion in 2019. In the 1990s, when Trip Hawkins met with Sega of America CEO Tom Kalinske, they often met in Redwood City, where Sega maintained its headquarters in a couple of buildings along Shoreline Drive. As Sega’s fortunes slipped, it relocated north to San Francisco. Ironically, Electronic Arts moved its headquarters to Shoreline Drive, just a few short blocks from the buildings Sega had once called home. To date, EA has not yet absorbed Sega’s former address, but its campus is several times larger than Sega’s was, and so are its earnings.

				
				All of that growth came at a price. Goliath corporations are seldom popular, even if they started out as upstart Davids. In 2001, when Sega of America COO Peter Moore sponsored focus groups to see how American gamers perceived his company and several of its competitors, his research showed that the public viewed EA as a winner, but not necessarily a winner they liked. They didn’t hate Electronic Arts at that time; they simply considered the company arrogant.

				NFL football was a hot topic in the video game world about that time. Sega had its NFL 2K series, which was widely perceived as an impressive alternative to EA’s ever-present Madden franchise. Sony had NFL GameDay. Microsoft had NFL Fever, and Acclaim was still publishing its NFL Quarterback Club games. Madden NFL, of course, was king. With 3.16 million copies sold, the PS2 version of Madden NFL was the bestselling game in America in 2001.*13 But NFL 2K was siphoning off market share. Hoping to attract a wider audience, Sega/Take-Two*14 dropped the price of ESPN NFL 2K5 to a modest $19.95 and sold more than 3 million copies of the game across all platforms. Despite public comments about “competition being good for everyone” and “letting the consumer decide,” Electronic Arts inked a licensing deal with the NFL that eliminated the competition.

				
					The video game maker Electronic Arts announced an exclusive five-year deal with the National Football League and its players yesterday to design games using the N.F.L. brand, stadiums, player names and uniforms….

					
					Previously, the N.F.L. and its players’ licensing subsidiary, Players, Inc., offered nonexclusive licenses to build video games around the brands. Both the Electronic Arts and Take-Two/Sega games currently include N.F.L.-licensed content.

					The N.F.L. and the players’ licensing group declined to say how much Electronic Arts was paying for the exclusive five-year deal. But an industry executive said the contract was worth more than $300 million.

					A spokesman for Take-Two said the decision by the N.F.L. and its players to restrict its license to an exclusive deal would be bad for consumers. The spokesman, Ed Nebb, said that the decision would mean that there would only be a single game on the market with N.F.L. players and other league-owned content.

					“You’ll see prices go up,” Mr. Nebb said.

					“Instead of it being a case of, ‘Let the best game win,’ ” he said, it will mean that Electronic Arts “has the only game in town.”16

				

				The general perception was that Larry Probst and company approached the NFL with a blank check and said, “Make them all go away.” There is no definitive answer about what happened; the deal was made behind closed doors. One thing both EA and NFL spokespeople agree on, however, is that the National Football League initiated the agreement.*15

			

			
				
				Medal of Duty

				In 1998, Steven Spielberg released a World War II drama titled Saving Private Ryan, which began with a stirring and graphic depiction of the landing at Normandy. Likely inspired by his work on the film, Spielberg became obsessed with World War II history. He and Saving Private Ryan star Tom Hanks produced the HBO miniseries Band of Brothers, which was based on Stephen Ambrose’s history of an airborne company that fought its way from Normandy to Berlin. Spielberg also approached DreamWorks Interactive*16 about making a game that accurately re-created the experience of fighting in World War II. The game that followed was a PlayStation exclusive titled Medal of Honor. The game was a first-person shooter, but not a typical Doom-style shooting frenzy filled with BFGs (big f***ing guns, a term made famous in the Doom games) and bullet sponges.

				Setting the mood for a game that was meant to be sobering as well as thrilling, Medal of Honor began with a minute-long video documentary about war and the rise of Adolf Hitler. Presented in that old 1940s patriotic style, it showed how Germany had marched across Europe and how the United States had been drawn into the war by the attack on Pearl Harbor. Ironically, the narrator ended the video by asking, “Are you ready to rise above and beyond the call of duty?”

				Medal of Honor wasn’t the first time games visited the topic of war; those had been around since the days companies like Williams and A.B.T. Manufacturing started releasing electromechanical shooting games in the 1950s. Castle Wolfenstein 3D was ostensibly a World War II FPS game, but the war trappings in Wolfenstein were purely cosmetic. Spielberg didn’t want a game; he wanted a World War II simulation. He wanted an experience that interlaced real-life battlefields with the playability of Nintendo’s GoldenEye 007.

				Medal of Honor was a hit. The combination of FPS action and more realistic play mechanics appealed. Hoping that lightning might strike twice, EA and DreamWorks released Medal of Honor: Underground the following year. Another success.

				
				The next game in the series would be Medal of Honor: Allied Assault, a PC game. Developed by Oklahoma-based 2015 Inc., this was a game that not only re-created military history but made game industry history as well.

				Artistically, Allied Assault was an improvement over earlier Medal of Honor games in almost every way; it’s not even a fair comparison. The original Medal of Honor and Underground were PlayStation games created toward the end of the original PlayStation’s life cycle. They were designed to run on an obsolete processor with nowhere near the graphics capabilities of the latest personal computers.

				Allied Assault featured an interactive version of the landing at Normandy that had been Spielberg’s inspiration from day one. Along with improved graphics, there were other enhancements. Not satisfied with the aesthetic of a compass at the top of the screen and pathways created by tunnels, hallways, and roads, 2015, Inc.’s designers created non-playable squadmates to guide the player toward the action while preserving the player’s immersion. The changes resonated with players. Medal of Honor: Allied Assault sold over a million copies.

				The game’s producer, 2015, Inc., was a small studio founded by a man named Tom Kudirka who didn’t necessarily maintain the best employee relations. Disenchanted by the way they were treated, three 2015 designers, Jason West, Vince Zampella, and Grant Collier, approached Activision to explore the possibility of opening their own studio, luring Bobby Kotick with the perfect prize—they said they could create a World War II simulation that would rival Medal of Honor.

				
					Zampella and West say there was no conspiracy, but no one disputes what happened next. In the days before Allied Assault’s release, Kudirka’s team rose up against him. Each day, Kudirka would come to the office and find a handful of resignation letters slipped under his door. By the end of January, 20 of Kudirka’s 27 developers had turned in letters. “People don’t have any idea that Jason and Vince did the exact same thing to me that they’re doing to Activision,” says Kudirka. “I was a tough boss. But those guys screwed me over pretty good.”17

				

			
				Zampella, West, and Collier found a more than willing partner in Kotick. He provided $1.5 million in seed money so they could open a studio and begin work. This was no gift: That money also bought Activision a 30 percent stake in the fledgling studio, which they named Infinity Ward. And so, with Vince Zampella as chief creative officer, Grant Collier as studio head, and Jason West as engineering lead, Infinity Ward set out to design a game that could outdo Medal of Honor.

				If nothing else, the first Call of Duty was bigger than Medal of Honor. Instead of following a single soldier, Call of Duty placed players in the eastern, western, and southern fronts of the war as they controlled soldiers from different armies. In what would later be seen as an iconic moment, players began the Battle for Stalingrad without a weapon, waiting for Germans to shoot the comrade ahead of them so they could take his rifle.

				The game was faster and more action-oriented than Medal of Honor as well. Executives at Electronic Arts dismissively described it as more “arcade-like,” with less of a focus on realism than Medal of Honor: Rising Sun, their big World War II game that year. Less realistic or not, the general consensus was that Call of Duty was the better game. The Academy of Interactive Arts & Sciences named Call of Duty Game of the Year in 2004. Call of Duty 2, an Xbox 360 exclusive, was among the console’s most highly praised launch titles.

				These were big games, too big for one lone studio to produce in twelve months. With the general public calling for a new Call of Duty every year, Activision announced that a second studio, Treyarch, would create Call of Duty 3.

				Activision was growing, but it had a long way to go before it could contend with EA. At the beginning of 2005, international media mogul Rupert Murdoch, whose holdings included News Corp., Fox News, 20th Century Fox, BSkyB, and the Wall Street Journal, investigated and ultimately abandoned the idea of buying an established video game publisher. As they analyzed the industry, Murdoch’s advisors divided potential targets into two categories, Electronic Arts and everyone else.

				
				“We see [games] as a big business and would like to get into it,” [former News Corp. COO Peter] Chernin told the conference according to a report in [the] Financial Times.

					“We are struggling with the gap between companies like Electronic Arts, which come with a high price tag, and the next tier of companies,” he explained. “These may be too focused on one or two product lines.”

					He highlighted Activision as one games publisher which is being considered for purchase. The Californian company, which is one of the biggest publishers in the world, has a market capitalization of under $3 billion, compared to about $19 billion for Electronic Arts.18

				

			

			
				The Perils of Bigness

				
					When I was heading up third-party at PlayStation we had great relations with both companies. EA was the model of how to build franchises. Activision was a model of how to acquire companies with an eye for building your business.

					—Rob Dyer

				

				Electronic Arts had become a vast empire. People resent empires. As they become larger and larger, empires often seem to stumble over their own immensity. EA had some high-profile peccadilloes along the way, such as Shaq-Fu (an ill-advised Street Fighter knockoff featuring basketball star Shaquille O’Neal), The Simpsons Skateboarding, and some surprisingly substandard wrestling games, but companies that publish dozens of games across multiple platforms are bound to make a few mistakes.*17

				
				Electronic Arts remained one of the most reliable publishers in the industry. Not only did EA continue to have high standards, it was willing to experiment with avant-garde ideas such as Majestic, an X-Files–like alternate reality game that used players’ registration information to stalk and threaten them, and American McGee’s Alice, in which a knife-wielding Alice returns to a badly corrupted Wonderland after having a mental breakdown. Starting in 2002, Electronic Arts even diversified its sports roster, adding a variety of new options, including a cricket simulation, to the EA Sports line.

				In 2004, however, the company’s image took a turn. An anonymous person posting on LiveJournal as “EA Spouse” began writing about discontent within the ranks:

				
					My significant other works for Electronic Arts, and I’m what you might call a disgruntled spouse.

					EA’s bright and shiny new corporate trademark is “Challenge Everything.” Where this applies is not exactly clear. Churning out one licensed football game after another doesn’t sound like challenging much of anything to me; it sounds like a money farm. To any EA executive that happens to read this, I have a good challenge for you: how about safe and sane labor practices for the people on whose backs you walk for your millions?19

				

				EA Spouse portrayed Electronic Arts as a Dickensian workhouse with taskmaster managers driving artists and coders to the point of collapse. She described teams being forced to work from 9:00 a.m. to 10:00 p.m. six days per week before the real crunch began, at which point they worked seven days per week.

				
				She described people working until they were too sick and weak to return. Superiors made promises about easing up once games progressed past certain benchmarks, only to renege on those promises afterward. In the meantime, exhausted programmers became more prone to mistakes, leading to hours wasted fixing problems.

				
					And the kicker: for the honor of this treatment EA salaried employees receive a) no overtime; b) no compensation time! (“comp” time is the equalization of time off for overtime—any hours spent during a crunch accrue into days off after the product has shipped); c) no additional sick or vacation leave. The time just goes away. Additionally, EA recently announced that, although in the past they have offered essentially a type of comp time in the form of a few weeks off at the end of a project, they no longer wish to do this, and employees shouldn’t expect it.20

				

				The post went viral. Sympathy for EA Spouse and her partner resulted in a public relations disaster for Electronic Arts. EA Spouse turned out to be Erin Hoffman, a talented writer and game designer in her own right. She and her fiancé, Leander Hasty, a programmer working on The Lord of the Rings: The Battle for Middle-earth, went on to lead three class-action lawsuits against Electronic Arts suing the company for wage and hour discrepancies.

				Other controversies tarnished EA’s reputation as well. There was looming irritation over the exclusive licensing agreement with the National Football League. Within the gaming community, there was ongoing indignation over the forty-plus game studios Electronic Arts had acquired and closed.

				
					I once witnessed an argument between two developers culminating when one told the other, “I hope EA buys your studio and shuts it down!”

					—Mike Fischer

				

			
				Origin Systems and Bullfrog, both pioneering studios in their times, were all but extinct. Maxis, the company that created the SimCity games, fared a little better. EA publishes The Sims games to this day, but there was a time when Maxis published a wide variety of such games, like SimAnt, SimLife, SimEarth, and SimCopter. Electronic Arts released its last iteration of SimCity for PC in 2013.

				In 2008, Electronic Arts acquired BioWare and Pandemic Studios. BioWare’s string of highly respected RPG titles includes Baldur’s Gate, Star Wars: Knights of the Old Republic, Neverwinter Nights, and Mass Effect. Pandemic Studios was known for the Star Wars Battlefront games and Destroy All Humans!

				BioWare was reduced to a shadow of its former self. Most of its founders left to start new companies or retired. Ray Muzyka now runs a venture capital firm. Greg Zeschuk is the general manager of Blind Enthusiasm, a Canadian craft beer company. Trent Oster now runs a studio called Beamdog. His brother Brent has become involved in artificial intelligence.

				Not all of Electronic Arts’s acquisitions have gone wrong. Electronic Arts absorbed Tiburon Entertainment, the studio that created the Madden games, in 1998. Now, as EA Tiburon, the studio still makes the Madden games along with the NBA Live series. EA absorbed Sweden-based DICE in 2006. DICE has thrived, releasing such hit games as Mirror’s Edge and the rebooted Star Wars Battlefront games.

				In a speech delivered at the 2008 D.I.C.E. Summit,*18 then–EA CEO John Riccitiello spoke frankly about his company’s record in acquisitions.

				
					“We at EA blew it, and to a degree I was involved in these things, so I blew it.”

					In his presentation kicking off the final day of the DICE Summit, the head of the videogame superpublisher acknowledged that his company’s previous strategy of acquiring talented developers just didn’t work. But these days, even as EA and its competitors swallow up more and more developers in the race towards consolidation, Riccitiello thinks things are working out right with companies like BioWare and Maxis, by letting them keep their corporate culture.

					
					Riccitiello said that the company’s “one-management-size-fits-all” mentality with its acquisitions in the past only stifled creative freedom. “When I talked to the creators that populated these companies at the time, they felt like they were buried and stifled,” he said.21

				

				But the pattern of acquisitions and closures continued well after 2008. Hoping to break into the mobile market, EA acquired British developer Playfish in 2009 and closed it in 2013. It acquired Melbourne, Australia–based Firemonkeys studios in 2011. In 2019 it laid off about a quarter of the company’s staff—about 5 percent of the entire Australian game industry.

				In 2011, Electronic Arts acquired PopCap Games for $650 million in cash along with $100 million in stock and annual earnings. The entire package was valued at $1.3 billion.22 This was the apex. This was the big one. Even ignoring the annual earnings, this was the most Electronic Arts had spent in an acquisition to date. Having released the Bejeweled games, Zuma’s Revenge, Peggle, and most recently the mega-hit Plants vs. Zombies, PopCap had become one of the hottest studios in games.

				The marriage of Electronic Arts and PopCap games has not gone entirely well. EA laid off fifty PopCap employees the following year, including George Fan, the creator of Plants vs. Zombies.*19 PopCap is still in operation, though it did close its Dublin, Ireland, studio in 2012.

				
					I’m talking about Peggle and Plants vs. Zombies and the people who were responsible for developing them, and the fact that Peggle effectively wound up derailed because of an early microtransaction thing; then they wound up releasing a quasi-Peggle sequel for iOS that was a free-to-play thing that had microtransaction elements.

					
					They messed up Plants vs. Zombies 2, and I’m pretty sure that most of the people who were involved in the original titles are gone from the company at this point.*20 That situation was awful, that some of the very best mobile games wound up getting destroyed by EA is incredible. Supposedly EA acquired these games to enhance them and give them life.

					—Jeremy Horwitz

				

				By 2008, Electronic Arts had become so large and cash-rich that its executive board began eyeing top competitors for acquisition. On February 24, 2008, EA made an unsolicited offer of $1.9 billion to acquire Take-Two. The offer was declined.*21

			

			
				Beat It

				To their credit, Alex Rigopulos and Eran Egozy have never so much as hinted that Guitar Hero was an original idea. Quite the opposite—they have gone out of their way to credit earlier rhythm games and the people who designed them as influences and examples. Though the rhythm games genre doesn’t have a particularly long history, it has a distinct and traceable heritage.

				
					Obviously, Masaya Matsuura [creator of PaRappa the Rapper] was a huge inspiration in my life ’cause his games just kind of altered the trajectory of my life. [Former Sega designer Tesuya] Mizuguchi is amazing as well.

					—Alex Rigopulos23

					Co-founder, Harmonix Music Systems, Inc.

				

			
				In 1996, Sony Computer Entertainment released a quirky game called PaRappa the Rapper, which followed the exploits of a ski-cap-wearing puppy in an anime world who raps his way through difficult situations. Whether he is learning how to defend himself from an onion-headed karate instructor or receiving an education in flea-market salesmanship, the eponymous PaRappa learns by rapping along with his teachers.

				Had PaRappa the Rapper been proposed in the United States, it would never have made it off the ground. Game designer Masaya Matsuura took the idea to Sony Computer Entertainment in Japan. Having recently launched its first PlayStation, Sony was willing to experiment with quirky, odd ideas. Matsuura’s idea for a rhythm-based game that mixed a J-pop version of rap with the quirky visual sensibilities of artist Rodney Greenblat led to sales of more than 1 million copies in Japan.

				Among Japanese gamers, PaRappa became something of a cult figure. There were PaRappa shirts and posters, a PaRappa music CD, and even a PaRappa-themed toaster with changeable plates that toasted the images of PaRappa, Master Chop, and Sunny Funny onto slices of bread.

				While PaRappa the Rapper wasn’t a bestseller in the United States, it had a following. In Japan, however, the success of PaRappa inspired a wave of beat-based games. Konami released an arcade hit called Beatmania, a game in which players spun a turntable-shaped controller to the beat of music; the game was later rereleased for PlayStation, Game Boy, and Wonderswan.

				Long before they reached Western shores, rhythm games were already the hottest trend in games in Japan and had a strong following in Korea. At Sega, Tetsuya Mizuguchi, a game designer who’d long wanted to experiment with merging games and music, turned that rhythm into a campy, science-fiction-based line dancing extravaganza called Space Channel 5 for Dreamcast, and famed Sonic The Hedgehog creators Shun Nakamura and Yuji Naka designed a maraca-shaking game called Samba de Amigo that was first released as an arcade game and later ported to Sega Dreamcast and Nintendo Wii. Konami published Beatmania, Dance Dance Revolution, and GuitarFreaks. Namco released Taiko no Tatsujin, an arcade game featuring a controller designed to look like a traditional Japanese taiko drum. There were knockoffs, of course. Korean-based Andamiro created a line of Dance Dance Revolution–like games called Pump It Up.

				
				In the United States, a game peripherals manufacturer named RedOctane teamed up with a fairly minor game developer named Harmonix to create a westernized version of GuitarFreaks. In theory, this was symbiotic business relationships at their best: You make the game, we’ll make the guitar-shaped controller, and we’ll make a bundle. In theory, the game and peripheral could be bundled and sold for twice the price of a normal game, and there’d be plenty of money for everyone.

				It was a smart partnership. Alex Rigopulos and Eran Egozy, the co-founders of Harmonix, loved music and knew how to build a good game. They had already created a couple of interesting music-based titles for PlayStation 2, Frequency and Amplitude. Sadly, neither Frequency nor Amplitude sold especially well despite receiving strong reviews and aggressive marketing support from Sony, but these were significant games. Harmonix came across like a company on the verge of a breakthrough.

				
					A lot of these Japanese art house games that would never get funded in the U.S., these games have probably been the most influential to me as an artist.

					—Alex Rigopulos24

				

				Harmonix’s end product may have looked like GuitarFreaks at first glance, but there were fundamental differences. The music was the biggest. Created for an Asian market, GuitarFreaks featured original recordings and covers of Japanese hits. The J-pop sound was catchy, but it lacked the “cool” factor needed to attract Western audiences. Guitar Hero went all-out rock with acts like Ozzy Osbourne, Black Sabbath, ZZ Top, and Megadeth.

				The backgrounds in GuitarFreaks looked like early MTV music videos with Video Toaster effects. By comparison, Guitar Hero is set in rock concert venues. Both games feature a music ribbon with colored symbols indicating which buttons players should press or strum. The ribbon in GuitarFreaks is a vertical stripe running along the side of the screen, the same basic ribbon found in Beatmania. Guitar Hero’s ribbon appears in 3D, coming at the player like frets along the neck of a simulated guitar.

				
				Guitar Hero was a PlayStation 2 exclusive that did not necessarily attract a lot of attention right from the start. Released on November 8, 2005, it wasn’t among the bestselling PS2 games of the year. It wasn’t even one of Activision’s top fifteen games of the year, a list that included four Call of Duty games and three Tony Hawk titles.

				The market may not have noticed Guitar Hero in 2005, but that changed in 2006. The PS2 version of Guitar Hero 2 bundled with a guitar was the fourth-highest-selling game of the year, and the original Guitar Hero bundle came in ninth. Too big to remain exclusive to one console, Guitar Hero games began appearing on every available system.

				Here’s what went wrong with Guitar Hero. Hoping to manage the franchise the same way he had taken control of Call of Duty, Bobby Kotick purchased RedOctane in May 2006 for $99.9 million. Four months later, MTV paid $175 million to acquire Harmonix.

				No longer symbiotic partners, RedOctane and Harmonix found themselves competing head-to-head. Though it had never been his plan to break into peripherals manufacturing, Bobby Kotick had purchased the virtual guitar manufacturer instead of the studio that made the games. Cut off from Harmonix, he turned the Guitar Hero franchise over to Neversoft, the same wholly owned studio creating the Tony Hawk games. As far as he was concerned, Harmonix was out of the picture.

				In 2007, former Guitar Hero director Greg LoPiccolo and art director Ryan Lesser released their first game under the all-new MTV Games label. They called it Rock Band. MTV didn’t have a distribution network, so the game was published in partnership with Electronic Arts.

				Despite publicists making trumped-up accusations about Guitar Hero being a more hardcore experience while Rock Band was more of a party game, the games were unmistakably similar. Guitar Hero III: Legends of Rock, the first Neversoft-made entry in the series, came with a guitar peripheral. Rock Band came with a guitar, drums, and a microphone.

				
				The PlayStation 2 and Wii versions of Guitar Hero retailed for $89; the Xbox 360 and PS3 versions sold for $99. Because it had more instruments, Rock Band retailed for $169. Guitar Hero guitars were supposed to be compatible with Rock Band and vice versa, but Rock Band peripherals didn’t work with Guitar Hero. Rather than solve the problem with a simple patch, Activision and Harmonix chose to wage a war of words.

				There were a lot of questions about whether or not people would pay $169 for a game. There were also questions about the likelihood of people switching to Rock Band because of MTV’s involvement.

				Once the 2007 holiday season was over, the NPD Group announced that Halo 3 was the bestselling game of the year, followed by Wii Play with its free remote, then Call of Duty 4: Modern Warfare. The PS2 version of Guitar Hero III came in fourth, followed by Rock Band Special Edition. The rhythm games genre just kept on going. People who spent $169 for a game with a guitar and drums were willing to spend the same amount for new songs and a drum set that included cymbals the following year. Guitar Hero and Rock Band generated a combined $1 billion in sales, about 11 percent of the U.S. market that year.

				Thanks to the Call of Duty, Tony Hawk, and Guitar Hero games, Activision’s star was very much on the rise. Of the fifteen top-selling games in the United States in 2007, four were from Nintendo, three were from Electronic Arts, and six were from Activision.

				On July 24, 2007, Activision held a press conference to announce first-half earnings of $398 million. EA’s earnings were $366 million. For the first time since 1997, Electronic Arts wasn’t the top-earning third-party publisher in the world; Activision had overtaken it.

				This was also the year that “Activision” ceased to exist.

			

			
				It’s the End of Activision (As We Knew It)

				In 1979, the same year that the Gang of Four defected from Atari, twenty-seven-year-old Ken Williams decided to buy an Apple II computer. Hoping to justify the expense to Roberta, his wife, he introduced her to the early text-based adventure games of the day.

				
				After playing Colossal Cave and other games, Roberta told Ken she could create computer games if he would program them. Roberta was right. She had a gift for telling interactive stories. She created the adventures and Ken coded them, occasionally adding rudimentary art, something that had never been seen in a PC-based adventure. They called their two-person game studio On-Line Systems, but changed the name to Sierra On-Line in 1982 because they lived near the Sierra Mountains.

				Roberta Williams was a master interactive storyteller. And not only did Ken know how to code, but he was a Ray Kroc–style entrepreneur. Between the two of them, they built one of the computer industry’s first game empires, a pre–Electronic Arts multiplex that incorporated smaller studios, released games across multiple platforms, and published noteworthy additions to the adventure, racing, flight, and RPG genres.

				Sierra On-Line, later Sierra Entertainment, flourished in the late 1980s and early 1990s. Roberta’s King’s Quest fantasy adventures were a perennial favorite during the early days of PC computers. Al Lowe, who originally signed on with Sierra as a contractor in 1983, expanded the company’s repertoire with the adult-themed comic adventures of Leisure Suit Larry. Jane Jensen, creator of the Gabriel Knight horror series, joined Sierra in 1991. The company acquired Dynamix, an impressive game studio located in Eugene, Oregon, which created flight simulators, racing games, and puzzle games. With Dynamix, Sierra gained a technological advantage over its competitors.

				In 1996, Sierra was bought out by a company called CUC (short for Comp-U-Card) International.

				Davidson & Associates had a similar story. Founded by the husband-and-wife team of Bob and Jan Davidson, Davidson & Associates marketed a line of edutainment titles under the Blaster label. There was Math Blaster, Reading Blaster, Alge-Blaster. Like Sierra, Davidson was absorbed into CUC International, making the international conglomerate an important player in computer games.

				
				In 1991, three UCLA graduates founded a game studio that they called Silicon & Synapse, later renamed Chaos Studios, and eventually known as Blizzard Entertainment. Its founders, Michael Morhaime, Allen Adham, and Frank Pearce, were gamers, nerds, fantasy novel enthusiasts…the whole nine yards. They produced a few games for other studios, then struck a distribution deal with Davidson & Associates that would enable them to become their own publisher.

				Blizzard Entertainment demonstrated its first game at the 1994 Summer Consumer Electronics Show in Chicago. Hidden in a closet-sized demo area in the back of the Davidson booth, the company founders showed their game themselves. In order to get to see the game, visitors had to cross the much larger Davidson floor, passing computers loaded with the latest version of Math Blaster. Once past the Davidson area, visitors slipped through a canvas curtain that separated Blizzard from the rest of the floor.

				The Blizzard booth was bleak—just a couple of PCs on one long counter with three nerds quietly playing them. Morhaime and company weren’t especially friendly. They’d show the game and try to explain what was happening, but they were shy. They were better at playing than explaining.

				Blizzard’s game, titled Warcraft: Orcs & Humans, evoked J. R. R. Tolkien’s eternal battle of orcs and humans in a real-time strategy war. It was not the first game of its kind. Warcraft borrowed most of its play mechanics from a Virgin Interactive game called Dune II: The Building of a Dynasty, which borrowed rather heavily from Herzog Zwei, an early game for the Sega Genesis/Mega Drive, which in turn borrowed from the game Herzog, a Technosoft title released in Japan for the MSX and NEC PC-88 computers in 1988.

				Despite its humble beginnings, Blizzard blossomed into a hitmaker. Warcraft wasn’t a particularly big seller, but Warcraft II was a mega-hit, selling more than 2 million copies worldwide. The game’s blend of humor, fantasy, and nonstop action made it a standout even against such tough competition as Virgin Interactive Entertainment’s Command & Conquer games. PC Gamer named it Game of the Year.

				Blizzard’s next big hit was Diablo, a dungeon crawler that popularized an entire genre of RPGs. It also lured tens of thousands of people into playing games online. Unlike FPS and RTS games, which inadvertently enabled skilled players to cannibalize newbies, Diablo encouraged players to explore in cooperative parties.

				
				There were other successes, too. StarCraft, Blizzard’s attempt at incorporating real-time strategy mechanics into a science fiction setting, was an international blockbuster, particularly in Asia. The Korean obsession with the game led to creation of an esports league, a television channel, and a Korean champion who was seen as a national hero.

				In 2004, Blizzard released World of Warcraft (WoW), the most profitable interactive game in history. WoW changed the entire business paradigm. With WoW, Blizzard proved that revenue wasn’t tied to selling discs, and that subscription fees could be considerably more lucrative than retail sales. Electronic Arts, Activision, Take-Two, and Ubisoft published games that outsold World of Warcraft, but revenue from those games ended with the initial sale. WoW was an MMORPG, a massively multiplayer online role-playing game. The action in WoW takes place online, and in order to access the online worlds, customers paid monthly subscription fees that averaged $15 per month. Generally averaging somewhere between 7 million and 12 million active subscribers at any given time, WoW could bring in $180 million per month.

				CUC International acquired Blizzard as part of the Davidson & Associates deal. There were other companies, too. Berkeley Systems, which made an early multimedia-era hit called You Don’t Know Jack, was absorbed by CUC along with Radical Entertainment, the studio that created The Simpsons: Hit & Run. There was another edutainment company, Knowledge Adventure, which made 3D titles that came paired with red/blue glasses. And all of these companies were absorbed into Vivendi when the French conglomerate purchased CUC International through a long chain of mergers and acquisitions.

				When Vivendi CEO Jean-Bernard Lévy first approached him about acquiring Activision, Bobby Kotick didn’t like the idea, but Lévy sweetened the deal by offering to merge Activision with Vivendi-owned Blizzard, with Vivendi as the majority owner.

				
				Kotick’s interest in the deal was obvious: Merging with Blizzard would put him in charge of the world’s most lucrative computer game company. Lévy’s motivation is more telling. He seemed more interested in acquiring Kotick than Activision. There was no question that Bobby Kotick had that magic touch, and Vivendi had a bad track record of making acquisitions only to run promising studios into the ground.

				On Sunday, December 2, 2007, Vivendi announced plans to purchase a 52 percent share of Activision for $1.7 billion. The resulting company would overtake Electronic Arts as the biggest company in the business.

				The official announcement began:

				
					SANTA MONICA, Calif. & PARIS, Dec 02, 2007 (BUSINESS WIRE)—Activision, Inc. (NASDAQ: ATVI) and Vivendi (Euronext Paris: VIV) today announced that they have signed a definitive agreement to combine Vivendi Games, Vivendi’s interactive entertainment business—which includes Blizzard Entertainment’s® World of Warcraft®, the world’s #1 multi-player online role-playing game franchise—with Activision, creating the world’s largest pure-play online and console game publisher. The new company, Activision Blizzard, is expected to have approximately $3.8 billion in pro forma combined calendar 2007 revenues and the highest operating margins of any major third-party video game publisher. On closing of the transaction, Activision will be renamed Activision Blizzard and will continue to operate as a public company traded on NASDAQ under the ticker ATVI.

				

				Activision stockholders saw this as a positive step. Blizzard enthusiasts weren’t so sure. In an interview with Wired’s Earnest Cavalli, Blizzard co-founder and president Michael Morhaime tried to reassure fans, saying, “Fans shouldn’t really see any changes. We’re always trying to improve and to make our games better. I wouldn’t really expect the fans to notice a difference.”25

			

			
				
				The Most Hated Company in America

				
					The subprime mortgage disaster had already happened and BP polluted the entire Gulf of Mexico, and yet EA was voted the worst company in America because people didn’t like the ending of Mass Effect.

					—Peter Moore

				

				Consumer Reports owned a website called The Consumerist, which ran an annual reader poll to determine the “worst company in America.” In 2012, Electronic Arts had the dubious honor of receiving the most votes. EA came in first in 2013 as well.

				This was no small feat. During The Consumerist’s eleven-year life span, Electronic Arts was the only company voted Worst Company in America two years in a row, beating out Comcast, with its legendarily shoddy customer service; AIG, a company that had recently turned the world’s economy upside down with its toxic loans; and British Petroleum, which had recently blanketed much of the Gulf of Mexico in an oil spill.

				
					Now, after years of being ignored and relegated to steerage, game-players have voted to send a message to Electronic Arts and the gaming business as a whole: Stop treating your loyal customers like crap.

					After more than 250,000 votes, Consumerist readers ultimately decided that the type of greed exhibited by EA, which is supposed to be making the world a more fun place, is worse than Bank of America’s avarice, which some would argue is the entire point of operating a bank.26

					There were always rumblings. I think that part of it is that when you are on top, people want to see you fall down. They like to try to topple the big boy.

					That was frustrating at the time because what we tried to do…being part of EA, we tried to make the best games we could to be successful in the marketplace.

					
					It was disheartening when you saw negative EA stories. Sometimes they had an element of truth. Sometimes most of it was true, but oftentimes they were filled with fallacies and resentment toward the company.

					—John Schappert

				

				Electronic Arts had an image problem. There were, of course, all of the earlier complaints: hiding behind exclusive sports licenses to eliminate the competition, overworking employees, the nearly pathological need to acquire new studios, and the games that didn’t live up to expectations. There were accusations about EA copying other companies, with Rock Band following on the heels of Guitar Hero and Skate copying Tony Hawk. EA published a game based on the Godfather movies that critics accused of borrowing too heavily from Grand Theft Auto. It demonstrated EA’s penchant for making shinier versions of other companies’ hit games.

				Mostly, though, Electronic Arts was seen as greedy.

				
					I formed a group within EA that said, “All right, where there’s smoke there’s fire. We can’t just laugh this off; there’s got to be some element because perception is reality in the mind of the gamer.”

					So we formed a group that we called “Rep-Rehab,” reputation rehabilitation…not too sexy. We met every Monday morning and started to analyze who we were, how we did business, and what people were saying about us.

					—Peter Moore

				

				Amazingly, EA’s reputation still hadn’t hit rock bottom—not yet. Things were about to get worse.

				In 2012, the Walt Disney Company purchased LucasFilm, taking over the rights to the Star Wars and Indiana Jones franchises. One year later, Disney and Electronic Arts announced an exclusive licensing agreement for Star Wars games. In 2015, Electronic Arts rebooted the Star Wars Battlefront series, a game—not unlike EA’s Battlefield games—in which players joined armies in a virtual battlefield, choosing to be foot soldiers or drive vehicles into battle.

				
				Battlefront had some bugs and, like EA’s Battlefield games, it did not include single-player story mode. Battlefront was a multiplayer arena, an online free-for-all set in familiar Star Wars locales. It introduced a new game mechanic called the Star Card progression system, which enabled players to use credits to improve their characters’ armor, weapons, and abilities.

				The game looked great. If there was one thing people could generally count on from Electronic Arts, it was excellent graphics. It sold well; EA reportedly shipped more than 14 million copies worldwide.

				In 2017, Electronic Arts released Star Wars Battlefront II, and a decade’s worth of aggravation boiled to the surface. Suddenly it wasn’t just gamers expressing hate for EA; world governments complained as well.

				Most of the complaints centered around the way players earned credits in the pre-release beta version of Battlefront II. They had two options: They could fight the same repetitive battles over and over, slowly earning 200 or 300 credits per match, or they could buy Star Cards using real-world money—a process referred to as a microtransaction. In short, players who purchased Star Cards had a leg up on everybody else.

				
					The final reviews of Battlefront II were not as negative as the commentary that preceded them. There were months of discussions about the fact that the title was going to be severely impacted by loot boxes and other sorts of microtransaction-related issues.

					EA faced the prospect of having its Star Wars license taken away by Lucas and Disney based on the outcry from the community. So there were some changes that were implemented relatively late in the development cycle that wound up turning it into a situation that wasn’t as negative as it could have been.

					They still did have to discount the game very quickly in order to spur sales, and a lot of people refused to play it out of principle.

					—Jeremy Horwitz

				

			
				The gaming world was incensed, and angry gamers tend to make a lot of noise on the internet. Unhappy about the way EA was gouging customers with microtransactions, Reddit poster MBMMaverick aired his frustrations on November 12, 2017:

				
					Seriously? I paid 80$ to have Vader locked?

					This is a joke. I’ll be contacting EA support for a refund…I can’t even play f***ing Darth Vader?!?!? Disgusting. This age of “micro-transactions” has gone WAY too far. Leave it to EA though to stretch the boundaries.

				

				A member of the EA Community Team responded:

				
					The intent is to provide players with a sense of pride and accomplishment for unlocking different heroes.

					As for cost, we selected initial values based upon data from the Open Beta and other adjustments made to milestone rewards before launch. Among other things, we’re looking at average per-player credit earn rates on a daily basis, and we’ll be making constant adjustments to ensure that players have challenges that are compelling, rewarding, and of course attainable via gameplay.

					We appreciate the candid feedback, and the passion the community has put forth around the current topics here on Reddit, our forums and across numerous social media outlets.

					Our team will continue to make changes and monitor community feedback and update everyone as soon and as often as we can.

				

				EA’s Community Team had located an internet wildfire and doused it with gasoline. Rather than resolving the situation, the answer infuriated the already riled internet mob. The “sense of pride and accomplishment” post received 667,821 downvotes. Guinness World Records officially recognized it as “the most-downvoted comment on Reddit.”*22

				
				The Star Cards weren’t the only problem; there was also the loot crates they came in. When players purchased Star Cards, they came in crates. Battlefront II didn’t allow players to pick out specific Star Cards; like baseball cards, Star Cards came in randomized packages that might include a rare and powerful weapon upgrade or possibly some useless ability.

				The nation of Belgium deemed loot boxes illegal under its gambling laws and threatened to ban games that featured them from any country in the European Union. Singapore and Australia launched similar investigations. The British Parliament subpoenaed Electronic Arts vice president of legal and government affairs Kerry Hopkins to testify on his company’s behalf.

				
					We do think the way we’ve implemented these kinds of mechanics is quite ethical and quite fun. They aren’t gambling, and we disagree that there’s evidence that shows they lead to gambling.

					—Kerry Hopkins,

					vice president of legal and government affairs,

					Electronic Arts*23

				

				Electronic Arts doubled down on microtransactions in the beginning, playing a shell game to hide them. At one point Electronic Arts added a second currency, crystals. Players could now purchase crystals with real money, and use those crystals to buy loot crates, which held items or randomized amounts of credits that could be used to purchase heroes and abilities and weapons. You could also earn credits by simply playing the game, but it was a slow process and Electronic Arts placed limits on the number of credits that could be earned in a day.

				
					It probably was poorly executed…poorly explained. I was certainly there as the game in question, which was Star Wars: Battlefront II, was being developed. We were trying to figure out…

					
					This was an expensive license. I’m not making excuses, but trying to make money on an incredibly expensive license starts to force you into looking for innovative ways in which you can add value to the gamer’s experience. As a result, they’ll pay you more money, and that was what EA needed.

					What happened was that it was dropped on gamers. It wasn’t well explained. There was the perception that it was pay to win, and that may have been right. Like I said, I wasn’t there by the time everything went to market.

					Whether that was right or wrong, that’s what people thought, and they thought it was…“All right, I paid you $60 for this game and you’re still asking me for another $2 here and $3 there, and if I don’t pay you that, I’m not going to be successful in the game because somebody else will.”

					Within a few weeks they withdrew it from the game’s mechanic and retreated a little bit licking their wounds.

					—Peter Moore

				

				In the end, Electronic Arts unlocked all of the heroes, Darth Vader, and all the other important characters, while still retaining loot boxes for cosmetic upgrades. The legal problems went away, but the company’s reputation remained badly tarnished.

				
					We were probably the earliest to embrace digital business models, to start to reshape our company away from manufacturing discs, supply chain operations, and working almost 100 percent with retailers, and started very deliberately taking the consumer towards direct-to-hard-drive. With that came the need to develop different business models that were digital in nature. We were very early and the hardcore gamers pushed back on that.

					Go back and look at quotes from me in 2011 and 2012…somebody just sent me one the other day in which I said ultimately games would be free to play with digital business models built in that would drive the revenue.

					
					We got ahead of where the gamers wanted gaming to be.

					—Peter Moore

				

				EA’s Rep-Rehab team has not yet rehabilitated the company’s reputation. Electronic Arts is still widely accused of making “lazy sequels,” meaning it annually releases new versions of games like FIFA and Madden NFL, charging new-game prices for last year’s game with an updated roster.

				In August 2020, Electronic Arts proposed pay hikes for its three top executives—CEO Andrew Wilson,*24 CFO Blake Jorgensen, and chief studios officer Laura Miele. Had the proposal gone through, Wilson’s pay would have gone from $18.3 million (including salary, bonuses, and stock) to $21.3 million. Jorgensen’s total package would have more than doubled, jumping from $9.4 million in 2019 to $19.5 million. Miele’s pay would have gone from $6.9 million to $16.1 million.27 In a vote discussing the proposed pay raises, EA shareholders voted against them, 170 million votes to 59 million.28

				
					The level of animus that has built up against EA is of a different magnitude than pretty much any other company I can think of. To the extent that EA has destroyed so many studios over the course of their acquisition history and has implemented so many consumer-unfriendly wringing-out-the-last-nickel tactics with their games, EA is in a unique position. It would be hard for Activision to match EA’s long record of consumer-antagonistic and developer-antagonistic practices.

					—Jeremy Horwitz

				

				Electronic Arts still has never shaken its image problem. It’s still seen as the Evil Empire of Games, but even evil empires often have their charms. Activision would shortly find itself even more reviled than EA.

			

			
				
				Scorching Utopia

				
					The tallest tree catches the most wind. Between ourselves and Activision, we were the tallest trees.

					—Peter Moore

				

				The last few decades of computer games*25 have produced a few stand-out, highly venerated computer game studios. In the early 1990s, LucasArts (The Secret of Monkey Island, Grim Fandango, and Star Wars: X-Wing) and Cyan Productions (Myst) were the companies du jour.*26 By the middle of the 1990s, id Software had emerged as the decade’s most canonized computer game studio. It wasn’t just that id made great games. The company had a mystique, an attitude. Its designers couldn’t be rushed. The Dooms and Quakes were released when John Carmack (engine programmer), John Romero (designer), Kevin Cloud (artist), and Todd Hollenshead (CEO) said they were ready.

				And id remained highly regarded into the early 2000s, when two new companies rose to transcend the pack—Valve (creator of Half-Life and Left 4 Dead) and Blizzard. Blizzard had an identity. It had a fan base—people purchased games because the name Blizzard appeared on the label. Neither company was an empire, though Valve would certainly grow into one. Both studios averaged one game per year. In big years they might release a game and a couple of mods or expansions, but they were just as likely to let a year slide past without releasing anything.

				Electronic Arts and Activision were empires. People didn’t buy games because the name Electronic Arts appeared on the label. There were legions of Call of Duty fans and Tony Hawk fans, just as Madden NFL and FIFA had huge fan bases. For the most part, fan support is for the game, not the empire.*27

				In the beginning, the coupling of Blizzard and Activision was fairly transparent. As Blizzard co-founder Michael Morhaime had predicted, both companies existed in their own realms. According to Jay Ong, who was hired by Blizzard in 2010, the only people who really dealt with Activision were the people at the top.

				
				Blizzard was owned by Activision, but it was quite separate. It was so separate that for most Blizzard employees, everybody but the most senior execs, it was almost like Activision didn’t exist except that it said “Activision” on our pay stubs.

					I mean, Activision was as far away from the daily life of a Blizzard employee as Electronic Arts was.

					—Jay Ong

				

				In the beginning, relations between Activision and Blizzard seemed mostly copacetic. The real disagreements were between Activision and Vivendi. Vivendi leadership accused Kotick of stock manipulation and making self-serving backroom deals. Some Vivendi executives moved to have him fired.

				In 2013, Vivendi and Activision Blizzard agreed on a very expensive divorce. Reports at the time revealed an $8.17 billion deal, with Activision buying back 429 million shares of its stock for $5.83 billion plus an additional $2.34 billion in cash paid by an outside investment consortium.*28 Kotick and Kelly allegedly contributed a combined $100 million of their own money. Vivendi would retain 41.5 million shares of Activision Blizzard stock, amounting to a 12 percent stake.*29

				There may have been more to the deal than was initially reported. When asked about the transaction several years later, Blizzard co-founder Michael Morhaime referred to it as a $22 billion deal.

				
					GAMESBEAT: The company went from Davidson to CUC to Cendant to Havas to Vivendi to Activision, becoming Activision Blizzard. That last transaction was, what, $20 billion? $22 billion?

					
					MORHAIME: Yeah, it was about that, $22 billion. I’ve read on the internet—somehow people take the $22 billion transaction and somehow assign me a percentage of that, which is very incorrect. [Laughs] We sold the company a long time ago [to Davidson], for that $6.75 million.29

				

				In a conference speech, Morhaime stated that during his time at Blizzard Entertainment, the company had completed and shipped approximately 50 percent of its projects, a high proportion. In his keynote talk at the 2011 D.I.C.E. Conference, he specified that the company had killed fourteen games. Blizzard was a company that did not start projects lightly.

				In its early days, Morhaime and his co-founders famously stressed eight core values:

				
					• Gameplay first

					• Commit to quality

					• Play nice; play fair

					• Embrace your inner geek

					• Every voice matters

					• Think globally

					• Lead responsibly

					• Learn and grow

				

				The last game Blizzard published before merging with Activision was World of Warcraft. After merging with Activision under the Vivendi umbrella, Blizzard continued releasing genuinely impressive games. There were StarCraft II: Wings of Liberty, Diablo III, Hearthstone, and Heroes of the Storm. In the Blizzard tradition, all of these games were well crafted. They were expressions of Blizzard’s eight core values.

				
				Next came Overwatch, a 2016 mega-hit with more than 50 million players registered worldwide. Released for Xbox One and PlayStation 4 as well as PCs,*30 Overwatch was popular enough to spawn its own esports league.

				StarCraft II, Hearthstone, and Overwatch had huge followings and turned great profits, but they weren’t in the same league as World of Warcraft. They weren’t the kind of money-minting machine that had attracted Bobby Kotick to Blizzard.

				At the time that Activision Blizzard split off from Vivendi, Blizzard had a new massively multiplayer online RPG in the works known as Project Titan, which was canceled in 2014. Activision’s presence became more pronounced after Titan was canceled.

				
					You have culture. What that culture means is that you can replenish the talent. You can add new talent and the machine still goes.

					That’s what Blizzard had, a culture. We had a very strong identity of who we are, what we are here to do, our mission, and our values to accomplish that mission.

					—Jay Ong

				

				At first the changes were subtle: a little more pressure for projects to reach completion on time and for budgets to be met. The once-freewheeling atmosphere slowly began feeling corporate. In 2018, Michael Morhaime, not only the CEO but also the embodiment of Blizzard’s culture and mission, resigned. Losing Morhaime was a big deal both substantially and symbolically. In 1994, he was the curly-haired skinny kid nervously demonstrating the original Warcraft to everyone entering Blizzard’s curtained-off booth at CES. For many at Blizzard, as well as its fans, Morhaime was the spirit of the company and personified its eight core values.

				At the beginning of 2019, Activision Blizzard made two announcements that had little to do with each other, but those announcements were made so close together that people couldn’t help assuming a connection. On February 11, 2018, Activision Blizzard announced plans to lay off 800 employees. Three days later, the company announced revenues of $7.5 billion, record profits.

				
				Judging by the chatter on the internet, Activision replaced Electronic Arts as the most hated company in video games on February 14, 2019.

				As had been the case with Electronic Arts, Activision Blizzard made several missteps that alienated gamers. In 2019, a professional esports athlete named Ng Wai Chung, aka “Blitzchung,” made a show of support for Hong Kong during the Hearthstone Grandmasters tournament. Activision Blizzard responded by banning him from competing for a year. With the Chinese conglomerate Tencent Holdings as a major stockholder, the move to ban Chung was seen as Activision Blizzard kowtowing to China.

				There is a twelve-foot-tall bronze statue of an orc warrior riding a worg outside Blizzard’s main office building. Beneath that statue is an eight-point compass with one of the company’s core values inscribed on each point. In response to the banning of Blitzchung, several Blizzard employees gathered around the statue and taped paper over two of the core values—“Think globally” and “Every voice matters.” They didn’t deface the statue; in the gaming world, defacing that statue would have been seen as blasphemous. But they got their point across.

			

			
				Crescendo

				
					The game is good. The graphics are very good. And we were great.

					—Sir Richard Starkey [Ringo Starr], former member, The Beatles

				

				
					We love the game. It’s fantastic. Who would have ever thought that we would end up as androids?

					—Sir Paul McCartney, former member, The Beatles*31

				

			
				How much is too much when it comes to games with similar themes and play mechanics?

				The fighting game craze never really ended; the Street Fighter and Mortal Kombat franchises are still bestsellers. Sony’s Gran Turismo games and Microsoft’s Forza series continue to sell platforms, and the market never seems to run out of room for survival horror games such as Resident Evil, Silent Hill, and The Last of Us.

				Despite new songs and play modes, later iterations of Guitar Hero and Rock Band looked suspiciously similar to earlier versions. By 2009, both Activision and Electronic Arts had oversaturated the market. The Guitar Hero brand had been around since 2005. Rock Band may have only been around since 2007, but MTV had wasted no time releasing every imaginable permutation of the game, including Lego Rock Band, Rock Band Unplugged, and Rock Band Mobile.

				Activision had so many Guitar Hero SKUs going that it ginned up a new studio specifically for the purpose of sharing the load with Neversoft. Budcat Creations, an 80-person studio located in Iowa City, created the Wii and PS2 versions of Guitar Hero III: Legends of Rock, Guitar Hero World Tour, Guitar Hero 5, and other games. Started by Tiburon Entertainment co-founder Jason Andersen,*32 Budcat was the only major game studio to have its headquarters in Iowa.

				
					By the time the recession was in full swing in 2009, Activision had expanded the Guitar Hero franchise to include Guitar Hero 5, Guitar Hero: Metallica, Guitar Hero: Van Halen, Band Hero, DJ Hero, Guitar Hero on Tour: Modern Hits, Guitar Hero 5 Mobile, and Guitar Hero Arcade. And 2010 would only see more releases of Guitar Hero games.

					—Nicholas Yanes,

					former QA tester,

					Budcat Creations30

				

			
				Had everything gone according to schedule, 2009 would have been the rhythm game genre’s most lucrative year. Activision planned to release Guitar Hero 5, the biggest and brightest game in the series, which would include the interactive likeness of living legends Matthew Bellamy, Shirley Manson, and Carlos Santana, along with avatars based on Johnny Cash and Kurt Cobain. Activision’s avatars and likenesses were impressive, but MTV nabbed the holy grail of music—a license to use the Beatles’ music and likenesses. Amazingly, Paul McCartney and Ringo Starr even agreed to appear onstage at Microsoft’s pre-E3 press conference along with Yoko Ono and Olivia Harrison (Ono and Harrison didn’t speak; they simply waved to the audience). Looking bored and perhaps a little anxious to fulfill contractual obligations and get on with their lives, McCartney and Starr spoke to the crowd for approximately one minute onstage. Analysts predicted that The Beatles: Rock Band would be the most lucrative rhythm game yet.

				The Beatles: Rock Band came in three configurations. Customers could buy the stand-alone game for $60, a game bundled with a replica controller that looked like Paul McCartney’s Hofner bass guitar for $100, or a limited-edition bundle that included the Hofner bass guitar, a drum set based on the drums Ringo played in Hard Day’s Night, and a microphone. The limited edition retailed for $250.

				Had The Beatles: Rock Band come out one year earlier, it might have been a bestseller.

				
					In early November 2009, Business Insider had an article titled “Video Game Industry Not So Recession-Proof After All” that showed that video game sales for October 2009 were down 18 percent compared to October 2008.

					—Nicholas Yanes31

				

				
					In September, its first month in release, The Beatles: Rock Band sold 595,000 units in the U.S., according to the NPD Group.

					
					That’s bigger than the first month sales of either 2007’s Rock Band or 2008’s Rock Band 2, but far below the best launches in the genre and some analysts’ estimates.

					2007’s Guitar Hero III, for instance, sold 1.4 million units in its first six days on sale in October 2007.

					Analyst Michael Pachter of Wedbush Morgan Securities had estimated that The Beatles: Rock Band would sell 1.3 million units last month. Jesse Divnich, director of analyst services for Electronic Entertainment Design and Research (EEDAR), estimated the game would sell 1 million units.32

				

				It wasn’t a bad showing. The Beatles: Rock Band outsold Guitar Hero 5, which came in just shy of 500,000, but the Beatles license had not come cheaply,*33 and the market was glutted with rhythm games and guitar-shaped peripherals. In the game industry, abandoned fads rarely come back into vogue. Despite efforts to revive their glory days, rock-and-roll games have never returned.

				
					The music genre was incredibly hot for a while, and then it wasn’t. Fortunately, EA’s agreement to publish Rock Band left us with little responsibility on peripherals.

					But Activision developed and published Guitar Hero, and I think there were a lot of guitars buried in a desert somewhere.

					—Peter Moore

				

				
					It just imploded. There was only so long that that gravy train could continue going. Between the two franchises there were so many games out there, and we had just gone through a recession, a big crash in the economy, and those games weren’t cheap.

					—Ryh-Ming Poon

				

			
				One of Activision’s main pillars had collapsed. That wasn’t the only pillar in peril; Tony Hawk sales had hit a skid as well. In 2009, Activision released Tony Hawk: Ride, a new installment that came complete with a skateboard peripheral. Priced at $119.99, Ride received mediocre reviews and only sold 114,000 copies in its first month. Though Activision reported sales eventually topped 1.3 million copies, the once-bankable Tony Hawk name had lost some of its luster.

				In 2010, Activision published Tony Hawk: Shred. Shred sold 3,000 copies during its first week.

			

			
				“Astonishing Arrogance and Unbridled Greed”

				If tensions were high at Blizzard, they were downright suffocating at Infinity Ward. The Call of Duty series had replaced EA’s Madden NFL as the top-selling franchise in the U.S. video game market. No individual game in the series sold anywhere near as well as Grand Theft Auto V, with 150 million copies sold, but Activision released a new Call of Duty game every year, and each new addition sold somewhere between 10 million and 30 million units.

				By this time Treyarch, another Activision studio, was also making Call of Duty games. Treyarch and Infinity Ward took turns, each releasing a new Call of Duty in alternating years. Both studios did excellent work. In 2013, Activision slipped a third studio into the rotation, California-based Sledgehammer Games. By this time, Call of Duty had run out of World War II material and expanded into both modern and futuristic warfare.

				The bestselling video game between the years of 2010 and 2019 was Grand Theft Auto V. Games number seven and ten on that list are Red Dead Redemption II and Minecraft. Other than two games from Take-Two and Minecraft, all of the top ten bestselling games of the decade were Call of Duty games.

				In 2009, Zampella, West, and the Infinity Ward team took Call of Duty to a new level of emotion and controversy with Call of Duty: Modern Warfare 2. Modern Warfare 2 included a sequence where players could either join in the killing or simply watch as terrorists massacred every man, woman, and child in a Moscow airport. Preventing the slaughter isn’t an option; the only way to stop it is to turn off the game. Call of Duty: Modern Warfare 2 was the highest-grossing game in the Call of Duty franchise to date,*34 with first-day sales topping $310 million in North America and the United Kingdom, beating the record set by the original Call of Duty: Modern Warfare for the highest-grossing launch in entertainment history.33

				
				On January 13, 2010, Activision published a press release that included the following:

				
					In its first five days alone the game sold an estimated $550 million worldwide, outpacing five-day worldwide theatrical box office gross figures for such films as Avatar, Harry Potter and the Half-Blood Prince, and The Dark Knight, according to internal Activision estimates and boxofficemojo.com.

					“Call of Duty: Modern Warfare 2 has exceeded our expectations and shattered theatrical box office and video game records,” said Robert Kotick, CEO of Activision Blizzard. “There are only a handful of entertainment properties that have ever reached the $1 billion mark, which illustrates the power of the Call of Duty franchise and mass appeal of this game.”34

				

				On March 1, Vince Zampella and Jason West drove to Activision headquarters in Santa Monica for a company meeting. They expected to receive a hearty congratulations and maybe a couple of enormous bonus checks. Instead, they were fired.

				
					“I was speechless,” West told me when I interviewed him two years ago at E3. “In my head, this was the moment when everyone was supposed to go home in a limousine. Instead, we were eating the seed corn and they were taking all the money.” West drove home, broke the bad news to his wife, and got drunk. Zampella spent the evening having a talk with his son to prepare him for what he might hear about the incident in school.35

				

			
				There were, of course, two sides to the story.

				Robert Schwartz, West and Zampella’s lawyer, explained their side of the situation in a legal brief:

				
					This lawsuit is solely and regrettably the result of the astonishing arrogance and unbridled greed of defendant Activision. Plaintiffs Jason West and Vince Zampella are among the most talented and successful video game developers in the world. They created for Activision two video game franchises, Call of Duty and Modern Warfare, that became the most successful in the company’s—indeed, the industry’s—history, lining Activision’s pockets with billions of dollars in revenue and creating a die-hard fan base in the missions. In November 2009, after over two years of nearly round-the-clock work, Messrs. West and Zampella, and the rest of Infinity Ward Studio delivered to Activision Modern Warfare 2—a video game that has already been responsible for over $1 billion in sales and was recently hailed by Activision itself as the largest launch of any entertainment product ever.

					Just weeks before Messrs. West and Zampella were to receive the royalties for their hard work on Modern Warfare 2, Activision fired them in the hope that by doing so, it could avoid paying them what they had rightfully earned, and to seize control of the Infinity Ward Studio, to which Activision had previously granted creative control over all Modern Warfare branded games and had, apparently, decided it no longer wanted to live with.36

				

				Claiming they were owed $36 million in royalties, Zampella and West filed a lawsuit. That suit was joined by a second lawsuit the following month when thirty-eight present and former Infinity Ward employees filed a claim asserting that Activision owed them somewhere between $75 and $125 million in royalties.

				
				Activision responded with a twenty-three-page brief describing Zampella and West as insubordinate and dishonest.

				
					Activision soon hit back with counterclaims that detailed the supposed results of what it had uncovered about West and Zampella. Allegedly, the two had been secretly contacted by rival EA and were working behind the scenes to disrupt the fortunes of the company. According to Activision, “West and Zampella’s misdeeds formed an unlawful pattern and practice of conduct that was designed to steal the studio—which is one of Activision’s most valuable assets—at the expense of Activision and its shareholders and for their own personal financial gain.”

					Activision also alleged that West and Zampella hoarded bonuses, refused to reward other team members so as to make them easier to poach later on and attempted to undermine Call of Duty development company Treyarch in an effort to gain more money.

					For the past two years, the parties have been fussing over the rightfulness of claims and engaging in a heated discovery process.37

				

				The industry had changed drastically. In 1995, the year Sony began selling PlayStations, U.S. video game sales fell just short of the $5 billion mark. Fifteen years later, as Jason West and Vince Zampella prepared to sue Activision, U.S. game industry revenues topped $17 billion, and worldwide revenues were predicted to hit $74 billion the following year. The lawsuit was big news. It wasn’t just websites and game magazines following the case; publications like the New York Times, Hollywood Reporter, and Forbes covered it as well.

				When the story first came to light, the firing and lawsuits sounded spontaneous. They weren’t. As more information emerged, it became apparent that Activision executives had been mulling over the idea of firing Zampella and West for months. They’d green-lighted Project Icebreaker, as it was called, authorizing investigators to search for incriminating information about West and Zampella. They’d tried to hire a contractor to hack into Infinity Ward’s computers. Activision attempted to buy the loyalty of several Infinity Ward employees by offering them stock grants as well.

				
				Zampella and West’s story was more than a little exaggeration as well. The starry-eyed pair weren’t entirely ignorant of Activision’s plans on the day they were fired. By that time, their agent—former Xbox officer Seamus Blackley*35—had already arranged for them to meet with Electronic Arts CEO John Riccitiello to discuss starting a new studio.

				Three months after their forced departure from Infinity Ward, Zampella and West opened a studio called Respawn Entertainment, which was largely funded by seed money from Electronic Arts. History repeated itself. Just as several of the 2015, Inc. designers had followed West and Zampella to Infinity Ward, many of Infinity Ward’s best and brightest immigrated to Respawn.

				Claiming that EA was trying to disrupt its business, Activision filed a $400 million suit against Electronic Arts. John Riccitiello wasn’t about to back down. Neither was Bobby Kotick. The case was settled out of court in May 2012, with surprisingly happy outcomes for all of the major players.

				
					In a joint statement, the companies said about that settlement: “Activision and EA have agreed to put this matter behind them.” They declined to disclose the details of the settlement, but Wedbush Securities analyst Michael Pachter said that no money changed hands. EA said it would not have to file an 8K financial disclosure related to the settlement, and EA never set aside a fund to insure against legal losses related to the case.38

				

				Some of the information that came out of the lawsuits was disturbing.

				
					Even more stunning were court disclosures about Project Icebreaker. Activision executives’ email records showed that they had allegedly conspired to find dirt on West and Zampella because the Activision management was fed up with their arrogance and wanted a pretext to fire them. This project preceded the time when the founders began communicating with EA and Hollywood agent Seamus Blackley, who helped get the Infinity Ward co-founders and EA together.

					
					In other words, Activision was trying to get rid of the duo that it said were critical to the success of its Call of Duty business.39

				

				Activision Blizzard settled with West and Zampella for an undisclosed sum and paid $42 million in royalties to the thirty-eight Infinity Ward employees who filed the joint action.

				Things worked out well for Electronic Arts and Respawn Entertainment. In 2014, EA published Respawn’s first game, Titanfall. Though not all of the sales figures were made public, most sources estimate Electronic Arts sold more than 10 million copies of Titanfall worldwide. Along with two Titanfall sequels, Respawn also created Star Wars Jedi: Fallen Order and Apex Legends. In short, like Infinity Ward, Respawn is a hitmaker. Ironically, Respawn’s latest project is Medal of Honor: Above and Beyond, a virtual reality game. West and Zampella found themselves working on a Medal of Honor game for Electronic Arts, just as they had when they first met.

				Electronic Arts purchased Respawn in 2017, making Vince Zampella and Jason West very wealthy men.

				Despite paying out tens of millions of dollars in settlements, Bobby Kotick and Activision came out ahead as well. Released on November 9, 2010, Call of Duty: Black Ops outsold Modern Warfare 2 with record-setting profits. It was Treyarch’s big hit, selling nearly 31 million copies.

				Infinity Ward survived as well. Despite West and Zampella’s ugly departure, the studio created 2016’s Call of Duty: Infinite Warfare and 2019’s Call of Duty: Modern Warfare. Infinite Warfare may not have sold as well as several previous games in the series, but it was the bestselling game of 2016.

				It doesn’t happen often, but in this case, everybody won.

			

		

		
			Skip Notes

			
				*1  Game theory has nothing to do with video games. According to the Stanford Encyclopedia of Philosophy, it is “the study of the ways in which interacting choices of economic agents produce outcomes with respect to the preferences (or utilities) of those agents, where the outcomes in question might have been intended by none of the agents.” The Encyclopedia goes on to state, “The meaning of this statement will not be clear to the non-expert until each of the italicized words and phrases has been explained and featured in some examples.”

			

			
				*2  Then known as Dan Bunten; she publicly transitioned in 1992.

			

			
				*3  Activision published the Nintendo Entertainment System version of Archon.

			

			
				*4  Like Archon, M.U.L.E. was eventually ported to the NES by an outside publisher, in this case Mindscape.

			

			
				*5  Contrary to what was mistakenly reported in the first volume of The Ultimate History of Video Games, this was not the first time a professional athlete licensed a game. In 1980, Atari released Pelé’s Soccer, with “world player of the century” Pelé on the cover.

			

			
				*6  This is a junction where Electronic Arts and Activision crossed paths. Katz originally contracted with Mediagenic, the renamed Activision, to create what would become Joe Montana Football. When Mediagenic failed to deliver, Katz had Electronic Arts create the game.

			

			
				*7  The elite computer game designers of that era included Peter Molyneux along with Sid Meir (Civilization), Will Wright (SimCity), Tim Schafer (The Secret of Monkey Island and Grim Fandango), and the team of John Carmack and John Romero (Doom).

			

			
				*8  Kotick was long gone from Leisure Concepts by the time the Pokémon and Yu-Gi-Oh deals were signed.

			

			
				*9  Releasing collections of old games was a smart way to leverage old titles for quick cash. As Activision owned the intellectual property, the only expenses were shipping and packaging. The Lost Treasures included twenty games. Activision’s Atari 2600 Action Pack (Activision published two different packs) included fifteen.

			

			
				*10  Both the MechWarrior and MechCommander games were based on Battletech board games and set in the Battletech universe.

			

			
				*11  CNN games reviewer Steve Baxter once quipped, “Who doesn’t want to go into battle in a giant robot?” Apparently the answer was pretty much nobody, which explains why Microsoft, Sega, Capcom, Asmik, Activision, Sierra, MicroProse, Acclaim, Time Warner, and many other publishers released robot combat simulation of one sort or another.

			

			
				*12  John Riccitiello worked as the chief operating officer of EA from 1997 to 2004, then returned in 2007 to replace Larry Probst as the chief operating officer.

			

			
				*13  Data collected and published by NPD Funworld.

			

			
				*14  Now that it no longer had a console, Sega turned to Take-Two as a publishing and distribution channel for its sports games.

			

			
				*15  Asked if Electronic Arts might sign a similar contract to block competition for FIFA, former EA COO Peter Moore responded:

				
					The way that the NFL video game license works, you strike deals with two entities—the National Football League itself for the stadiums, the names of the teams, and the uniforms. Then you deal with the National Football League Players Association in Washington, D.C. With that you get the players’ names and their likenesses.

					It comes together as two licensing agreements, and together, that brings you the entire NFL experience. One without the other, is it doable? Sure. Is it ideal? Absolutely not.

					FIFA is much more complex. At its peak there were 300 licenses within the game. You would have your master agreement, which is the governing body of football. You would have agreements with federations within FIFA, most notably UEFA, which is the Union of European Football Associations. As you go down, you would have agreements within leagues; the most prominent is the Premier League here in England.

				

			

			
				*16  DreamWorks Interactive was an offshoot of DreamWorks SKG.

			

			
				*17  In 2005, Electronic Arts published fifty games, a number of which were published across seven different platforms. Some of those games, such as Need for Speed: Most Wanted, found their way onto eight platforms. Madden NFL 06 had nine unique SKUs. While most versions of the game were created by EA Tiburon, Budcat Creations made the Windows version and Exient Entertainment made the Nintendo DS version of the game.

			

			
				*18  The D.I.C.E. Summit (D.I.C.E. is short for Design Innovate Communicate Entertain) has no connection to the EA-owned game studio in Sweden.

			

			
				*19  Fan not only created Plants vs. Zombies, he was the voice of Crazy Dave, the guy with the saucepan hat and the car trunk full of “crazy” bargains.

			

			
				*20  EA “released” George Fan, along with fifty other PopCap employees, in 2012. Stories quickly circulated accusing EA executives of firing Fan because he openly disapproved of microtransactions. Later stories revealed that Fan’s termination was part of a general round of layoffs.

			

			
				*21  The offer was made just a few months before the release of Grand Theft Auto IV.

			

			
				*22  Guinness World Records only shows 638,000 downvotes. The number two most-downvoted post on Reddit, by thanosdidnothingwrong, has 88,906 downvotes.

			

			
				*23  Spoken on the floor of Parliament, June 20, 2019.

			

			
				*24  Wilson replaced John Riccitiello as CEO in 2013.

			

			
				*25  This paragraph refers to computer games. The console game standouts of the early 1990s were probably Square Soft and Nintendo.

			

			
				*26  Time has not been kind to Cyan. The Myst games are a lot like Titanic and Burt Reynolds’s Smokey and the Bandit movies—many people went to see those movies again and again but now claim to have never liked them. Myst, and to a lesser extent The 7th Guest, were so popular that people upgraded their PCs with CD-ROM drives so that they could play them.

			

			
				*27  There are exceptions, Nintendo being the most obvious.

			

			
				*28  The consortium was led by Kotick and Brian Kelly, the co-chairman of Activision.

			

			
				*29  Vivendi sold off its last remaining shares of Activision Blizzard stock in 2016.

			

			
				*30  A Nintendo Switch version was released in 2019.

			

			
				*31  Speaking at Microsoft’s 2009 pre-E3 conference.

			

			
				*32  Florida-based Tiburon Entertainment is best known for creating Madden NFL games.

			

			
				*33  Beatles music would not appear on iTunes for another year.

			

			
				*34  Modern Warfare 2’s sales have since been topped by several later Call of Duty games.

			

			
				*35  After leaving Microsoft, Blackley spent five years at the Creative Artists Agency developing a division for interactive entertainment.

			

		

	
		
		
			
			CHAPTER 18 ▶

			MOVIES AND GAMES:

			TRAPPED IN A BAD ROMANCE

			
				Nevertheless, I remain convinced that in principle, video games cannot be art. Perhaps it is foolish of me to say “never,” because never, as Rick Wakeman informs us, is a long, long time. Let me just say that no video gamer now living will survive long enough to experience the medium as an art form.

				—Roger Ebert, former film reviewer, Chicago Sun-Times1

				Ebert’s comments are a rite of passage.

				—Ryan Payton

			

		

	
		
		
			
			Doom Unplayed

			In October 2005, Universal Pictures released a movie based on Doom, id Software’s seminal FPS franchise. The movie starred Dwayne “The Rock” Johnson, Karl Urban, and Rosamund Pike.

			The movie was a flop. It cost $60 million to produce and made $58 million in box office sales.*1

			It didn’t leave film critics impressed, either. The Guardian’s Peter Bradshaw described it as “charmless and brainless.” Film Threat’s Peter Vonder Haar, clearly a critic who knew something about games, quipped, “If you’re going to make a video game adaptation this boring, why not just call it Myst and be done with it?” David Edwards of the Daily Mirror complained, “I’m sitting here shakey of hand and bulgey of eye, trying to convey just how pitiful this film is.”2

			The movie included scenes shot specifically from Doom’s signature FPS perspective in which the audience watched the action from behind the barrel of some big f***ing guns as the protagonist (played by Urban) trudged through demon-filled hallways shooting and slicing everything that crossed his path. Chris Carle of IGN appreciated the film’s homage to the game that served as its source material. He described the FPS scenes as “the coolest and most invigorating sequence Doom has to offer” and praised the movie as “easily the best videogame-to-film adaptation yet.”*2

			Roger Ebert, the dean of movie reviewers, wasn’t as generous. The longtime movie critic at the Chicago Sun-Times and the kinder of the two movie critics featured on the television show Siskel & Ebert: At the Movies, Ebert began his review by stating “Doom has one great shot. It’s right at the beginning of the movie. It’s the Universal logo. Instead of a spinning Earth with the letters U-N-I-V-E-R-S-A-L rising in the east and centering themselves over Lebanon, Kan., we see the red planet Mars.”3

			
			He finished his review by talking about the credits as well. “Later, when the names of the actors appear on the screen, they are also blasted into little pieces. I forget whether the director, Andrzej Bartkowiak, had his name shot to smithereens, but for the DVD, I recommend that a monster grab it and eat it.”

			Between his comments about the Universal logo and the closing credits, Ebert strayed from reviewing the movie to a quick comment about the game:

			
				The movie has been “inspired by” the famous video game. No, I have never played it, and never will, but I know how it feels not to play it, because I’ve seen the movie. Doom is like some kid came over and is using your computer and won’t let you play.

			

			Ebert, a brilliant writer and veteran movie reviewer, was consistent in his view that, irrespective of their source material, movies needed to be able to entertain on their own merits. He began his review of the 2002 movie Scooby-Doo by stating, “What can I say, I think that a movie like this should in some sense be accessible to a non-fan like myself,” later adding, “If these people can’t walk into a movie cold and understand it and get something out of it, then the movie has failed except as an in-joke.”4

			Ebert’s admission about not playing Doom did not go unnoticed.

			Along with movie reviews, Ebert regularly published a “Movie Answer Man” column in which he tackled questions from readers. In November 2005, he received the following question from Andrew Davis of St. Cloud, Minnesota:

			
				Q. I was saddened to read that you consider video games an inherently inferior medium to film and literature, despite your admitted lack of familiarity with the great works of the medium. This strikes me as especially perplexing, given how receptive you have been in the past to other oft-maligned media such as comic books and animation. Was not film itself once a new field of art? Did it not also take decades for its academic respectability to be recognized?

			

			
			Ebert responded:

			
				A. Yours is the most civil of countless messages I have received after writing that I did indeed consider video games inherently inferior to film and literature. There is a structural reason for that: Video games by their nature require player choices, which is the opposite of the strategy of serious film and literature, which requires authorial control.

				I am prepared to believe that video games can be elegant, subtle, sophisticated, challenging and visually wonderful. But I believe the nature of the medium prevents it from moving beyond craftsmanship to the stature of art. To my knowledge, no one in or out of the field has ever been able to cite a game worthy of comparison with the great dramatists, poets, filmmakers, novelists and composers. That a game can aspire to artistic importance as a visual experience, I accept. But for most gamers, video games represent a loss of those precious hours we have available to make ourselves more cultured, civilized and empathetic.5

			

			In essence, Ebert’s claim that games are not art hinged on his personal definition of art. In his mind, art was not interactive, instead requiring “authorial control.”

			Ebert allowed himself several liberties in his discussion of games as art. Few if any general definitions of art include clauses about interactivity. Then, having created an environment in which video games clearly could not qualify as art, he added subjective criteria as well by stating that he was unaware of any games that were “worthy of comparison with the great dramatists, poets, filmmakers, novelists, and composers.”

			
			Interactivity may be quantifiable, but worth is entirely a matter of opinion.

			
				The reason why Roger Ebert’s defamation of video games is still talked about is because it feeds into my industry peers’ collective insecurity.

				—Ryan Payton

			

			The war was on. Gamers all over the world began publishing blog posts and essays and articles explaining why Roger Ebert was wrong, elitist, and a snob. Ebert tallied up the letters and emails he received and addressed the situation in a 2010 blog post.

			
				I was a fool for mentioning video games in the first place. I would never express an opinion on a movie I hadn’t seen. Yet I declared as an axiom that video games can never be Art. I still believe this, but I should never have said so. Some opinions are best kept to yourself.

				At this moment, 4,547 comments have rained down upon me for that blog entry. I’m informed by Wayne Hepner, who turned them into a text file: “It’s more than Anna Karenina, David Copperfield and The Brothers Karamazov.” I would rather have reread all three than vet that thread. Still, they were a good set of comments for the most part. Perhaps 300 supported my position. The rest were united in opposition.6

			

			
				The General Consensus

				
					If the person making the game thinks it’s art, and the person playing the game thinks it’s art, then I don’t think anyone can come in and say, “No. No. It’s not art.”

					—Tim Schafer, founder, Double Fine Productions

				

			
				Roger Ebert wrote about games and art one final time on April 16, 2010 (he died two years later, ending an incredibly brave ten-year battle with cancer that included having his lower jaw removed). In this last discussion, he offered a more thorough explanation of why he categorized games as something less than art.

				He wrote the essay in response to a TED Talk given by Kellee Santiago, co-founder of thatgamecompany. Few game designers were more qualified to challenge Ebert’s assertions than Santiago. Eschewing the commercial big-money appeal of shooters, adventure games, and RPGs, she worked on a string of decidedly indie games like flOw, Cloud, and Flower that expanded interactive games as a medium.

				In all fairness, Santiago wasn’t the only designer pushing the boundaries of games at the time, and some of those pioneers found commercial success. PaRappa the Rapper expanded the way games were played by centering on rhythm. It also had a unique artistic identity, embracing its two-dimensional roots by featuring characters that looked like paper cutouts. Sony Interactive Entertainment’s Fumito Ueda (Ico, Shadow of the Colossus) has created commercially viable games with emotional impact and unique styles of play. Whether you approve or disapprove of his crime-and-disorder storylines, Dan Houser has raised the literary bar for games, creating interactive worlds that explore themes traditionally reserved for authors and filmmakers.

				
					One of the greatest filmmakers of all time, Stanley Kubrick, once said, “A film is, or should be, more like music than like fiction. It should be a progression of moods and feelings. The theme, what’s behind the emotion, the meaning, all that comes later.”

					Incidentally, his statement also makes the case for treating interactive experiences, or as we call them currently, “video games,” as a form of art.

					Art is the abstract expression of human feelings in any medium, the conveyance of the innermost id by any means possible that can be perceived and interpreted by other humans. Video games are inherently a progression of mood and feelings meaning one could even argue that they are the most perfect and complex art form yet.

					
					—Julian Eggebrecht

				

				Santiago presented three games she considered art—Waco Resurrection, Braid, and Flower—along with an explanation about what made those games special. Ebert responded, “The three games she chooses as examples do not raise my hopes for a video game that will deserve my attention long enough to play it. They are, I regret to say, pathetic. I repeat: ‘No one in or out of the field has ever been able to cite a game worthy of comparison with the great poets, filmmakers, novelists and poets.’ ”*3

				
					We who work in video games are often looking for validation from other art forms. You saw the same thing with movies. In the old days, they were looking to be validated from other recognized art forms like novels.

					—Tim Schafer

				

				Roger Ebert might have enjoyed Tim Schafer’s work, though he probably wouldn’t have classified it as art. Schafer is a master storyteller, albeit a storyteller with a sense of humor. Comedy is seldom recognized as art.

				Schafer’s early work was largely in the “point-and-click” genre of early adventure games. He worked on several of LucasArt’s most classic adventures—Full Throttle, The Secret of Monkey Island, and Day of the Tentacle. These were games in which players ran their cursors over the entire screen searching for interactive objects that could be used to solve puzzles and advance the story. The irony is that much of the “artistry” in Schafer’s early games was found in their interactivity and the way players mixed and matched items to solve situations.

				
				It all depends on how one defines art. To me, it’s about communicating, especially about nonverbal communication and expressing emotion and making choices and creating a connection between people. Of course video games do that…maybe not all video games, but good video games are made by creative people who are making creative choices that express emotions and maybe cause emotions in the player that forms a connection which creates empathy and understanding and emotional growth.

					It hits everything that art is supposed to hit.

					—Tim Schafer

				

				Ebert specifically called out the works of the “great” poets, filmmakers, and novelists. Even in fields such as movies and literature, which he classified as containing works of art, he seldom found art. He began a 2011 collection of mini-reviews referencing a quote from fellow film reviewer Pauline Kael: “The movies are so rarely great art that if we cannot appreciate trash, we shouldn’t go at all.”7

			

			
				Ebert Was Not Alone

				In an ironic twist, two of Japan’s most artistic game designers agree with Roger Ebert.

				Though he never achieved the commercial success of a Shigeru Miyamoto or a Yu Suzuki, Tetsuya Mizuguchi has played an influential role in the evolution of games. During his stint at Sega, Mizuguchi designed both arcade (Sega Rally Championship) and console (Space Channel 5) games. Fascinated by the abstract intersection of sights, sounds, and interactivity, he’s dedicated much of his career to combining rhythm and gameplay. The results include Lumines, a Tetris-style puzzle game, and Rez, a rail-shooter.*4

				Mizuguchi agrees that games do not deserve to be considered art…for now. He doesn’t find the interactive nature of video games to be disqualifying, but he questions the validity of their emotional impact.

				
				Maybe Ebert is right, but that is just for now.

					In the next ten, twenty, maybe thirty years, he’d need to change his comment. I believe that the next craze in interactive experiences will be art.

					Games are likely to be defined currently as something that has an end goal or a purpose that you as the player try to reach. It is largely reward-driven mechanisms that define the game experience in its current form.

					As we shift to a form of play, or let’s say “entertainment,” where there is no purpose or goal, then we start to transform that experience into a form of art. We will be able to achieve a more emotionally driven or beautiful experience that couldn’t be achieved today. The reward will be opening new emotions and seeing or feeling beautiful things that you weren’t able to before.

					—Tetsuya Mizuguchi

				

				Hideo Kojima, the outspoken creator of the Metal Gear games, agrees with Ebert on a certain level. He sees games as encompassing more than art. In his view, games are both art and the environment in which that art is displayed.

				An avid film connoisseur, Kojima is known for taking images and mechanics from other media and incorporating them into his games. Like Mizuguchi, he is widely seen as avant-garde, though his work is generally more commercial in nature.

				In an interview with Official PlayStation Magazine, Kojima addressed the question of games as art, stating:

				
					Art is the stuff you find in the museum, whether it be a painting or a statue. What I’m doing, what videogame creators are doing, is running the museum—how do we light up things, where do we place things, how do we sell tickets?

					
					For better or worse, what I do, Hideo Kojima, myself, is run the museum and also create the art that’s displayed in the museum.

					—Hideo Kojima8

				

				
					Art is something that radiates the artist. If 100 people walk by and a single person is captivated by whatever that piece radiates, it’s art.

					But videogames aren’t trying to capture one person. A videogame should make sure that all 100 people that play that game should enjoy the service provided by that videogame. It’s something of a service. It’s not art. But I guess the way of providing service with that videogame is an artistic style, a form of art.

					—Hideo Kojima9

				

			

			
				Games as Culture

				
					Truth is found neither in the thesis nor the antithesis, but in an emergent synthesis which reconciles the two.

					—Dr. Martin Luther King Jr., minister and human rights pioneer*510

				

				Thousands of people have responded to Ebert. Game designers, journalists, academics, and players have all argued with or against him. The influential online game site Kotaku asked Kellee Santiago to write a counterargument to Roger Ebert’s response to her TED Talk. In her remarks she said, “It’s time to move on from any need to be validated by old media enthusiasts. It’s good for dinner-party discussion and entertaining as an intellectual exercise, but it’s just not a serious debate anymore.”11 She makes an excellent point, one Ebert made as well when he wrote, “Why are gamers so intensely concerned, anyway, that games be defined as art?”12

				
				Santiago was precisely correct when she referred to Ebert as an “old media enthusiast.” Games are largely an upstart medium in a change-resistant world. Comic books were once an upstart medium. Both rock music and jazz were similarly condemned. Established culture has a survival mechanism: It almost automatically rejects new culture. Hegel, a German philosopher, summed up the confluence of new culture on old culture in his dialectic—thesis and antithesis produce synthesis.

				Some new media will never receive validation until the old guard passes away. Also, as media evolve, they tend to become more sophisticated. Dismissing comics as something less than literature may have been easy enough when Detective Comics first introduced a hero named Batman in 1939, but with brilliant authors like Alan Moore and Neil Gaiman on the scene, even the stodgiest critics found respect for the medium. In 2005, Time magazine ran a list of the 100 Best Novels Published in the English Language, which included The Watchmen, a graphic novel written by Alan Moore and illustrated by Dave Gibbons.

				As media mature, a subtle shift occurs, a tipping point that lends their material more credibility. Microsoft Game Studios director of narrative design Eric Nylund helped advance video games toward that tipping point when his first Halo novel became a New York Times bestseller.

				There have been other milestones as well. In 2011, Ernest Cline published a bestselling novel titled Ready Player One. Cline may have borrowed heavily from Neal Stephenson’s Snow Crash, and his book was more of a celebration of 1980s culture than of video games, but it showed video games and gamer culture in a new light nonetheless. Ready Player One’s success proved that video games had found their way into mainstream culture. Games were no longer counterculture; they had been synthesized into culture.

				In 2012, Walt Disney Animation Studios released Wreck-It Ralph, a film that explored the secret lives of video game characters. Dan Lassiter, the head of Disney Animation Studios, specialized in “secret life” exposés: Before moving to Disney, he’d run Pixar Studios during the making of movies about the secret lives of toys, ants, fish, cars, and monsters.

				
				Like Ready Player One, Wreck-It Ralph was a celebration of game culture complete with cameos by Pac-Man, Q*bert, and dozens of other game characters. (Roger Ebert, by the way, gave Wreck-It Ralph three stars out of four.) The movie made over $470 million in box office receipts and had strong home sales. It initiated a new generation of players into gaming culture, reaffirming that games could no longer be dismissed as a fad.

				Gaming’s entry into mainstream culture changed many things. Now that the public was paying more attention, borrowing gravitas from movies, cartoons, and television shows became less important. One of the many elements that led to the bankruptcies of Acclaim Entertainment (2004) and THQ (2013) was their dependence on expensive licensing. John Riccitiello announced that Electronic Arts would stop making “crappy licensed games” in 2008 because licensing intellectual property represented an unneeded expense. Good games no longer needed Popeye or King Kong or Dick Tracy on the cover to sell. The Mario and Call of Duty and Grand Theft Auto series were selling in the tens of millions based on their own merits. The mainstreaming of games meant that Sony could populate a bar with celebrities from the video game world in its 2011 “To Michael” commercial. It meant that kids who carried lunchboxes to school were just as likely to want one with Minecraft as one with Avatar: The Last Airbender.

			

			
				The Mostly Bad History of Games Based on Movies

				
					There was this whole thing where we would say, “We’ll just throw more people at it,” but the reality is that you can’t make a baby in one month with nine women.

					The publishers knew that, too, so they would say, “Look, whatever you can make in three months…”

					
					We’d get maybe $80K to maybe $200K; we’d rarely get anything over that, but we’d always get a royalty.

					—Mike Mika

				

				The movie Jaws, released in 1975, did more than launch a cavalcade of movies about shark attacks. It was the movie that made Steven Spielberg a star. It wasn’t his first movie. He’d already directed The Sugarland Express and a couple of TV movies,*6 but none of these had the same impact. Jaws was Hollywood’s first summer blockbuster. Prior to Jaws, studios released big movies all year round. Seeing Jaws’s success, studio executives began releasing potential blockbuster hits during summer months and over Christmas vacation.

				Jaws also impacted the tiny arcade industry of its day.

				Appearing in theaters a mere three years after the launch of Pong, Jaws included a brief shot of a group of boys playing a Sega coin-operated rifle game called Killer Shark.*7 It also led to a wave of shark-themed games, none of which were officially licensed. There was Maneater, an arcade game housed in a cabinet that resembled the shark in the movie posters for Jaws. There was Blue Shark, from Midway Games, which played a lot like an earlier Midway game called Sea Wolf, in which players fired torpedoes from a submarine; in Blue Shark, players fired spears instead of torpedoes. Most notably, Atari released a game called Shark Jaws in which players steered a scuba diver as he speared small fish while avoiding a shark.

				Atari founder Nolan Bushnell had hoped to license the Jaws name. When Universal Studios declined his offers, he renamed the game Shark Jaws and managed to ship it to arcades by the end of 1975, the same year that Universal Studios released the movie. Without knowing it, Bushnell had set an example that game publishers would emulate for decades to come—he rushed a forgettable game to market so he could capitalize on a movie’s success.

				And so began the long and often undistinguished history of video games based on movies. There were a few high points. In 1982, Bally Midway created two classic arcade games based on the Disney movie Tron. Tron the game featured a collection of four movie-inspired mini-games including battling enemy tanks and driving a light cycle. Bally Midway followed up with Discs of Tron in 1983. Atari released its Star Wars arcade game in 1983 as well. These were great games. Classics. To this day they are highly sought after by arcade collectors.

				
				In 1982, the year that Bally Midway released Tron, Atari released Raiders of the Lost Ark for the Atari 2600, a reasonably good game by 2600 standards, created by an Atari designer named Howard Scott Warshaw. He finished Raiders of the Lost Ark that summer and immediately began work on another game so it could be released in time for the 1982 Christmas season. That game was the infamous E.T.

				It’s unfair to blame the 1983 video crash on E.T., but it certainly contributed.*8 From the very beginning, E.T. was destined to fail. A quick summary of the series of unfortunate events surrounding its creation includes:

				
						
						Warner Communications offered Steven Spielberg a $25 million advance.

					

						
						The game was rushed through production so it would be ready for Christmas.

					

						
						Rather than basing the gameplay on the movie, Spielberg wanted a Pac-Man–like game.

					

				

				As the well-worn adage suggests, those who ignore history are destined to repeat it.

				
					Nobody learned from E.T. There were these stories that accumulated over the years, but they still didn’t care because at the end of the day, movie games were treated like garbage.

					
					It didn’t matter what they were. As long as they could boot up, the publishers didn’t really care.

					—Mike Mika

				

				
					Why do so many games based on licenses suck? The answer is obvious, at least for myself, and I’ve probably worked on fifty-plus licensed titles.

					What you have is a publisher who acquires a license from, say, a Disney or a Hanna-Barbera or, in the case of Barbie, from Mattel. Now, that publisher then contracts a development company to make the game.

					So you have a publisher which has already paid a licensing fee or is indebted to pay a royalty. They underpay the developer at the same time that they’re trying to appease the licensor.

					In some cases the licensor has a really qualified person. When I worked with Disney, they had a producer who flew to New York and said, “Look, let me tell you how things go at Disney. We’d rather have ten quality levels than thirty shitty ones.”

					This producer at Disney was pretty much the only producer I worked with who said straight out, “We want to express the integrity of the character.”

					In contrast, I worked on a lot of Sesame Street games. That was Children’s Television Workshop, which was basically a collection of PhDs. They contributed nothing to our game designs. They contributed nothing about their own characters. They would give us a style guide, and it was our job to create a game.

					We did a whole bunch of those games.

					—Vince Desi, former managing partner,

					Reidel Software Productions

				

				On a certain level, movie-based games need to be made quickly. When studio executives begin work on blockbuster movies, game tie-ins aren’t even an afterthought. Once films are in production, scripts, storyboards, and sets are kept highly confidential. The executives on the sales side of the business cut licensing deals during the production cycle, but the people on the creative end seldom entertain questions from game designers until their film goes into postproduction.

				
				That leaves developers with a small window to create their game and get it out. In the early days, the goal was to release the game while the movie was still in theaters. With the growth of the VHS and DVD markets, releasing games day and date with the home release was just as good.

				Since licensed games were generally based on blockbuster movies, they were usually released somewhere between the months of May and July, leading to a badly glutted market. Tied to DVD sales, movie games could ship in September or October, just in time for the Christmas rush. Now that a growing percentage of game sales are through digital distribution and shipping is less of an issue, deadlines are easier still. Back when games came on cartridges and DVDs, shipping concerns often cut into production times.

				
					Most of the time we only had three to five months, if we were lucky, to get a game made, turned around, and into manufacturing as fast as possible because this was all before digital.

					They would say, “There’s the slow boat from China, and there’s the fast plane from China. The fast plane from China is super expensive. We don’t want to fly the carts into stores; we want to boat them in.”

					—Mike Mika

				

				In the 1980s and 1990s, back when the interactive game industry still struggled with insecurity about its place in society, licensing properties was an easy way of attracting consumer attention. Publishers like Digital Eclipse, Capcom, Konami, Electronic Arts, Activision, Ocean, Sega, and even Nintendo licensed IP from movies, TV shows, and sometimes TV commercials*9 to “add cool” to their games.

				
				Some studios mixed their profits and passions, developing licensed titles to pay their bills and then doing other projects to rekindle their love of games. Along with such by-the-numbers Disney games as Lilo & Stitch and Kim Possible, Digital Eclipse published a long string of classic arcade ports. This included a nearly arcade-perfect version of Dragon’s Lair for Game Boy Color. A few of the levels were slightly shortened and the audio was nearly nonexistent, but executive producer Jeff Vavasour’s team managed to fit an entire laser disc game onto a 32-megabit Game Boy cartridge. Disney’s Tarzan paid the bills. Dragon’s Lair preserved an arcade classic.

				
					There would always be a 10 to 20 percent royalty. A game like Tarzan was fantastic because it sold over a million, and the royalty was pretty hefty. On games like Lizzy McGuire, I don’t think the royalty paid out.

					—Mike Mika

				

				In the early days, marketing executives didn’t worry about quality as much as getting games into stores in time for Christmas. It didn’t matter if the game was based on Godzilla, Back to the Future, or Mickey Mouse: They wanted to play it safe, to stick to the formula. When Howard Scott Warshaw mentioned wanting to do an adventure game based on E.T., Steven Spielberg said he wanted a game that played like Pac-Man. In the early eighties, maze chase games were all the rage. In the 1990s, the tried-and-true formula was platform games.

				
					Every meeting started off with, “Guys, just focus on doing a really simple platformer, maybe twenty levels, and call it a day.”

					Where’s the fun in that? At some point no one is going to want that anymore.

					—Mike Mika

				

			
				In 1999, Digital Eclipse managed to wedge some creativity into the Game Boy version of Disney’s Tarzan. The game exceeded everybody’s expectations, cementing Digital Eclipse’s reputation as the go-to team for cartoon licenses.

				Nintendo of America chairman Howard Lincoln had recently signed a contract with Disney to develop games based on several Disney princesses. Impressed by their work on Tarzan, the NOA team hired Digital Eclipse to work on some of those games. According to Mika, working with Nintendo was an entirely new experience. The people at Nintendo understood game development, had reasonable budget expectations, encouraged creativity, set realistic deadlines, and demanded the best quality in the final product.

				When Digital Eclipse made innovative suggestions on a Disney license with THQ, their contact approved concepts without realizing they were talking about something other than a platform game.

				
					We were working with THQ. At the time, THQ got the Disney properties.

					One game they got was based on a popular series on the Disney Channel called Lizzie McGuire. We were all thirtysomething men, and Lizzie McGuire is this show for young girls.

					We watched the show and tried to understand it. We talked to a bunch of girls. We took copious notes. We went out of our way to make the best Lizzie McGuire game possible, and what came out of all of this preparation was the idea that we could create a PDA [personal data assistant] very much like the one she had on the show. We would have a pet simulator because she had a cat.

					We pitched it to THQ, and they said, “Oh, this is awesome. Let’s do that.”

					We were many months into the game, E3 was coming up, and THQ wanted a demo. Somewhere along the way, somebody didn’t notice that we were just making this PDA and pet simulator thing.

					They flipped out. They said, “We can’t have this on the floor. Nobody is going to want this; it’s against everything that we’ve done in games.” They were really upset.

					
					We only had just a few days left before E3, so we asked, “What do you want?”

					They said, “Can you guys make it a platformer?”

					So Chris Charla, he was the producer, and I started building a platform game. We decided to drive to E3.*10 We brought a laptop and I was designing levels, and I designed this really simple platformer so that by the time we reached the show they would have something that would be representative of a platform game. I think we called it Cheerleaders Attack.

					It was the most milquetoast, boring platformer you could ever imagine, and they loved it. They thought it was exactly what the audience would want.

					—Mike Mika

				

				Formulaic games were a side effect of the way most movie executives viewed games—as an additional stream of revenue along with toys, posters, and soundtrack albums. The Hollywood talent generally showed little interest in licensed games. Though sometimes they paid too much attention:

				
					I worked on Howie Mandel’s Bobby’s World.

					Howie Mandel had this massive ego. He had no sense at all of what goes into a game. I used to tell people, “No matter what your ideas are, ultimately they have to be delivered in a technical manner.”

					A video game, however you want to slice it, is made of zeroes and ones. No matter how beautiful you want it to be, no matter how good the soundtrack is, the bottom line is it has to work, since it’s a game, it’s something you’re supposed to play.

					
					This guy was an egomaniac. We had an online conference, and I remember turning to the person at Turner [the licensor] and saying, “I’ll tell you right now, this game ain’t going f***ing nowhere because he wants some massive Hollywood production. That doesn’t work in video games.”

					—Vince Desi

				

				Concerned about all of the bad games on the market, George Lucas created a company specifically to make good products based on his movies. LucasArts, now mostly defunct, created several triple-A titles based on Star Wars and Indiana Jones. In 1992, the heyday of adventure games, LucasArts released Indiana Jones and the Fate of Atlantis and had a million-seller. The following year, LucasArts broke into the crowded flight simulation market with Star Wars: X-Wing and Star Wars: TIE Fighter, games that came complete with novellas written by a pioneering strategy guide author named Rusel DeMaria. In 1995, LucasArts broke into the rapidly expanding FPS market with Star Wars: Dark Forces. LucasArts later teamed up with BioWare to create the widely acclaimed Star Wars: Knights of the Old Republic RPG games as well.

				During the 1990s, there were a number of good games based on Disney properties. Castle of Illusion: Starring Mickey Mouse,*11 a Disney-Sega collaboration for Genesis, was a standout. Sega followed up with QuackShot: Starring Donald Duck, another strong game. When a French developer, Infogrames, made a game based on Fantasia that featured stunning graphics and amazing sound but terrible gameplay, Disney executives contacted Sega of America CEO Tom Kalinske and asked him to remove it from store shelves.

				Virgin Interactive Entertainment made a spate of good games based on Disney animated features, beginning with a highly regarded version of Aladdin.*12 Both a financial and critical success, Aladdin paved the way for The Lion King, Pinocchio, Beauty and the Beast, Tarzan, Hercules, and a great deal of market fatigue.

				
				The video game industry was learning a lesson the pinball industry had learned as well: Licensing movie titles doesn’t make bad games playable.

				
					The licensing issue reminds me of something Billy O’Donnell Jr. [former CEO of Bally Entertainment Corporation] once said, “A license on a new pinball is only good for getting the first quarter and after that the game has to do it on its own.”

					—Eddie Adlum

				

				Disney itself jumped in and out of the industry, forming game studios and then closing them down on multiple occasions. Seth Mendelsohn, who worked on Disney’s Aladdin and The Lion King at Virgin Interactive Entertainment, went on to work for Disney, where he became director of game design and an Imagineer during his sixteen-year career with the company.

				Despite Electronic Arts CEO John Riccitiello’s statement about no longer making “crappy licensed games,” EA was one of the more reliable publishers when it came to games based on movies. EA published Lord of the Rings, Harry Potter, James Bond, and Godfather games that were highly regarded.

			

			
				The Less than Sensational History of Superhero Games

				
					We thought, “On the Marvel Cinematic Universe side, the studios have the IP on a rocket ship going vertically up. Every movie is bigger than the last one. The IP is beloved, so why can’t we do something really special with this?”

					—Jay Ong

				

			
				In 1978, an Atari programmer named John Dunn created both a game and a genre. The game was Superman. The genre was adventure games based on superheroes.*13

				Released the same year as the first Christopher Reeve Superman movie, Superman was a serious departure from the racing, flying, maze chasing, and sports games that dominated the early days of the 2600. It was created prior to the introduction of side-scrolling, meaning that instead of flying across one continuous screen, Superman flies to the edge of the TV screen, then the game draws the next frame for him to enter. The game’s sound was terrible and the graphics were rudimentary, but rudimentary audio and graphics were de rigueur; it was one of the first fifty games released for the 2600. Many collectors of retro games consider it one of the better initial efforts.*14

				Another four years passed before a second superhero appeared on the 2600. Spider-Man played very much like an adaptation of the arcade game Crazy Climber, with Spider-Man scaling buildings and avoiding bad guys as he searched for bombs and dodged Green Goblin. By this time, side- and vertical-scrolling had become commonly used mechanics, allowing the titular hero to climb dozens of floors at a time without switching screens.

				Depending on the definition of the term “superhero,” Spider-Man can be considered the last superhero game to appear on the Atari 2600. There’d be games based on Chuck Norris, Luke Skywalker, Buck Rogers, and Flash Gordon, but those protagonists were all relatively human. There was also a Pac-Man–style maze chase game called X-man from Universal Gamex, but the “X” in that title indicated that the game was X-rated.

				Superheroes appeared in arcade games throughout the 1980s. Taito released a Superman game in 1988. Then, in 1989, Konami released Teenage Mutant Ninja Turtles, a four-player game that combined the side-scrolling street-brawl gameplay of the Double Dragon games with graphics modeled after the popular TV cartoon. The Teenage Mutant Ninja Turtles were an international obsession in the late 1980s and early 1990s, having risen from a semi-subversive comic book series to a television show and more recently a live-action motion picture.

				
				As was the case with the Atari 2600, Superman was the first licensed comic superhero to appear on the NES, in a lackluster game published by Kemco in 1988; then, in 1989, Tim Burton’s Batman movie turned the Dark Knight into a video game staple in arcades and on consoles. In 1989, Ocean released Batman: The Movie for home computer systems such as Amiga, Atari ST, DOS, Sinclair Spectrum, and other home computers; then Sunsoft released a vastly superior Batman game for Genesis and NES the following year.*15

				The Teenage Mutant Ninja Turtles were the next superheroes to appear on the NES, not in a port of the popular arcade game but in an all-new action adventure that was among the better-selling games of 1989. Consumers complained that they wanted an NES version of the arcade game, prompting Konami to release TMNT II: The Arcade Game the following year. Batman and Teenage Mutant Ninja Turtles were movie tie-ins that proved to be gold mines, licenses that more than paid for themselves with multiple hits.

				Spider-Man vs. The Kingpin, published by Sega for Genesis in 1989, featured a more easily recognizable Spider-Man than the 2600 game, with more recognizably Spider-Man-esque abilities. Though he still spent more time walking than he did in the comic books and cartoons, this Genesis version of Spider-Man occasionally swung on webs, climbed walls, and shot web balls.

				In 1992, Konami took over the Batman license, releasing Batman Returns on portables, consoles, and personal computers. By this time the video game industry was deeply entrenched in the side-scrolling, Final Fight school of gameplay, games in which a lone protagonist marches through swarms of enemies, fighting four or five opponents at a time. Batman Returns upped the ante slightly with easily identifiable graphics and solid play mechanics, but there was little innovation to be found.

				
				Endless side-scrolling and the lack of innovation seemed to sum up superhero games for most of the 1990s. Some games were more Contra-like with jumps and platforms; some were strictly Final Fight–esque. But whether the game was made by Data East (featuring Captain America and the Avengers), Acclaim (Spider-Man), Sega (X-Men), Konami (Teenage Mutant Ninja Turtles, Batman), or U.S. Gold (Hulk), superhero games almost always involved a side-scrolling stroll through enemy hordes.

				
					Keep in mind that for the longest time, for years and years, games have primarily served two functions for Marvel—to make money and to help sell other things like toys and movie tickets.

					—Jay Ong

				

				And then, in 2000, Activision changed everything when it released Spider-Man. Developed by Neversoft, the same team that created the Tony Hawk’s Pro Skater games and took over the Guitar Hero franchise, Spider-Man took the action into the third dimension. The web-swinging in previous games had felt like mostly an afterthought; in this new one, it was Spider-Man’s primary mode of transportation as he traveled across a vast 3D cityscape.

				A great deal of the innovation that went into Spider-Man was powered by the consoles on which it ran. Running on Super NES and Genesis, past superhero games were relegated to 2D gameplay. The rise of the PlayStation, Nintendo 64, and Dreamcast game consoles opened a third dimension to Activision that would have been nearly impossible to harness earlier without adding expensive in-cartridge technology along the lines of Nintendo’s Super FX chip or the Sega Virtua processor.

				Most superhero games only grudgingly evolved to keep up with technology; 3D replaced 2D, but it didn’t take long before the games became stale again. There were Superman games, including Superman: The New Superman Adventures, which was roundly attacked as one of the worst games of its generation. Both Acclaim and Ubisoft published Batman games. Hulk and Iron Man made appearances as well.

				
				In 2009, Rocksteady Studios teamed up with Eidos and Warner Bros. Interactive on the most ambitious superhero game to date—Batman: Arkham Asylum. In truth, Arkham Asylum’s stealth-based gameplay borrowed heavily from Hideo Kojima’s Metal Gear Solid games. Alone in an expansive world populated by thugs and supervillains, working his way toward the Joker while dealing with paranoid hallucinations brought on by Scarecrow, Batman has more than enough skill and gadgets to pulverize everyone he meets, but he’s better off sticking to the shadows, attacking from the rafters, and scanning areas for enemies. Arkham Asylum combined the stealth of a Metal Gear Solid with the horror elements of a BioShock game.

				Coming out in 2009, Arkham Asylum featured stunning graphics and phenomenal voice work by such established Batman actors as Kevin Conroy (Batman), Arleen Sorkin (Harley Quinn), Tasia Valenza (Poison Ivy), and Mark Hamill (the Joker) reprising roles they’d played in the DC Universe cartoons. The Guinness World Records organization recognized it as the most critically acclaimed superhero game ever.

				
					If you look across the entire landscape, the landmark game was Arkham. That was basically as good as anything out there. Usually, with superhero games, there’s always a qualifier. It’s “That’s pretty good…for a licensed game.” You judged them by a different standard, a lower standard because most superhero games and most licensed games were pretty poor.

					Arkham was the one that changed that narrative. It was inspirational for us in the early days.

					—Jay Ong

				

				Arkham Asylum went on to sell more than 10 million copies worldwide.13 By the time Jay Ong joined Marvel Entertainment, Rocksteady had released a sequel, Batman: Arkham City, and Batman: Arkham Knight was nearing release. All three games were critically acclaimed multimillion-selling hits.

				
				Rocksteady’s Arkham games weren’t the only Batman games on the market. There were games based on the animated Batman series and Lego Batman games as well. There were games with other denizens of the DC universe, too, including Injustice: Gods Among Us, a brutal fighting game developed by Mortal Kombat co-creator Ed Boon.

				In 2009, the year that Arkham Asylum redefined the superhero genre, Activision published a pair of X-Men games. The first was X-Men Origins: Wolverine, a mediocre game based on a below-mediocre motion picture.*16 The second was an action RPG titled Marvel Ultimate Alliance 2 that was surprisingly good.

				Beginning with the release of Iron Man in 2008,*17 Marvel Studios established itself as the dominant force in superhero movies. While Spider-Man, X-Men, and Avengers movies consistently placed among the biggest movies of the year, for the most part, games based on Marvel comics weren’t especially popular.

				
					My team and I had this dream that we could do great games in the console space. Back then, our flagship titles on the console side were the Lego titles. They sold well. The fans loved them. They were good games.

					The games we did with Activision were trending poorly. I think the last Spider-Man game that shipped scored in the 40s on Metacritic.

					—Jay Ong

				

				Hired as Marvel’s vice president of games in May 2014, Jay Ong’s first challenge was to discover why Marvel’s box office success hadn’t translated to games.

				
				On the Marvel side, there had been games that were beloved well before I got there. Marvel vs. Capcom had its fan base. Ultimate Alliance had its fan base. They both were really high-quality games that were made for the fans.

					—Jay Ong

				

				What he needed was a publishing partner who hadn’t adopted the “crappy licensed games” mentality. He needed a company with an eye for long-term investments, one with a vested interest that would benefit from building a franchise. That partner would need to have a deep pool of talent, commitment to quality, and inexhaustibly deep pockets. There were three companies that fit that description. One of them, Nintendo, mostly developed games based on its own intellectual properties.

				
					Being from console first-party in my past, I pinged both sides, both Xbox and PlayStation, and said, “We don’t have any big console deals with anyone right now. What would you like to do?” Microsoft’s strategy was to focus on their own IP. They passed.

					I sat down with these two execs from PlayStation third-party, Adam Boyes and John Drake, in August 2014, in a conference room in Burbank. I said, “We have a dream that this is possible, that we could beat Arkham and have one game at least and maybe multiple games that could drive adoption of your platform.”

					—Jay Ong

				

				Boyes, Drake, Connie Booth, vice president of product development, Sony Interactive Entertainment, and Scott Rohde, senior vice president of product development, Sony Interactive Entertainment, offered to make a triple-A PlayStation-exclusive Spider-Man game.

				With the exception of 2003, Activision had released at least one Spider-Man game per year from 2000 through 2008, sometimes more. Having controlled the license for nearly a decade, Activision was so immersed in how well Spider-Man games were currently selling that they could no longer imagine how well a Spider-Man game could sell.

				
				You’ve got Spider-Man. You’ve got Sony. You’ve got people willing to throw $40 or $50 million into a game…conservatively. That’s very different. In those days [before Arkham Asylum], the publisher was paying you, not the licensor, and the publisher wanted to spend as little as possible.

					—Vince Desi

				

				Marvel decided to approach Activision about terminating the contract early. As they negotiated the request, Ong explained that Spider-Man needed new talent, a bigger budget, and fresh eyes.

				
					We finally negotiated a deal for them to walk away. It was a mutually beneficial deal. When we shook hands on it, they asked, “So what are you going to do with this IP after you get it back?”

					I said, “I’m going to find a better home for it.”

					They replied, “Good luck finding your unicorn.”

					—Jay Ong

				

				Sony turned the project over to Insomniac Games,*18 an independent studio at the time, but one of Sony’s most important partners. Insomniac had a long list of hits that were published under the Sony label—Spyro the Dragon, Ratchet & Clank, Resistance: Fall of Man, and most recently Sunset Overdrive.*19

				Insomniac was an obvious choice for the project. As a studio, Insomniac had an impeccable record as both a designer of hit games and a reliable partner for Sony. Another plus, one of the studio’s most recent games, Sunset Overdrive, incorporated a fast-paced, highly acrobatic style of combat that was equal parts parkour, Tony Hawk’s Pro Skater, and Call of Duty, a very Spider-Man style of fighting that involved swinging and grinding over cities while facing multiple enemies.

				
				Insomniac’s ability to create games based on already existing intellectual property may have caused some concern. Historically, the studio created IP rather than building off of other companies’ ideas. In truth, other companies adapted Insomniac’s IP.*20

				
					When we heard of the opportunity, thanks to Connie [Sony Interactive Entertainment vice president of product development Connie Booth] at Sony, it was a real surprise for me because up until that point we had been working on our own IP and hadn’t really contemplated working on existing franchises.

					—Ted Price,

					founder and CEO,

					Insomniac Games

				

				Sony’s participation in this project would be anything but passive. Including marketing, the budget for franchise-building games like Marvel’s Spider-Man routinely exceeded $100 million. With so much money and prestige on the line, Sony Interactive Entertainment assigned senior director Grady Hunt and PS4 designer Mark Cerny to consult on the project. Both men had worked as Sony consultants with Insomniac on early projects as well.*21

				The three-way collaboration between Insomniac, Marvel, and Sony was a success. Having partnered with Insomniac many times throughout the PlayStation and PS2 eras, Sony executives had confidence in the studio’s technical and game design savvy. For their part, studio founder Ted Price and his fellow “Insomniacs” understood how to work with Sony as well. Having worked in different industries serving a mostly similar audience, Price’s Insomniacs had a natural affinity with their Marvel counterparts as well.

				
				Very early on, we knew that there was a great chemistry between us and our compatriots at Marvel. A lot of that came from being able to learn more about the Marvel universe from those who were really experts in it…guys like Bill Rosemann [executive creative director, Marvel Games]. At the same time, the Marvel team was fantastic in trusting us to come up with a new story…to come up with a new take on Peter Parker, and to explore the mechanics of what Spider-Man could be in a modern game.

					—Ted Price

				

				Along with its proven track record, Insomniac brought technical expertise to the project. Like so many games of the PS3/Xbox 360 era, Arkham Asylum was built using Unreal Engine 3, a versatile and powerful engine created by Epic. Insomniac used its proprietary Insomniac Engine.

				
					The Insomniac Engine enabled us to create a very large city. The New York we created for Marvel’s Spider-Man was ten times the size of the city we created for Sunset Overdrive and more detailed. More importantly, in Spider-Man you can go anywhere because you’re Spider-Man.

					From the very beginning, we had to figure out how to make that work and make the views from the tallest buildings feel believable when we have limited horsepower to use. The goal is to be clever about how you display things and keep the game in frame while giving players a lot of freedom to do whatever they feel like at any time. Spider-Man is kind of the ultimate expression of that.

					
					—Ted Price

				

				Marvel’s Spider-Man was indeed a worthy rival for the Arkham games. Breaking Spider-Man into the top tier of games wasn’t only a question of money and technology; it was a question of finding a team with a grand vision. Insomniac wanted to create an iconic game for an iconic superhero. Marvel’s active participation ensured a new level of authenticity. Wanting to create a PlayStation-exclusive franchise, Sony not only lent Marvel’s Spider-Man a gigantic marketing budget, the console giant also offered technical support from start to finish.

				When it came to Spider-Man, Activision wasn’t prepared to compete against games like Batman: Arkham Asylum. Sony was. To date, the Arkham games and Marvel’s Spider-Man are unrivaled among superhero games for sales, with a steep drop to the next tier down. In 2020, as Sony prepared to release PlayStation 5, the exclusive game headlining that release was Marvel’s Spider-Man: Miles Morales.

				
					Marvel’s Spider-Man was the first time that Marvel proper realized that games as a medium could drive the brand…could drive “brand affinity,” as we call it.

					—Jay Ong

				

			

			
				The Entirely Unsatisfactory History of Movies Based on Games

				
					Most movies suck. Nobody really wants to talk about that, but most movies suck. Most video games suck. So now you extrapolate—over 50 percent of movies and games suck to begin with, and then you break into the category of movies based on games.

					
					—Vince Desi

				

				Long before studios started making movies based on games, a few movies portrayed Hollywood’s view of nerdy game culture (Joysticks) and computer technology (Tron). Computer games and video games also popped up in movies that had nothing to do with them. One of the villains in Superman III used a high-tech tracking system that played like a video game to fire missiles at Superman. Eddie Arcadian (Christopher Murney), the power-crazed gangster in The Last Dragon, owned an arcade, as did Noah Vanderhoff (Brian Doyle-Murray), the financier who offers to sponsor Wayne and Garth in Wayne’s World. Sean Connery and Klaus Maria Brandauer tortured each other playing a video game with controllers that gave an electrical shock to the losing player in Never Say Never Again, Connery’s final James Bond film.

				Hollywood continues to make movies based on game culture. Pixels, Wreck-It Ralph, and the 2017 Jumanji reboot tell stories that revolve around games in general or fictitious games rather than a specific game. Wreck-It Ralph was a box office smash, raking in nearly $471 million.*22 According to Box Office Mojo, Jumanji: Welcome to the Jungle made $962 million, significantly outgrossing another high-profile game-related movie released the following year, Steven Spielberg’s Ready Player One.*23

				The first “live-action” movie adaptation of a video game was 1993’s Super Mario Bros., a critical and financial disaster filmed on a budget of nearly $50 million with box office receipts of less than $35 million. In his lead-in to the review on At the Movies, Roger Ebert’s co-host, Gene Siskel, stated:

				
					Our next movie is the film version of a popular video game. It’s called Super Mario Bros. and it doesn’t work at all. This movie is neither high- or low-tech enough. It’s not as dazzling or as involving as the cutting-edge video games it would like to mirror, and it doesn’t have the traditional movie elements like compelling characters or a fresh story. I also can’t figure out what age group this film was made for.

					
					—Gene Siskel, former movie reviewer, Chicago Tribune

				

				
					It’s a complete waste of time and money.

					—Roger Ebert

				

				The next game-based movie was Double Dragon, released in November 1994, a small movie made on a $7 million budget that failed to break even. It was followed one month later by Street Fighter, which had bigger stars and a $35 million budget.

				By this time, a pattern had emerged. Big budget or small, screenwriters were having trouble adapting video game storytelling into coherent scripts. No one had yet figured out how to write a plausible storyline that explained a plumber named Mario running cross-country, jumping from one giant mushroom to the next, swimming in oceans filled with squids, and battling a fire-breathing dragon.

				Steven de Souza, the screenwriter of Die Hard, Beverly Hills Cop, and 48 Hours, wrote and directed Street Fighter. Having based Die Hard on the novel Nothing Lasts Forever, de Souza knew a thing or two about adapting stories for movies, but Street Fighter II didn’t have a story; it just had a colorful cast of brawlers. How do you work a U.S. Air Force commando, an electricity-generating Brazilian mutant, a Russian wrestler, and a bullfighter into a coherent story?

				
					In terms of [the announcement about] the movie, there were two reactions. The first reaction was amongst hardcore fans who expressed nervousness that this group of characters that they loved might not be portrayed authentically. The other reaction was, “This is tremendous. This is an example of a technology company from Silicon Valley entering Hollywood.”

					
					—Laurie Thornton, former public relations manager,

					Capcom Entertainment

				

				Street Fighter II was serious business. Not only did the game launch an entire genre—without the success of Street Fighter II, the Mortal Kombat, Tekken, and Virtua Fighter games would have been unlikely—it also became a brand unto itself.

				
					We had over thirty licensed products. It included sheets, towels, a comic book, lunch pails…Everything you can imagine was branded Street Fighter II.

					—Laurie Thornton

				

				The cast of Street Fighter included both a star and a respected actor. Belgian martial arts superstar Jean-Claude Van Damme, who once billed himself as the “Fred Astaire of martial arts,” played the leading role. He was one of the biggest names in Hollywood at the time.

				Many of the other actors in the film had recognizable faces. Ming-Na Wen (Mulan), Wes Studi (Last of the Mohicans, Dances with Wolves), Roshan Seth (Gandhi), Grand L. Bush (Lethal Weapon, Die Hard), and Australian singer Kylie Minogue played some of the various fighters. Joe Bugner, who once fought Muhammad Ali for the world heavyweight title, had a cameo as a torturer. Academy Award winner Raul Julia played the film’s villain, General M. Bison.*24

				
					The reason Raul Julia was motivated to do this film was that his sons were enormous Street Fighter II fans. He knew about the franchise from his sons, and they convinced him it would be a really cool thing to do.

					
					—Laurie Thornton

				

				Despite the typical big studio talk at the outset of the project, Universal Studios largely pulled back from the movie prior to its release. Instead of hosting a red carpet premiere, Universal hosted a luncheon in its Burbank studios.

				Despite a lackluster debut in the United States, the Street Fighter film was profitable based on its success in Asia. The U.S. box office was $33 million and its international release brought in another $66 million, for a total of $99 million.

				The movie version of Street Fighter also resulted in a Street Fighter: The Movie arcade game featuring Mortal Kombat/Pit Fighter–style digitized graphics. All of the combatants from the movie appeared in costume and in stiff-moving digitized form. Capcom manufactured the arcade version of the game and published the Sega Saturn and Sony PlayStation versions in Japan. In the United States, Acclaim Entertainment did the honors. This may have been due to contractual agreements between Acclaim and Universal Pictures or it may have been a case of Capcom USA distancing itself to protect the reputation of the Street Fighter brand.

				The rivalry between Capcom’s coin-op division and Williams/Bally/Midway existed long before fighting games, but when Midway’s Mortal Kombat games overtook Street Fighter II in American arcades, that rivalry deepened. Two of the bigger companies to have survived the arcade shake-up of the eighties, Capcom and Midway were crosstown rivals when Chicago was the Mecca of America’s arcade industry. Talent like Joust artist Python Anghelo sometimes shuffled between the two companies.

				Like an echo of arcade history, Hollywood followed up Street Fighter with a motion picture version of Mortal Kombat. The Mortal Kombat movie cost less to make—a budget of $18 million compared to Street Fighter’s $35 million—and featured a less recognizable cast. Its most recognizable stars were Christopher Lambert (Highlander, Greystoke), Bridgette Wilson (Billy Madison, Last Action Hero), and Cary-Hiroyuki Tagawa, who’d built a successful career mostly playing Asian villains in a long string of movies that included Big Trouble in Little China and Rising Sun. Talisa Soto, who played Princess Katana in the movie, did jewelry commercials and was the love interest in a Bond film.

				
				Few people would describe the Mortal Kombat movie as “art,” but in his discussion of the movie with Roger Ebert on At the Movies, Gene Siskel characterized it as “taking the minor prize for being the best video game turned into a movie” that he’d seen.*25

				Siskel gave the movie a thumbs-up. Roger Ebert did not. He complained that the theater was too dark, then commented, “One thing that was funny, the kids who play this Mortal Kombat game, which as you know has been very controversial because of its level of violence,*26 were kind of disappointed that the killings in the movie weren’t nearly as sensational as the ones in the game, where people have unbelievably horrible things happen to them.”

				Director Paul Anderson faced an easier task in translating Mortal Kombat to film than Steven de Souza had in adapting Street Fighter II. While creating the original Mortal Kombat arcade game, Ed Boon and John Tobias had invented an elaborate mythological backstory involving a banished wizard and a mystical martial arts tournament that protected the “Earthrealm” from ancient enemies; by contrast, all de Souza had to work with was an iconic cast of fighters. Siskel clearly found Mortal Kombat’s backstory laughable, but contrived storylines are an accepted element in action movies.

				In 1999, 20th Century Fox released a certified box office disaster called Wing Commander that was based on a popular series of computer games. In an effort to boost its theater attendance, 20th Century Fox paired the movie with a trailer for the first Star Wars prequel, The Phantom Menace.

				
				Variety writer Godfrey Cheshire speculated, “The picture’s pairing with the second trailer for the new Star Wars film should help Fox give it a respectable launch.”14 It didn’t. According to Box Office Mojo, the movie cost $30 million to make and had a box office take of $11 million despite Star Wars fans who attended the movie to catch an early glimpse of the trailer.

				In 1998, Nintendo, Toho, and Warner Bros. Studios released a string of Pokémon movies beginning with the aptly named Pokémon: The First Movie (aka Mewtwo Strikes Back). In those days, anything associated with the Pokémon franchise was a sure success. According to Box Office Mojo, Toho made the film on a $30 million budget. There was no need for big-name actors; the pocket monsters themselves had celebrity appeal. The First Movie made $163 million in worldwide box office receipts.

				Timing was everything. Mewtwo Strikes Back came out at a time when the Pokémon cartoon was one of the hottest shows on television and stores couldn’t keep up with the demand for Pokémon trading cards.

				Then, in 2001, Paramount Pictures came out with Lara Croft: Tomb Raider, an ambitious summer blockbuster, complete with a June release, a $115 million production budget, and Angelina Jolie, Hollywood’s brightest star. The cast included Jon Voight, Jolie’s father in real life, playing Lara Croft’s father in the movie. It also featured pre–James Bond Daniel Craig.

				For the record, Roger Ebert liked the movie. He gave it three out of a possible four stars and said, “Was I filled with suspense? No. Since I had no idea what was going to happen, should happen, or what it meant if it did happen, I could hardly be expected to care. But did I grin with delight at the absurdity of it all? You betcha.”

				Lara Croft: Tomb Raider was the quintessential tepid success that Hollywood studios tout and then abandon.*27 Having raked in $274 million in ticket sales, it more than paid for itself, but the summer blockbuster season is highly competitive. The biggest movie of 2001 was Harry Potter and the Sorcerer’s Stone, which brought in over $1 billion on a $125 million budget. Also released that year was The Lord of the Rings: The Fellowship of the Ring, which cost $95 million and brought in $900 million. Measured against Harry Potter and The Lord of the Rings, Tomb Raider’s success seemed negligible at best.

			

			
				
				Sakaguchi’s Final Fantasy

				The more important video game movie of 2001, at least from a historical perspective, was Final Fantasy: The Spirits Within. This was a movie that changed the technology of moviemaking, largely destroyed the career of a fabled game designer, and nearly bankrupted one of the most successful video game publishers in the world.

				Hironobu Sakaguchi, creator of the Final Fantasy games, was the driving force behind the movie. Impressed with his characters and plotlines, fans had been calling for Sakaguchi to make a Final Fantasy movie since the first game came out on the Nintendo Famicom in 1987. Published by Square Soft, the Final Fantasy series had always had a large and loyal following in Japan; then Sony Computer Entertainment America published Final Fantasy VII with a $100 million marketing budget, turning the series into a worldwide phenomenon.15

				Sakaguchi, an avid surfer, pushed Square to open an ultra-high-tech studio in Hawaii, where he would work on future Final Fantasy games and other projects.*28 Situated at the top of one of the twin Harbor Court Office Towers, Square USA’s new studio overlooked Honolulu Harbor and sported an ocean view that stretched all the way from Honolulu Airport to Waikiki. It was in these offices that Sakaguchi began work on Final Fantasy VIII, IX, and X, writing ideas and storing them in binders.

				
				Emboldened by the success of Final Fantasy VII, Sakaguchi began investigating new technologies that could enhance his storytelling. As early as 1998, he invited a reporter to the Harbor Court office and showed him a computer-generated character that seemed to defy the known limitations of computer graphics.

				The character was an elderly man with thinning white hair. He had wrinkles and age spots on his skin. By typing commands into a computer, Sakaguchi changed the old man’s expression. When he smiled, the crow’s feet along his eyes changed direction. His skin absorbed light like human skin. Strands of his fine hair blew when Sakaguchi increased the virtual breeze.

				The man on the screen was more realistic than any previously rendered character the reporter had ever seen. This was three years before the first Lord of the Rings and Harry Potter movies. Audiences had not yet seen Peter Jackson’s Gollum. In fact, Square Soft’s work would impact Gollum as well.

				
					There are so many different facets to the making of this movie. The development of hyperreal CG characters has been technically more challenging than initially anticipated, and has led us through a series of hurdles to overcome.

					—Hironobu Sakaguchi16

				

				Selling the project on the idea that the technology created to make the movie could be applied to future games, Sakaguchi persuaded Square Soft chairman Tomoyuki Takechi to approve a $70 million budget to create a Final Fantasy movie. And just that quickly, Square USA became a magnet for top-tier animators, CGI artists, and movie talent.

				Now that he had his studio, Sakaguchi made initial decisions that would impact his movie’s success. Rather than place the film in a recognizably Final Fantasy universe with a familiar storyline, he adopted a science fiction theme. Instead of gunblades and chocobos, the characters carried futuristic-looking guns and drove jeeps. Elliot Goldenthal composed the score, not Nobuo Uematsu, the composer of the music for the Final Fantasy games. These decisions alienated fans of the games, the exact audience Sakaguchi needed to court.

				
				Finalizing the script became problematic as well. Sakaguchi’s vision simply didn’t lend itself to moviemaking, no matter how many screenwriters he hired to adapt it. And then there were the questions about how to get Hollywood to take a video-game-based, computer-animated motion picture seriously. Had he simply been making a computer-animated cartoon, Hollywood might have been more accepting, but Sakaguchi had an adult audience in mind.

				And then there were questions about the technology. Thanks largely to Disney’s Toy Story movies, Hollywood had grudgingly embraced the idea of computer-animated cartoons, but Hironobu Sakaguchi wasn’t interested in simple computer animation. He wanted to try something new—motion capture.

				Motion capture represented an additional step away from the days of hand-crafted animation. With motion capture, live actors performed every step, fall, punch, and jump in the movie. They held props and sat in vehicles, but only their movements would appear in the film.*29

				Instead of wearing costumes, the actors wore tight black bodysuits with white balls placed over their joints and other strategic areas. They played out their scenes in blackened sets surrounded by a ring of digital cameras that recorded only the movements of the white balls on their suits. Those movements were translated into data that were then used to build digital skeletons over which highly intricate skins could be placed.

				Motion capture had originally been developed as a medical technology. Patients with bad hips, for instance, might walk on a treadmill with a ring of cameras capturing the way their joints moved every time they stepped so that doctors could analyze what was wrong.

				
				Acclaim Entertainment, the company that made the console versions of the Mortal Kombat games, was very likely the first entertainment company to recognize the potential of motion capture. It was all-new territory, and the person Acclaim hired to build and run its motion-capture studio was Remington Scott. The experiment didn’t last very long. Scott’s last project at Acclaim was Turok: The Dinosaur Hunter, in 1997. He spent the next two years trying to talk Hollywood studios into using the technology, but no one was interested. After two years, he gave up and returned to Long Island to look for a new job.

				
					The phone rings, and I pick it up and this guy says, “I’m Jun Aida, and I work for this company you may have heard of called Square. We make this game called Final Fantasy.”

					I said to him, “Are you kidding me? I’m playing that game right now.”

					He said, “Oh, yeah, well, we’re out here in Hawaii and we want to try this new technology called motion capture, but we don’t really know what to do. Do you want to come to Hawaii and talk to us?”

					—Remington Scott, motion capture co-director,

					Final Fantasy: The Spirits Within

				

				Scott flew to Hawaii, spent a day explaining how the technology worked, and was hired as co-director of motion capture on the spot.

				During the early stages of production, a civil war broke out between a team of highly regarded animators who wanted to use the more traditional technique of key-framing the characters and the motion-capture team. As the leader of the motion-capture studio, Scott claimed that digitizing the movements of body doubles would be cheaper, faster, and more accurate. After watching a motion-capture scene, Sakaguchi sided with Scott.

				
					I had animators who were animating shots based on motion-capture data, but that data was just floating around the scene, not actually driving any skeletons. It was just these markers, and they were key-framing them. It took them like three months to do a couple of guys walking for a minute.

					
					I did a test; I motion-captured a scene between Aki [Ming-Na Wen] and Gray [Alec Baldwin] where we first see them meet in the film. She’s trying to get away from him, and he’s trying to stop her. It’s a good scene because of the conflict.

					So I got this actor and actress, and I shot this on the motion-capture stage, and then we built a solution to solve the data onto the characters in Maya [Autodesk Maya, the latest 3D software package at the time], and then we applied the motion-capture data to the characters.

					So we presented to Sakaguchi-san, and he said, “We have to show this in the monthly screening.”

					We put it in there, and after we showed the motion-capture clip, everyone was quiet. You could have heard a pin drop. Then there was this thunderous applause.

					—Remington Scott

				

				Aki Ross, the protagonist of the movie, was made up of 400,000 individual polygons that absorbed and reflected light in manners identical to human eyes, hair, and skin. Her face had dozens of control points that enabled animators to move her lips, jaw, eyebrows, cheeks, eyelids, and forehead.

				As computer graphics have become more sophisticated, so has the public’s ability to spot CG. At the time that Square produced Final Fantasy: The Spirits Within, people thought Aki Ross looked real. She’s fairly convincing by today’s standards, but people can tell she’s a computer model. In 2001, a lot of people mistook her for real. Maxim ran a picture of her in a skimpy bikini.

				As producers Jun Aida and Chris Lee approached actors and agents, they were asked, “How is this going to change movies?” and “Do studios even need real actors with what you’re doing?” An intriguing ethical question arose: “What’s going to stop the studios from resurrecting legends like James Dean and Marilyn Monroe?”

				
				I’m very troubled by it, but it’s coming down, man. It’s going to happen and I’m not sure what actors can do about it.

					—Tom Hanks, actor, Philadelphia, Forrest Gump17

				

				Along with its Harbor Court offices, Square Studios occupied a soundstage on the inland slope of Diamond Head. There were two warehouse-size soundstages on the lot. There was an older one, first constructed in the late 1960s for the original Hawaii Five-O, and a much newer stage built by Steven Spielberg during the shooting of Jurassic Park.

				David Hasselhoff, Pamela Anderson, Erika Eleniak, and the Baywatch team worked out of the older soundstage. Square Studios leased Spielberg’s stage.

				Though a stellar cast would eventually sign on, producer Jun Aida had trouble attracting talent in the beginning. The first big name to sign on was Ming-Na Wen. They’d worked together before—Aida was one of the executive producers of Street Fighter. Once Wen signed on, other actors followed. Alec Baldwin took a starring role. This was five years before 30 Rock; Baldwin wasn’t the mega-star he would become playing Jack Donaghy, but he’d already been in movies like Beetlejuice, Working Girl, and The Hunt for Red October. Ving Rhames joined the cast; he had created quite a stir at the 1998 Golden Globe Awards, when he won the award for Best Actor in a Miniseries or Television Film for his portrayal of boxing promoter Don King in Don King: Only in America but handed the statue to aging icon Jack Lemmon, who had also been nominated. Fast-talking James Woods joined the cast along with Donald Sutherland, Steve Buscemi, and Keith David.

				The biggest star of Final Fantasy: The Spirits Within, however, was the CGI technology. The movie includes a scene in which armored soldiers enter Battlefield Wasteland, a crater filled with the corpses of fallen soldiers. The scene doesn’t look convincing; it looks real.

				
				Other movies have been made entirely on computers, but Final Fantasy: The Spirits Within is the first to attempt realistic human characters. Not Shrek with his trumpet ears, but the space soldier Gray Edwards, who looks so much like Ben Affleck that I wonder if royalties were involved.

					—Roger Ebert18

				

				Toward the end of his review, Ebert wrote, “Enough about the plot, which is merely the carrier for the movie’s vision. The reason to see this movie is simply, gloriously, to look at it.” Unfortunately, other critics weren’t nearly as generous. Danny Graydon at BBC.com wrote, “The visual grandeur cannot hide the clichéd dialogue, thin characters, and frustrating lack of development.”19 Mark Caro at the Chicago Tribune said, “Like Dr. Ross and her companions, the movie artfully mimics life without ever truly living.”20

				Final Fantasy: The Spirits Within was a box office disaster. According to Box Office Mojo, the film cost $137 million and made just over $85 million. Fair or not, game industry insiders have long blamed the movie and specifically Hironobu Sakaguchi for the merger of Square Soft with Enix Corporation in 2003.

				The questions that actors and agents asked about the ethics of creating digital actors may have sounded farfetched in 2001, but time has proven them accurate. Since then, motion-capture versions of actors such as Kurt Russell and Arnold Schwarzenegger have appeared in Guardians of the Galaxy: Volume 2 and Terminator: Salvation. For the most part, these avatars have been younger likenesses of living stars. The 2016 film Star Wars: Rogue One includes a scene in which Grand Moff Tarkin confronts Princess Leia Organa—all made possible by motion-capture technology, as Peter Cushing died in 1994. Having been born in 1913, he would have been a hundred years old when the movie was shot and unable to play his sixty-four-year-old self. Before creating his likeness, LucasArts approached his family for permission.

				
				Though Carrie Fisher was still alive during the production of the movie, her cameo was played by Norwegian actor Ingvild Deila. According to Gareth Edwards, director of Star Wars: Rogue One, when LucasFilm president Kathleen Kennedy showed the motion-capture scene to Carrie Fisher, she thought it was old footage from the 1970s.

				
					Carrie didn’t remember the take and thought we had manipulated a take from the original film. But they told her it was all computer generated, and she was really impressed.

					—Gareth Edwards, director,

					Star Wars: Rogue One21

				

				Having optioned the children’s Christmas novel The Polar Express in 1999, Tom Hanks had begun preliminary work on his own motion-capture movie despite the objections he aired to the Final Fantasy movie. Adding his voice to multiple motion-capture characters, Hanks played several key roles in the movie.

				Final Fantasy launched motion-capture director Remington Scott’s career. Many studios became interested in the new hot technology, and Scott was at the forefront of it. Peter Jackson hired him to build a motion-capture studio in New Zealand. The Gollum that appeared in The Fellowship of the Ring was traditionally animated. The Gollum in The Two Towers was created using motion data captured by Scott and his team working with actor Andy Serkis.

				Scott went on to work on Spider-Man 2, Spider-Man 3, and Watchmen, along with several other movie and video game projects. At the PlayStation 3 unveiling, when Ken Kutaragi showed how PS3 could display emotions on a model of actor Alfred Molina’s face, he used a model of Molina created by Remington Scott.

			

			
				
				Uwe Boll

				
					Waaaay down with Jack Thompson*30 and StarForce copy protection,*31 German filmmaker Uwe Boll occupies the lowest circle of the gaming community’s pantheon of demons. Though many producer-directors across the decades have made unwatchable films, the work of Dr. Boll has inspired in many gamers a singular contempt.22

				

				The already rocky relationship between games and Hollywood took a turn for the worse in 2001 when an aspiring screenwriter named Mark Altman approached a German filmmaker named Uwe Boll, then living in Vancouver, British Columbia, about making a movie based on the popular Sega arcade shooter House of the Dead. By the time he spoke with Boll, Altman had already written a script and submitted it to Sega for approval.

				
					I got approached by Mindfire Entertainment, Mark Altman, about House of the Dead. They had the game, they had a script, and they had the rights from Sega.

					I was kind of at a dead end. I had done a drama, Heart of America. It was not a success. It got some good reviews, but it didn’t make any money.

					I was a big zombie fan, less of a game fan. I knew House of the Dead from arcades, just sitting there shooting zombies, but I didn’t see any real story. I was aware that it was a game that everybody knew.

					As a big fan of the George Romero trilogy, I always wanted to make a zombie film.

					—Uwe Boll, producer and director, House of the Dead

				

			
				Boll was an interesting person. He held a PhD in literature and was a proficient amateur boxer. He was also a serial entrepreneur. Though he was ambivalent toward video games, the idea of making a zombie movie intrigued him.

				
					Boll was trying to become the prolific director of films based on video games.

					Very interesting guy. Very intelligent. Not stupid at all. Funny guy.

					He was very kind, very generous and open. I wouldn’t say he’s left-wing. He’s definitely a capitalist, but he’s a capitalist-socialist.

					Uwe has a German sense of humor. It’s very dry, but he’ll also beat a dead horse until it’s been reincarnated.

					—Vince Desi

				

				Boll loved everything about movies. He loved watching them. He loved making them. As a businessperson, he paid careful attention to the financial aspects of the process. After mulling over his balance sheet, Boll decided that the only way a movie based on an arcade game could turn a profit was if it was made on a tight budget.

				He hired mostly unknown actors. Clint Howard,*32 with whom Boll had worked on Heart of America and Blackwoods, was as close as the cast came to having a headliner. He also hired Jürgen Prochnow, another Heart of America veteran whose other credits include Das Boot, Dune, and Wing Commander. Box Office Mojo reports House of the Dead was made on a budget of $12 million; according to Boll, the budget was closer to $8 million.

				The movie was filmed in Vancouver, a city that offers favorable incentives to filmmakers. Instead of the evil laboratory and giant mansion locations in the arcade game, the movie had more of a spring break vibe, with partying college kids holding a rave on a secluded island. Sega of America COO Peter Moore flew up to Vancouver to play a zombie in a scene in the movie. So did Rikiya Nakagawa, the head of Sega Wow—the development team that created House of the Dead.

				
				We filmed the scene in which I was featured throughout the night in the foothills over Vancouver. It was pouring rain throughout the entire shoot. I recall it took twenty-eight takes. The stunt guns kept malfunctioning due to the weather.

					—Peter Moore

				

				
					The Sega executives came from Japan, and they played zombies in the movie. They were laughing. They had fun on set, but they barely spoke any English, so I barely had long talks with them.

					We had the premiere in San Francisco, and the Sega president [Hisao Oguchi] came. He really liked the movie. He spoke good English. That was the only real conversation about it I had.

					—Uwe Boll

				

				
					The movie is campy, of course, but so is the game. I never understood why critics hated House of the Dead so much. I mean, the film reflects the game.

					—Uwe Boll

				

				Look up any list of the worst movies of all time and you’re almost certain to find a couple of Uwe Boll’s movies on it. Metacritic lists Boll as the second-worst movie director of all time; only the team of Jason Friedberg and Aaron Seltzer (Date Movie, Epic Movie, Disaster Movie) scores worse than he does. House of the Dead has found its way onto more than a few “worst movie ever” lists, but from Boll’s point of view, the film was a success.

				
				House of the Dead made around $11 million in the U.S. in the box office, and then it made $28 million in DVD sales. Worldwide revenues were another $10 million, so overall, it was successful.*33

					The investors were happy, and that was why I kept going.

					I started looking for games I could turn into movies. Then I got approached by various companies. I got approached by various writers.

					That is how I made a business out of it. There was a part of my life for five or six years in which I really went into video-game-based movies. I was able to raise a lot of money with it and make a lot of money with it.

					It was also the time when I got the worst reviews in my life.

					—Uwe Boll

				

				The financial success of House of the Dead led to bigger movies. Boll’s next film, Alone in the Dark, starred Christian Slater, Tara Reid, and Stephen Dorff. Critics found the movie gratuitous and senseless. Gamers complained that it had nothing to do with the pioneering 3D adventure game on which it was supposedly based. Alone in the Dark was produced on a $20 million budget and made $12 million in theaters.

				When it came to Uwe Boll, the critics were merciless. Roger Ebert didn’t bother reviewing his movies. A fairly typical Boll movie review, this one by Peter Hartlaub of the San Francisco Chronicle, described Alone in the Dark as “the best Ed Wood movie never made. It fails so miserably as both an action and horror picture that it succeeds as a comedy. It’s a film so mind-blowingly horrible that it teeters on the edge of cinematic immortality.”23

				Undeterred, Boll went on to make BloodRayne, starring Kristanna Loken, Academy Award–winning actor Ben Kingsley, Billy Zane, Michelle Rodriguez, and other recognizable actors. Shot on a $25 million budget, BloodRayne made only $3.6 million in theaters and was panned by critics. Stephen Whitty of the Newark Star-Ledger wrote, “ ‘You don’t know the meaning of pain!’ our heroine hisses at one point. Oh honey, believe us, we do.”24

				
				By this time the critics had stepped over the line as far as Boll was concerned. He took many of the criticisms as personal attacks. Some critics, he charged, didn’t even bother watching the movies before panning them.

				In an event that people later labeled “Raging Boll,” Uwe Boll offered to box some of his most antagonistic critics all in the same night. Possibly unaware that he had been an amateur boxer, four critics took him up on the offer.

				
					During the Postal shoot, I felt like, “You know what, if they really want to destroy me, then meet me in the ring.”

					I boxed them in Vancouver, four people in a row. They all couldn’t box. One guy said he boxed before, but they couldn’t box.

					It was still not easy to beat them up. I mean, beating up four people in a row, it’s exhausting. I had to box six rounds in total. Two guys were standing two rounds, the other two only lasted one round. It was fun. It was kind of a revenge feeling.

					Because Clint Howard was in a lot of my movies, I had the chance to meet Ron Howard. When I boxed the critics, he said to me, “Everybody wants to be like you. We all want to fight the critics, but we cannot box.”

					—Uwe Boll

				

				Boll would go on to write, direct, and/or produce several more game-based movies. His biggest-budget film, In the Name of the King: A Dungeon Siege Tale, cost $60 million and starred Jason Statham and John Rhys-Davies along with a very miscast Matthew Lillard playing a medieval duke.

				
					I had a lot of fun making that movie. I had fun making all the video game movies. I love shooting movies.

					
					The best time in my life was shooting two video-game-based movies, Postal and In the Name of the King: A Dungeon Siege Tale. King had the biggest cast, the biggest budget. It was the most fun for me as the director of a high-budget movie.

					—Uwe Boll

				

				If there is one person who knows the ins and outs of making games into movies and movies into games, it’s Vince Desi, the founder of Running with Scissors. After spending much of his career making games based on movie licenses for other publishers, Desi came to the conclusion that he’d earn a better living making original games and publishing them himself. The game he came up with was Postal—one of the violent games that so incited Senator Joseph Lieberman and the National Institute on Media and the Family.*34

				Desi didn’t worry about what critics said about his games; he made games that he considered fun. The idea of having his games made into movies never even crossed his mind until the president of a German Postal fan club put him in touch with a certain German film director.

				
					I made a deal with this crazy director named Uwe Boll out of Germany. I licensed him the rights to make a Postal movie. It was funny because we had the reputation for being the worst in the game industry, and he had the reputation for being the worst in the film industry.

					—Vince Desi

				

				This was the movie that would cement Boll’s reputation as one of the worst directors in history. The movie opens with a pair of 9/11 terrorists calling Osama Bin Laden to verify how many virgins they will be given in heaven as they pilot a jet into the World Trade Center. The film quickly digresses from there. Political correctness and racial sensitivity be damned: If Postal the game was crazy, Boll wanted to make sure that Postal the movie was even crazier.

				
				The first time we saw the movie was at Robert De Niro’s Tribeca Studio in Manhattan. Boll rented the theater.

					I gotta give Uwe Boll credit; he’s got balls. He’s a smart guy.

					Anyway, so we had the premiere there in Manhattan, which was comical. We had some people come. The movie was crazy. That was when I first saw it.

					I’ve watched it numerous times at my house and at other people’s houses. The more I watched it, the sicker I got; then over time I started to appreciate more and more of the scenes.

					The thing I have always come away with is that I think it’s too long. I think it would have been improved dramatically if it had an American editor…an American comedic editor.

					—Vince Desi

				

				One of the more interesting facets of Uwe Boll’s personality is that away from the video game movies for which he is so reviled, he’s quietly made quite a few movies that have gone mostly unnoticed. He doesn’t have any masterpieces to his name, but a few of his films qualify as good. He wrote, directed, and produced Darfur, which won the award for best international film at the New York International Independent Film and Video Festival. He also directed and produced a solid biopic on the life of German heavyweight champion Max Schmeling.

				
					I did thirty-two movies without being part of the system, without ever living in Los Angeles or playing that game. I never had an attorney, a manager, a PR person, an agent. I never had any of this. And you will never find anyone else who did what I have without having all that. Also, a lot of people attacked me because I didn’t have a studio to protect me.

					
					—Uwe Boll

				

				As of 2020, there have been dozens of movies based on video and computer games and a surprising number of projects that have been canceled. Peter Jackson began work on a Halo movie that was canceled. Angelina Jolie was supposed to make a third Tomb Raider movie. Despite falling off the radar, the long-rumored Sonic The Hedgehog movie finally materialized in 2020.

				If reports are accurate, Screen Gems is looking at making a movie based on Ubisoft’s Just Dance franchise. The idea seems nonsensical, but there are also rumors someone is making a game based on the Atari arcade classic Asteroids.

				In the beginning, when video games were new, nerdy, and only appreciated by a niche audience, game makers tried to boost their sales by attaching movie licenses to their software. In the early 2000s, the situation reversed. The video game industry began making five to ten times more money than the movie industry, and the movie business found itself on the road to extinction. After a high of approximately $16.4 million per movie (averaged) in 2009,*35 the average box office take dropped to $12.5 million by 2019, with more and more high-budget blockbusters barely covering production costs. With the movie business in trouble and games on the rise, it was only a matter of time before Hollywood adopted the same playbook the game industry had used in its poorer days.

				By 2008, the year Electronic Arts CEO John Riccitiello pledged to stop making “crappy licensed games,” Hollywood was releasing three game-based movies per year. Two of the 2008 movies came from Uwe Boll—Far Cry and In the Name of the King: A Dungeon Siege Tale. The third, Max Payne, was made on a modest $35 million budget, starred Mark Wahlberg, Mila Kunis, Ludacris, and Olga Kurylenko, and earned more than double its production budget in box office receipts.*36

				
				When it came to making games based on movies, the prevailing ethic was “Good is good enough.” That same ethic now prevails when it comes to making movies based on video and computer games.

				The Resident Evil movies, probably the best-known series based on games, bear little resemblance to the Capcom classics from which they’re adapted. The first Resident Evil pays some homage: It takes place in Raccoon City and has a nefarious company called the Umbrella Corporation. As time has progressed, however, the Resident Evil movies have taken on an identity of their own.

				The motion picture Rampage had a giant ape, a giant wolf, and a swamp creature, but that was where the similarities to the source material, a 1980s Midway arcade game, stopped. The eponymous hedgehog in Sonic The Hedgehog carried some gold rings and wore tennis shoes, but the movie’s storyline had more in common with a Jerry Lewis and Dean Martin road trip movie. These departures may have been good business decisions. According to Box Office Mojo, Rampage brought in $428 million on a $120 million budget. Sonic The Hedgehog earned over $308 million in box office receipts on an $85 million investment. Detective Pikachu, which was both a comical Pokémon mystery and a vehicle for the fast-talking Ryan Reynolds, made over $400 million as well.

				But just as slapping a picture of E.T. on a truly bad game resulted in thousands of cartridges being buried in a New Mexico landfill, dressing Bob Hoskins up like Mario won’t make a truly terrible movie into a box office smash. Angelina Jolie dressed in short shorts and a skin-tight tank top may have turned heads, but it didn’t turn Lara Croft: Tomb Raider into an action franchise. Charismatic as he is, Michael Fassbender dressed up in monk’s robes didn’t make Assassin’s Creed a box office hit.

				
				Uwe Boll noted that with their sophisticated graphics, well-staged scenes, special effects, and voice talent, games like Call of Duty and Halo don’t need to be made into movies. As he put it, “They’re practically movies themselves.”

				Roger Ebert’s argument about games not being art may be beside the point. Artistic or not, the games industry has not only caught up to movies but largely left them behind. What was once seen as a fad and a novelty has outgrown movies, music, and sports by incorporating them. Perhaps it is high time for the definition of art to evolve as well.

			

		

		
			Skip Notes

			
				*1  Unless otherwise noted, all of the box office information reported in this chapter was found on Box Office Mojo, a site dedicated to tracking movie budgets and ticket sales. It is worth noting that box office receipts aren’t the only way movies pull in revenue. Studios also receive profits from Blu-ray and DVD sales, rentals, streaming, Netflix, merchandise, and other avenues.

			

			
				*2  Phrases such as “the coolest adaptation yet” and “the best adaptation yet” are frequently used as faint praise for half-decent movies based on games. It’s often followed with some sort of qualifier allowing the speaker to point out that being the best video-game-to-film adaptation isn’t high praise.

			

			
				*3  In his blog, Ebert listed poets twice by accident, but he clearly meant to include composers.

			

			
				*4  Former Newsweek editor N’Gai Croal has stated on multiple occasions that Rez is his all-time favorite game.

			

			
				*5  Martin Luther King Jr.’s interpretation of the Hegelian dialectic.

			

			
				*6  His pre-Jaws work includes Duel, an influential television movie based on a Richard Matheson short story.

			

			
				*7  Jaws wasn’t the first movie to show a video game: 1973’s Soylent Green featured a Computer Space cabinet. (Also, technically speaking, Killer Shark was an electromechanical game, not a video game.)

			

			
				*8  The Ultimate History of Video Games: Volume 1 has a lengthy discussion about E.T. and the crash.

			

			
				*9  Yo! Noid and Cool Spot are two examples of games based on television commercials.

			

			
				*10  E3 was held in the Los Angeles Convention Center. Digital Eclipse was located outside of San Francisco.

			

			
				*11  Emiko Yamamoto, who directed Castle of Illusion and QuackShot, would go on to be the executive producer of many, many Disney games, including the Disney/Square Soft collaboration Kingdom Hearts.

			

			
				*12  The Virgin Interactive version of Aladdin was released for Sega Genesis. The Capcom version played on Super NES. Critics vastly preferred the Genesis version.

			

			
				*13  Guinness World Records recognizes Superman for the Atari 2600 as the “first published superhero to feature in a video game.” Guinness claims the game was released in 1979, but the date on the back of the box is 1978.

			

			
				*14  As Superman games have a disappointing history, Superman for the 2600 is likely the best-reviewed game of the lot.

			

			
				*15  Sunsoft also released a Game Boy version.

			

			
				*16  X-Men Origins: Wolverine was the infamous movie in which Ryan Reynolds played the suitless, maskless Deadpool.

			

			
				*17  Prior to the 2008 release of Iron Man, Marvel superhero movies had a hit-and-miss record. Movies such as Blade, Spider-Man, and Spider-Man 2 were hits, but they were offset by critical or commercial failures that included Daredevil, Elektra, Hulk, Spider-Man 3, Fantastic Four, and Fantastic Four: Rise of the Silver Surfer.

			

			
				*18  According to Insomniac founder Ted Price, Sony had not yet selected which Marvel character to work with when Connie Booth first approached him. He and his fellow “Insomniacs” asked for Spider-Man.

			

			
				*19  Sunset Overdrive was an Xbox One exclusive created by Insomniac Games and published by Microsoft Game Studios.

			

			
				*20  Gramercy Pictures released an animated full-length feature based on Ratchet & Clank with a star-studded cast of voice talent that included Sylvester Stallone, Rosario Dawson, John Goodman, and Paul Giamatti.

				Activision’s first Skylanders release was based on Insomniac’s Spyro the Dragon. When Netflix created a cartoon series based on the Skylanders franchise, it was based around Spyro.

			

			
				*21  Along with Hunt and Cerny, Ted Price would later mention Sony Interactive Entertainment producer Ara Demirjian and associate producer Joe Castagno as having played key roles in the creation of Marvel’s Spider-Man.

			

			
				*22  The sequel, Ralph Breaks the Internet, grossed nearly $530 million in box office receipts. It’s worth repeating that Box Office Mojo reports on ticket sales—hence the name. It does not report on DVD and Blu-ray sales or streaming revenue.

			

			
				*23  Box Office Mojo lists Ready Player One’s box office receipts at $582.9 million.

			

			
				*24  Julia died shortly after filming. The movie is dedicated to him.

			

			
				*25  Siskel finished his review by stating, “I’ve never played the game Mortal Kombat, but after seeing the movie, I may actually attempt it.” If he received complaints about his having reviewed the movie without ever playing the game, he didn’t discuss them publicly.

			

			
				*26  Mortal Kombat the movie was released in 1995, three years after Senator Joseph Lieberman and Senator Herb Kohl held their hearings on video game violence.

			

			
				*27  Likely because of contractual obligations, Jolie and Paramount teamed up for a second movie, Lara Croft Tomb Raider: The Cradle of Life. The second go-round had a $95 million budget. This was not a small movie. It cost as much to make as Fellowship of the Ring. Even though Paramount did not support it with an aggressive marketing budget, it made $160 million in its theatrical release.

			

			
				*28  Hironobu Sakaguchi believed that Hawaii was a good halfway point between the United States and Japan both geographically and culturally. During the 1800s, as Hawaii expanded its sugarcane trade, farmers imported field hands from Japan to work their farms. Many of those workers chose to remain in Hawaii, creating a large Japanese population.

				More recently, the Hawaiian economy has become reliant on Japanese tourism, and Honolulu has stores and restaurants that specifically cater to Japanese tourists. Many stores and hotels have signs in English and Japanese. Sakaguchi believed that with its preponderance of Japanese restaurants, along with the Japanese stores and hotels that cater to Japanese tourists, Hawaii would be an easier adjustment for the programmers and artists who came in from Japan.

			

			
				*29  The sets were normally flat, but for scenes in which characters climbed mountains, for instance, the motion capture director might build a black slope for the actors to climb.

			

			
				*30  A lawyer who waged a one-man legal war against the video game industry, Thompson held press conferences after school shootings in which he blamed the killings on games, sued prominent developers, and appointed himself as a media spokesperson about the evils of video and computer games.

			

			
				*31  StarForce was a Russian-made copy protection software that many high-profile game companies used to prevent piracy. Unfortunately, it installed a device driver along with the games it was meant to protect that could not be removed by uninstalling the game.

			

			
				*32  Brother of actor/director Ron Howard, Clint Howard has appeared in many of his brother’s movies, including Apollo 13, Splash, Parenthood, and EDtv. With 249 acting credits to his name, he’s one of the busier actors in Hollywood.

			

			
				*33  Once again, Box Office Mojo covers theater ticket sales. It does not report on DVD sales and other streams of revenue.

			

			
				*34  Postal and the original Grand Theft Auto were both released in 1997. A lot of critics grouped them together because both featured the bird’s-eye player perspective and both featured over-the-top, “excessive” violence.

			

			
				*35  Figures from Box Office Mojo’s “Domestic Yearly Box Office” report.

			

			
				*36  Tracking box office profits has historically been made more difficult when studios produced conflicting reports. One of the most notorious incidents of this involved the movie Forrest Gump. Winston Groom, the author of the novel Forrest Gump, sold the rights to director Robert Zemeckis for $350,000 plus a 3 percent share of the box office receipts. The film earned $678 million worldwide and was said to be one of the ten highest-grossing movies to date, but when Groom asked for his percentage, Paramount Pictures claimed that the movie had actually lost money.

			

		

	
		
		
			
			
				
					[image: ]
					Courtesy of the author

				

				
					Hironobu Sakaguchi, director of the Final Fantasy series and of the pioneering but ill-fated film Final Fantasy: The Spirits Within.
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					Courtesy of Square Pictures/Columbia Pictures

				

				
					Dr. Aki Ross, the “star” of The Spirits Within, voiced by Ming-Na Wen but otherwise created entirely digitally.
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					Despite being less powerful than Xbox and arguably GameCube, Sony’s PlayStation 2 was a technical powerhouse and would become the bestselling game console of all time.

				
			
			
				
					[image: ]
					Courtesy of Sylvia Buchholz/Alamy

				

				
					Sony USA president and CEO Kaz Hirai, alongside Sony CEO and “the father of the PlayStation” Ken Kutaragi, at a PS3 preview event.
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					Star power: At a time when Nintendo was only promoting one famous designer—Shigeru Miyamoto—and Sony relied heavily on second- and third-party studios, Sega had nine quasi-independent first-party studios supporting Dreamcast. Hoping to highlight that advantage, Sega created a set of baseball cards celebrating the heads of each of its studios. The cards were handed out at an E3 party. Guests were encouraged to find the studio managers and ask for autographs.
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					As CEO of Sega, Peter Moore visited key journalists around the country trying to promote Dreamcast after the U.S. launch of PlayStation 2.
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					Sega arcade legend Yu Suzuki promoting his Dreamcast title Shenmue, then the most expensive video game ever made.
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					The premiere of a redesigned, childlike Link for his GameCube debut spurred an online campaign against “Celda,” but The Legend of Zelda: The Wind Waker became a celebrated classic.
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					Mario with his F.L.U.D.D. device from Super Mario Sunshine, the spiritual successor to the universally admired Super Mario 64. Sunshine is often singled out as the weakest Mario adventure (excluding Super Mario Bros. 2).
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					The playful, lunchbox-like, and distinctively “indigo” Nintendo GameCube.
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					Super Smash Bros. Melee’s frenetic action and roster of beloved characters would make it the number one bestselling GameCube game.
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					The fathers of the Xbox: from left to right, Ed Fries, Robbie Bach, and J Allard at E3 2001.
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					A first-generation Xbox with models and sketches of alternative controller designs.
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					Bill Gates at the Times Square Xbox launch.
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					With immersive graphics and finely honed multiplayer shootouts, Bungie’s Halo: Combat Evolved was a runaway success, becoming so popular that Xbox began to be derided as a mere “Halo delivery device.”
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					The masterminds behind Grand Theft Auto: from left to right, Rockstar Games’s Sam Houser, Aaron Garbut, Dan Houser, and Leslie Benzies at the 2014 British Academy Games Awards.
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					Grand Theft Auto III set sales records and drew in a new adult audience for games.
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					It also incensed video game violence watchdogs, including Rep. Betty McCollum, Sen. Joe Lieberman, and Dr. David Walsh, seen here at one of their annual Video Game Report Card events.
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					Doc Mack of Galloping Ghost Arcade (second from left) with the creators of the arcade classic NARC. From left to right: Brian Colin (Rampage), Warren Davis (Q*Bert), and Eugene Jarvis (Robotron 2084).
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					The Mortal Kombat cast reunion at Galloping Ghost Arcade. Top, left to right: John Parrish (Jax), Carlos Pesina (Raiden), Brian Glynn (Shao Kahn), Richard Divizio (Kano, Baraka, Kabal, Quan Chi), Anthony Marquez (Kung Lao), Daniel Pesina (Johnny Cage, Scorpion). Middle: Phillip Ahn, M.D. (Shang Tsung), Kerri Hoskins (Sonya Blade), Lia Montelongo (Sindel). Bottom: Sal Divita (Night Wolf, Sektor) and series artist/character designer John Vogel.
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					Raw Thrills’s Space Invaders Frenzy and Halo: Fireteam Raven, two successes from the current “bigger is better” era of arcade games.
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					The Nokia N-Gage, the Finnish telecom giant’s disastrously unsuccessful mobile phone/handheld game console.
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					The PlayStation Portable (PSP) was a technological marvel but would ultimately come in second to Nintendo’s quirky DS.
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					Nintendo CEO Reggie Fils-Aimé exploded onto the convention scene with his confident, trash-talking “Regginator” persona.
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					Nintendo president Satoru Iwata and Shigeru Miyamoto present the DSi at a press event in 2009.
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					Dead or Alive creator Tomonobu Itagaki with his signature sunglasses, long hair, and leather jacket.
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					This life-sized body pillow of Dead or Alive star Kasumi caused an international scandal when American media outlets discovered it.
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					Microsoft’s Zero Hour launch party for the Xbox 360 was held in a giant airplane hangar near Palmdale, California.
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					A screenshot from the blockbuster PS3 exclusive Metal Gear Solid 4: Sons of the Patriots. The enormous 50 GB game was the first published on a double-layer Blu-ray disc.

				
			
		

	
		
		
			
			
				
					[image: ]
					Courtesy of the author

				

				
					A tuxedo-clad Shigeru Miyamoto conducts with a Wiimote as he unveils Wii Music at E3 2006.
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					The console code-named Revolution drew snickers when it was initially changed to Wii, but it proved to be another massive success out of left field for Nintendo.
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					The Wii encouraged players to create a simple avatar, called a Mii, which would represent them in the mega-popular Wii Sports and other games.
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					Electronic Arts and 3DO founder Trip Hawkins.
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					Activision Blizzard CEO Bobby Kotick, who seized control of the ailing Activision in a hostile takeover and grew it into a massive media conglomerate.
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					Rock Band’s multiplayer gameplay and expensive peripherals represented the height of the rhythm game craze.
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					Ringo Starr and Paul McCartney introduce The Beatles: Rock Band on the stage of the Xbox 360’s E3 2009 presentation.

				
			
			
				
					[image: ]
					Courtesy of Harmonix

				

			
		

	
		
		
			
			
				
					[image: ]
					Courtesy of the author

				

				
					Hideo Kojima, the auteur behind the landmark Metal Gear Solid series.
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					Tetsuya Mizuguchi with Ulala, the star of his Sega Dreamcast cult classic Space Channel 5.
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					Movie director, restaurateur, and supreme entrepreneur Dr. Uwe Boll wrote, produced, and directed several movies based on video games.
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					Atari’s Spider-Man (1982) and in Marvel’s Spider-Man (2018).
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					With his early Beatles haircut, his love of bluegrass music, and his relaxed style, Shigeru Miyamoto seemed like a longshot when Nintendo chairman hired him as an “artist.” Miyamoto went on to create Donkey Kong, Link, Yoshi, Pikmin, and a daring carpenter named “Jumpman,” later renamed Mario.
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					The late Gunpei Yokoi (standing), dean of Nintendo engineers and author of Nintendo’s hardware philosophy, with his team.

				
			
		

	
		
		
			
			I would like to dedicate this book to John Cena—not the professional wrestler, but the quiet, private individual who has granted more than 650 Make-A-Wish Foundation requests and never talks about it.

		

	
		
		
			
			ACKNOWLEDGMENTS

			Nutting Associates began shipping Computer Space, the first coin-operated “computer game,” in November 1971. The release of this book is timed to coincide with what is arguably the fiftieth anniversary of video games.*

			The first volume in this series was meant to cover 1971–1996, and I originally titled it The First Quarter: A 25-Year History of Video Games. Finding a publisher proved difficult. At the time, none of the publishers I contacted believed there was an audience for books about the history of video games. I ended up self-publishing the book. I printed 5,000 copies, which I sold on this online bookseller called Amazon and at Electronics Boutique stores. When my book reached number seventy-five on Amazon.com, one of the publishers that originally turned me down, Prima, gave me a call.

			I want to state categorically that naming my book The Ultimate History was Prima’s idea. I said it was a terrible name when they first broached the subject. The word “ultimate” bothered me because of its superlative nature. It’s a word that dares people to find something more ultimate.

			I was ultimately overruled.

			As it turns out, Prima was right about changing the title. My editor told me that upon seeing the title The First Quarter, people wouldn’t immediately know if the book was about basketball, coin collecting, video games, or economics. “With a title like The Ultimate History of Video Games,” he said, “they’ll know what it’s about the second they see the title.”

			
			Many years later, I noticed a trend in the latest online reviews of The Ultimate History—people began commenting about the book being nearly twenty years old. A few generous critics suggested it was a good book if you wanted to know about the “early history of video games.” That was a polite way of stating, Buyer beware. PlayStation 4 is on the market, and this book barely knows anything about PlayStation 2.

			A lot had changed in the video game industry since the first volume came out. Yes, obviously that included the launches of eight major game consoles, but those consoles were just the tip of the iceberg. Video games had gone online. Starting with iPhone, mobile games had become a major phenomenon. Sega dropped out of the console business. Microsoft joined in.

			By the time I began writing Volume 2, even my attitude toward games had changed. Back when I wrote Volume 1, I believed games were a panacea. I used to know all the answers; now I have mostly questions. We’ll leave it at that.

			

			—

			Several important people have passed away since the publication of The Ultimate History of Video Games: Volume 1.

			Ralph Baer, the man who invented the game console, died on December 6, 2014. Ralph remained sharp and witty right up to the end. I think he enjoyed his last years, attending conferences and finally receiving recognition for all of his accomplishments. I knew Ralph personally and considered him a friend.

			Hiroshi Yamauchi, the Nintendo CEO who decided that making playing cards didn’t fulfill his ambitions, passed away in 2013. I never met Yamauchi-san, but I attended a few conferences at which he spoke. The man had an undeniable presence. When he started speaking, there was no looking away.

			The gentleman who replaced Yamauchi as chairman of Nintendo, Satoru Iwata, died of cancer on July 11, 2015. Iwata-san was fifty-five years old. Satoru Iwata was the embodiment of everything that makes Nintendo wonderful. He was both simple and sophisticated, a man with a childlike wonder who seldom allowed his technological savvy to undermine his love of all things fun.

			
			Ted Dabney died in 2018. Here was a man who stood shoulder to shoulder with Nolan Bushnell from the very beginning. They worked together at Ampex, designed Computer Space together, and opened Atari together as well.

			Masaya Nakamura, the founder of Namco, passed away in 2017. Like Yamauchi-san, Nakamura had a very commanding demeanor. He was the kind of smart, aggressive businessperson who exemplifies the Japanese work ethic, a modern Horatio Alger type who built a small amount of savings into a global empire.

			Gerald Lawson, the man who came up with the idea of storing video games in cartridges, died in 2011. Lawson flew under the radar. I never met him, never even heard of him until after he’d passed away, but he changed my life. His idea of storing video games on 8-track-tape-like cartridges was the innovation that allowed consoles to play entire libraries of games. He was working for Fairchild at the time; the Fairchild Channel F was the first console to benefit from his genius. Atari later borrowed the idea.

			Joyce (Worley) Katz and Bill Kunkel, two-thirds of the pioneering team of video game journalists Katz, Kunkel, and Worley, passed away over the last few years. Bill and Joyce, along with Arnie Katz, founded Electronic Games, the first magazine dedicated to video games. They were also my professional mentors and personal friends.

			Curt Vendel, founder of the Atari History Museum and a man I admired, also passed away in September 2020. He was a great historian. Anyone wanting to read the best and most thorough history of Atari should own a copy of Atari Inc.: Business Is Fun, which he co-wrote with Marty Goldberg.

			One of the most vilified people in the history of video games passed away in 2017—Ray Kassar, the CEO Warner Communications hired to replace Nolan Bushnell. Kassar didn’t grant many interviews, but he was kind enough to give me a short interview for the first volume in this series.

			Though he was gracious during our interview, he was understandably defensive about his career. He knew that he was disliked by most of his employees at Atari and roundly blamed for the company’s demise. During our interview he denied burying E.T. cartridges in New Mexico. In April 2014 a film crew excavated the burial site. Kassar was still alive to see it uncovered.

			
			Ray Kassar’s fall is the classic tale of the wrong man in the wrong job, but he isn’t often credited for his accomplishments. He’d done well enough in textiles to attract the attention of the Warner Communications hiring team, and he ushered in the era of licensed games with the Atari 2600 version of Space Invaders. He felt that he played as important a role in Atari’s meteoric rise as he did in its collapse.

			There are bound to have been others, like Gerald Lawson, of whom I am ignorant. To both my readers and those whose names I have missed, I genuinely apologize for this shortcoming.

			

			—

			When Square Soft and Electronic Arts announced their partnership, it looked like an excellent pairing. This was 1998; Electronic Arts was the unrivaled king of game publishers in the West.

			The partnership resulted in two separate companies with somewhat palindromic names. There was Electronic Arts Square, the company responsible for distributing EA titles in Japan, and Square Electronic Arts, the company that distributed Square Soft games in the United States.

			The president of Square Electronic Arts was Jun Iwasaki, a recent graduate of the Rikkyo University School of Law. Young and smart, possessed of a self-effacing sense of humor and an outgoing personality, Iwasaki engendered deep loyalty from his employees.

			Iwasaki and Final Fantasy creator Hironobu Sakaguchi had a friendly relationship, but they never worked out of the same office. By the time Iwasaki moved to Los Angeles to run Square Electronic Arts, Sakaguchi had already moved his family to Honolulu.

			Both Iwasaki and Sakaguchi left Square in the early 2000s. Blamed by his superiors for the failure of Final Fantasy: The Spirits Within, Sakaguchi resigned from Square Soft in 2002.

			
			Square Soft and Enix Corporation merged on April 1, 2003, ending Square Soft’s partnership with Electronic Arts, and Iwasaki became the president and CEO of Square Enix USA. That appointment lasted about a year and a half. After a serious disagreement with an executive at Square Enix headquarters, Iwasaki resigned as well. He remained in Los Angeles, however.

			Iwasaki’s son, Minoru, attended high school in California and enrolled at UC Irvine, where he received a bachelor’s degree in business/managerial economics. Fluent in Japanese and pretty much native in English, Minoru had an internship with Atlus U.S.A., a small but consistent publisher that imported popular Japanese titles to the U.S. market. That internship led to a job offer. He remained with Atlus as Sega took over the operation; now he’s officially an employee of Sega.

			Minoru Iwasaki works in the video game industry, but his passion is dancing. He competed on a dance team in high school and later took a part-time job as a parade dancer at Disneyland. While he was working at Disneyland, he met a girl named Aya Sakaguchi. They hit it off. They became friends and then good friends. Somewhere along the line, Aya asked Minoru what kind of work his father did. When he answered that his father was in video games, Aya laughed and said her father had worked for a company called Square Soft. What can I say? It’s a small world after all.

			As is the tradition, the father of the groom was the last to know.

			
				My wife knew before I did, but she never mentioned it. When she told me, I sent an email to Sakaguchi-san and asked, “Can you Skype now?”

				He said, “Okay,” so we chatted over Skype.

				I said, “Did you know that my son is dating your daughter?” and he said, “Yeah.” He had already met my son. He had taken Minoru and Aya out to dinner.

				—Jun Iwasaki, former president and CEO,

				Square Enix USA

			

			
			Aya and Minoru are getting married in October 2021. I suppose I am a little early, but I want to congratulate them and wish them a long and happy marriage.

			

			—

			As I began writing this book, I started feeling overwhelmed. A few friends stepped up to help me get started. Bryan Trussel, Robbie Bach, Ed Fries, and Frank O’Connor were incredibly generous with their time. They were all with Microsoft. I had the early days of Xbox covered, but I wasn’t sure what I would do after that.

			My salvation came in the form of lucky encounters.

			The first of them was Jordan Freeman of ZOOM. Jordan had recently teamed up with Bernie Stolar, formerly of Atari, PlayStation, and Sega; they’d stumbled onto my name out of the blue and contacted me. Jordan asked when I was planning to update my book, then started arranging interviews on my behalf.

			It’s only natural that Jordan would have teamed up with Bernie Stolar. Jordan is keenly interested in video game history, and, of course, few people were more in the eye of that storm than Stolar. They put me in touch with many people, including Rod Cousens, Vince Desi, and a mutual friend, Peter Moore. Peter, as you may recall, was the hardcore soccer enthusiast who came to the United States by way of Liverpool. He’d worked in shoes, then games, and ended up right where he’d begun: In 2017, Peter became the CEO of the Liverpool Football Club. He rebuilt the organization. With him at the helm, Liverpool FC won the FIFA Club World Cup and the Premier League.

			The second Dickensian coincidence came in the form of an email from an old friend named Ryan Payton. I first met Ryan sometime around 2001. He was attending college in Japan. Now he has his own studio, Camouflaj. For those of you familiar with Iron Man VR, Ryan’s studio created the game.

			Like Jordan, Ryan emailed me out of the blue to ask if and when I planned to update The Ultimate History. When I told him I had already begun the project, he invited me to his offices and rolled out a list of interviews he thought I should conduct. When I confessed that I didn’t have as many contacts as I once had, he reached out for me. Mark Cerny, Phil Harrison, Jay Ong, and many of the people who lent their voices to this book did it as a favor to Ryan Payton.

			
			Ryan, Jordan, thank you. Signed copies are headed your way.

			More old friends showed up as the project went along. I turned to Dean Takahashi for help. He’s been at the center of the industry for decades now. Dean put me in touch with another old friend, Jeremy Horwitz. Now there’s a man with insights into the industry and its innermost dealings.

			Other old friends who helped me as well: The lovely and talented Perrin Kaplan, the executive who so skillfully led Nintendo of America communications from the end of the NES era through the launch of Wii, gave me several interviews and helped me reach former members of her communications team. Richard Brudvik-Lindner, formerly of the Hill & Knowlton Nintendo account before going to Sega and then being hired by Microsoft, now living in New Zealand, gave me plenty of phone time and put me in touch with Pete Pedersen, who put me in touch with John Schappert.

			Writing this book also put me back in touch with Mike Mika, Tom Russo, and Chris Charla, my old editors at Next Generation. They were excellent journalists who transitioned into making games. That happens a lot in the industry. Matt Casamassina did an impeccable job covering Nintendo for IGN; now he is best known as the co-founder and CEO of Rogue Games.

			Another person who really helped with this book was John Taylor, a great analyst, who sent me a set of his annual Home Interactive Entertainment Market Updates.

			I reached out to Joel Hochberg, the American partner who helped found Rare. Joel was kind and friendly. I’ve long considered him a good friend.

			I’m not going to list everyone who helped me write this book, but I do need to mention three more people, my proofreaders: Tom Chung, Mike Fischer, and Andrew Reiner. Tom is a detail-obsessed lawyer with an unhealthy penchant for meticulously scrutinizing facts and data. Mike is sometimes accused of being the “Forrest Gump of video games” because he’s always in the thick of it when history happens. He was at Sega during the heyday of Genesis, then worked at Namco, Square Soft, Microsoft, and Epic. Mike checked my book for facts and readability. He was great at pointing out the boring parts. He also offered a lot of color commentary about the things he saw and heard. Reiner, the editor in chief of Game Informer, made himself available again and again to beat these chapters into publishable shape.

			
			I absolutely need to thank Will Wolfslau, Caroline Wray, and the editorial team at Crown for making this happen. Working with Will, Caroline, and company has been a genuine pleasure because along with all of their talents, they were always in my corner.

			At the very end of this project I also became acquainted with senior production editor Nancy Delia, copy editor Sue Warga, and proofreaders Michael Burke, Becky Maines, and Sue Gutentag, whose work involved  verifying the facts, ensuring the quotes are accurate, and making sure the names and titles are correct. Today she is researching the nuts and bolts of video game history, tomorrow she may need to be an expert on lunar landings, the life of Shakespeare, or possibly the finer points of making combat boots.

			Oh, and I should probably thank my wife, Brooke, for sticking with me through the duration of this project, and for making me go to sleep when I get addicted to games and stay up too late too many nights in a row.

			Steven L. Kent

		

		
			Skip Notes

			
				*  “Arguably” the fiftieth anniversary, as many people consider William Higinbotham’s demonstration of Tennis for Two at Brookhaven Laboratory’s 1958 open house to be the beginning of video games. Others consider Steven Russell’s creation of Spacewar! to be the start.

				I used to discount Higinbotham’s accomplishments as “not fitting into the evolutionary chain.” That is no longer the case. I now fully embrace Tennis for Two as the first known example of an interactive game, but celebrating the sixty-third anniversary of video games sounds nowhere near as momentous as the fiftieth anniversary, so stick with Computer Space for now.
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