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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
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