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For my 360 degree circle: my wife, the girls, my
parents, and my brother. And for Robert Delaware.

New Forward for Smashwords 2nd eBook edition, November 2009


The original version of this book was among the pioneers
of eBooks, published in 2006 at the time by SpiderWorks. Since that
time, self-publishing has come a long way. Companies such as
Smashwords have made it exceedingly easy to take a book and publish
it. They take much of the risk out of publishing and can easily
distribute a work across a variety of electronic platforms. And
eBook platforms have come a long way as well, with devices from the
iPhone to the Amazon Kindle starting to fulfill the dream of being
able to download and read a book anytime, anywhere.



That’s exciting to me as an author because I can offer an updated
version of the original book far more easily. This story has lived
on for me as a personal passion. I’ve continued to learn new things
about the launch of the Xbox 360 and its aftermath, and I have
written about these events as they happened. The biggest news, of
course, is Microsoft’s $1.1 billion write-off related to continuing
defect problems with the game console. This special Smashwords
edition has three appendices attached that did not appear with the
original book. Those appendices are stories that I wrote about the
Xbox 360 defects. They were published by my current employer,
VentureBeat, and I have permission to use them in this work. I
believe the appendices will help bring the story of the console up
to date as of this printing. Thank you again for reading the
book.





Introduction (for 2006 first
edition)





The people who make consoles are made of sturdy
stuff. They take a lot of risks, but they don’t always get much
glory. In my first book on the Xbox, and in this one as well, I’ve
tried to dwell on the humans behind the machine. This is their
story.

I didn’t land a publisher for this book until August,
2005. But I have been working on it in some fashion from the moment
my first book on the chronicles of the Xbox ended in 2002. I wrote
my stories on the evolution of the video game industry for Red
Herring magazine and, later, The San Jose Mercury News, and I saved
my notes like a pack rat. At first, I didn’t think the subject
would lend itself to a book again. Microsoft didn’t conquer the
world the first time around, so who would want to read a sequel?
But I have run into a lot of people who felt the subject deserved
another telling. Popular demand drove me to give it another try. I
wanted to give this book an insider’s tale, a probe into a single
project, with as much detail as possible, in the hopes of
recreating a feeling that you’re there with the team. It would be a
story that you wouldn’t get by simply following the public
announcements about the project in chronological order. That’s what
Tracy Kidder pulled off with The Soul of a New Machine, and that
has always been my beacon.


I proposed the book, as I had done with the first
one, as an independent journalistic project. Microsoft isn’t paying
me for this book and they have no right of approval on its text.
But I needed to talk to a lot of people at the company above and
beyond my normal daily newspaper interviews. At first, Microsoft
was so burdened with the duties of its worldwide Xbox 360 launch
that it decided not to work with me on this book. This made sense
to me, since laying a company’s secrets bare for all to see isn’t
always the best policy. I kept collecting material. I made a
pilgrimage to Amsterdam on my own dime, and there I made my pitch
to Peter Moore, the corporate vice president who headed
international marketing and publishing for the Xbox division at the
time. Peter eventually accepted and directed the PR folks to work
with me, when they could find the time. Molly O’Donnell agreed to
work with me and assigned Melissa Wilson of Edelman Public
Relations to coordinate all of the interviews. They have granted me
access to most of the right people.






With that help as a springboard, I have filled in the
blanks. I have talked to a wide array of people to make this book
happen. The list includes hardware engineers, chip designers,
component makers, game developers, game publishers, analysts, CEOs,
marketers, recruiters, and gamers. They helped me put together the
puzzle and get a handle on the big picture. You draw from enough
sources, and the 360 degree view emerges.






This book has consumed so much of my time for so many
months that I haven’t had time to play many games. That’s the curse
of being a writer who loves video games. But my kids didn’t let me
off the hook. Instead of watching Saturday morning cartoons, we are
slowly making our way through one of Microsoft’s first Xbox 360
games, Kameo: Elements of Power. It’s an epic role-playing game
where we take turns playing Kameo the fairy princess. Sort of like
The Seven Samurai or its Western copycat, The Magnificent Seven, we
are collecting a series of comrade creatures who will help us
unseat the evil Thorn and his army of trolls that threaten the
Enchanted Kingdom. As most gamers know, there are different ways of
plowing through any game. You can take a straight shot through the
levels, skipping all of the side missions and the dead ends. This
is the quickest way to burn a path through Kameo. But you miss out
on a lot of fun if you don’t explore a few of the side quests along
the way. Side quests are the equivalent of stopping and smelling
the flowers along the way.

I have come to look at the creation of the Xbox 360
the same way. There are 2,000 people working within Microsoft’s
Xbox division. Beyond that, the number of people who touched the
Xbox in some way, from game developers to factory workers, amounts
to more than 25,000. There is no way that I can interview them all
and still come out with a timely book. I have tried to capture as
many of the side quests as I can, but by and large I have burned a
path from inception to launch, interviewing the key players as I
could. The stories I have collected range from the reaction to
security breaches on the original Xbox to the genesis of some of
the most interesting games for the Xbox 360. But I’ve also tried to
stick to the fundamentals of the mission at hand. I follow the Xbox
360 crew on adventures through the Badlands, and am there as they
catch glimpses of the Enchanted Kingdom. Some of the sources, such
as Bill Gates and Steve Ballmer, could answer only a handful of
questions when I had the chance to ask. Microsoft’s PR team
provided me with plenty of interviews with executives, but I had to
supplement the picture they gave me with additional views. I hope
that what emerges is a cross section of the humanity involved in
the entire enterprise. No doubt some people will read this work and
see stories that are missing. I invite everyone to tell me more, so
that I can revise the book in future editions. As Peter Moore told
me when it was all done, “All the complexities of doing a global
launch are hidden. The incredible sweat, tears, anguish, euphoria.”
I hope that this edition brings those behind the 360 into the
foreground, if only for a moment, before everyone returns to
playing their games.
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Prelude

The Microsoft executives were gathered for a review
of the Xbox video game business. The numbers reflected the grim
losses of going to battle against Sony. The company was losing
money, but its online game service was surprisingly strong.

Steve Ballmer, the CEO of Microsoft, was pounding his
fist on the table. “Xbox Live is awesome! It’s our differentiator.”
He believed Microsoft could beat out its rivals, Sony and Nintendo,
with better online games and entertainment experiences. He hit the
table again and again, shouting, “Xbox Live!” Peter Moore, the new
game marketing guy from Sega, quietly watched Ballmer. Moore was
astonished at the enthusiasm of his bald-headed boss, whose
outbursts were both comical and legendary. Then Ballmer
accidentally hit the Polycom voice conferencing phone on the table.
It broke. Ballmer stopped pounding and looked sheepish. Ed Fries,
the head of Microsoft Game Studios, turned to Moore and said with a
smile, “Welcome to Microsoft.”







Chapter 1

Lessons

Robbie Bach, the Chief Xbox Officer at Microsoft, was
beaming as he stepped on stage during Bill Gates’ keynote speech at
the Consumer Electronics Show on January 7, 2002. Under the glare
of the Las Vegas Hilton spotlights, where Elvis Presley once shook
his gyrating hips in hundreds of performances, Bach didn’t look at
all like an entertainment mogul. The 6-foot-3-inch man stood
rigidly straight in a blazer, as if he were a soldier getting ready
to salute. There was no telling that the then-39-year-old Bach had
worn a back brace for five years as a teenager to correct the
curvature of his backbone. Bach was the kind of man who looked at
adversity as a challenge. Whether it was playing collegiate tennis
with a brace; engaging in bruising basketball games at 5 am at the
Pro Sports Club in Bellevue, Washington, with Microsoft CEO Steve
Ballmer; or leading the fierce charge against the rivals of
Microsoft’s Office software, he always played to win. And most of
the time he did. 1

Gates surrendered the stage. Bach was exultant. He
talked about how Microsoft had sold 1.5 million Xbox video game
consoles during the last six weeks of 2001. The 9/11 terrorist
attacks had not dampened the holiday buying spirit in the United
States. Bach smiled as he recounted a conversation in which film
director Ron Howard told Jay Leno that he just couldn’t get his son
to stop playing the Xbox. The game console had buzz – that critical
word-of-mouth marketing, vital to success in games. The Xbox had
the brand, the positioning, and the image that it needed to
distinguish itself from its rivals and stay in the game for the
long term. Microsoft was preparing to launch it in Japan in
February and in Europe in March.

Jonathan “Seamus” Blackley joined Bach on stage to
show off Sega’s Jet Set Radio Future game. Bach preferred his
battles in the court or the boardroom. He never had the thumb
coordination to be a gamer. If he played at all, it was the
relatively cerebral Age of Empires strategy games that Microsoft
published for the PC. Blackley, on the other hand, was a game fan
in the extreme. He was the kind of guy who loved mashing buttons in
the mano-a-mano tests of machismo fighting games. He was one of the
four original instigators of the Xbox, and had a reputation among
game developers as being cool and in the know. Normally graceful
under pressure, Blackley choked on the game as he went sliding off
the rails while attempting to ride a skateboard on a rollercoaster.
That ended the demo early. “All right, that’s enough from Seamus,
the game expert,” Blackley cracked in self-deprecation. “Unable to
stay on the rail.”

They showed a comic video that demonstrated how
online gaming would work on Xbox Live, where gamers could play
against each other on the couch or across the Internet. The punch
line was that a little girl in a living room could project a
menacing image and wipe out burly brutes in a game of online
football. It was done in goofy Microsoft style, with a shrimpy kid
masquerading as someone with a deep voice.

It was funny, and Bach took the spotlight again to
bring the talk full circle to the business view. Microsoft, once
again embarrassingly late to a strategic market, was aiming its
corporate firepower at video games because of the industry’s
central position in the emergence of digital entertainment. Bach
made the point that video game revenues had exceeded the movie box
office receipts in the U.S. The message was clear. Microsoft was in
the video game business to stay. Since Microsoft and its publishers
had sold more than three games for every box, the company had
generated sales estimated at $750 million for the six weeks before
the end of the year. That in itself was a remarkable
achievement.

After the speech was over, several thousand people
shuffled out of the auditorium. The guys from Redmond felt it was
time for a victory lap. Bach’s presence meant that the Xbox, which
began with all the attitude of a start-up, had gone corporate. But
Blackley was there to recall the project’s renegade roots. Bach was
the quintessential big company Microsoft insider, and Blackley, the
ultimate game industry fanatic. Without both to balance each other
out, the Xbox wouldn’t have been conceived as an audacious plan to
rule the universe or been funded as a major corporate initiative.
They didn’t know it at the time, but it was one of their last
chances to be together as a single unified team. As one of
Blackley’s heroes, World War II general George S. Patton, said,
“All glory is fleeting.”

---------------------



Success is a relative thing. Sony had launched its PlayStation 2
console in Japan in March, 2000, about 20 months ahead of
Microsoft. By the end of 2001, it had sold more than 25 million
consoles worldwide. Microsoft was late, even by its own standards.
The company had entered into fruitless negotiations to buy Sega and
Nintendo.

“What do you get if you buy Nintendo for $5 billion,”
Steve Ballmer, CEO of Microsoft, said in an interview later. “The
assets walk out the door everyday.”

It had taken so long to decide which vendors to pick
that it didn’t give them enough time to get their vital engineering
work done, nor did it give game developers enough time to make
games. Nvidia didn’t sign its contract for the graphics chip until
just before the Game Developers Conference in March, 2000. The
schedule gave it barely a year to combine a couple of different
chips into one. Nvidia usually took about 18 months to two years to
complete such a project. It might have finished on time, were it
not for a bug in a power supply that kept its engineers puzzled for
weeks. The company finished the chip late, and when it handed its
designs over to Flextronics, the contract manufacturer wasn’t ready
to begin. The manufacturing database wasn’t big enough to keep
track of all of the components, and Flextronics had to retool its
software. Manufacturing didn’t begin until September, just weeks
before the launch. Microsoft pushed the U.S. launch back by a week,
and it had already delayed the rollout in Japan and Europe until
2002. So much for the original plan to launch worldwide
simultaneously. So much for instantaneous world domination. No
console maker had ever pulled off a worldwide launch before, and
now Microsoft knew why.

A few months later, at the E3 Expo in Los Angeles,
Kaz Hirai, president of Sony’s U.S. game division, got up on stage
and primped. “The console wars are over,” he declared. Satoru
Iwata, CEO of Nintendo, thought it was “an arrogant thing to say.”
But Hirai’s blustering proved right. Neither Microsoft nor Nintendo
ever caught up to Sony’s head start. The PS2 had the biggest number
of consoles in the market, and that meant that game developers had
the widest possible market if they published on the PS2. Feeding on
this “network effect,” the game developers had gravitated to Sony’s
machine because it offered the chance for the biggest sales, and
the fans would soon follow.

 Clearly, the company that got into
the market first with a next-generation machine had a huge leg up
and the lead was theirs to lose. The PlayStation 2, however, had
been considered late itself, when compared to Sega’s Dreamcast. But
Sony managed to blunt the acceptance of the decidedly under-powered
Dreamcast. It announced its specifications early and convinced
gamers that it was worth waiting for the better PS2. Electronic
Arts decided not to support Sega, throwing all of its weight behind
the PS2. The vaporware strategy – aimed at wowing customers with
fancy demos so they would wait to purchase – dampened demand for
the Dreamcast. Sega ultimately threw in the towel and became a game
software company.

By the middle of 2005, the scorecard was clear.
Microsoft had sold 22 million Xboxes. Nintendo had sold about 20
million GameCubes. But Sony had sold about 90 million PS2s. Game
developers like RockStar Games had seen the wisdom of launching
their best titles, such as Grand Theft Auto: Vice City and Grand
Theft Auto: San Andreas, exclusively for the PS2. Also, the PS2 had
extra circuitry in it that made it capable of running original
PlayStation games. That kept Sony’s momentum going and it kept the
lead, except for a short period when it had to deal with
manufacturing glitches. As publisher support for the GameCube dried
up, Nintendo slipped further behind. By the end of 2005, Sony held
55 percent of the U.S. market, Microsoft held 24 percent and
Nintendo held just 15 percent. And on a worldwide basis, Sony had
sold three of every four consoles in Europe and four of every five
in Japan.

Part of the reason for this lopsided market share was
Microsoft’s disastrous debut in Japan, where it sold less than
500,000 consoles in the first four years. It was the place where
the gang from Redmond couldn’t shoot straight. Its game plan was
lost in translation. Literally. Some Japanese developers submitted
their code to Microsoft and they got indecipherable reports back in
English. 2

Microsoft had started out with representatives in
Japan who spoke Japanese but didn’t truly understand the games
business, its traditions, or its movers and shakers. Japan was the
cradle of video games, and Japanese gamers had very distinct
tastes. And here was this gaijin, or foreigner, coming in
uninvited. Despite these obstacles, Microsoft was able to win over
some key developers such as Tecmo, makers of the Dead or Alive
martial-arts games. But overall in Japan, Microsoft went down in
flames.

It wasn’t for lack of effort. Microsoft hired
Toshiyuki Miyata, a former Sony studio chief, to run the Microsoft
internal game studio in Tokyo. The American company wanted a
Japanese insider to lend respect to its efforts to create games for
the Japanese fans. But Microsoft didn’t pour a lot of money into
the Japanese studio, and the majority of Japan’s game publishers
stayed loyal to Sony. Microsoft wasn’t ready for its February,
2002, launch in Japan. Halo, its top-selling game in the U.S.,
wasn’t completed yet for Japan, in part because it hadn’t planned
on adapting the game to Japanese audiences. Besides, Japanese
gamers didn’t like “first-person shooter” games. They liked
story-based games, such as the Final Fantasy series of role-playing
games, and other titles with similarly cute characters. Because
Microsoft failed in an attempt to buy Final Fantasy maker Square
outright, and because it couldn’t convince Square to invest in Xbox
games, the Final Fantasy franchise was still exclusive to the
PlayStation 2. A total of 12 Xbox games were ready, including
samurai swordsman game Genma Onimusha and Project Gotham Racing.
But there was no blockbuster.

Then there was the ill-conceived game controller for
the original Xbox. The initial design was too big for the smaller
hands of many Japanese gamers, so the company had to go through an
embarrassing redesign of the controller for the actual Japanese
launch. Microsoft had assumed that the design it had created for
U.S. gamers was going to work worldwide. The box was also enormous.
It was about the size of an old video cassette recorder. Peter
Moore, a former Sega marketing executive who joined Microsoft,
joked it was so big “it couldn’t fit through the doorway in most
Japanese homes.” For laughs, he showed a picture to industry
executives depicting a giant Xbox atop a construction mover to
hammer home the point about how big it was.

“Xbox was the Humvee of consoles,” he joked.

In spite of these missteps, the launch in Japan
started well enough. The Xbox was priced at the equivalent of $263,
or 34,800 yen, about 5,000 yen more than a PS2. A limited edition
model, which came with a remote control for watching DVD movies and
a serial-numbered key holder autographed by Bill Gates, was
available for $300. At a 7 am launch at a Tsutaya video rental
store in the trendy Shibuya district of Tokyo, Gates handed over an
Xbox to Atsushi Ishizaka, one of 300 people who had lined up the
buy the console on the previous night. “I am so honored,” the
22-year-old student proclaimed. Microsoft had set aside 250,000
units for the launch. But then the curse of the gaijin hit. Within
days, Japanese fans began to complain that the machine would
scratch their DVD game disks, leaving them playable but visibly
marred on the outer rim of the disk’s bottom. At first, the company
argued with its customers, saying that the disks still functioned
perfectly. Retailers were aghast and some decided to stop selling
the machine. In early March, more than two weeks after the
complaints arose, the company had to offer free replacements and
apologize. Game sites started calling the incident “scratch gate,”
and sales never recovered from the quality gaffe. Four years later,
Bach admitted during a meeting with financial analysts, “We’re not
even on the track right now. I mean, no, really we sell literally
hundreds a week maybe. I mean the Japanese business has not been
successful. We’ve not done well there.”

In Europe, Microsoft did better, but not better than
Sony. Sales in the United Kingdom were strong, but they fell short
elsewhere. Microsoft made the mistake of pricing the box in the new
Euro currency so that it was the same in every country, even though
the value of the Euro hadn’t yet equalized across Europe. The price
came out to an equivalent of $419. By April, just a month after the
launch, Microsoft had to cut the price on the Xbox in Europe to the
equivalent of $266.

Then there was the issue of costs. Microsoft had
burdened every machine with an expensive hard drive, whereas a
drive was an option on the PS2. Every machine that Microsoft sold
at $300 ended up losing an estimated $125. This was a byproduct of
rushing into the market with off-the-shelf PC parts. These parts
were already cost reduced and they allowed Microsoft to enter the
market with better quality graphics than Sony could offer. But
Microsoft couldn’t get the manufacturers to keep reducing component
costs. The hard drive, for instance, started at a cost of about $50
but didn’t decline in cost all that much. Storing eight gigabytes
of data, the hard drive was already at a rock-bottom single platter
and single spindle, the barest components of a hard drive.
Typically, hard disk drive makers kept the prices of their drives
the same. They just offered more and more storage on each disk. But
for Microsoft, that didn’t help. It had to keep the components in
the machine the same so that game developers could have a
consistent platform to target.

In short, the Xbox sucked money out of Microsoft’s
coffers as if it were a sink hole. Microsoft didn’t disclose
precise numbers, but it did break out losses for the Home and
Entertainment Group (Xbox was the biggest part of this group, but
it also included home consumer products, TV software, and PC
games). Microsoft lost $2.6 billion in this group from June 2002 to
June 2005. Insiders believed the total losses for the Xbox were
$3.7 billion. That was a staggering $168 per box for a machine that
started out at $299 when it debuted. Those numbers are not precise,
but analysts believe they are in the right ballpark. This was worse
than the nightmare scenarios when it started planning the Xbox in
1999. On Sept. 29, 1999, Rick Thompson, then the vice president in
charge of the project, warned Bill Gates in a meeting about the
risks he was taking.

“If you do this, you will lose $900 million over
eight years,” Thompson said, as he delivered a PowerPoint slide
deck entitled “Hail Mary.”

Thompson went on to say that if Microsoft were forced
to match aggressive price cuts by Sony over time, the Xbox project
was going to lose $3.3 billion over the same period.

Those numbers were the best guesses the company had
at the time. They were revised later on. But they were the numbers
that Gates used to decide whether to go forward with the project.
Gates felt it was worth the risk to stop a big threat from Sony and
to open a new avenue for Microsoft’s products in the home. The Xbox
was the key to creating a second “pillar” of Microsoft software.
This one would rule the home, while Microsoft’s Office software
ruled the work place. This battle was going to play out over two
decades, and Microsoft needed more than the PC to win it. Gates was
willing to make a big bet in order enter the video game
business.

The public knew what kind of gamble Microsoft was
taking as well. In March, 2001, analyst Henry Blodgett of Merrill
Lynch predicted that Microsoft would lose $2 billion on the Xbox
before turning a profit in fiscal 2005. His assessment was overly
optimistic. Video games operated on the razor and razor blade
model. You lost money on the razors, and made money on the blades.
Microsoft lost money on the Xbox in hopes of making money on the
games. If the model didn’t work, the consequences could be
catastrophic. The tie ratio, or the number of games sold per box,
was the key measure of success. That’s where Sony left Microsoft
behind.

Worse, hackers had cracked the security in the Xbox.
They figured out how to modify the machines and turn them into
cheap computers or load hard disks full of pirated games. That was
the same problem that helped doom Sega’s Dreamcast. Microsoft stood
to lose a considerable amount of money as the hackers bought the
hardware with no intention of helping Microsoft making the razor
and razor blades model work. 3

On the matter of losing money, there was a split
between Gates and Steve Ballmer, who became CEO in January, 2000,
four months after the Hail Mary presentation. Ballmer was
responsible for Microsoft’s financial performance, so he looked at
the Xbox from the perspective of the balance sheet. Over time, he
wanted the Xbox to win, but not at any cost. He had a lot of
battles to fight on a lot of different fronts, and he wasn’t
willing to flush all of Microsoft’s resources on one project. He
bore down on the Xbox team to improve its bottom line. While the
Xbox advocates argued that a hard disk drive was a necessary
feature to woo skeptical gamers to Microsoft’s side, Ballmer looked
at the cold financial numbers. Several years later, Ballmer had to
admit, “Putting the hard drive in there was a bad business
decision. It cost more but didn’t allow us to charge a premium in
the market.” He meant that the hard drive’s advantages weren’t so
overwhelming that gamers would pay more for Xbox hardware or games.
But Ballmer had to attend to his dying father, so he had less say
than Gates at the time.

The more machines Microsoft sold, the deeper the
losses got. That was OK for a company that had tens of billions of
dollars in cash, thanks to its Windows franchise on the PC. But it
was embarrassing to take that money from PC owners and donate it
back to gamers. At its heart, Microsoft’s leaders were business
professionals. They knew they had to stop Sony from taking over the
living room. Everyone was forecasting that someone would make a
mint in the living room, providing consumers with digital
entertainment devices. These devices would be a byproduct of the
convergence of consumer electronics, computing, and communications
and serve as portals into an unlimited world of entertainment
choices on the Internet. Whoever controlled the gateway to the
living room would dominate digital entertainment, and boxes such as
game consoles were viewed as Trojan horses. They would enter the
home as game consoles, but eventually be used as digital
entertainment gateways. Microsoft had to stop Sony. The Japanese
company had boasted that the console would supplant the PC as the
gateway to the living room, making a direct connection to consumers
and their wallets.

The Xbox was a publicly unspoken attempt to destroy
Sony’s biggest profit source. But Microsoft’s executives knew that
the Xbox business had to be sustainable in the long run in order to
escape the fate of so many of Microsoft’s other ill-advised
expansion efforts, such as WebTV, the failed effort to make an
interactive TV set-top box that could be used to browse the web and
read e-mail. Sony, meanwhile, kept the pressure on, periodically
redesigning its box to lower costs and then cutting prices. Over
the years, the losses would build up into the billions of dollars.
Costs became such a concern that Microsoft’s contract manufacturer,
Flextronics, had to dismantle its factory in Hungary and move it to
China.

In contrast to Ballmer, Robbie Bach shrugged off the
losses. In an e-mail to his staff on Nov. 14, 2001, Bach said it
was “mind boggling” that Microsoft was able to accomplish all that
it had in less than two years, all from a standing start. He wasn’t
going to rest until Xbox was a “central part of the interactive
entertainment landscape.”

“We knew going in that this was going to be one of
those 10-year, 15-year type projects, not something in the market
for two years and all of a sudden you’ll have a big success,” he
said. 4

In the end, the Xbox’s failure to defeat the
PlayStation 2 was all about the games. Microsoft could have
overcome all of these handicaps if it had the games that gamers
wanted. Halo was its first game to top one million units sold. It
was a fine accomplishment, and the game development team at Bungie
had done an excellent job converting the shooting game from the PC
to the console. Taking aim with a controller was never easy
compared to shooting with a mouse, but Bungie had done it. And it
had created a balanced game with an intriguing storyline and a
heart-pounding, haunting musical score.

But Halo wasn’t enough to overcome the wave after
wave of good games debuting on the PlayStation 2. There weren’t
enough new games coming out for the Xbox. Electronic Arts had
supported the Xbox, but not as wholeheartedly as it did the PS2.
Some of the cool titles that Microsoft had touted, like Peter
Molyneux’s Fable, were nowhere in sight. In many respects,
Microsoft had out-maneuvered Nintendo on a variety of games, but
the Japanese company could always pull out a well-known franchise
such as Mario or Zelda to get gamers frothing. And Nintendo had
locked up the kids market with its cute characters, and it held a
virtual monopoly on the handheld market.

 The Grand Theft Auto series,
exclusive to the PlayStation 2 for a long time, along with the Gran
Turismo racing game, sealed Sony’s dominance of the top selling
games list. This doomed Microsoft to a battle with Nintendo for
second place. And, thanks to its near-monopoly on portable games,
Nintendo was making a lot of money, while Microsoft was losing
billions of dollars. For Sony, the business model of razors and
razor blades – in which the company lost money on the console but
made up for it through software and accessory sales – was golden.
It was much closer to breaking even on its console at all times
than Microsoft was, and it could afford to make big bets on games.
Microsoft could only assume it would have 20 million or so
customers at the most. But Sony could plan for about 100 million
customers. That meant that Sony could afford to give a big advance
to a game developer to make a game into a PS2 exclusive. It knew
that royalties on selling games would pay off in the end,
considering that many of the top games sold far more units because
of the huge installed base of the PS2. Microsoft, with a smaller
installed based, couldn’t afford to outbid Sony on many exclusives,
because the business case never justified big advances. Sony had a
network effect going where one customer led to another, and the
logical end of that process was monopoly power. Microsoft was the
little guy in this fight.

Some things had gone right for Redmond, though.
Microsoft, for once, had come into the market as the good guy. It
was earning credibility as the company that could break the grip of
the Japanese giants, winning over fans with its considerations for
gamers and developers. It was the underdog, yet it had the power to
upset the status quo. Those who hated Microsoft’s monopolistic
practices in software couldn’t criticize it in the game arena. And
that translated into a positive brand image. For the first time in
years, Microsoft had introduced a product that made it seem like
the coolest of companies. And Microsoft game managers such as
Bungie’s Pete Parsons could speak about “world domination” without
spurring an antitrust suit. Seamus Blackley’s passion was one of
the key reasons that Microsoft was perceived in this way.

Microsoft had taken the market share that Sega once
held in consoles which, in the Dreamcast generation, was about 15
percent. Not only that, it had even surpassed Nintendo’s market
share in the low 20s. With its first console, Microsoft had edged
out a company that had been in the games business for decades. Halo
2 sold 2.4 million units in its first 24 hours when it went on sale
in November, 2004. That generated cash register receipts in the
U.S. and Canada of $125 million, which Microsoft claimed was a
record-breaking day for any kind of entertainment. Microsoft had
its first quarterly profit in its Xbox division in the quarter that
ended Dec. 31, 2004, thanks to the launch of Halo 2. Analysts were
projecting that Halo 2 would top 10 million units sold, or more
than $500 million in retail sales. Halo 2 drove subscriptions to
Xbox Live, which charged $50 a year, to a record 2 million. The
hours played on Xbox Live exceeded 1.4 billion. Sales of Peter
Molyneux’s Fable also topped a million units. That helped Microsoft
narrow the losses for the Home and Entertainment Group in fiscal
2005 to a mere $391 million.

“If you think about what we did with Xbox Live, Halo
2, Fable, and console sales, 2004 was a great year for us,” Bach
said.5 “We grew share. We produced some great products; we had the
No. 1 day in entertainment history with Halo 2. It is tough for me
not to include ourselves on the list of people who had a good
year.”

Xbox Live, Microsoft’s online gaming service that
debuted in 2002, made possible the new careers of professional
gamers such as Alfonso “Fonzi” Chartier, a 19-year-old Palo Alto
student in his second year at Santa Clara University. He and three
friends were part of Trademark Gamers, a sponsored team that
specialized in Halo 2 online multiplayer tournaments. They did a
circuit of 13 tournaments during the year, winning the two
tournaments in which they all played together as a team. The team
traveled across the states, all expenses paid. They made it to the
finals of the World Cyber Games U.S. national finals, but placed
third at the big finale in New York City. Chartier was studying
computer science, but two of his buddies, 18-year-old Tom “MLG
Tsquared” Taylor of Jupiter, Fla., and 21-year-old Matt “Zyos” Leto
of Dallas, Texas, planned to play video games professionally. The
TV show MTV True Life was doing a documentary on them. They were
practicing on Xbox Live about 25 to 40 hours a week. They were
getting dozens of messages a day from players who wanted to
challenge them or learn some tips. After a while, they started a
web site where fans could arrange to play games with challengers
for a fee. After the site went up, they were booking $1,500 in
lessons a weekend. None of these guys were PC gamers. They had been
hooked on the Xbox. Nearly a year after Halo 2 launched, they were
still playing game competitively.

“It’s the No. 1 cooperative game,” Chartier said in
an interview over Xbox Live’s voice over the Internet communicator.
“It’s a thinking game. I played single player once and then forgot
about it after I went online.”

There were more than 400,000 clans that gathered on a
daily or weekly basis to scrimmage with Halo 2. Full told, there
were two million paying subscribers for Xbox Live, a number that
had doubled since the previous year. This passion was why Bach had
committed to spending $2 billion on Xbox Live over a number of
years.

Sony had held on to two thirds of the market with the
PlayStation 2, but it had no such following for its online games.
While Microsoft managed the online game infrastructure, Sony left
that chore to the game publishers, with haphazard results. It faced
severe pressures from Microsoft’s attack on its key profit maker.
On two occasions during 2004, Sony made the mistake of not having
enough PS2s on the shelves. In March, 2004, Microsoft cut the price
of the Xbox by $30 to $149. It took until May for Sony to match the
price cut, and by that time, a lot of damage was done. The price
cut enabled Microsoft to double its Xbox sales in April, 2004. For
one month, Microsoft even had the largest market share in North
America. Then, again, in the fall of 2004, Sony ran short on PS2s
as it transitioned from the older PS2s to a smaller, slimmed down
design. The so-called “PS2 Slim” machines were nominally priced at
$150, but by the end of November in 2004, they were selling on eBay
for $230. Microsoft kept its stores fully stocked during the time,
allowing it to gain market share and reduce its losses. In 2004,
Sony sold 4.6 million units in the U.S., a number lower than the
year before, while Microsoft sold 4 million Xboxes, according to
the NPD Group. Microsoft made a million extra units beyond its
plan, but it stopped short on the production because it was losing
so much on every box. It didn’t want to make the red ink spin out
of control. The setback for Sony showed what happens when you are
racing Bill Gates and you take your hands off the steering
wheel.

J Allard, general manager for the Xbox platform, said
in a message to his troops at the beginning of 2003, “If I needed
to pick an introductory quote for the ‘History of the Xbox,’ I’d
choose the following words spoken by Gandhi: ‘First they ignore
you, then they laugh at you, then they fight you, then you
win.’”

Allard added, “It’s a very relevant quote to Sony’s
attitude towards us in the console market. As we built the plan and
started talking to partners in 1999, Sony wouldn’t even comment or
engage in the discussions. After we announced the plan publicly
around the world and for the first couple of E3s (trade shows),
Sony scoffed with the attitude that we would never be serious
enough to do what it took and took a lot of cheap shots. Even at
the launch, they acted as if they really didn’t believe that we
were serious and to the extent that they used any tactics with the
press or retail, they were very cavalier.”

“Today, it’s pretty clear that they know we’re here
for real and are serious about the business. They are clearly
reacting to the success and leadership we’ve demonstrated with Xbox
Live. They are hard at work to hold us off at retail. As examples
of this, witness (their move to) broadband-only in Europe; the late
addition of voice support in U.S. Navy Seals: SOCOM; the money they
are pouring towards third parties to hold up titles from
simultaneous shipping; the advertising they are throwing at TV. It
would be crazy to say that we have them on their heels or in a
corner, but it’s evident that they are feeling serious pressure
from us and are trying to defend their installed-base lead. This
holiday, we landed a couple of punches that have made them a little
dizzy.”



Sony’s mistakes were relatively minor ones, but they were execution
mistakes – enough to give Microsoft a chance to catch up. And they
probably cost Ken Kutaragi, the tough-talking boss of Sony’s game
division, his chance to be the CEO of all of Sony. In March, 2005,
Sony’s two top executives resigned and the board appointed Howard
Stringer, a gaijin, or foreigner, to head the Japanese consumer
electronics giant. It was the first time an outsider had ever held
the top post at Sony. It was an indication that Microsoft had
rattled Sony. Stringer was an affable cost cutter who brought
Sony’s music and movie business back to life. He was viewed as an
inspirational leader, while Kutaragi had developed a reputation as
prickly. Nobuyuki Idei, the departing CEO of Sony, even criticized
Kutaragi as not being a good listener when asked why Kutaragi
didn’t get the job. Stringer went on to announce a $1.8 billion
restructuring and 10,000 job cuts. Microsoft, by contrast, had
given tens of billions of dollars in excess cash to its
shareholders – and still had $37 billion left in its coffers. It
was more than enough money to buy every single independent game
company.



Sony and Microsoft look at each other as formidable competitors,”
said Larry Probst, CEO of Electronic Arts, the biggest independent
game publisher. “”It’s a battle to the death.”



Microsoft had hurt a big rival. Nintendo was still making money,
but not as much as it once had. But in the big picture, it isn’t
clear that Microsoft took aim at the right competitors when it
moved into the game business. It had to pay out billions of dollars
in antitrust settlements. And while Sony was hurting, Microsoft was
clearly falling behind other rivals. The Internet companies –
Amazon.com, Yahoo!, Google, and eBay – took off as a group as
broadband penetration created new demand for online services.
Microsoft’s competing services were falling behind on most of these
fronts. And Apple Computer cleaned up in digital music with the
launch of the iPod. While Microsoft was successful, to a degree, in
holding back its rivals in games, it had a lot of holes in its
defenses elsewhere.



Still, Microsoft had the appetite and the war chest to go another
round with Sony. That big cushion of cash was insurance for
whatever losses the Xbox suffered as it experimented with business
plans.



“Can we get to No. 1?” Ballmer said. “Yes, I think so. We have to
have great products.” 6



Microsoft was maneuvering to gain what it called “thought
leadership,” where it dominated the industry chatter if not the
market itself, as it went through its gaming training mission. And
the gains against Sony, though small and late in the season, kept
the Xbox team going. That’s why Bill Gates, in an interview with
Time magazine, laughed and said, “The first generation, it’s just
like a video game. If you play perfectly, at the end, it says, ‘You
get to play again.’ That’s all it says!” Gates cracks up at his own
joke. “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.”6
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Chapter 2

Games Fail To Win The Culture War

Not only did Microsoft fail to dislodge Sony, but the
company also fell short of the larger ambitions that inspired so
many of the talented artists of the game industry to join in its
crusade. It is worth remembering the words of Ed Fries, who ran
Microsoft Game Studios from 1995 through 2003. The Xbox division
truly wanted to change the world. Fries had made a big prediction
at Microsoft’s Gamestock event in Seattle in 2001, where he first
showed off games for the Xbox. He promised that the game industry
was ready to “leave the cartoon world behind.” Some of what he said
was prescient. He had been right that the epic battle between the
three gaming giants was driving innovation, much like the space
race, at a very fast pace. He had challenged his colleagues to
offer more than mindless entertainment.

“A great book, a great movie, a great play, they are
about more than just killing time,” he said, holding his audience
of game journalists spellbound. “We need to reach out to our
audience. We need to create things that are relevant to them. We
need to change how they view the world. We ask the wrong questions.
What kind of game is this? We should be starting to ask, ‘What are
you trying to say with this game?’ What do you want it to mean to
the people who play it? What I’m saying is, we need to create not
just entertainment. We need to create art. I think that is the goal
of all the other forms of media. It’s really the only way to
advance to where we want to get. If we take that seriously, if we
focus on making art, not just entertainment, then I think for the
first time we’ll deserve to speak to the mass audience and inherit
our rightful place as the future of all entertainment.”

A few years later, Fries was no longer the chief at
the game studios. He had quit because he didn’t get to run the
studio autonomously, not because gaming had failed to become an art
form. Microsoft was disappointed that the original Xbox didn’t
become even more of a cultural force than it was. It had not
succeeded in truly changing cultural attitudes about games. The
prediction that Fries made in his speech did not really come true.
Fries’ words inspired artists to dedicate themselves to the large
cause. The console makers were spending billions to grab a bigger
share of entertainment dollars and a bigger share of the time that
consumers dedicated to leisure. They said that the true competitors
weren’t the other video game companies. The competition was mass
market TV – shows like American Idol that were vying for the same
eyeballs. The “war for the eyeballs” that Intel CEO Andy Grove had
predicted so many years before was finally coming to be. Microsoft
and its competitors had promised that they would expand gaming as a
mass media. Harkening back to the first advertisement that
Electronics Arts created upon its founding in 1982, the game
creators were going to produce games that could make you cry. They
were going to enthrall the women and girls who had heretofore
failed to get excited over testosterone-based games. Forget the
similar broken promises of 3DO, Rocket Science, and convergence
with Hollywood. Games were not just for geeks anymore. They had the
potential to draw in everyone, like the mass appeal of Will
Wright’s family simulation game, The Sims, which was on its way to
selling tens of millions of units, raking in revenues like a movie
blockbuster. Worldwide, the various versions of The Sims franchise
had sold more than 58 million copies by 2005. Gabe Newell, the CEO
of Valve LLC in Kirkland, Wash., noted that his company’s
statistics showed that gamers spent several billion minutes a month
playing Counter-Strike online – which was more than the time people
had spent watching Friends on TV before the show ended.

The market research companies were frothing at the
idea of Gaming Uber Alles. Forrester Research predicted that the
video game industry would triple from 2000 to 2005. International
Data Corp. predicted that the percentage of households with video
game consoles would double from 35 percent to 75 percent. Gaming
was coalescing into a massive audience, as about 80 percent of kids
played games. Over time, all the non-gamers were going to die off.
And, based on the predictions in 2000, it seemed like all of those
non-gamers would die off in the next five years, or convert to
gaming.

It didn’t happen. Doug Lowenstein, president of the
Entertainment Software Association and the man who is paid to be
the industry’s biggest booster, had to bring everybody down to
earth in his keynote speech at E3 in May 2005.

“How many of you of you have written at any time that
the video game industry is bigger than Hollywood, or have heard
someone in the industry make such a claim?” Lowenstein asked.
“Let’s set the record straight once and for all: it is simply not
true – yet. It has never been true. Yes, when you add video game
hardware sales and software sales together, you come up with a
figure which exceeds the total box office take of the film
industry. But including hardware sales in the figure skews the
comparison. Why not include the sales of DVD players? And even if
you think it is valid to include console, handheld, and related
hardware sales in the calculation, it fails to account for the
streams of additional revenue produced by Hollywood, from DVD and
videotape rental and sales to syndication of films for broadcast
and cable TV. In truth, the worldwide film industry stands at about
$45 billion and the worldwide video game industry checks in at $28
billion.” (Lowenstein had guessed low on the film industry, as
others put the number well above $50 billion). Parts of the world
were coming on strong. But Japan was in decline.

So this was the reality check. Four years had gone
by, and the Xbox had not conquered all. Many mass market consumers
still considered games the domain of geeks, or social misfits who
had nothing better to do than to toil away in virtual dungeons. A
good movie could garner an audience of a billion people. The real
mass market was movies. In a good year, the movies could generate
1.6 billion individual ticket purchases at the theaters in the
U.S., according to Exhibitor Relations. That was far above the
number of gamers who played religiously every week. Not even Sony
had vaulted the game industry to its desired goal of supplanting
the movie industry. Microsoft had hoped that favorable
demographics, the rise of gaming in youth culture, the pervasive
spread to all corners of the globe, the creation of incredible
games – all these factors were going to propel it to the top of the
heap in video games. A rising tide of video games was supposed to
lift all boats, even for the second and third place companies that
couldn’t overtake the leader. The game business was still
cyclical.

Microsoft had lost money, and both Sony and Nintendo
saw the percentage profit on sales shrink in the generation. Among
those big players, there wasn’t a clear winner. The biggest
beneficiaries were those who got to ride on the coattails of the
console makers. Electronic Arts was the biggest winner of all,
growing its revenues from $1.4 billion in the year ended March,
2000, when the PS2 launched in Japan, to $3.1 billion in the year
ended March, 2005. Net income had grown from $154 million to $504
million in the same time period. EA had supplied ammunition to all
sides in the console war, making games for every machine. During
the generation of the PS2, EA turned its Madden NFL football game
from the top sports game to one of the top games period. Clearly,
something was happening to fuel this growth.

There was no denying the subculture of gaming was
gathering momentum. Todd Holmdahl, the Xbox hardware chief, noted
that his own six and eight-year-old boys were playing Toe Jam &
Earl instead of watching Saturday morning cartoons.

Halo had risen to the level of cultural phenomenon,
with celebrities bragging that they played it. About six months
after it launched, the Halo creators started getting solicitations
from Hollywood about how to make Halo into a movie. On the web,
kids were more likely to download the latest episode of Red Vs.
Blue or The Halo Chronicles than to watch a show on TV. These shows
were “machinima,” or short videos that were captured on screen by
manipulating the animated characters of Halo. For younger
audiences, the films were much like the sitcoms of the gaming era.
It was harder to find kids who didn’t play games. Occasionally, the
Hollywood studio chiefs would tip their hat to games. Michael
Eisner, CEO of Disney, visited the Microsoft booth at the E3 show
in 2004. After checking out titles like Halo 2, he said, “Movies
are going to be harder to make now that games are so beautiful.”
Microsoft itself had captured hardcore gamers. In its first six
months, Microsoft’s Xbox.com web site drew 5.6 million visitors a
month who viewed 97 million pages per month.

Girls were starting to play. By 2005, 43 percent of
all gamers were female, according to the Entertainment Software
Association. At casual game sites that featured puzzle games or
card games, women were half the audience. Laura Fryer, a game
producer at Microsoft who grew up as a bit of an oddball playing
Dungeons and Dragons with her older brother, said that she was a
rarity as a game player in high school. “I’m a game geek,” she
said, “But my younger cousin is a cheerleader and she plays games.
The industry and the community of gamers are changing.”

Heather Chaplin and Aaron Ruby, two video game
journalists, tracked this subculture for five years and wrote about
it in their book, Smart Bomb: Inside the $25 billion Video Game
Explosion.

“Because of this new medium,” they wrote, “There are
millions of people around the world who consider themselves
citizens of virtual planets; others spend countless hours trying to
master tactical combat maneuvers, or even spend hundreds of dollars
to hear an orchestra play the score from a cherished videogame.
People around the world haunt video arcades, hopping to the
electric rhythm of games like Dance Dance Revolution, or take their
computers to gatherings in giant warehouses where they party and
compete against their peers, playing videogames over local
networks. Still others have banded together in clans, devoting
themselves to the task of using game designers’ own creations
against them, disassembling popular titles and then rebuilding them
as their imagination dictates. The military has gotten in on the
game as well, tapping video game developers to build tools to train
soldiers, and those very same tools are then repackaged and sold to
consumers.”

But the Xbox moved the ball forward without scoring
the touchdown. Microsoft, and the video game as an art form, wasn’t
there yet.

“I don’t have anything against Halo,” said Ian
Bogost, assistant professor of information design and technology at
the Georgia Institute of Technology. “I like these games as much as
anyone. But the Xbox certainly hasn’t expanded the possibility
space for video games. Halo is an entertaining game, but it’s not
what I have in mind. It’s not Picasso’s Guernica, for example.”

 What Bogost lamented was that the
drive toward realism, or higher resolution graphics that approached
verisimilitude, was viewed as a replacement for art.

“For video games to engage social change on a
meaningful scale, we need a sea change in our understanding. We
need to acknowledge that video games are a medium, a medium capable
of a multitude of expressive possibilities, from catharsis to
emotion to politics to social critique.”

Stan Lee, the creator of Spider-Man, pondered the
question as to whether video games would become an art form. His
own medium, comic books, had to struggle for decades for
recognition as art. He thought video games were already art.

“Suppose William Shakespeare or Michelangelo were
alive today,” he said in his gravelly voice after a speech at a
video game conference. “Let’s say they work on a comic book or a
video game. Would anybody say it wasn’t an art form? Anything that
has to do with creativity done for the public is an art form. It
could be beautifully illustrated, well written, a piece of junk.
Same goes for movies, novels and video games. They are either
beautifully written or badly done. You have characters who could be
as engaging as anything Mark Twain wrote. We have action that can
compare favorably with the best motion pictures. To me, everything
gets back to the story and characters. By that measure, video games
can be one of the best art forms.”

Some believed there was a vicious cycle that was
keeping games from becoming more and more artistic. Lorne Lanning,
the developer of the Oddworld series of games, lamented that the
economics of game consoles didn’t help. Imagine, he said, if the
movie industry had to reinvent the camera every time it wanted to
make a new movie. Game developers first had to master technology
before they could go to work on their content. As consumers became
spoiled by Hollywood special effects, they expected the same from
their games. This forced game publishers to add more staff for each
game.

Neil Young, a vice president at Electronic Arts,
observed that it took 20 people to develop a PlayStation game, and
about 80 to develop a PlayStation 2 game. He estimated it could
easily take 150 people to develop a PlayStation 3 game. That
amounted to $30 million in payroll costs for two years of
development, he said. With those kinds of costs, publishers grew
risk averse. They stuck with known franchises, sequels and
licenses. Sex and violence, as with the movies, were an easy bet to
draw an audience of hardcore gamers. Independent game studios were
starting to go out of business, much like independent film makers.
There was no equivalent of Disney’s Miramax to promote the sleeper
Oscar winners. Games with narrow niches, such as war games, were
crowded off the shelves. The breakeven point for major games was
rising toward 500,000 units sold. A very small percentage of the
2,000 or so titles produced each year ever sold that much. Trying
to be creative with original content was risky. Like Hollywood, the
game industry was starting to lose its creativity and narrow its
entertainment choices.

Bogost said that video games were still forms of
expression worthy of free speech protection. But as the game
industry catered to hardcore gamers with sex and violence, others
didn’t think so. Instead, by the summer of 2005, the criticism of
games as a corrupting influence had hit its peak. Like comic books
before them, video games were much closer to being classified as
corrupting influences as bad as alcohol, tobacco and pornography.
David Walsh, director of the National Institute for Media and the
Family, feared that game companies were in an arms race to outdo
each other in producing more and more shocking, violent games to
win over jaded audiences.

As their influence among youth in society grew,
developers of violent games found themselves the target of what
they viewed as a McCarthyesque investigation. Video game violence
had been in the cross-hairs of conservative politicians and
anti-violence advocates as the cause of mass school shootings from
Paducah, Ky., to Littleton, Colo. The shootings began with
14-year-old Michael Carneal, who killed his classmates in 1997.
Such shootings inspired copycat violence. Critics of games
contended the shooters were alienated young male teenagers who
sought refuge from schoolyard bullies in first-person shooter games
such as Doom. Lt. Col. David Grossman, author of Stop Teaching Our
Kids To Kill, argued that such games were “murder simulators.”

State by state, city by city, the anti-games lobby
proposed regulations against the sale of mature-rated video games
to minors. The laws tried to define the type of violence that was
inappropriate for young kids, but the courts struck down the laws
as unconstitutionally vague and that they had chilling effects on
the creation of content. As such, they were violations of the First
Amendment.

No one crusaded harder than Miami attorney Jack
Thompson. A medical malpractice attorney who defended doctors, he
had cut his teeth early in the culture wars. In 1989, he led a
campaign against the raunchy lyrics of 2 Live Crew’s album, As
Nasty As They Want To Be.

In 1999, he turned his attention to violent games. He
filed a $130 million product liability lawsuit against various
movie and game makers on behalf of the victims of Michael Carneal.
The suit was tossed out in 2002. But Thompson vowed to continue his
efforts, quoting the Bible and saying he had a holy mission to
fulfill. Some media wrote him off as a right-wing lunatic. Thompson
called Doug Lowenstein, the head of the game industry association,
a morally bankrupt defender of the game industry, akin to Adolph
Hitler, Joseph Goebbels, and even Saddam Hussein.

“It’s not ad hominem to point out he is a spinmeister
like Joseph Goebbels,” Thompson said in an interview. “Doug is a
paid lawyer. It’s not that he’s a Nazi. The problem with Doug is he
will say anything to protect those who will pay him.”

Thompson did little to make himself popular, taking
pride in solitary stances in which he criticized just about
everyone.

“I’m not trying to persuade people who are on the
fence about anything,” Thompson said in an interview. “I’m not out
to win a popularity contest. I’m out to stop these people. I’m not
wanting them to think I am a nice guy. I am out to stop them. I am
out to destroy Take-Two Interactive and RockStar. To put them in
the ground. I apologize to Goebbels and Saddam Hussein. I am out to
divide and not to unify people on these things. I’d rather annoy
the game industry than reason with them.”

But while some disagreed with his methods, a number
of parent advocates had taken up the anti-video game cause. The
American Medical Association and American Psychological Association
weighed in with their support for the regulation of violent media
aimed at children. The Surgeon General didn’t agree with them, but
they decided that the weight of 1,000 studies showed that
witnessing violence could make children more aggressive. A lot of
parents were conflicted about the growing violence and realism of
games. They thought it was appropriate to monitor what their kids
played.

Even Nolan Bushnell, the father of video games and
founder of Atari, said, “I felt that video games took a wrong turn
in the 1980s when they became violent.” There were very few kids
around who were aware that video games started as a peaceful
medium.

Henry Jenkins, director of comparative media studies
at the Massachusetts Institute of Technology, was one of those who
embraced the impact of video games on mass culture. He noted that
youth violence was at a 30-year low in the United States. He cited
the U.S. Surgeon General’s report that stated the risk factors for
school shootings included mental stability and the quality of home
life, not media exposure. Jenkins noted that the laboratory context
for studies on the effects of game violence were far different from
real life, leading to suspect conclusions about “media effects.”
1

Moreover, he noted that the average age of gamers was
30, meaning that most video gamers were older than 18 and therefore
not the targets of violent video games. Game audiences were
becoming more diverse as young girls picked up games such as The
Sims, a family simulation game which became the most popular game
of all time because of its crossover appeal. As much as games were
criticized for teaching violence, they were rarely praised for
documented effects such as making gamers into better problem
solvers and developing better hand-eye coordination. To those who
said that games were socially isolating, Jenkins noted that most
gamers played with other friends or family members, and that online
play could be socially liberating. Fears that games would
desensitize antisocial kids were overblown and based on a
fundamental misunderstanding of what happens in games, he argued.
2

Then “Hot Coffee” hit. In the summer of 2005, a
hacker from the Netherlands discovered that there were hidden
scenes on the disk for Grand Theft Auto: San Andreas. At first,
RockStar denied that it created the hidden sex scenes, which
depicted oral sex, nudity and simulated intercourse between the
game’s hero and various women who invited him inside for some “hot
coffee.” It wasn’t clear at first if the animations were an “Easter
egg” meant for gamers to find and unlock, or if they were simply
scenes that had been deleted. Take-Two’s press handlers later said
that the scenes were inadvertently left on the disks during the
editing process. In any case, advocates such as Thompson seized on
the opportunity to heap criticism on RockStar. He called for a
revocation of the mature rating on the game. The Entertainment
Software Ratings Board, the industry group charged with rating the
games, did just that, labeling the game AO for “adults only.”
Take-Two Interactive agreed to pull the game from shelves and
replace it with a cleaned up version. As Thompson led the charge
against games yet again, he received numerous death threats via
e-mail. This was simply more evidence, he argued, that the minds of
gamers had been warped by violent video games.

Parents were outraged at the thought that their kids
had bought a video game that could expose them to pornographic
images. Until “Hot Coffee” appeared, California state senator
Leland Yee had little support for a bill banning the sale of
ultra-violent video games to minors. But afterward, even
California’s Gov. Arnold Schwarzenegger came out in favor of the
bill. It passed and the governor, who starred in various violent
video games himself, signed it despite warnings that it wouldn’t
pass constitutional muster. Similar bills had been passed in
Illinois and Michigan. Courts struck down these laws as
unconstitutional, but each time the politicians who passed them got
a little bit closer to the “magic language” that could succeed in
balancing the rights of the creators with the need to protect kids.
Some game developers privately fretted that RockStar’s mistake was
bringing down a lot of unwarranted heat on the industry. Even Walsh
at the National Institute for Media and the Family, in his tenth
annual report on video games, said that the system for rating games
was broken. The report gave the industry poor grades for keeping
harmful games out of the reach of kids.

“The industry’s efforts to be good corporate citizens
have not kept pace with its explosive growth,” Walsh wrote in his
MediaWise report for 2005.

New York’s U.S. Senator, Hillary Clinton, jumped on
the issue by introducing a bill in December, 2005, seeking to
impose the California-style curbs on sales of violent video games
to minors on a national level.

From politicians to cultural warriors, video games
were an easy target. They were a relatively young industry that
didn’t have the kind of clout that established industries had.
These forces sought to contain the spread of gaming as if it were a
dangerous virus. And against them, it seemed that Microsoft was
swimming upstream in its goal to make gaming a mainstream activity.
The original Xbox fell short of that goal. The company had to try
it again once again with the Xbox 360. As Bobby Kotick, CEO of
Activision, said in an interview a few years back, “Microsoft is a
version 2.0 company.”

Over time, Microsoft’s hope was that it would convert
all of those non-gamers who feared the effects of games. They could
be enticed with “casual” games that were much less intense than the
hardcore violent games. From “Tetris” on a PC to “Jamdat Bowling”
on a cell phone, these lightweight games could lure those who might
have been intimidated by the games that took hours and hours to
play. Microsoft had the hardcore gamers, but it had not made a dent
in the mass market that Sony had won over. Expanding upon Sony’s
audience was the path to universal adoption. With the Xbox 360,
Microsoft would pursue that goal aggressively.


1.www.pbs.org/kcts/videogamerevolution/impact/myths.html


2.www.pbs.org/kcts/videogamerevolution/impact/myths.html


Chapter 3

The Xbox Green Beret Diaspora

The original Xbox was built by dedicated souls who
dealt with the stress of a fast-moving start-up and sacrificed long
hours for the sake of getting the job done. They were elves in the
workshops of Bill Gates, thriving on the thrill of fashioning
something beautiful from chaos. The Xbox wouldn’t have happened
without them. But the Xbox team didn’t survive the launch intact.
It was like an army that had been exhausted by a long march. Not
everyone was sticking around for the next fight.

The impact of these departures didn’t change the
course of what had become a multibillion-dollar business, but they
weighed heavily on morale. Jonathan “Seamus” Blackley left
Microsoft in April, 2002, just three years after he had joined.
Most people credited Blackley for driving the Xbox to the market by
sheer force of will. He was a game developer turned evangelist, and
he supplied the passion behind the Xbox. He was the last of the
four original co-creators of the Xbox to depart.

His primary co-conspirator, Kevin Bachus, had already
left almost a year earlier. Blackley and Bachus had worked together
like renegade brothers. The other co-founders, Otto Berkes and Ted
Hase, had left the project even earlier, in mid-design, when the
Xbox concept shifted from a Windows PC to a dedicated console. They
split because they had philosophical differences with the direction
of the program. Hase and Berkes both move back to the Windows
group, working on technologies such as HomeStation, a dorm room
computer which was never commercialized. Their work gave some
inspiration to the team that put together Microsoft’s living room
computers, dubbed Media Center PCs. After that effort, Berkes
enlisted Horace Luke, the industrial designer of the original Xbox,
to join him in Microsoft Research to design handheld computers that
ran the entire Windows operating system. Berkes was a Windows hawk,
and probably more passionate about the PC than Bill Gates was. He
felt the PC was the adaptable Darwinian beast. He wanted the PC to
win, not the game boxes.

The Xbox team members followed a cycle. The gamers
and other geeks inside Microsoft had the passion to come up with
ideas like the Xbox and push them through. They ran into the buzz
saw of cold reason. The dispassionate corporate veterans took those
tech-heavy ideas and fashioned them into real business ideas. They
then created the real product that fused the two opposite extremes
personified by Seamus Blackley and Robbie Bach. The gaming
evangelist gave the product its credibility with developers, who in
turn convinced publishers to finance games. When the games grabbed
the attention of the hardcore, the wannabes followed. Soon enough,
the mass market embraced the product. But the corporate guys had to
bankroll the gaming enthusiast’s project, and figure out a way to
make money. With more money behind a project, the more developers
and publishers came on board. The corporate guys were really the
ones who had the keys to the mass market. The two extremes needed
each other.

The fusion created a product with momentum. By May,
2002, at the E3 show in Los Angeles, Microsoft announced that there
would be 200 games available for the Xbox by the holiday season.
Robbie Bach also announced that Microsoft would spend $2 billion on
the Xbox Live online gaming service over the next five years. The
business was a juggernaut. Many of the gamers on board felt it was
foolish to stick around working on the console business when they
could be making games for it.

Sometimes, the gamers and the business guys came
together in a magical kind of union. Robbie Bach said the original
team was a lot more like the United Nations. J Allard said that the
group would never accidentally have met in the same bar. Blackley
had a knack for inspiring the gamers and technologists to believe
in the project.

“I was inspired by Seamus when he talked about his
goal,” said Jed Lengyel, a graphics expert who moved over from
Microsoft Research to join the Xbox Advanced Technology Group.
“This was a tool for the artists. An artist-centric platform. It
turned out to be the best time I ever had working. Seamus was a
kick.”

But the work could be grueling. Allard later recalled
in an e-mail, “We were far away from convincing developers,
publishers or the press that we “got it,” though. The standard
reaction was ‘This is Microsoft, right? The business software
company talking about making a consumer electronics product to
compete with Sony and Nintendo? Yeah, right.’ We heard it all.
‘You’ll never get the developers!’ ‘All they’ll have is crappy PC
ports.' They can’t make 2001.’ ‘Where’s the CTRL-ALT-DEL buttons on
it?’ ‘Will it green-screen instead of blue-screen when it crashes?’
‘Will there be any memory left for the game when Windows is done
loading?’ ‘It’s a Trojan Horse to get MSN and Hotmail into the
living room.’ ‘No kid will think that a system from Microsoft is
cool.’ ‘They won’t get it right until version 3.’”

Inside the company, the skepticism was just as tough.
One crucial meeting illustrated just how excruciating the Xbox work
could be. As the team sifted through the technical details,
software chief Jon Thomason and technical leader J Allard had
concluded that the game console couldn’t use Microsoft Windows as
an operating system. It took up too much of the box’s resources.
Game developers wanted a stripped-down version so that the system’s
resources were reserved for running games. On Valentines Day, 2000,
Bill Gates walked into the meeting and asked why the operating
system had to be built in a way that threw out most of Windows.
Robbie Bach and his men stood their ground against Gates. The
gamers wanted Gates to go for it. They all convinced Gates, who was
prepared to make a huge investment. At the end of the three-hour
meeting, Gates, Steve Ballmer, and everyone else were on board.
Microsoft had decided not only to do the Xbox, but its successor as
well, which did not yet have a name. Allard said, “It was approving
a 20-year vision.” He added, “The thinking for the Xbox 360 was
laid down before we approached the project initially.” The meeting
had been so brutal, it was known as the “St. Valentines Day
Massacre.” Bach later said, “None of us have ever forgotten that
meeting.” 1

The brutal process seemed natural for starting any
huge project. But on a human level, it took a toll. Whenever
someone had a good idea, dozens of people had to jump on it and
fashion it into the right idea. The passionate gamers had to
compromise. They got chewed to pieces in the business discussions.
This sometimes cost them the respect of the top bosses, who no
longer listened to what was once considered wise counsel. Other
people took over the ideas and made them their own. Nat Brown, one
of the earliest Microsoft veterans to join the core group of Xbox
founders, knew that this was a very natural thing at Microsoft.
There was even a name for it: the handoff. When his time came, he
stepped aside. The handoff went well as far as he was concerned.
But Blackley and Bachus had to flail about for while as they tried
to find new roles within a much larger project that they could no
longer claim as their own. They didn’t embrace a Zen-like
acceptance of their fates.

As the Xbox idea became an Xbox business, Blackley
and Bachus had to submit to the leadership of Rick Thompson, the
chief of Microsoft’s hardware division who, under threat of a
swinging Steve Ballmer baseball bat, agreed to be the first general
manager for Xbox. Thompson was a tough New Yorker business guy. He
didn’t like Blackley and, instead, he entrusted much of the
technical leadership to J Allard and his buddy Cameron Ferroni.
Thompson took off for a dotcom start-up just as Microsoft announced
the project to the world. Bach stepped in and built an executive
team around him to lead the various parts of Xbox. At that point,
the project took on a momentum of its own and became a real
business. Bachus found a role as head of third-party games.

“It went from a religious jihad to something that had
to make money,” said one Xbox insider. “The teen-agers started it,
and the parents had to impose control.”

Blackley established the Advanced Technology Group,
or ATG, as it became known, to assist game developers in their
quest to exploit the Xbox’s technology. It was the perfect position
for him because he became a kind of ambassador from Microsoft to
the games community. It fed his desire to be the center of
attention and to mix with the best creative talent of the industry.
ATG collected the elite of the gaming industry within its offices.
Laura Fryer, who was Blackley’s No. 2, held the group together
while he was traveling. She said, “ATG was really close knit. We
all had the same vision. To make the Xbox as good as it could be
from a game development view.” ATG walked the line between
developers and Microsoft, translating so that one could understand
the other. This was the grease that proved critical as Microsoft
eased its way into unknown territory. The message that Blackley and
Bachus had spread was taking root. ATG was so effective that Rick
Rashid, head of Microsoft Research, called it a competitive
advantage.

“The idea of the Xbox was beautiful,” said Lorne
Lanning, co-leader of Oddworld Inhabitants, a seasoned game
development company that was among the first to defect from the
PlayStation 2 camp. “The machine was outstanding. It was friendly
to content, so that we could focus on storytelling and not on the
technology.”

ATG was a few dozen people at the heart of what
became a huge effort. The team worked tirelessly from early 1999
through the fall of 2001 to launch the Xbox. By launch time, the
Xbox division had grown to 2,000 people, with more than half in
game development and the rest in hardware, system software,
marketing and support. Beyond Microsoft, tens of thousands of game
developers were making games for the Xbox and publishing houses and
independent development studios. There was now an ecosystem. When
Microsoft successfully launched the box, they reached a natural
reset point. It was time to ante up another 25 cents. They had to
make some commitments to stay.

In May, 2001, even before Xbox launched, Kevin Bachus
hit escape velocity. That prompted a host of rumors from those who
wanted to believe that the Xbox itself was in jeopardy. But no
single person could really make or break the project anymore.
Everything was not turning out the way he wanted, so Bachus left.
Things were a lot more corporate. Bachus wanted to get back into
the business of making games.

“People have trouble believing that you just wouldn’t
stay,” Bachus said, several years after leaving.

Blackley and Bachus wanted to make big bets on games,
rather than invest heavily in the things that Microsoft’s top brass
wanted, such as a path to link Xbox and the Windows operating
system over time. It just reached a point where it wasn’t worth the
battles. Even though the real job of defeating Sony wasn’t done, it
was easy to bite off a piece of the task and declare that it was
all over. “Once you build a game console, there is nothing left to
do,” said Drew Angeloff, one of Blackley’s cohorts in ATG. 2

Blackley shared some of the same concerns as Bachus.
He felt like the project was getting away from him as well. He
moved off the ATG business to move into an evangelist’s role as
part of John O’Rourke’s marketing group. But he felt a kinship with
Bachus. He decided to join Bachus in a business that exploited the
opportunities for making games that the Xbox created. Beyond
evangelizing the platform to an increasingly accepting audience,
there was no position inside for him at Microsoft. He resigned on
April 22, 2002, the same week a book about the Xbox appeared.

Blackley, the last member of the original Xbox group,
said that after three years of proselytizing the Xbox – first
within Microsoft, then with game developers, and finally to
consumers – it was time to return to his first love: making
games.

“It’s not like I’m going home to rearrange my sock
drawer and I was fired,” said Blackley. “The Xbox is OK – I would
never leave if I thought the Xbox was flagging. But from a personal
happiness standpoint, I’m a game-development guy.” 3

In a parting e-mail, Blackley said, “Well, it’s time
for me to put my money where my mouth is. A few months ago me and a
couple of other industry loonies had an idea for a new kind of
games company that would enable games to get made that aren’t being
made today, and to build games in a way that maybe could get more
of the creativity and fun out of the developer’s heads and into the
bits.

“Well, it turns out that the idea we had is pretty
powerful, and a lot of people want to try it out. So instead of
cheering from the sidelines as I have been, I made the
very-very-outrageously-onerously-brain-bustingly-difficult decision
to throw in with them to start this company… I love Xbox. Dearly,
more than dearly. And you must realize – and sometimes it’s hard
because we’re all so close to it – that being on this team is like
being a Green Beret. I will sorely miss being a part of this
organization….I want a huge installed base for my Xbox games, so
you guys need to kick ass at E3, get the online service up and
rocking, and a hundred other things. So what are you doing reading
this crap? Get back to work!”

The company lost an intangible quality when some of
those Green Berets departed. Bach and Allard were particularly weak
on their knowledge of the Japanese video game market. They didn’t
have the inside connections or the historical appreciation of the
different players. But the juggernaut continued.

Some people in Blackley’s group also left. Rob Wyatt,
a graphics expert who had lobbied heavily to get Nvidia’s graphics
chip into the original Xbox, left to work at Insomniac Games, which
made the popular Ratchet & Clank games for the Sony PlayStation
2. Chanel Summers, who was married to Kevin Bachus, had been the
audio evangelist in Blackley’s ATG. She too decided to move on to
something new. Jed Lengyel, the graphics researcher, also took off
to live on an island with his family and work on a world simulation
game. Even Blackley’s trusted administrative assistant, Avril Daly,
left Microsoft for another job.

Bachus and Blackley got together again to start their
own company. They teamed up with a veteran game business attorney,
Gene Mauro, and Mark Hood, a game producer, to form Capital
Entertainment Group. They raised some money, saying they would
create a new kind of middleman in games that would help bridge the
frosty relations between creative developers and business-like
publishers. Like Ron Howard’s Imagine Entertainment in Hollywood,
they would focus on production of video games, taking young
development teams, helping them get their work done, and then
matching them with game publishers who could get the games onto
store shelves. The principal behind the business – that someone
needed to help unleash new creativity in the games industry – was
not unlike the goal behind the original Xbox.

The start-up had a promising beginning, but it
couldn’t raise the amount of money it needed to finance big games.
In November, 2003, CEG shut its doors. Blackley went on to become
an agent at Creative Artists Agency, cutting deals that involved
the union of game companies and Hollywood. Bachus became president
of Infinium Labs, which unsuccessfully sought to create a free game
console for the living room that played downloadable PC games.

Both Robbie Bach and J Allard would take sabbaticals
after the launch of the Xbox and before the next-generation started
moving swiftly. They both intended to stay, but they had to bat
back rumors that they had had enough and were not planning to come
back. Both of them came back. Like everyone else, they wanted to
win.

At the highest level, Rick Belluzzo, who came in as
president just as the decisions to launch Xbox were made, also left
Microsoft. After some time off, he decided to take a job at
Quantum, a much smaller storage company. He said that it was hard
to make an impact at a company like Microsoft, even in a high
position. He would go to meetings with customers and talk to them
about a critical purchase, but he would have to move on to so many
other things that he never found out what happened with those
customers.

“I wanted to make an impact,” Belluzzo said. “I
wanted to be at a place where I could feel good or bad about making
a difference. At Microsoft, I was making a difference but not in an
immediate, tangible way.”

Yet Bill Gates and Steve Ballmer were still running
things at the top. Gates was still chairman, but by the time of the
Xbox launch in November, 2001, he had fully transitioned into the
job as “chief software architect.” His job was to make sure that
the company’s 50,000 employees were all working toward the same
goals and taking advantage of Microsoft’s vast resources. As
mentioned, he had been very upset that the original Xbox didn’t use
the Windows operating system. It was all the more galling when
hackers installed Windows on the Xbox for the fun of it. But Gates
wanted the successor to integrate more of Microsoft technology,
taking advantage of advances in the PC, media, and other divisions
of Microsoft. He also wanted to be in on the planning earlier this
time to better understand it. Rick Rashid, the chief of Microsoft
Research, wanted to see if the PC and the console could be brought
closer together.

“I think people want to see their various computing
experiences brought together,” Rashid said. “They don’t want a
million different logins. One of the advantages we have today is,
we can move stuff back and forth across those barriers much more
easily.”

On the original Xbox, Rashid made the resources of
his labs available to game developers, including a team that was
devoted to artificial intelligence. That team promised to make
computer-controlled enemies far more realistic. He felt that his
graphics teams and artificial intelligence experts had given the
original Xbox team a competitive advantage over Sony. Many bright
minds moved into the game division, including the Advanced
Technology Group. Thanks to both Microsoft Research and ATG, Rashid
said, Microsoft stood out from the other console makers. He lent
his teams again on topics from simulating cloth properly in games
to making better artificial intelligence for racing games.

The phrase “better together” was the agenda that
Gates pushed as the plan for the Xbox 360 came together. Gates
wasn’t just arguing that Microsoft should make use of Microsoft
technologies to cut the costs of development or to give an
artificial boost to any one division. He asked, “How can we do
something that the competition can’t do?” These were things that
the original Xbox creators didn’t care about. They wanted it to be
all about the games. Gates’ vision could be annoying because it
distracted them from the mission of beating Sony in games.

Ballmer, as CEO responsible for the bottom line,
wanted the machine to make money. For him, it was simple. The
business had to be on the path to make money, or Microsoft would
have to exit the business. Since Gates and Ballmer were signing the
checks, the gamers inside the Xbox team had to deal with it. In
this way, Microsoft handcuffed itself. In this David and Goliath
battle, Microsoft had the money of an industry goliath, but it
talked itself into thinking that it should behave like a David. One
of the former insiders who was fundamental to the success of the
original Xbox had to fret about the whole direction Microsoft was
taking.

“It’s the game enthusiasts versus the bean counters,”
he said. “What game people are left? The brand was all about the
technology edge. I worry that they will lose the technology
edge.”

1. Business Week, “Robbie Bach Is Ready To Rumble,”
by Jay Greene, Nov. 28, 2005.

2. “Opening the Xbox: Inside Microsoft’s Plan to
Unleash an Entertainment Revolution,” by Dean Takahashi, Prima
Publishing, 2002, pg. 349.

3. Source: Jon Peddie, Jon Peddie Research


Chapter 4

Regrouping

At 39, Bach had already led a remarkable life, having
helped establish Microsoft’s preeminence with Office, one of the
most profitable products in software history. He was born in
Peoria, Ill., and grew up in Milwaukee, Wis. He was a sharp student
and learned both Dutch and French.

At 13, he moved to Winston-Salem, N.C. The year
before, he grew eight inches. That gave him a condition known as
kyphosis, a curvature of the spine. He got a brace with steel rods
connecting from a girdle at his waist to a metal ring around his
neck. He wore that brace for five years for as much as 23 hours a
day at the beginning. 1

“It was a huge hassle,” he said in an interview,
years later. “Everyone looks at you kind of funny. I grew up
quicker than a lot of people.”

He also grew up more competitively. Even with the
back brace, he played tennis six days a week. In 1978, he reached
the quarter-finals in doubles at the national boys tennis
championship.

He was a gifted athlete and played competitive tennis
at the University of North Carolina, Chapel Hill. In the dorms
there, he lived one floor up from basketball players Michael Jordan
and James Worthy. He earned an economics degree, and worked as a
financial analyst at Morgan Stanley. He received an MBA from
Stanford University. Pete Higgins, a Microsoft executive, met with
Bach at Stanford for a job interview. He remembered Bach as intense
but not abrasive. Bach joined Microsoft in 1987, just after
Microsoft went public. He became a lifer at the company. Stock
options made him enormously rich, and he was among the group of
executives who had big homes on the shores of Lake Washington, just
east of Seattle.

Bach wasn’t about to give up. And he had a knack for
keeping people on board and focused. His teams had never lost. He
had worked on the Excel spreadsheet with Ed Fries when rival Lotus
ruled. Under his watch, Microsoft’s Office software suite moved to
the front and center of productivity computing.

He wasn’t much of a gamer. “My thumbs aren’t
coordinated enough,” he said. 2 But Bach hired talented people and
allowed them to run their own groups. He had developed a consensus
style of management. On the original Xbox, he made decisions after
hearing out opposing sides, and he rarely imposed edicts against
the recommendations of the entire team. Among his protégés was Ed
Fries, the game studio chief who looked to Bach as a mentor. If
anything, said Steve Ballmer, Microsoft CEO, Bach had a track
record of building teams that were winners.

In his 13th year at Microsoft, Bach was ready to be
the leader for Xenon, the code-name for the next-generation game
console. He knew going into it that this battle would last more
than one console generation. The team that put the Xbox 360
together was an amalgam of old and new. It had Xbox veterans and
Microsoft newbies. It attracted some serious game veterans from the
rest of the industry. It had drawn outsiders who had joined
Microsoft in its new crusade.

Larry Probst, CEO of Electronic Arts, didn’t always
agree with Bach. But he thought Bach was good at listening, solving
problems and making compromises.

Bach preferred to look at how much Microsoft had
accomplished when he was talking about carrying on the fight. Not
everyone had the unrealistic expectation that they were going to
kill the Japanese giants, even though the original Xbox creators
had code-named the project “Midway,” after the decisive World War
II battle where the U.S. turned the tide on the Japanese Navy. The
original Xbox managed to sell almost three times as many units as
Sega sold of its failed Dreamcast console. It beat out Nintendo’s
GameCube for second place, especially in the American and European
markets. Xbox scored a big hit with Halo. Altogether, Microsoft
sold three games for every console. More than 40 titles were
available at the end of the first holiday season. Most impressive,
Bach said, was the “buzz” around the Xbox as the hot product that
everyone wanted.

In January, 2002, Bach sent out an e-mail
congratulating his division on the Xbox launch and detailing how
the team would move forward. The memo explained that the executive
team that had launched the Xbox would largely remain intact and
that J Allard would take on an expanded role as the leader of the
Xbox Platform Team. Allard referred to this group as the team that
would create the infrastructure for Disneyland. Bach would remain
the Chief Xbox Officer and would be in charge of the broader Home
and Entertainment Division, while Allard would be the technical
lead on most things Xbox.

Reporting to Allard, Todd Holmdahl would manage the
manufacturing of the Xbox and peripherals. Holmdahl had to get the
boxes through the supply chain and into stores. His hardware team
had to work closely with suppliers such as Nvidia, Intel, and
Flextronics to cut the costs of the box. Holmdahl was a giant of a
man who had grown up in northern Washington in the town of
Tonasket. The community had 1,000 residents and the nearest street
signal was 25 miles away. Although Holmdahl grew up hunting with
bows and arrows, his father wanted him to go into technology. He
attended Stanford University, became an electrical engineer, and
eventually commanded the hardware division’s computer mouse
business at Microsoft, where he made 20 million mice a year. 3

When Rick Thompson, the head of Microsoft’s hardware
division, moved over to run the Xbox unit in 1999, Holmdahl
followed Thompson to the Xbox division and took over Xbox hardware.
After Thompson left, Holmdahl reported to Allard and was
responsible for taking the marching orders from above and turning
them into reality. He employed the 200 or so hardware engineers who
had been working away on cutting the costs of the original Xbox.
Rick Vingerelli was manufacturing chief. Larry Yang ran chip
design. Glade Bacon headed product evaluation. Rob Walker
supervised peripherals such as controllers. The crew had been
through a trial by fire with the Xbox.

Asked why he stuck around again, Holmdahl said, “I
love to compete. I worked at other places before. There’s no place
like this with respect to entrepreneurial mode and the resources
Microsoft has. People here are amazing. The product lets you play
at the highest level. It’s a fun, very visible product. I find that
incredibly satisfying.”

In Xbox system software, Microsoft had its deepest
deep bench of veterans. Jon Thomason, a Windows veteran, led a
small group of elite programmers who built the operating system and
helped with much of the programming for the Xbox Live online gaming
service. Key technical thinkers included Tracy Sharp, Dinarte
Morais, and Andrew Goossen. Sharp was a programming genius who
figured out how to carve the right pieces out of Windows 2000 and
then essentially create a bare-bones operating system that was
ideal for games.

“Without Tracy Sharp, it would have been a disaster,”
said one former engineer on the Xbox project.

Goossen knew nitty-gritty details of graphics
programming. Morais was both a programming wizard and a security
expert. Without these technical brains, the original Xbox never
would have shipped. There was almost no turnover in this group of
16 people. The team worked with the Xbox development kit (XDK) team
to ship developers a new version of software tools and operating
software almost every month.

Cameron Ferroni had worked for Allard for years in
the Internet group. He had spearheaded the early stages of Xbox
Live, and he worked closely with Jon Thomason to manage software
for the Xbox. Ferroni would go on to lead the worldwide content
services team, which included platform evangelism, support,
publisher relations, game evaluation and events. Both Thomason and
Ferroni frequently swapped duties and often backed each other up.
Ed Fries would run the worldwide Microsoft Game Studios, while
Stuart Moulder would manage PC games for Fries. Shane Kim would
report to Fries to help run the studios with 1,200 game
designers.

Within the ranks, Microsoft had people with deep
experience. A. J. Redmer, a former Nintendo game production manager
who defected to Microsoft in 2000, was one of the general managers
in Fries’ group. Redmer had been in the games business since 1986.
He had worked on big games at places such as Maxis, LucasArts,
Spectrum Holobyte and Orbital Studios. At Nintendo of America, he
joined in 1998 to run the North American first-party studios. But
when Howard Lincoln, the longtime chairman of Nintendo of America,
retired, Shigeru Miyamoto took the reins on first party games.
Redmer was “retired” at the same time. Since Nintendo of America
was just a short walk from the first location of the Microsoft Xbox
team, Redmer took a job as a game studio general manager for Ed
Fries. Many Nintendo staffers sneaked into Microsoft’s cafeteria
because it offered free drinks and better food. After Redmer made
his move, dozens of Nintendo employees followed suit.

Mitch Koch ran the sales, marketing and operations
efforts for all of Microsoft’s retail products, including the Xbox.
Originally a certified public accountant, Koch had spent a couple
of decades moving up the ranks in entertainment. But despite his
long tenure in Hollywood, he wanted to raise his kids in Seattle
and move closer to his wife’s family there. Before he joined
Microsoft to head the Xbox sales and marketing effort in October,
2000, he was president of Disney’s Buena Vista Entertainment. John
O’Rourke ran marketing for the Xbox under Koch.

Bryan Lee, another Hollywood veteran who had joined
midstream on the original Xbox, continued to lead the business
strategy and planning efforts. Bach’s group of executives was
stable. They had years of experience. But with the exception of
Fries, they didn’t have much video game experience. They were
die-hard corporate leaders.

But here and there, the team still had trusted
lieutenants. Jeff Henshaw, a friend of J Allard’s, continued to
work on new ideas to make the Xbox more appealing to non-gamers.
His group worked with Alex St. John’s Wild Tangent game company to
develop the Xbox Music Mixer, a karaoke sing-along system for the
Xbox. Drew Angeloff, a sidekick of Blackley’s who worked on the
original Xbox prototypes, stayed aboard to help with software tools
and “middleware.” These tools made it easier for game developers to
automate the process of making assets in games.

Lower in the ranks were people who were familiar with
games, or at least had been through the Xbox on a trial by fire.
When Seamus Blackley vacated the Advanced Technology Group job, his
No. 2, Laura Fryer, was just the kind of person to pick up the
baton. She wasn’t a renegade like Blackley, but was the one who
stayed in the office and held ATG together. She built it into a
50-person organization and managed it so Blackley could stay on the
road. She was a 13-year Microsoft veteran. In one of her more
forgettable projects at Microsoft, she worked with Melinda French
(Bill Gates’ future wife) and the twin sister of Ed Fries on
“Microsoft Bob.” Bob was Microsoft’s attempt at creating a simple
interface that was cute and non-threatening for computer neophytes.
With a dog character to introduce navigation concepts to the user,
it was supposed to be the next big thing in product innovation from
Microsoft. It bombed.

Fryer’s true love was gaming. A transplant from the
town of Parker, Colo., she had a big brother who roped her into
gaming. In the days when female gamers were rare, she loved all
sorts of games, from Magic Carpet to first-person shooters. She had
taught herself programming and started life at Microsoft as a lead
game tester. She joined the game group when it had only 30 people
and went on to produce a number of games, including the Internet
dog fighting game Fighter Ace and the combat flight simulator
Crimson Skies.

Her game developer friends, Mike Abrash and Mike
Sartain, had moved over to work for Blackley in ATG. They convinced
Fryer to join them in March, 2000. For a while, she had to do
double duty, working in ATG and trying to finish the production of
Crimson Skies, which finally shipped in August. Blackley was the
vision guy, but Fryer had the ability to juggle four or five things
at the same time. She was an organized manager who had managed the
dozens of creative people that Blackley had gathered. Her people
were still the critical liaisons to the game developers, and ATG
would prove crucial in the development of the specifications for
the Xbox 360. Fryer thrived in a chaotic environment and she could
think of nothing more exciting than working on the sequel. She was
the perfect kind of person to come in and execute on the vision
created by Blackley. Where Xbox people left and new ones took their
place, transitions such as the one between Blackley and Fryer took
place repeatedly, allowing the cultural assimilation that had to
happen for the Xbox 360 to be born.

Chris Satchell was a game developer who had worked on
titles such as “Project Gotham Racing” and “Rallisport Challenge.”
He had experience stretching all the way back to 3DO. But he no
longer had the urge to make games himself. Rather, he wanted to
help make other game designers succeed. So he signed up to work on
advanced technology and software tools. Don Coyner, a former
Nintendo marketer who had helped with the marketing on the original
Xbox, took a job as director of platform planning alongside Cameron
Ferroni.

“We mixed veterans and newcomers,” Allard said. “The
critical thing to preserve from the first time around was the focus
on the customer and customer scenarios. We thought about the gamer.
We thought about how they needed longer controller cords so they
could sit on the couch instead of the floor. We created a
delightful experience, and we wanted to preserve that. It came at
the expense of others things. We weren’t experienced. We didn’t
really have a business goal other than to get in the market.”
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