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Abstract 

The purpose of this thesis is to present and analyze the innovations in the home video 
game industry and their impact on the competitive strategies of the companies in the indus-
try. The existing literature about business cycles and business dynamics is scarce from busi-
ness administrative perspective. This thesis contributes to fill the gap in the academic litera-
ture. The choice of the home video game industry has been done, due to its fast growing 
economic nature and the rapid changes that can be noticed, especially for the last decade. A 
qualitative research method with secondary qualitative and quantitative data and primary 
qualitative data through interviews has been used for this thesis.  

The home video game industry is highly driven by technological product innovations. In-
cremental innovations do not affect in a significant way the dynamics within the industry. 
Radical innovations create a competitive advantage through differentiation and they in-
crease market share for the company which followed this strategy. Disruptive innovations 
open new markets, change the business environment for every firm and generate a shift in 
consumer preferences. Hence, the company which implements a disruptive innovation 
gains extensive market share. Innovations are possible due to the strategic orientation a 
company aims to pursue. If a company pursues a high market orientation and a low inno-
vation orientation it manufactures an upgraded product to keep customers satisfied. When 
the firm pursues a high market and innovation orientation, the final product includes cha-
racteristics that the customers desire. While at the same time the product created offers 
services and features hard to be matched by the competition. Finally, if a firm pursues a 
high innovation orientation and a low market orientation strategy, it creates an easier and 
more convenient alternative on the existing products while being cheaper. At the same time 
this strategic orientation disregards the established customers‟ desires. 
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1 Introduction  

In this chapter, a background on the topic of research is introduced through existing literature about the 
business dynamics and innovations, and a general description of the home video game industry. Then the 
problem the thesis addresses is presented, followed by the thesis purpose, research questions and finally 
delimitations. 

1.1 Business Dynamics and Innovations 

Economic cycles are the variations and fluctuations in the general global economy 

which has driven world growth for at least 200 years (Howitt & Weil, 2008). One of the 

first historical references to economic cycles is attributed to Kondratieff (1925), where 

he acknowledges the existence of variations in economic growth and price movements 

which seem to be regular and have a period between 50 and 60 years. There are smaller 

fluctuations in every industry which altogether form an economic cycle. These smaller 

cycles are called business cycles, their period can vary between 18 months to eight years 

and they are defined as the fluctuations which are driven by income, products, inputs 

and changes in technology of a specified industry in a limited time frame (Burns & 

Mitchell, 1946). The interactions firms face within the business cycles are called „busi-

ness dynamics‟. Business dynamics are defined as the interactions, performances, entries 

and exits of the firms, their productivity and evolution in a specific industry (Haltiwagn-

er, Lynch, & Macke, 2007; Malerba & Cantner, 2007).  

Schumpeter (1939) explains that technology and the entrepreneurship ideology are the 

main drivers of the business cycles. Schumpeter (1942) describes how innovation and 

new products drive the capitalist economies. He defines this as „creative destruction‟, 

and it means that it is necessary for a new business cycle to start. New innovative com-

binations out-date the current ones, and perform better than the previous cycle's com-

binations rendering them obsolete (Schumpeter J. , 1942). Price competition is no long-

er the driver of rivalry which firms face in a given market. It is the innovation, the intro-

duction of a new or improved product, process or service to the market that drives the 

rivalry within firms (Grulke, 2002). Strategic reactions of the companies towards the in-

novations are resulting into motion in the industry markets (Malerba & Cantner, 2007).  

1.2 Home video game industry 

One of the fastest developing sectors in the world economy is the entertainment indus-

try and particularly the home video game industry (Chatfield, 2010). This new art form 

is a fifty-two billion-dollar industry that continues to change today's cultural and societal 

settings. It is a field of study that attracts more interest due to its dynamics, innovations 

and new generation of technologies (Wolf & Perron, 2003).  
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The hardware market of home video games is an important fraction of the video game 

industry. Their sales account for ninety percent of the whole video game industry (NPD 

group, 2010).  

The products are the consoles that are meant to be used in households. The industry is 

highly competitive. There are three main competitors in this industry: the Japanese 

companies Nintendo and Sony, and the American multinational Microsoft. These com-

panies share the market for home video game consoles and they have been competing 

for the leading position for the past decade (Williams, 2002). In Kent‟s (2001)“Ultimate 

history of video games” book, which depicts the history of the video games in great detail, 

Nintendo was the first of the three competitors to enter the market in the early 1980s 

with the „Famicom‟ (Family Computer). During the period 1994 – 2001 a lot of changes 

happened in the home video game industry. Sony's first débuts were in 1994 with the 

successful PlayStation (102.49 million sales) which introduced 3D environments with at-

tractive games. Microsoft's entrance was much later in 2001 when they introduced the 

Xbox console, a natural move for the giant multinational since they were already highly 

invested in video games for personal computers (Microsoft N. C., 2000). However, the 

situation has not been the same over the years. In the 1990s, the market consisted of yet 

three competitors: Nintendo, Sony and SEGA. The latter was in the leading position 

with their Dreamcast console until they had to withdraw from the market in 2001 and 

shift to software manufacturing (Justice, 2001).  

1.3 Problem Statement 

The existing literature about business cycles and business dynamics has taken an eco-

nomical perspective about the matter, and little research has been made in a business 

administration point of view (Tan & Mathews, 2010). For this reason, and to plug such 

a gap, the thesis is investigating the business cycles in the home video game industry us-

ing theories in fields such as Strategy, Technology and Innovation. 

The home video game industry has been chosen due to its high innovative environment. 

It is an industry that is characterized by high growth, continuous product innovations 

and constant competition among the players in the industry. In order to remain compet-

itive, the companies have to build strategic plans, and to preserve their growth, hence 

the economic growth, through the introduction of innovative ideas and products. There 

is a need for the impacts of innovations to be studied, so that the behavior of compa-

nies performing them could be described and explained. 

1.4 Purpose 

The purpose of this thesis is to present and analyze the innovations in the home video 

game industry and their impact on the competitive strategies of the main companies in 

the industry. 
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1.5 Delimitations 

The thesis covers the companies in both the sixth and seventh generations of home vid-

eo game consoles. The sixth generation (2000-2005) consists of the following consoles: 

GameCube (GC), PlayStation 2 (PS2) and Xbox (XB). The seventh generation (2005-

Present) includes: Wii, PlayStation 3(PS3) and Xbox 360(XB360).  

This specific timeframe has been chosen due to the fact that it has seen the fastest 

growing sales and the most technological advances in the history of the industry (Schil-

ling, 2003). 

1.6 Research Questions 
 

The following research questions are addressed in the thesis: 

1. How important is the role of innovations in the home video game industry? 

2. What types of technological  innovations shape the console market?  

3. What is the impact of the different product innovations on the competitor‟s 

strategies? 
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2 Theoretical framework 

In this chapter, the theories used for the presentation and analysis of the research are reviewed. First, de-

finitions of the different types of innovations are presented, as well as an explanation of the different 

models used to analyze technological innovations. Second, the importance of product development and the 

product life cycle are discussed and a. Finally, a description of the different layers and orientations that 

make up a company‟s strategy is given.  

2.1 Innovation 

The different kinds of technological innovations are presented in this section, as well as the different mod-
els that have been developed to analyze technological innovations. 

2.1.1 Technological Innovation 

According to Grulke (2002), the typical innovation consists of the introduction of either 

a new or an improved product, service or process into the market. This introduction re-

sults in the commercial utilization of knowledge in the market. Product innovation can 

be described in two ways. There is an upgrade of a formal product or the total new in-

vention of something which did not exist before (Fichman, 2004). The upgraded inno-

vation is the most common as around 80% of innovations come from previous versions 

but with modifications (Fichman, 2004). Entirely new products are harder to be found 

and most of the times they must be pushed into the market as final consumers need to 

be convinced that they require this product (Fichman, 2004). Haner (2002) describes 

that one of the major factors that influence the creation of a new product is the quality 

it brings along with it. The innovation has as well to be placed into the market at a 

proper time where the profit margins can be high. A market and economical analysis are 

needed in order to forecast the best scenario for this to happen (Haner, 2002). Once the 

product has been put into the market the rest of the analysis can be done to evaluate the 

impacts and performance of the innovative product (Dos Santos & Peffers, 1995). 

Often, innovations are made through the introduction of a technological breakthrough 

to the market. The technological innovation combines both a technological invention 

and a business innovation (Betz, 1998). Understanding technological innovations is 

therefore vital for marketers and managers, for the simple reason that technological 

change is the most powerful factor of growth as it contributes to the creation of markets 

and drives the economy forward (Sood & Tellis, 2005). Christensen and Raynor (2003) 

in their book “The Innovator‟s Solution” distinguish between two levels of technological 

innovations: sustaining and disruptive innovations. The distinction is made based on the 

technological performance level these two innovations bring to the market.  
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2.1.2 Sustaining innovations 

Sustaining innovations are innovations that contribute to increase the level of technolo-

gical performance of the products in the market. The act of introducing sustaining in-

novations in the market implies that the company is introducing products or services 

that provide an improvement on the existing products or services (Christensen & 

Raynor, 2003). Different types of technological sustaining innovations can be observed. 

They can be distinguished by two factors: the level of newness, and the wealth they gen-

erate (Foster & Kaplan, 2001). Two types of innovations emerge from this distinction: 

radical versus incremental innovations. Incremental innovations represent minor 

changes or improvements on the existing market offerings, while radical innovations are 

in contrast with fundamental changes in technology (Dewar & Dutton, 1986). The radi-

cal and incremental innovations are both widely used within organizations despite the 

output and implementation differences (McDermott & Colarelli O'Connor, 2002). It has 

been proven that companies that succeed in the long run are very skilled at combining 

both types of innovations to their strategy. By using radical and incremental innovations 

at the perfect timing and with the appropriate adoption strategy, companies can at the 

same time create new markets and help maintain them. That is often the case for large 

firms where resources are abundant and experience is at hand to ensure the well imple-

mentation of the innovations without any distinction between their nature (Leifer, 

Colarelli O'Connor, & Rice, 2001). 

2.1.2.1 Incremental Innovation 

The first level of technological sustaining innovation and the lowest in terms of newness 

and wealth generated is the incremental innovation which provides marginal improve-

ments of an existing product or service (Dervitsiotis, 2010; Christensen, Anthony, & 

Roth, 2004). In their book entitled “Creative Destruction”, Foster and Kaplan (2001) give 

an extensive definition of the incremental innovation. Incremental innovations offer a 

significant change over the existing products and services by keeping a relatively higher 

performance as to the level prior to the innovation. They also offer more or less a simi-

lar value to the previous one to the customer, and can thus keep the company‟s custom-

er base satisfied and their expectations fulfilled. The innovated products use similar dis-

tribution channels and sales strategies as the previous products. Therefore, in order to 

implement sustaining incremental innovations, not much change is required. That is 

why most companies would rather innovate incrementally and benefit from the short 

term results while keeping their operations stable. According to Foster and Kaplan 

(2001), the incremental innovation is of a high importance to companies who want to 

assure their survival in the market. In order to stay competitive, companies have to con-

stantly innovate their existing products and services to keep up with the changing and 

increasing customer needs. Despite the benefits of innovating incrementally (i.e. stability 

and customer satisfaction), incremental innovations do have the disadvantages of having 
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short termed results, being easily overcome by competitors and rarely creating markets  

(Foster & Kaplan, 2001). 

2.1.2.2  Radical Innovation 

Christensen et al. (2004) describe sustaining radical innovations as “signs of change”. A de-

finition of the concept is developed by Leifer et al. (2001) and is as follows: radical in-

novations are products or services with unique and unmatched levels of performance 

that transform the existing markets or totally create new ones (Leifer et al., 2001). Radi-

cal innovations are characterized by four aspects developed by Grulke (2002). First, the 

radical innovation always breaks the mould. He means by this that the current environ-

mental and organizational settings of the firm cannot contain the new innovation and 

thus new settings have to be created. Second, the radical innovation gives significantly 

better returns. Studies show that there is a long term difference in returns of 50-60% per 

year compared to the 10-20% returns per year on the incremental innovation. Third on 

the list is that radical innovations establish the future norm as no competitor will ever 

dare to enter the market with a pre-radical innovation product as it will not be popular 

with the customers. Fourth, and last, is the fact that radical innovations attract venture 

capital; investors are drawn to evolutionary ideas and products  (Grulke, 2002). The im-

portance of radical innovations is highlighted by Leifer et al. (2001) in their article about 

implementing radical innovations in mature firms. Radical innovations contribute to 

transforming the relationship between companies and customers, restructuring the mar-

ketplace by introducing new products and providing a long term growth drive that 

companies strive for (Leifer et al., 2001). 

2.1.3 Disruptive Innovations 

The concept of disruptive innovations is best defined by Christensen and Raynor 

(2003). Disruptive innovations are innovations with a significantly different perfor-

mance trajectory than the sustaining innovations. By introducing a disruptive innovation 

into the market, the company creates new markets by providing new features that might 

interest customers that were not in the pre-innovation market target. This is often done 

by developing and implementing a product that at the same time offers an easier and 

more convenient alternative on the existing products while being cheaper (Christensen 

& Raynor, 2003). To graphically explain this concept, Christensen and Raynor (2003) 

developed the Disruptive Innovation model (Figure1). 
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The Disruptive Innovation model illustrates the different kinds of innovations previous-

ly mentioned and their performance‟s effects over time on the customers. This model 

presents a comprehensive theory to analyze markets where both kinds of sustaining in-

novations exist and the possible introduction of a disruptive innovation.  

Christensen and Raynor (2003) speak of the capacity of customers to absorb or utilize 

the technological performance (dotted line in Figure 1). There are two extremities in 

customer performance utilization. In the one hand there is the customer who may never 

be satisfied by the level of performance in the market. On the other hand is the custom-

er who may be satisfied with the minimum performance, these customers are only able 

to benefit from a small portion of the performance of the products available in the mar-

ket compared to the first kind of customers. When innovations are of a sustaining na-

ture (i.e. radical and incremental), they usually drive the performance forward at a steady 

pace. The companies focus on increasing the performance of their products regardless 

of the degree of usage of non-mainstream customers. In fact these companies are dedi-

cated to always offering the best technologies possible to their existing customers  

(Christensen & Raynor, 2003). When the companies offer a highly performing technol-

ogy, it might intimidate a portion of the customers and scare them away from using the 

products. And by doing that, they cost the companies a valuable profit share. By choos-

ing to innovate disruptively, any given company can reach those customers that were 

neglected or simply intimidated by the level of performance and perhaps attract even 

non-accounted for customers (Christensen & Raynor, 2003).  

Disruptive innovations give the companies that implement them the opportunity to dis-

turb the current business dynamics (Christensen et al., 2004). The competition will then 

Figure 1 The Disruptive Innovation Model (Christensen and Raynor, 2003) 
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have to respond to this by either following on the disruptors‟ footsteps or keeping on 

their path. The two decisions have different outcomes (Christensen & Raynor, 2003). If 

the firm decides to orient its production towards the disruptive innovation –create 

products that fall under the same product innovation as the disruptive innovation- it can 

penetrate the new market and thus reap all the benefits that come with it: increased 

market share and sales (Robinson, 1988). The other choice is to ignore the disruption, 

and continue serving a higher technologically demanding audience, which may result in 

reduced profits compared to the competitors who have followed the disruption 

(Christensen & Raynor, 2003). 

2.1.4 Technology S-Curve 

The most used comprehensive model in interpreting and understanding technological 

innovations is the S-curve. It illustrates the common pattern that is present when analyz-

ing the rate of progress in any new basic technology; technologies first improve rapidly, 

and then stabilize before leveling off and reaching their natural limits (Betz, 1998). The 

S-curve was mainly used for mathematical purposes at early stages of its development 

and it came to be used in economical and managerial studies to describe technological 

advancements. The model is called „the S-Curve‟ due to its shaped line which resembles 

the letter „S‟. The following can be appreciated in figure 2 where it is visible that the Y 

axis measures technological performance and the X axis - the time. The same pattern 

applies to the whole industry and the products and services that constitute it because 

they evolve slowly at first until they are established in the eyes of their customers before 

they evolve more quickly and ultimately reach nearly all the customers they can, at 

which point the evolution slows down again (Foster & Kaplan, 2001). 

Figure 2 Technology S-Curve (Betz, 1998) 
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The model (figure 2) can be considered as a representation of a technology's life cycle. It 

starts with the new invention period characterized by the immense research and devel-

opment efforts. This period is very slow and takes up lots of resources and time while 

the performance of the technology is not fully developed. Afterwards, it is the technolo-

gy improvement period, where the introduction of the technology occurs after it has 

overcome all major technical obstacles. It starts performing instantly on the market. The 

later phase is the maturity, where the performance is stable over the time until it finally 

reaches its saturation limit and starts the decline phase (Betz, 1998; Johnson, Scholes, 

and Whittington, 2009). At this point, there are two choices, either the technology is 

discontinued for the moment, or there is another technological breakthrough that builds 

on it and thus starts a new S-Curve with a higher performance than the other one. 

Sometimes a new technology can be introduced at other stages than the decline of an 

older technology.  

The S-Curve model provides a flexible framework to analyze and understand the tech-

nological cycles in the home video game industry where it is often the case that a radical 

innovation technology will break the previous cycles and force the competitors to pro-

duce to at least the same level of performance. Radical innovations are at the start of 

each technology curve, while incremental innovations sustain the growth and maturity 

of the technological performance until a future radical innovation is introduced and 

breaks the pattern by starting a new S-Curve (Carayanis & Wetter, 2007).  

2.2  Product Development 

Product development is defined by Trott (2005) as the process where business oppor-

tunities are transformed into tangible products and later introduced to existing markets. 

In a globalized and competitive market arena where firms interact nowadays, the deli-

very of new products and services increases by the pressure firms put themselves in or-

der to meet their customers‟ demands (Olson, Walker, & Ruekert, 1995). Demands 

which are constantly increasing and the customers‟ tastes which are as well in constant 

change. For a product to achieve fast and considerable success, while at the same time 

satisfying these customer demands, it must bring components such as: superior quality, 

an accessible price, and new features (Schilling & Hill, 1998). It is very important for the 

firms in highly competitive markets to introduce new products, as this movement 

represents at least fifty percent of the total annual sales of the firms within a five year 

period, which starts at the introduction of the new product (Schilling & Hill, 1998). 

Even with the constant pressure of releasing new products, which takes a considerable 

financial investment in the Research and Development department, the success with the 

final consumers is never guaranteed as the percentage of failure of the latest products 

oscillates between thirty-three and sixty percent (Schilling & Hill, 1998).  

Porter (1980) defines differentiation as a strategy companies can use in order to position 

themselves in the market and gain market share. When firms use the differentiation ap-



 

10 

 

proach they try to distance themselves from its competitors. The new product a firm 

puts into the market has to be attractive and be perceived as bringing something which 

will become beneficial for the final consumer (Trott, 2005). The product has to be user 

friendly and have an incentive for the consumer to buy it. Levitt (1986) sorts out the dif-

ferent types of new products a firm can put into the market: core products, expected 

products, augmented products and potential products. A core product is the most basic 

type of a good a firm can produce in order to compete in the market. The expected 

product is the one which the consumers have become used to acquire regularly from a 

particular firm. Augmented products are the kinds which offer distinctive services and 

characteristics which performance is superior to the expected ones. Potential products 

are those which have features that are beneficial to the customers (Levitt, 1986).     

As competition increases the consumer expectations, the competitive firm which intro-

duces a new product into the market and encounters a positive reception, will cause the 

reaction of the competitors to follow its steps (Trott, 2005). The differentiation strategy 

has to be founded according to the firm‟s core capabilities, as well as, aimed to the posi-

tion in the market the firm would like to have (Trott, 2005). At the same time the mar-

ket position of the firm has to be based on its core capabilities. Product positioning re-

fers to the perception that consumers have of a new product in the market according to 

the rivals‟ products. It is defined by analyzing how the consumers discriminate between 

the products they can choose from - the factors they take into consideration to choose 

one such as functionality, brand recognition, and the consumers‟ perception of the tar-

geted market by the firm (Trott, 2005).      

According to Johnson et al. (2009), the product development can be of high risk for at 

least two reasons. First, new strategic capabilities are needed to be acquired as product 

development usually requires the acquisition and implementation of a new technology. 

These acquisitions can be done internally or externally. If they are done internally, the 

firm has to identify, develop and support the key technologies which, in the long run, 

will pay back the monetary and time investments (Schilling & Hill, 1998). Externally, the 

technology is acquired generally through consultancy agencies and specialized informa-

tion technology firms (Johnson et al. , 2009). Both of these acquisitions strategies need a 

substantial initial investment. In the second place, the product development is of high 

risk because even when the know-how is mastered there is always the risk that delays in 

the delivery of a new product will occur due to difficulties faced to achieve the re-

quested specifications (Johnson et al., 2009). It is because of this risk, that companies 

should try to keep their product life cycles short in order to be able to upgrade and in-

corporate the next best technology available. This will allow the firms to offer a better 

customer service, open to new markets and force other companies which are not as dy-

namic out of business (Schilling & Hill, 1998).   
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2.3 Product Life Cycle 

Anderson and Zeithaml (1984) introduce the product life cycle as the stages that the 

product goes through during its existence – introduction, growth, maturity and decline. 

 

Figure 3 Product Life Cycle (Anderson & Zeithaml, 1984) 

First, in the introduction stage, the authors describe how a new product is developed 

and appears in the market. In the introduction stage, the sales are growing at a slow pace 

due to the research and development efforts and costs that are still undergone at this 

stage, and also because it takes time for the customers to get to know the product and 

buy it. In the second stage, the researchers explain the growth of the product, when 

more and more customers know the product and start buying it (Anderson & Zeithaml, 

1984). At that stage the product itself becomes more competitive, while the companies 

use strategies of modifying it, adjusting its prices, broadening the distribution and intro-

ducing other strategies of providing more sales and thus, profit (Anderson & Zeithaml, 

1984). The third stage of the product life cycle – maturity, is the phase when the most 

profit is generated and there are fewer costs. However, in this stage there is higher com-

petition in the market and there can be further modifications of the product to keep its 

position (Anderson & Zeithaml, 1984). The authors present the final stage – decline, as 

the period of time when the sales decrease, due to “market saturation, obsolescence or other 

factors” (Anderson & Zeithaml, 1984, p. 7). 

According to Saaksvuori and Immonen (2005) the product life cycle model, brings 

different points of view for analyzing the industries and their products and how mature 

the technology that drives the product life cycle are. Klepper (1996) presents the prod-

uct life cycle as “driven by the way new technologies evolve”. The researchers explain the uncer-

tainty of the producers about the wants of the users and how they can technologically 

satisfy them (Klepper, 1996). Therefore, as Klepper (1996) states, many companies fo-

cus on innovation in the product and keep on experimenting with the customers‟ needs 

and reach a dominant design.  
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2.4 Strategic Management 

In a defined industry there are many firms competing for a defined market. It is in the 

firm‟s best interest to make a deep and detailed analysis of the environment which is 

surrounding them starting with its competitor and any other external factor which af-

fects the organization‟s performance. In order to know how to compete efficiently 

against the other firms the organization needs as well to explore its internal capabilities 

and define the strategy which will be followed for the consumer to clearly perceive the 

comparative advantage between one firm and another.“The reason why firms succeed or fail is 

perhaps the central question in strategy” (Porter, 1991, p.1). 

2.4.1 Business Environment 

In order to remain competitive and profitable, firms within a defined market need to de-

fine their business strategy. Strategy is defined by Johnson et al. (2009, p. 3) as “the direc-

tion and scope of an organization over the long term, which achieves advantage in a changing environ-

ment through its configuration of resources and competences with the aim of fulfilling stakeholder expec-

tations”. The construction of the internal strategy is affected positively and negatively by 

external factors. These factors form the business environment. The business environ-

ment is the place where the opportunities and threats for the firm are formed (Teece, 

Pisano, & Shuen, 1997). Johnson et al. (2009) formed a diagram which shows the fac-

tors of the business environment.   

 

Figure 4 Layers of the Business Environment. (Johnson et al. 2009) 

Figure 4 presents the business environment diagram which is formed by four layers. The 

first layer is the Macro-Environment which essentially gathers the Political, Economical, 

Social, Technological, Environmental („green‟) and Legal factors that influence the firms 

decisions (McGee, Thomas, & Wilson, 2005). This is also known as the PESTEL mod-
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el. The Industry (or Sector) layer is formed by firms producing the same product or ser-

vice (Johnson et al., 2009). The Industry layer can be better explained using Porter‟s 

(1980) „Five forces‟ which were created to examine the attractiveness to participate in 

one of the many different industries. The five forces are the suppliers, buyers, substi-

tutes, potential entrants and the competitive rivalry. The Competitors layer integrates 

the firms which directly affect the organization and offer close product or service substi-

tutes. At the same time the competitors are affected by the organization‟s decisions. For 

the purpose of this thesis the competitors‟ and organization‟s layers are taken more in 

consideration. The strategies which the organization and the competitors adopt are of 

major importance for the analysis chapter.  

The firms which form the organization and competitors layers are all participating in the 

same market. These firms develop internally a number of strategies in order to gain as 

much market share as possible. The strategies which are created for this purpose are 

called „competitive strategies‟ (Johnson et al., 2009). Every single firm has to define where 

they are going to position themselves within the market. The position will be chosen 

when the competitive strategies have been decided. The position strategy can vary de-

pending on the competitive advantage the firm wants to achieve. Competitive advantage 

is defined as a strategy which creates added value to the product and which is not being 

implemented by any other competitor (Barney, 1991). According to Porter (1980), com-

petitive advantage can be achieved in two different ways, either by differentiation of 

products or by becoming a low cost firm. As previously mentioned in section 2.2, diffe-

rentiation means that the firm will fabricate a product which is not similar, in any case, 

to the other products; this is where innovation comes into action. Or the firm can be-

come a low cost competitor by, for example, reducing production costs or decreasing 

profit margins (Johnson et al., 2009). The key to success in the pursue of a competitive 

position utilizing any of these strategies, lies on the resources which the firm has at its 

disposition (Spanos & Lioukas, 2001). 

The short and long term strategic decisions which the firms follow are constraint by the 

past use of resources which have somehow form the path in their strategic arena (Teece 

et al., 1997). Due to the fact that the environment where firms compete is in constant 

change, the managers of these firms must have well thought strategic alternatives to fol-

low which will be as well constrained by the resources available to the firm (Spanos & 

Lioukas, 2001). In constant changing environments firms need to renew and recreate 

their strategies in order not to fail, and this adaptation process is called dynamic capa-

bilities (Johnson et al., 2009).  

2.4.2 Dynamic capabilities 

Teece et al. (1997, p. 516), define dynamic capabilities as “the firm‟s ability to integrate, build 

and reconfigure internal and external competences to address rapidly changing environments” which re-

flects the ability of an organization to attain new forms of competitive advantage 

through innovations which at the same time lead to market positioning. The most suc-
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cessful firms in the world markets have been those which have demonstrated through 

the years their rapid response to their surrounding environment while at the same time 

been flexible on product innovation (Porter, 1991). All of these thanks to the managerial 

skills of the firms human capital which coordinates the internal and external compe-

tences of the organization (Fry, Stoner, & Weinzimmer, 1999). 

In environments which are in constant change, the ability to restructure the strategies on 

the move and the transformation which has to be completed within the organization, 

require a continuous examination of the markets, the available technologies and the 

analysis of the other competitors implementation of their own strategies (Teece et al., 

1997). Firms must take into consideration that the change of strategy does not come 

cheap. The key to stay competitive is to have the ability to evaluate effectively the busi-

ness environment layers presented by Johnson et al. (2009), which are the macro-

environment, the industry and the competitors. It is as well important to analyze how to 

be one step ahead of the direct competitors in such fields as cost minimization, technol-

ogy adoption, innovation and product development (Fry et al., 1999).   

2.5 Strategic Orientation 

Strategic orientation is how a company will use its strategy to change and adapt its envi-

ronment for a better position in the market (Manu & Sriram, 1996). Two main strategic 

orientations can be recognized. On the one hand, there is the market orientation, where 

the customer is considered the main element in determining a company‟s strategy 

(Drucker, 1954). On the other hand, it is the innovation orientation, where technology is 

the main element of change. Both the market and innovation orientations have their 

particular impacts on the company‟s environment and performance. An overview of the 

orientations and their effects on the company is discussed further.  

2.5.1 Market Orientation: Customer  

Drucker (1954) states that it is the customer who determines what a business is. This 

statement is generally interpreted in the sense that in order to be successful, any busi-

ness has to put its customers‟ satisfaction first. It is the base of the market orientation. 

In this marketing philosophy, the customer is placed at the center of the strategic deci-

sions of the company. The company is then focused on catering to the customer‟s every 

need and want, in order to attain its organizational goals (Berthon, Hulbert, & Pitt, 

2004). Market orientation is therefore an organizational culture that engenders the kind 

of value creation behavior within the company, giving it a continuous superior perfor-

mance (Narver & Slater, 1990). Despite being beneficial on the short term and on cus-

tomer retention and satisfaction levels, this particular orientation has its drawbacks. Be-

ing “customer led”, as Berthon et al. (2004) like to call it, has been criticized for being 

purely reactive and having a short term effect (Slater & Narver, 1994).  
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2.5.2 Innovation Orientation: Technology 

Companies that chose an innovative approach in their strategy put the focus on tech-

nological innovations (Berthon, Hulbert, & Pitt, 2004). These same companies will de-

vote their energy and resources into constantly developing and creating products and 

services that will provide the greatest quality, performance and features to the customers 

(Berthon et al., 1999). By choosing a technology oriented strategy, the company is 

committing itself to a learning philosophy in which they have common standards and 

beliefs about learning and knowledge that pervade and guide all functional areas towards 

innovation (Siguaw, Simpson, & Enz, 2006). Innovation orientation thus encompasses 

all the innovation programs of the company and creates new markets because when new 

technologies are introduced in the market, they attract more and newer customers the 

company might not have been targeting before (Manu F. , 1992). In fact, an innovation 

orientation helps the company create new markets, as the customers would not have 

been aware of their need of the innovation until it was available. 

2.5.3 Strategy orientation Archetype 

The tendency is for firms to place more emphasis on one orientation over the other, ra-

ther than to exclude one at the profit of the other (Berthon et al., 2004). Therefore, it is 

the orientation mix that the company chooses that later on impacts on its position in the 

market and whether it is a leader or a follower. Berthon et al. developed in 1999 a model 

of strategic orientation archetypes that integrates both orientations into a single matrix 

depending on the degree of company‟s adoption to each orientation strategy. The model 

(figure 5) identifies and describes four modes of interaction between market and innova-

tion orientations (Berthon et al., 2004). 

  

Figure 5: Strategic Orientation Archetypes. (Berthon, Hulbert, & Pitt, 1999) 
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In the Isolate mode, both the market and innovation orientations are on low settings 

because the company is focused on being efficient internally and on short term financial 

results rather than on innovating or taking customers in consideration. The Follow 

mode is representing companies that have a high market orientation and follow other 

companies‟ innovations. They are basically just giving customers what they want. In the 

case of a Shape orientation, innovations shape the market. The company is mainly 

oriented towards innovations and developing new technologies rather than focusing on 

what customers need. The Interact mode couples both a high innovation orientation 

and a high market orientation. It is referred to by Berthon et al. (1999) as a market 

knowledge competence, because it enables the company to create a dialogue between 

the market and innovation. 
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3 Method 

The method that has been used in the thesis is explained in this chapter. Qualitative research has been 

conducted, through the use of primary qualitative data from semi-structured interviews, and secondary 

data from literature sources, journals and relevant articles. The secondary qualitative data is used for the 

theoretical framework and for the collection of the empirical materials that describe the home video game 

industry. The analysis strategy has been provided through explaining the use of the primary and second-

ary data in this thesis. 

3.1 Research approach 

For the purpose of this study, a better understanding of the events and situations in the 

industry environment are needed. Hidden insights in the field of study can be discov-

ered and presented (Johnson and Clark, 2006; Robson, 2002). According to Saunders et 

al. (2007), a good way to understand events and to observe interesting facts for the 

study is to explore the information in it. In order to perform the analysis of this thesis, 

the interview approach has been chosen. The study of the home video game industry is 

focused on the findings from experts, articles and books. Qualitative research methods 

are used in order to analyze the findings (Saunders et al., 2007; Sekaran, 2000; Gill & 

Johnson, 2010). Secondary data is mainly used with the support of the findings from the 

primary data derived from the interviews. The collection of qualitative data has helped 

to obtain detailed theory to support the gathered empirical materials.  

3.2 Qualitative vs. quantitative research 

In this section the two relevant choices of research method for the thesis have been described. Then, the 

particular method of research that the authors have chosen to reach the purpose of the study is explained. 

3.2.1 Qualitative research 

Researchers refer to qualitative research as a method for exploring and understanding 

different phenomena in the field of study. It is an approach where according to emerg-

ing questions and procedures, data is collected from different sources of information 

(Creswell J. , 2009). Frankel and Devers (2000) explain this type of research as describ-

ing and understanding situations and experiences, and then developing more general ex-

planations and perspectives. 

According to Creswell (2007), the researchers involved in qualitative research methods 

analyze the data and interpret it, building up perspectives of the studied phenomena. 

Qualitative research has to be flexible as the research may bring new information that 

should be included (Frankel and Devers, 2000). There are two common approaches 

used in qualitative research: interviews or observations (Creswell, 2009). With the obser-
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vation approach, the researcher studies the defined area of study by monitoring the ob-

jects or subjects of interest and their performance. Interviews is the second approach to 

a qualitative research, it is conducted through questioning experts in the area of study 

(Creswell, 2009).       

Qualitative research aims to interpret and understand the facts, events, and different sit-

uations. When more information according to the researched problem is observed, the 

qualitative research becomes more structured and leads towards further exploration of 

the data (Sofaer, 1999). As the qualitative research has been carried on, the researcher 

finds more information about the area of study. As more information is found the re-

search becomes complex. The researcher needs to evaluate which information is neces-

sary and disregard the rest in order to make a logical and accurate analysis (Caswell, 

2009).  

3.2.2 Quantitative research 

Quantitative research is the second type of approach to make a research. Quantitative 

research is the measurement of specific aspects of different events, in order to find gen-

eral descriptions or to test the emergent hypothesis, derived from the data collection 

(Thomas, 2003). Quantitative research is defined as a method for collecting and analyz-

ing numerical data (Saunders et al., 2007). In contrast to the qualitative research, the 

quantitative research relies on statistical analysis and measurement of variables (Stake, 

2010). The quantitative approach tests theories in an objective way, the method is done 

towards examining certain relationships among the variables. These variables can be 

measured through the use of statistical analysis and regressions (Creswell, 2009). In a 

quantitative research, the researchers usually use a large sample of the population in the 

field of interest to test the relations between the examined variables in the problem 

(Molina-Azori‟n, 2007).  

3.2.3 Choice of research method 

Qualitative research for the purpose of the study has been conducted through collecting 

data from interviews with the home video game industry‟s participants. This type of re-

search brings understanding on how the dynamics in the industry happen and what cha-

racteristics the industry has (Stake, 2010). It enables the authors of the thesis to describe 

and analyze the innovations that drive the dynamics in the home video game industry in 

detail (Robson, 2002). This type of research helps to explain the meaning and the reality 

in the field of study (Robson, 2002). The authors of the thesis are subjectively involved, 

due to their own perceptions of the facts and events (Stake, 2010). This provides their 

personal interpretations of the situation. However, this might be strength and a weak-

ness in the research. This choice of the research method leads the authors to have an in-

depth understanding of the changes among the players in the home video game industry 

and provides reasons for such dynamics. Evidences have been gathered, through the 
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qualitative research, explaining the radical changes in the technological business cycles 

of the home video game industry.  

In order to reach the purpose of the research to present and analyze the business dy-

namics of the home video game industry, an exploration in this field of study has been 

done. Collection of data through interviews with experts in the field and empirical mate-

rials from financial reports and secondary data has been gathered. The thesis pursues a 

new perspective on the research on business dynamics from a business administration 

point of view. Through the choice of the qualitative research method, the thesis ad-

dresses an evaluation of the past and current situation in the home video game markets. 

As Morse (1991) states, this type of research is relevant because of the unexplored busi-

ness administrative perspective of the study. It can be addressed through analyzing the 

secondary empirical data collected from articles, documents, and theoretical literature, 

and by supporting it with the primary data collected from the interviews.  

3.3 Data collection 

According to Creswell (2009), the form of data that is gathered through conducting a 

qualitative research is preferably collected through interviews, observations and docu-

ments. As diversified the data sources are, as rich the analysis and the evaluation could 

be, by organizing the relevant data into categories and themes (Creswell, 2009). The 

support from secondary data contributes to the perspectives introduced in the study. 

Primary data can be collected either from observations or in-depth interviews (Marshall 

& Rossman, 2006). Secondary data from the literature review on the research topic is al-

so included often in the qualitative research to reduce the risk of subjectivity in the re-

search (Kirk & Miller, 1986). That brings confidence to the researchers for their findings 

(Saunders et al., 2007). 

3.3.1 Primary qualitative data collection 

In the qualitative research the primary data that could be used is mainly qualitative, non-

numerical data. (Saunders et al., 2007). It can be gathered through “unstructured, semi-

structured observations and interviews, documents and visual materials, as well as establishing the proto-

col for recording information” (Creswell, 2009, p.178). The types of primary data that are re-

levant for exploring the phenomena and the events in the field of research are partici-

pant observations, interviews and documental research (Wolcott, 2001). 

The researcher can conduct observations in three different ways. First, the researcher 

can collect the primary data just as an observer. Second, the research can be made as a 

participant. Third and final, the researcher can be an observer and a participant at the 

same time (Creswell, 2009). The advantages of this technique according to Merriam 

(1998), Bogdan and Biklen (1992) and Creswell (2007) are: first-hand experience; reliable 

recording of information; notice of unusual aspects; and the possibility to explore for 

hidden topics. However, the observation approach for primary data collection is time 
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and resource consuming. The limitations of this data type are the inability to record pri-

vate information, due to ethical concerns. As well as the lack of skills and expertise to 

fully understand the environment where the observed participants interact (Creswell, 

2009). 

Interviews, on the contrary, are simpler to design, and the collection of qualitative data 

is easier (Marshall & Rossman, 2006). Interviews are more direct, personal and flexible 

(Stake, 2010). There is a direct interaction with the participants of the inquiry (Marshall 

& Rossman, 2006). Saunders et al. (2007) present two types of interviews that are most 

relevant to the qualitative research: semi-structured interviews and unstructured inter-

views. The use of structured interviews is not relevant for gathering qualitative data, be-

cause the information collected from this type of interviews is usually analyzed quantita-

tively (Saunders et al., 2007). The semi-structured interview is carried through a set of 

questions that are prepared in advance, the configuration is more flexible, compared to 

the structured interview, and changes can be done during the process of inquiry 

(O‟Leary, 2010). In the unstructured interviews, O‟Leary (2010) explains that the con-

versation about the topic is leading to detailed information. The strength of these types 

of interview is the unexpected data of interest that the respondent gives to the discussed 

issue. However, a weak point might be the possibility of distance from the initial topic 

(O‟Leary, 2010).  

3.3.1.1 Interview approach in the study  

The collection of primary data in this thesis is done through semi-structured interviews. 

Interview is defined as “a method of data collection that involves researchers seeking open-ended an-

swers related to a number of questions, topic areas or themes” (O‟Leary, 2010, p.194). A suggested 

way by many researchers for a qualitative research is the use of semi-structured inter-

views (Saunders et al, 2007; Creswell, 2009; Marshall and Rossman, 2006). Through 

them, the researchers are trying to finds unique characteristics of the field of study 

(Stake, 2010). Stake (2010) further suggests that it is a good way to find information that 

cannot be easily observed about the research. 

In semi-structured interviews, the researchers do not need to follow a structured ques-

tionnaire. On the contrary, the questions can be either skipped, or the order may vary, 

follow-up questions can be added, etc (Saunders et al., 2007). All of these, depending on 

the flow the interview may take due to the answers of the respondent. According to Gill 

and Johnson (2010), this type of interview gives enough flexibility and when the ques-

tionnaire is semi-structured, inquiries that happen to be irrelevant are usually omitted by 

the researchers. However, the researchers should be careful with the disadvantages of 

this type of interviews – the bias, the subjectivity, and the risks of choosing the wrong 

interviewee (Sekaran, 2000). Miles and Huberman (1994) suggest some aspects that are 

good to be considered by the researchers: the setting, where the interview is going to be 

held; the actors, the experts that are going to be interviewed; the events or the situa-

tions, how much the interviewee is involved and has experience in the field of study; 
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and the purpose of the research. In order to reach the purpose of the study – to present 

and analyze the business dynamics of the home video game industry, primary qualitative 

data has been obtained from conducting semi-structured interviews with the experts in 

the industry – publishers and developers of home video games. Questions about what 

they think and recall of the changes that happened in the home video game industry 

during the sixth and seventh generation have been asked. 

There are two types of interviews that are relevant for the semi-structured interview ap-

proach – face-to-face interviews, and phone interviews (Creswell, 2009). As suggested 

by the researchers, face-to-face contact with the experts that are being interviewed is 

one of the best options (Saunders et al., 2007). However, there are some positive and 

negative aspects that need to be considered. Some positive aspects can be: the interview 

can be longer; more detailed information can be collected; direct response is given, 

complex questions are clarified; and visual contact is established, which can be helpful in 

the study. However, the negative aspects of the face-to-face interview are: it is harder to 

reach the top management in that way; it is more expensive and time consuming; it is 

more difficult to make notes (Creswell, 2009).  

The phone interview, on the contrary, is easier and cheaper to be performed (O‟Leary, 

2010). The advantages of this type of interview are: It is simpler to reach distant geo-

graphic areas where the respondents reside; less time consuming; more convenient to 

record information. It is as well more comfortable for the interviewer and interviewee 

(O‟Leary, 2010). However, the disadvantages are the inability to establish visual com-

munication which nullifies the data collection from the observation of non-verbal reac-

tions (O‟Leary, 2010).    

The most suitable research technique that can be used is semi-structured phone inter-

view. The least expensive way for conducting of the calls is through the Skype software 

application. By recording the interview with the Skype recording toolbox and taking first 

hand notes on paper, the authors of the thesis have tried to reach as objective data as 

possible. 

3.3.1.2 Semi-structured phone interview  

For this thesis semi-structured phone interviews have been chosen to collect the prima-

ry qualitative data. The use of the Skype software application has been used to make the 

phone calls to the interviewees. This has been done due to the comparison of prices be-

tween using this service and using a regular telephone, since interviews have been con-

ducted with respondents from France, the USA and Sweden. The Skype application is 

cheaper for international phone calls than a regular telephone from a local service pro-

vider.    

In the process of interviewing through Skype-Call, the authors of the thesis follow 

closely the procedures of the preparation, performing and concluding the interview, ex-
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plained by O‟Leary (2010). First, a questionnaire of twelve questions has been formu-

lated (Appendix 1). The chosen type of questions and their content have been formu-

lated according to the purpose of the thesis. The authors have aimed to gather expert 

opinions and insight knowledge in the home video game industry. Therefore, the ques-

tions have been formulated according to the missing data in the reviewed literature. For 

this purpose, the authors of the thesis have constructed a questionnaire with yes or no, 

ranking and open questions. The prepared inquiry has helped to provide a primary qua-

litative data for evaluation and analysis that will further contribute to the gap in the sec-

ondary data. The questionnaire‟s length is deliberately short enough, to increase the re-

sponse rate from the potential respondents (Gill & Johnson, 2010) – CEOs and manag-

ers of game development and production companies. According to the phone conversa-

tion and the answers given, as well as the available time for answering of the respon-

dents, follow-up questions have been further asked. The interview has been done to one 

participant at a time. 

In that way, one-to-one phone interviews, give the researchers the chance to control the 

conversation and to do multiple tasks (O‟Leary, 2010). One of the authors has con-

ducted the interview, and the others have taken notes and further comments on the way 

the inquiry has been done. O‟Leary (2010) suggested several ways to make the intervie-

wee trust in the interviewer and make the respondent willing to answer and contribute 

to the study. The authors have followed those advices in the following way. First, the 

person, that performed the interview has introduced the purpose of the inquiry and fur-

ther explained the use of the answers from it. Second, the interviewer has clearly stated 

the time that the interview was supposed to take and possibly followed it. The process 

of the interviewing has taken approximately 15 minutes each. After the interviewee has 

been contacted, an email is sent in advance so that they could be prepared and further 

trust the inquiry. The results of the whole process have been five interviews with de-

tailed information and further explanations of the discussed themes.    

3.3.1.3 Participants 

The participants, who have been selected to get their expert opinion from, have been 

chosen using a database with all the publishing and developing companies in the home 

video game industry (Gamedevmap, 2010). A list of guest speakers at the Game Devel-

opers Conference of 2010 has also been used (Game Development Conference 2010).   

The authors of the thesis have chosen to collect information from these experts because 

they are directly connected to the home video game industry (Appendix 2). Contact in-

formation has been collected, and e-mails to the participants have been sent in advance. 

The participant has been contacted by phone at the day and time set by them. The in-

terviewers have also previously done a review of the profiles of the participants. The 

expertise of the interviewee has been determined through a review of the personal CV 

of each of the participants. When the call has been established, the interviewers have 

asked directly for the person that the authors of the thesis wanted to conduct the inter-
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view with. Since the participants of the inquiry are from different countries, the language 

skills of the authors of the study have been used. The interviews have been conducted 

in English, French and Spanish. Due to the sensitivity of the positions that some of the 

participants hold within their companies, all the respondents remain anonymous in the 

research. Due to this fact, pseudonyms have been assigned to the interviewees.  

Table 1 presents the participant‟s profiles; the country where they have been contacted; 

their job position; the date; the tool used for the call; the duration of each inquiry; the 

language the interview has been held in; and the names of the thesis author, who has 

conducted the interview.   
Table 1: Interview participants 

Name Stewart H. Andrew P. Ben A., PhD Harry A. John E. 

Job Title Manager CEO Associate  

Professor 

Publishing 

Director 

CEO 

Company Publisher and 

Developer 

Publisher and 

Developer 

Institute of  

Technology 

Publisher and 

Developer 

Publisher and 

Developer 

Country France USA USA Sweden Sweden 

Interview Date April 30 April 30 May 3 May 4 May 4 

Communication Skype Skype Skype Skype Skype 

Duration 20 min 22 min 18 min 36 min 23 min 

Language French English English Spanish English 

Interviewer Samia  

Habbari 

Samia  

Habbari 

Antoniya  

Petrova 

Alfredo  

Hidalgo 

Alfredo  

Hidalgo 

3.3.1.4   Limitations of the interview process 

The main limitation of phone semi-structured interview and collection of primary qua-

litative data is that the visual contact and verbal data are missing. That could be usually 

gathered from face-to-face interview (O‟Leary, 2010). In order to reach the respondent 

and conduct the interview in an ethical manner, the interviewer has asked in advance if 

the participant would like to remain anonymous. The interviewer has requested the pos-

sibility to record the phone conversation.   

3.3.2 Secondary qualitative data collection 

In adopting a qualitative research method, the secondary data collected, comes from the 

review of academic literature and other relevant sources of empirical secondary data 

(Creswell, 2009). The use of this type of data is needed for the qualitative research, be-

cause there is no validity of the observations and conclusions if the research is based on-

ly on primary data. Thus, the literature reviewed and the empirical findings become 

more reliable when they are supported by primary data. According to Saunders et al. 

(2007), there are two stages of collecting secondary qualitative data. First, a literature re-

view is conducted to formulate the theoretical framework of the thesis. Second, empiri-

cal material is gathered to describe the home video game industry.   
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3.3.2.1 Literature review 

The literature review brings a strong theory and background for the beginning of the 

study, as well as good empirical material basis for the analysis of the research findings 

(Creswell, 2009). Before formulating the research strategy for the purpose of presenting, 

evaluating and analyzing the home video game industry business dynamics, a review of 

the literature sources and secondary data that was available have been performed by the 

authors of the thesis. In the literature sources that have been reviewed from business 

journals, academic articles, books and studies about the home video game industry, little 

has been found about the dynamics of the industry from a business perspective. Litera-

ture review has been conducted in two phases. First, an in-depth literature review from 

online databases and library‟s sources about the home video game industry have been 

collected. Second, theoretical materials have been gathered to provide a firm back-

ground for the study and to present the audience the theoretical and technical explana-

tion in the specific themes that have been used in the research strategy and empirical 

analysis.  

To establish the theoretical framework of the analysis, data has been gathered mainly 

through books from Jönköping‟s University Library and e-books. Also, the search en-

gine of Google Scholar (google.scholar.com) has been used. Journals and academic ar-

ticles have also been reviewed from databases of Jönköping‟s University Library, i.e. 

Emerald and Science direct databases. The sources go back in time from Schumpeter 

(1939) to academic articles published in 2010. In order to find all possible sources of in-

formation, a list of keywords connected with the topic of the research has been fre-

quently used such as: technological innovation; business cycles; home video game indus-

try; market creation; and radical innovations. Theoretical data has been collected and re-

viewed about innovations; product lifecycles; dynamics; strategic orientation; S-curves; 

strategic competition; and market creation for the theoretical framework in order to 

provide a valuable background for the empirical analysis. Methodology books and ar-

ticles have been used for the research to be conducted in a reliable way.   

3.3.2.2 Empirical data collection 

Secondary qualitative data has also been collected from a historical review of the litera-

ture, in order to collect more information about the home video game industry. The au-

thors of the thesis have followed Kent‟s (2001) “Ultimate history of video games” to lead 

them in the research study. In order to be aware of the new developed studies and 

events in the home video game industry, the authors have done constant review of rele-

vant article sources and news from magazines such as Business week (business-

week.com), and Reuters (reuters.com). An assumption has been made that these sources 

are reliable and present updated news of the home video game industry. Online sources 

such as the Entertainment Software Association website (theesa.com), as well as data-

bases for the manufacturers, publishers and developers in the home video game indus-

try, have been consulted. 
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3.3.3 Secondary quantitative data collection 

According to Creswell (2009), quantitative data from the secondary information sources 

that are used in the qualitative research, can be used to support the analysis. This type of 

data collection is part of the quantitative research strategies (Saunders et al., 2007). 

However, it can be used in a qualitative research without breaking the logic of the qua-

litative study approach (Tashakkori & Teddlie, 2003).  It can be considered as comple-

mentary for more in-depth exploration in the field of study. Quantitative data is found 

in published online documents such as companies‟ financial reports, databases and eco-

nomical analysis made by scientific researchers. Since the authors are presenting and 

analyzing the business dynamics of the home video game industry, the quantitative data 

collection is necessary to present the number of sales in the industry. The numerical da-

ta is needed for a more precise analysis of the business performances and changes in the 

industry. 

3.4 Data analysis strategy  

The data analysis is conducted through several steps. First, gathering all of the raw ma-

terial (not analyzed). Second, organizing the material for the purpose of the research. 

Third, recording the information and separating it towards the themes that the research 

it is involved in (Creswell, 2007). Finally, the analysis and interpretation of the primary 

data collection is performed, through the theories and other secondary data that has 

been collected (Rosman & Rallis, 1998). 

The data collected, in this research, has been divided into several themes in order to be 

easily analyzed. According to Rossman and Rallis (1998) this organization of the mate-

rials into several segments can bring relevance to the purpose of the research. Then, 

through the themes the authors are representing the data gathered from the interviews 

in a meaningful way towards the readers of the thesis. This brings a more detailed and 

organized way of presenting the data collected data and analyzing it (Creswell, 2009). 

The interviews have been used to explore the concepts brought in the field of the home 

video game industry. The recorded interviews have been transformed into transcripts. 

Then, the authors of the thesis have looked in meanings, concepts, differences and simi-

larities between the transcripts. In that way a theoretical interpretation of the data is 

made, having in mind the risk of the authors‟ cultural and historical experience towards 

the home video game industry. The information collected from the interviews has been 

analyzed and comparisons have been made with the theoretical models already pre-

sented in chapter 2. In this way, the analysis is based on the theory about innovations, 

market orientation and strategies. According to the findings from the data collection and 

its analysis, questions for further research have been raised. The authors of this thesis 

have not studied them into any further detail.  
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3.5 Reliability and Validity  

Qualitative reliability is when the approaches conducted by the researcher “are consistent 

across different researchers and different projects” (Creswell, 2007, p.190). Gibbs (2007) has 

identified several procedures that can be followed to guarantee reliability and consisten-

cy, such as assuring whether the transcription of the interviews is correct; checking for a 

correct division of themes; independent revision of the results, to check whether there is 

a logic connection or not between the themes. To ensure reliability a structured method 

chapter has been constructed, so the present research can be replicated (Gill & Johnson, 

2010). That means that the audience should be able to reach the same results if it fol-

lows the same procedures and techniques presented in this thesis. In order to assure re-

liability in the study, a detailed description of how the interview has been performed is 

given in section 3.3.1.1. The respondents have been reached, and the limitations have 

been stated. Since the home video game industry is highly innovative and fast growing, 

the results of this research cannot assure to be significant for future studies in a different 

period of time. New products may arrive, and new innovations can change entirely the 

industry‟s environment. However, the study explores past events and situations of the 

home video game industry. If the research strategy is followed, the same results should 

be reached, due to the historical approach of the research. In order to limit any threat of 

bias, the authors of the thesis have given details, for example, on how the participants 

have been reached. Another aspect that brings more reliability to the study is the ano-

nymity of the interviewees, in order for them to not feel pressure by their current and 

past employers.  

Qualitative validity is the accuracy of the findings “from the standpoint of the researcher, the 

participant or the reader of an account” (Creswell, 2009, p.191). Validity can be checked 

through several procedures. First, examining the data sources and using them to justify 

the chosen themes. Second, checking the themes with the participating members in the 

research. Third, describing in details the process on how the data collection has been se-

lected. Finally, presenting criticism of the study would make it more valid (Creswell, 

2009).  

The authors have brought validity to the study by dividing the interview process. The 

three authors have conducted at least one interview each, following the pre-organized 

interview strategy. At the moment of the interview there were one interviewer and two 

observers. After every inquiry has been performed, the authors have discussed the new 

information collected. The analysis and conclusions have been done together, not 

through the answers of the respondents, but through the previously chosen themes. To 

reach the purpose of presenting, evaluating and analyzing the business dynamics of the 

home video game industry, the authors have conducted in-depth description of the in-

dustry and have analyzed the secondary empirical material with the support of the in-

formation collected from the interviews.     
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4 Empirical Data  

Under this chapter, the data collected from both the secondary and primary sources is presented. First an 

overview of the industry is compiled: its structure and the impact of innovations on the dynamics in the 

industry. Second, company profiles and expert opinions are presented in order to provide relevant infor-

mation for the purpose of presenting and analyzing the home video game industry.  

4.1 Industry Structure 

The home video game industry has a complex structure and consists of many actors. A 

diagram of the interactions between the actors of the home video game industry can be 

found in appendix 2. The three main actors of the industry are the console manufactur-

ers, the developers and the publishers (Johns, 2005). The console manufacturers are in 

charge of creating and producing the machines which run the video games. The three 

console manufacturers in the home video game industry are Microsoft, Nintendo and 

Sony. The developers are the companies which are in charge of creating the video 

games. Companies such as Electronic Arts, Ubisoft, Activision and Konami are among 

the biggest developers. Finally, the publishers are those in charge of producing the CD 

or any type of storage product that will be used to carry the video game. The publishers 

are in charge of delivering the final product with its box, instructions, etc; to the distrib-

utor (Johns, 2005). The console manufacturers count as well with in-house game pub-

lishing and developing. This is often done to cut costs and to secure exclusive titles. Al-

so, for example in the case of Nintendo, they develop in-house games for their franchise 

characters (Kent, 2001). 

The home video game industry, for its seventh generation, has sold around 145 million 

consoles, as for April 2010 (NPD group, 2010). This number has been reached after five 

years in the market. The sixth generation sold over 180 million units in a ten year 

scheme (Vgchartz, 2010). According to IBM Entertainment Outlook (2004), Business-

week magazine (2009), and MSNMoney (2007), the Home video game industry has 

showed a compounded annual growth rate (CAGR) of over 15% for the last ten years. 

The CAGR measures the gains of investment over a given period of time. It is a good 

financial tool to analyze the growth of markets and run comparisons to select which 

company might be more suitable to invest in (Investopedia, 2010). The high growth of 

sales which the industry has presented for the last decade is perhaps the reason why Bu-

sinessweek (2009) has chosen Nintendo and the best company of 2009.   

Innovations and technology play an important role in the growth of the home video 

game industry. The experts interviewed for the purpose of this thesis present a diverse 

point of view on how innovations and technology affect the home video game industry. 

According to Ben A., “The major part of the industry‟s growth orientation is having out a technical 
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innovation specifically to the point that any sort of technical innovation seems good and desirable, it does 

not matter how incremental it might be” and he continued to add that “The largest part in devel-

opment is oriented toward the technical innovation” (Ben A., personal communication, 03-05-

2010).  

John E. believes that “technological Innovation is everything, [The home video game industry] is 

built on technological innovations, it is what the whole industry is based on” (John E., personal 

communication, 04-05-2010). Andrew P., who has been a video game developer for 

more than 15 years, thinks that “Technical innovations drive the industry hard. Probably two 

thirds of the industry are driven hard by technical innovations, graphic chips and CPUs and peripherals 

increase in power. People write game to take advantage of that increased power.” (Andrew P., per-

sonal communication, 30-04-2010). Harry A. (personal communication, 04-05-2010) 

adds further that: 

“The most important thing is hardware, better hardware that can support especially better graphics. But 

also a lot of it is driven by interaction. So you look at the Nintendo Wii which is not specifically techni-

cally advanced but they‟ve just got a pretty clever idea of interacting with the machines.” 

Later on in the interview, he stressed the role of interactivity:  

“Interactivity has done more for technological innovations than anything else. In theory it should be dri-

ven from that point anyway; from the need of better hardware because you want to make better interac-

tive things, with different parts of accessories, with better cameras or different control pads and so on.” 

(Harry A., personal communication, 04-05-2010).  

For a better understanding of the business dynamics in the home video game industry, 

the interviewees defined the differences between the sixth and seventh generation of 

home video game consoles. According to Stewart H. (personal communication, 30-04-

2010) who is managing a very successful French developing studio answered:  

“The difference between the sixth and seventh generation is that the Wii has come to change everything. 

Until now we thought it was pure technology which did a breakthrough, but the Wii has considered that 

interactivity and the interface have become as essential to innovation.” (Stewart H., personal com-

munication, 30-04-2010).  

The home video game industry has grown in at a very fast pace. According to the Enter-

tainment Software Association (ESA, 2010), the average player is 35 years old; forty per-

cent are women and 82% of the parents which play with their children do it because is 

„fun for the entire family‟. The manufacturers of home video game hardware are con-

stantly adapting new technologies to the consoles.  

“With all consoles now boasting wired and wireless internet capacities, and the ability to play DVDs, 

audio CDs and other media with ease, they are increasingly positioning themselves not just as games ma-
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chines, but as media hubs, able to affect everything from on-demand television and movie services to me-

dia playing and social networking” (Chatfield, 2010, p. 218). The three hardware manufactur-

er companies are further described in the following sub-sections. 

4.2 Microsoft Entertainment 

Microsoft entered the home video game market when it announced in San Jose, Cali-

fornia on March of 2000 at the Game Developers Conference its new console which 

was named Xbox. Microsoft was already involved in the video games industry as there 

were already plenty of Windows users using the Operating System to run and play PC 

games. Microsoft saw the opportunity of creating a new console which could compete 

with Sony‟s PlayStation brand and Nintendo‟s consoles. Xbox is part of the „Microsoft 

Entertainment‟ division which includes products such as the mp3 player Zune, news 

network MSNBC, and specialized magazine PC Gaming, just to state a few examples, 

division which is part of the Microsoft Corporation (Microsoft C. , 2010). 

Still under a lot of skepticism on the performance the new console would have, on Sep-

tember of 2000 Microsoft announced that 156 developers were supporting the Xbox 

with their titles, including some of the biggest developers such as Activision, Konami, 

Capcom and THQ (Computerandvideogames.com, 2010). All of these happened even 

before the final design was even revealed on the Consumer Electronics Show in Las 

Vegas in January 2001. SEGA‟s Dreamcast console was dropping sales and losing mar-

ket to the very successful Sony‟s PlayStation 2, this drove them to pull off the home 

video game market and dedicate themselves only to publish and develop video games. 

Sega decided to sign a contract with Microsoft in March to support with games the up-

coming Xbox (computerandvideogames.com, 2009).  

“Microsoft has done a pretty good job of securing some key exclusive titles, they‟ve had „Halo‟ anyway 

but now they‟ve got „Gears of War‟, titles like „Adam Wake‟ and they‟ve been pretty aggressive in terms 

of securing exclusivity agreements.” (John E., personal communication, 04-05-2010).  

According to Grossman (2005), Bill Gates saw the opportunity to introduce a new de-

vice to the households‟ living rooms which would integrate several types of media into 

only one product. A single product within the fastest growing sector of the entertain-

ment industry (Grossman, 2005). “This is why Microsoft entered the console war in 2001 in the 

first place: because it realized that the market for electronic play was about to blossom into something far 

bigger” (Chatfield, 2010, p.38). The console was not just aiming to compete with Ninten-

do and Sony; it was planning to be a substitute of DVD players, CD players and even 

treating telecommunications thanks to its ability to make calls and video phone conver-

sations to other Xbox systems via the internet (Grossman, 2005; Microsoft News Cen-

ter, 2000).  

“Microsoft followed what was successful for other companies and I think they do that all across their en-

tire business including business software, operations systems, etc; They are more market driven in the 
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case to see what works in the market from other companies and they may copy that” (John E., per-

sonal communication, 04-05-2010). 

The Xbox was finally launched the 1fifth of November of 2001 in the USA market 

which was the main targeted segment by Microsoft. It was later on released in Japan and 

Europe in 2002. It went all the way to sell approximately 24 million units (Appendix 3). 

It was discontinued in the last quarter of 2006 due to the launch of the new and replac-

ing console the „Xbox 360‟ (Reuters U. , 2007). Its most successful game was „Halo 2‟ 

which sold around 8.4 million units (Morris, 2006).   

Microsoft launched the Xbox 360 on November 2005, a year before competitors Sony 

and Nintendo would do it with the PlayStation 3 and the Wii respectively (UK Reuters, 

2007). It was later on launched in the rest of the world through the whole 2006. The 

strategy of launching the console a year in advance was followed in order to compete 

with the success of the PlayStation 2 and to try to gain as much market share as possible 

in the „seventh generation consoles war‟, which includes the Xbox 360, PlayStation 3 

and Wii (Thorsen, 2010). The Xbox 360 remained the leader of the market until the Wii 

passed it in number of units sold. As of April 2010 the Xbox 360 has sold over 40 mil-

lion units (Thorsen, 2010; Appendix 3). The most successful game so far has been Halo 

3 which has sold over 8.1 million copies (Sinclair, 2008). 

According to Harry A., “They (Microsoft) had a true strategy of really making a hub in your house. 

Something that really connected all your different parts of hardware as a network into just one”. He 

continued to add that: 

“The idea of the Xbox was a money spending operation to get some developers and people interested in 

the 360. In theory it was probably already in the drawing board as a console holding within a powerful 

performance… The most important thing for Microsoft was to get people and developers on board, to 

have unique, big, massive titles, and that requires a lot of marketing money spent” (Harry A., 

personal communication, 04-05-2010). 

Microsoft announced the launch of a new peripheral device code name: „project natal‟. 

John E. pointed out that: 

“They are both [Microsoft and Sony] introducing motion controllers this year Microsoft‟s is based on 

3D camera technology and Sony‟s is based on a bunch of other slightly cheaper technologies and they 

clearly both trying to play catch up a little bit with these new controllers. I think the problem here is that 

Microsoft has never been really able to develop software that appeals to that broader audience. They‟ve 

tried lots of times to create family games and party games and it has never really work for them to really 

understand the audience, so I think if they have a good motion controller they need to have the software 

which works with it” (John E, personal communication, 04-05-2010).  

The authors of this thesis questioned the interviewees about the reasons behind the 

release of new accessories for Microsoft and Sony. According to Harry A:  
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“I think they are changing just to attract some of Nintendo‟s market share, I think Microsoft and Sony 

have more problems with each other rather than with Nintendo I think they want to be seen as the 

market leader on technological innovations and that‟s where they spent all their energy and Nintendo 

seems to be the one making tons of money” (Harry A., personal communication, 04-05-2010).  

Finally, Andrew P. compared the new Project Natal product against Nintendo‟s Wii 

console: “If you look at what the Wii controller does and you look at Natal, it can in theory do 

anything that the Wiimote can do and more. What direction will Microsoft steer the people in? 

Considering that it is an expensive additional peripheral” (Andrew P., personal communication, 

30-04-2010). 

4.3 Sony Entertainment 

Sony entered the home video game industry console market with their console PlaySta-

tion in 1994 and introduced their product in the US market in 1995 (Sony Computer 

Entertainment, Inc., 2010). Sony Computer Entertainment is one of the main players in 

the home video game industry (Martin, 2010). During the sixth and seventh generation, 

Sony has released two consoles that are currently still bought by the customers – PlayS-

tation 2 and PlayStation 3 (Sony Computer Entertainment, Inc., 2010). According to the 

corporate information in their released report (Commission United States Security and 

Exchange, 2009); PS2‟s life cycle begins in year 2000 and PS3‟s in 2006.  

Sony Corporate Entertainment produces markets and distributes their console mainly 

in Asia, Europe and the USA, and they represent the biggest market of home video 

game industry, where the PS2 and PS3 are mostly sold (Sony PlayStation, 2010). Ac-

cording to the released annual report (Commission United States Security and Ex-

change, 2009), the consoles brought an operating revenue of 984,855 million dollars to 

Sony, which is 12.7 % of the total operating revenue of the company. Both of the con-

soles, however, are volatile and are present a highly dynamic industry, where the two 

products are constantly competing with Nintendo Wii, and Microsoft Xbox360 con-

soles, during the two generations (Commission United States Security and Exchange, 

2009). After interviewing the expert Steward H. (personal communication, 04-05-2010), 

his comment was:   

“Sony was in a leadership position, so they did all the bad things leaders typically do. They thought they 

were the masters of the world. They said, we will make it stronger, bigger …, and they have just lost 

sight of their market and developers. The price was expensive but not that expensive if you take into 

consideration that there was a Blu-ray driver included… It's too big of a machine (PlayStation 2)” 

(Stewart H., personal communication, 30-04-2010).   

PS2 and PS3 “are affected by changing technology and product introductions, product pricing, limited 

platform life cycles, popularity of software titles, seasonality, consumer spending and other economic 

trends” (Commission United States Security and Exchange, 2009). The strengths that So-

ny uses in the console market with their two consoles, is that the company is able to 
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continue design, develop and gain easily acceptance by the customer through their con-

sole platforms (Commission United States Security and Exchange, 2009). According to 

the expert Harry A. (personal communication, 04-05-2010):  

“Sony wanted to make things more easy that they actually were, and that developers had a lot of troubles 

working with the new machine, they kept a lot of things for themselves whereas Microsoft required open-

ing marketing people to work with” (Harry A., personal communication, 04-05-2010). 

From the information in their website (Sony Playstation, 2010), it can be read that the 

company presents Sony PS2 as “an entertainment hub allowing you to play games, watch movies 

and listen to music at your leisure” (Sony PlayStation, 2010). Harry A. (personal communica-

tion, 04-05-2010), a respondent to the interview, stated that: “It (PS2) was slightly more in-

novative in the hardware. It wasn‟t radical in any way as it was based on the old thing (PS1).” 

Another expert further stated that: "PlayStation 2 was incremental from a technological stand-

point” (Andrew P., personal communication, 30-04-2010). While Stewart H. indicates 

that the fact that PS2 benefited from an editorial leap helped it become one of the most 

successful home video game console sin the world (Stewart H., personal communica-

tion, 30-04-2010).  

As a follower to PS2 in the seventh generation in the home video game console market, 

PS3 is introduced as “a digital gaming console (that) it brings you a more realistic picture and the 

graphics are unlike anything else you have seen to this point (and ) the library of games is ever expand-

ing” (Sony Playstation 3, 2010). Sony PS2 and PS3 are successors presenting the sixth 

and seventh generation of the home video game industry hardware markets and the 

products enter with rapid development in technology and continuing attempt to change 

the consumers‟ desires (Commission United States Security and Exchange, 2009). In the 

home video game industry, the Sony PlayStation 3 is currently holding 22, 5 % of the 

home video game console market (NPD group, 2010). Stewart H. (personal communi-

cation, 30-04-2010) believes that “for the PS3, Sony has chosen a strategy of media center more 

than a console video.” And Andrew P. (personal communication, 30-04-2010) thought that 

“PlayStation 3 is pure raw technology. I think they (Sony) broke their backs to create a machine with 

Blu-ray. They did something amazing there in terms of power.” When the third expert, Ben A. 

(personal communication, 03-05-2010), was asked, he further agrees that the PlayStation 

3, was one of the most advanced home video game consoles the industry has ever seen.  

According to their annual report, Sony Corporate Entertainment strategically adds to 

the consoles, software product packages and offers them to be used only on the PS2 

and PS3 platforms (Commission United States Security and Exchange, 2009). John E. 

(personal communication, 04-05-2010) adds to this point that “They (Sony) just, this is more 

of a business thing, they were able to secure exclusivity agreements with key titles …which throw hard-

ware adoption not technological innovation”.  
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As far as, their new project „Move‟ is heading toward appearing on the market, here are 

the opinions of the experts that comment on this event: 

“Sony obviously is trying to play catch up with PlayStation Move, I‟m not convinced that they have the 

right strategy from what I know from inside Sony the people producing the games for PlayStation Move 

are not the guys from the Eye-Toy, they are much more focus on core games. I am not convinced that ei-

ther of them [Sony and Microsoft] will be able to compete in the same market segment as Nintendo.” 

(John E., personal communication, 04-05-2010). 

And comparing to the other consoles in the market, particularly with the Nintendo‟s 

console Wii, one of the interviewees explains for the new Sony project (while not sepa-

rating it with the Microsoft‟s one – Project Natal) that: 

“It does not work; the reaction time is too long. What Wii has done is that they focused entirely on inte-

ractivity and interface, but they [Microsoft and Sony] are trying to do that on the existing technology, so 

they have big problems for it to work.” (Stewart H., personal communication, 30-04-2010). 

4.4 Nintendo  

Nintendo Co., Inc. is a Japanese company created in 1889 to make and sell card games. 

Nintendo (translated: “leave luck to heaven”) has since then became one of the leading 

interactive entertainment hardware and software manufacturers in the world (Nintendo 

Co, 2010). To this day, Nintendo has sold more than 3.2 billion video games and more 

than 535 million hardware units globally, including the current generation, and has 

created some of the most recognized video game franchises in history such as Mario™ 

and Pokémon™ (Nintendo Co, 2010). 

The switch to manufacturing video game systems was made in 1985, when the company 

introduced its first console; the Nintendo Entertainment System (NES) which was an 

instant hit as it sold over 60 million copies worldwide (Colbert, 2009). It was followed, 

six years later, by the Super Nintendo Entertainment System (SNES) which offered 

graphical and processing power amelioration on the previous system leading to a 49 mil-

lion sales. Thanks to its third and fourth generation consoles, Nintendo managed to im-

pose itself as the market leader, by 1992, the company had close to 80% of the market 

share (Schilling, 2003). Only to be dethroned by the arrival of Sony in the market in 

1995 and the introduction of CDs in lieu of cartridge based video games which drove 

developers to create more for Sony, limiting by that the number of games created for 

Nintendo 64 (fifth generation) (Schilling, 2003).  

The sixth generation of consoles was characterized by yet another “relative” failure for 

Nintendo. The GameCube (only 21 million copies sold worldwide) (Appendix 5) was a 

disappointment for the anticipating fans, compared to the other competitors‟ releases.  

Despite the fact that it used optical discs instead of cartridges, it didn‟t encounter much 

success as its graphics and overall performance were no match for the much advanced 
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PlayStation 2 and Xbox. In a personal conversation with Stewart H. (30-04-2010), he 

described the GameCube as “a big flop compared to the other consoles of its genera-

tion”.  

Nintendo will not match its early 90‟s success until the seventh generation when it in-

troduced the Wii that brought with it several advanced, revolutionary features such as 

wireless motion-sensitive remote controllers, built-in Wi-Fi (Nintendo Co, 2010). Ste-

wart H. (personal communication, 30-04-2010) suggests that Nintendo might have got-

ten inspired by Sony to create the Wii:  

“When Nintendo saw the Eye-Toy on the PlayStation 2 it gave them ideas. From this kind of extra 

accessories, they had to say: our competitors are not researching into this field, maybe it is in this direc-

tion that we will stand out.”(Stewart H. personal communication, 30-04-2010) 

 John E. furthered the idea by adding: “So Nintendo clearly looked at the success of EyeToy and 

those kind of social games and decided to do that themselves with the Wii so some of the key executives 

at Nintendo have publicly declared that they should have created the EyeToy they should have created 

the social games which Sony did so they clearly saw the opportunity and they designed the Wii around 

creating those kind of experiences” (John E., personal communication, 04-05-2010). 

The Wii has a reputation of being a “physical” console, as it requires from the –once 

bound to his or her couch- gamer to mimic the movements dictated by the video game 

(Rothman, 2006). By offering such an interactive console, Nintendo introduced a larger 

audience to video gaming, and is no longer aiming to give a technical experience but 

rather offer a fun experience for the whole family as John E. pointed out: “All of a 

sudden you had people‟s grandparents playing video games” (John E., personal 

communication, 04-05-2010). Harry A. explained why the Wii is appealing to a larger 

more family oriented market:  

“The Wii is attracting a mass market. Where the PlayStation 3 and the Xbox360 have high price 

points, they are more expensive to begin with, so they have to start to be sold to the hardcore players first. 

While Nintendo has found a completely different market where a lot of people buying the Wii may not 

necessarily play a lot of video games. The machine is cheap and that works on its favor to have one at 

home. The design of the machine does not look very technologically advanced, so that takes away some of 

the fear of buying something that looks very complicated” (Harry A., personal communication, 

04-05-2010).   

Concerning Nintendo‟s strategies, John E. said: “Nintendo under new CEO since for the last 5 

years or so has become a little bit more radical and have adopted some fairly modern I guess American 

based business strategy philosophy so they are using innovative dilemma type thinking blue ocean strategy 

which suggests that they are not necessarily looking at the market they are trying to be a little bit more 

disruptive and innovative.” (John E., personal communication, 04-05-2010).
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5 Analysis 
 

In this chapter an analysis of the collected empirical materials is presented. Every sub-section is divided 

in two parts according to each generation analyzed – the sixth and the seventh. First the types of innova-

tions, that the companies in the home video game industry have, are explained. Then, through the tech-

nology S-curve model, the technological performance of each console in the market is presented. After-

wards, the product life cycle of the consoles are presented to provide a base for the analysis of the strategic 

management that the three main players – Sony, Nintendo and Microsoft use. Finally, the home video 

game business environment is also analyzed and the dynamic capabilities of the three companies are ex-

plained. 

5.1 Product Innovation Types 

In order to be able to analyze the products in the home video game industry, it is neces-

sary to determine the types of innovations they belong to: incremental or radical. The 

analysis is done by generation, using the secondary and primary empirical data to devel-

op a profile for each of the product innovations in the home video game industry.  

5.1.1 Sixth Generation  

The sixth generation saw the introduction of networks and internet into the game con-

soles which was considered a big change at that time.  

The first console launched was Sony‟s PlayStation 2 in March 2000. The interviewees 

described it as an incremental innovation due to the fact that it was a continuation of 

the progress introduced first by the PlayStation. ”PlayStation 2 was incremental from a tech-

nological standpoint” (Andrew P., personal communication, 30-04-2010) – “It was slightly 

more innovative in the hardware. It wasn‟t radical in any way as it was based on the old thing (PS1).” 

(Harry A., personal communication, 04-05-2010). The authors of this thesis have further 

reasons to believe that Sony innovated incrementally on this product. First of all, the 

PlayStation 2 was aimed at the same market target of 16-24 year olds that the PlaySta-

tion was serving (Schilling, 2003). To do this, Sony has kept the same key features that 

made the success of the previous product but increased the power of the processor 

(from 34MHz to 300MHz) and improved the quality of the graphics. PS2 also benefited 

from the technological advances achieved in optical storage devices and made the switch 

to DVD instead of CD. In addition to hardware innovations, PlayStation 2 came bun-

dled with Internet connectivity and could allow the customers to access multiplayer 

games on its server. Therefore, PlayStation 2 can be considered as an incremental inno-

vation.  
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The next console on the market came one year later and marked the entrance of the 

American multinational Microsoft. Indeed, Microsoft‟s first console was introduced in 

the market in November 2001. It is described by all the interviewees as being a radical 

innovation. The reason for this description is that it is the first platform launched by the 

brand and also the fact that Xbox was the first hardware with an idea to make it a net-

work hub at home, (Harry A., personal communication, 04-05-2010). The Xbox also 

was far more technologically advanced than both of its competitors. It had almost 

doubled the processor power of its competitors‟ (733MHz compared to PlayStation 2‟s 

300MHz), making it a faster and more powerful machine. It also had an inbuilt hard 

drive which was a first in the market and permitted to instantly save games on the con-

sole instead of using memory cards. For these reasons, the Xbox was a radical innova-

tion in the market. 

Nintendo opted for an incremental innovation when developing the GameCube. The 

reason for this is that the GameCube was inspired from the Nintendo 64 except that it 

was able to play CDs instead of the then outdated cartridges. By definition this is strictly 

an incremental innovation as it is improving the performance of the product while keep-

ing some distinct features and replacing the obsolete technology by one that was already 

in place thanks to the first introduction of CD compatible platforms to this industry by 

Sony (Dervitsiotis, 2010). In this case, Nintendo was following the trends, but they fell 

short, since the console was the least successful in the sixth generation or as Stewart H. 

(personal communication, 30-04-2010) referred to it: “a big flop”. 

5.1.2 Seventh Generation  

This generation was perhaps the most transformational in the history of the home video 

game industry. It saw the introduction of many existing technologies that were never 

used in the home video game industry such as the motion sensing technology.  

The Xbox 360 was clearly an incremental innovation (Section 4.2). Microsoft introduced 

the Xbox 360 in 2005 as a significant improvement on the original Xbox. It integrated 

internet much better than the previous one, graphics were more developed and more 

realistic. The improvement was not only technological; the innovation was also on a de-

sign level because Xbox 360 was less bulky than its precedent. The game still targeted 

the same demographics: 18-34 year old males.   

Sony have over-done themselves while developing the PlayStation 3 and have spent 

hundreds of millions of dollars in research and development efforts (Tochen, 2006). 

The end result was the PlayStation 3, one of the most advanced home video game con-

soles the industry has ever seen (Ben A., personal communication, 03-05-2010). It in-

cludes some of the high end technologies available in the world, such as the Blu-ray 

DVD player. Technologically, PlayStation 3 exceeds all the consoles previously intro-

duced by Sony as well as the competition‟s offers (John E., personal communication, 

04-05-2010). That is why it presents a radically innovative technology. “PlayStation 3 is 
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pure raw technology. I think they (Sony) broke their backs to create a machine with Blu-ray. They did 

something amazing there in terms of power” (Andrew P., personal communication, 30-04-

2010). 

The Nintendo Wii can be considered as both an incremental as well as a radical innova-

tion. First of all, it is an incremental innovation because it has kept some of the features 

of the GameCube (it is compatible with the GC games) and it builds on the same plat-

form technology (Stewart H., personal communication, 30-04-2010). It is also a radical 

innovation because it has introduced a radical technology to the market: motion sensor 

controllers. The Wii was cheaper compared to the two other offerings and was targeted 

at a less technologically experienced audience (Andrew P., personal communication, 30-

04-2010). Technologically speaking, the Wii is inferior to the PS3 and the XB360, its 

graphics are not as realistic and it is not as powerful as the competition‟s offerings.  

Sony Move is expected in the market in December 2010 (section 4.3). It is expected to 

be a continuation on the PlayStation 3. By definition it is going to be an incremental in-

novation, as the only addition it is bringing is the implementation of interactivity to the 

already existing console. According to Andrew P. (personal communication, 30-04-

2010), who has tried the new console at the Game Developers Conference in San Fran-

cisco, March 2010, it is following on the steps of the Wii and its Wiimote controller but 

it is not as highly performing.  

Microsoft‟s upcoming project codenamed Natal, is due in December 2010 as well (sec-

tion 4.2), and it could be considered as a radical innovation because it is going to change 

the perception of video games. Natal is building upon the Xbox360 console, but it will 

not require the use of a controller as everything is done through visual and voice recog-

nition.  

5.2 Analysis of the product innovations 

In order to understand the impact of each of the previously presented innovations, an 
analysis of the said innovations is provided in this section. 

5.2.1 S-curve  

The S-curve is the best model to analyze technological innovations as it illustrates the 

common pattern a technology‟s performance takes over time. Technologies first im-

prove rapidly, and then stabilize before leveling off and reaching their natural limits 

(Betz, 1998). The model can be considered as a representation of a technology's life 

cycle and the stages it goes through: Invention, improvement and maturity (Betz, 1998). 
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Figure 6: Product Innovation S-Curve  

The S-curves in Figure 6 were plotted to approximately mimic the actual evolution of 

technological performance of the game consoles in the industry in question. First of all, 

the type of innovation of each console has been determined as can be read above in sec-

tion 5.1. Then, the level of performance was also determined for each of the eight con-

soles using secondary data and expert answers from the interviews. The individual S-

curves were then plotted depending on the time of release, which corresponds to the 

growth periods of the technology. The curves were then arranged using a simple com-

parison method between the consoles. Answers from question 9 from the questionnaire 

were used for this purpose (Appendix 1). 

Several remarks emerge from observing Figure 6, especially when compared to the sales 

figures in the product life cycle which will be analyzed in section 5.3.  

The first observation, relates to the contradiction represented by the fact that PlaySta-

tion 2 was less technologically performing than the Xbox (Figure 6) and yet it has sold 

more units and has had a longer life cycle (Figure 8). The answer to this question lies in 

the fact that PS2 benefited from an editorial leap (Stewart H., personal communication, 

30-04-2010). PlayStation 2, by preceding the Xbox in the market, has managed to secure 

contracts with some of the biggest game developers in the industry, thus increasing the 

number of video games developed for this particular console. PlayStation 2 also bene-

fited from the previous fame the brand acquired with the PlayStation and some of the 

popular video game franchises it was the exclusive platform for example Grand Theft 
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Auto™ and Metal Gear Solid™. The Xbox came in a year later, when the PlayStation 2 

had already conquered most of the market (they both aim at the same target market) 

(Schilling, 2003).  

The second and perhaps most contradictory observation that can be derived from this 

model is actually a question: If the Wii is technologically less performing than the other 

consoles of its generation (PS2, XB360), then how is it more successful in the market? 

To answer this question, the authors resorted to another model used to understand the 

effects of technological innovations on the customer usage: the disruptive innovation 

model developed by Christensen and Raynor (2003) (Figure 1). 

5.2.2 Disruptive Innovation 

The Disruptive Innovation model illustrates the different kinds of innovations previous-

ly mentioned and their performance‟s effects over time on the customers. This model 

presents a comprehensive theory to analyze markets where both kinds of sustaining in-

novations exist (incremental and radical), and in the event of the introduction of a dis-

ruptive innovation. Christensen and Raynor (2003) speak of the capacity of customers 

to absorb or utilize the technological performance (dotted lines in Figure 7). 

The theory divides innovations in two categories: 

 Sustaining innovations: radical and incremental innovations that are aiming to 

increase the technological performance in the market. The following product in-

novations fall under this category: PS2, XB, GC, PS3 and XB360. 

 Disruptive innovations: innovations that disrupt the market by introducing a 

technology that performs less than the others and is targeted towards the low 

end customers: Wii.  
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Figure 7: Disruptive Innovation Model 

 

The model in Figure 7 was obtained by drawing both extremities of customer use lines 

(dotted lines) according to the descriptions of all the interviewees regarding the level of 

satisfaction each console was providing and which was their initial target market. 

Straight lines were afterwards drawn to reflect the technological performance paths of 

the product innovations. 

During the sixth generation, the three consoles were oriented towards hard core gamers 

who are represented by the highest of the dotted lines, but not all of them managed to 

reach that market. PlayStation 2 was the closest to this audience as can be seen in figure 

7. Sony managed to create a console that was both as technologically advanced as its 

performance was outstanding, in the words of John E. (personal communication, 04-05-

2010). In addition to that, a large array of games was developed thanks to the democra-

tization of game developing strategy adopted by Sony. Xbox was also close to fulfilling 

the high end market‟s expectations; it however didn‟t reach the success of the PlaySta-

tion 2. The GameCube was also launched with the same intentions as the other con-

soles. It however failed to satisfy the hard core gamers because of its poor graphics, and 

the fact that the concurrence had better offers (Ben A., personal communication, 03-05-

2010).  

In the following generation of game consoles, PS3 and Xbox were oriented towards 

hard core gamers. With differences in technological performances. The third PlayStation 

is far more advanced than any of the three consoles available on the market. It is so po-

werful that it exceeds the expectations of even the most exigent players (John E., per-

sonal communication, 04-05-2010). The Xbox360 also aimed at satisfying hard core ga-

mers and came close to fulfilling that goal.  
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The Wii was more oriented towards a less expecting audience in terms of technology. 

Nintendo aimed at satisfying customers with a low absorbance of technology: this target 

market extends from persons who are intimidated by the actual complexity of the other 

games, to people who have never played video games in their lives. “All of a sudden you 

had people‟s grandparents playing video games” (Andrew P., personal communication, 30-04-

2010). In order to reach this new audience, Nintendo developed a video game console 

that combines both the ease to use and the customer affordance. The launch price was 

half the launch price of the PS3. That is why the Wii was more successful in this genera-

tion. It was able to open up new markets and disrupt the dominating competitors by in-

troducing a disruptive innovation. 

5.3 Product life cycle  

 

Figure 8: Sixth and Seventh generation home video game console sales by millions of units sold 

Figure 8 has been obtained by plotting the fiscal year sales of each of the six consoles, 

sales figures are present in Appendices 3, 4 and 5. In Figure 8, distinct life cycles of the 

Xbox, PS2 and GameCube in the sixth generation can be observed. They have already 

passed through their introduction, growth, maturity and decline phases (compare with 

the figure 1: Product Life Cycle curve). The next three consoles present in the seventh 

generation can be seen as already having passed two of their product life cycle phases, 

the introduction and the growth phases. However, just from the figure, nothing can be 

said for their third phase – the maturity, though it is the Wii that has clear sign for being 

in it. A proof for that can be found in the comparison of each curve with the theoretical 

description of a product life cycle in section 2.3. Currently in the console market, there 

are four of the consoles, PS2, still existing from the sixth generation, with sales of 6,24 



 

42 

 

million units at the last place, then third is Xbox 360 with sales of 8,90 million, second is 

PS3 with 12,47 million, and the first and more than double in sales is the Wii – 26 mil-

lion.   

The sales performance trajectory of each console shows its product life cycle in the 

home video game industry. Figure 8 is a visual presentation of the market situation that 

spans over the sixth and seventh generations. The visual presentation of the product life 

cycles of all the consoles in the sixth and the seventh generation provide a visual pers-

pective of how those products are situated in the market environment and who is more 

successful in terms of sales from 2000 to 2010.  

5.3.1  Sixth Generation 

The year 2000 was phenomenal in the home video game industry with the appearance 

of the new Sony console – PlayStation 2. As continuation of the old one – PlayStation, 

the new one started the next product life cycle and continues to draw its trajectory until 

nowadays, when it is still selling at 6,24 million units (Figure 8). It has been ten years of 

PlayStation 2 moving through its product life cycle, which is a long period compared to 

the other consoles released in the hardware market of the home video game industry. 

PlayStation 2 entered its introduction phase and registered a steep growth in its growth 

phase until it reached maturity with a sales‟ peak of 22,52 million units in 2003. Then the 

console‟s life cycle continued with the decline in sales, but still being in its maturity 

phase. It reached a fluctuation in the year 2005 when its sales significantly rose from 

16.17 to 16.22 million units sold. Then it kept on slowly declining and currently PS2 is 

in its decline phase.  

In the next year after the release of PS2, 2001, there was Xbox that appeared in the 

market and started its product lifecycle. Microsoft‟s console started its introductory 

phase with 1,50 million sales, which was approximately the same start, compared with 

the start of PlayStation 2. However, the new console on the market never reached the 

success of PlayStation 2, in accordance to the sales performance. Xbox was growing un-

til it reached 6,46 million sales and entered its maturity phase until 2005 when it started 

to decline in sales permanently and reached its life cycle end in 2007. Xbox was present 

in the market for seven year, and there were no surprises or abrupt changes during its 

life time. The curve is following the theoretical explanation of the product life cycle in 

the literature (section 2.3).  

In 2001 the third console from the sixth generation entered the market and the two 

consoles met their third competitor – GameCube. According to the graph (Figure 8), 

the sales of the Nintendo‟s console during its introduction were almost double as the 

PS2 and Xbox when they entered the market. However, in the year of 2001, the sales 

performance of GameCube was higher that Xbox, but lower than PlayStation 2. The 

growth phase of GameCube was short and it reached its peak in 2003 with 5,76 million. 
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Then it entered the maturity phase and slowly declined until the year of 2008, when the 

console‟s product lifecycle was over.   

5.3.2 Seventh Generation 

While PlayStation 2, Xbox and GameCube were in their decline phases, the Xbox 360 

entered the market with 3,20 million sales in 2006. Microsoft continued to compete in 

the home video game industry with its new console, which took the place of the Xbox 

and moved in its growth phase, three more years, until it reached its peak in 2009 with 

11,20 million sales. Then according to the phases of the product life cycle (section 2.3), 

the console entered the maturity phase and slowly started to decline with 8,90 million in 

sales in 2010. The whole product life cycle of the Xbox 360 was on a higher level than 

the previous Microsoft console. It was on a second position in the market in 2007 and 

after a period of competing with the rest three consoles in the market, reached again 

second place in 2009 after the Nintendo Wii.   

One year later, after Xbox 360 was released in 2007, two more consoles entered the 

home video game market: PlayStation 3 and Nintendo Wii. These entries started with 

higher sales than the Xbox 360. Sony‟s newest console, third from their console prod-

ucts, assured the presence of Sony in the market. It is still in its growing phase with sales 

of 12,47 million in 2010. During this year, it is outperforming PS2 and Xbox 360, but is 

second after the Wii, which has more than double of units sold. If the attention is fo-

cused on the product life cycle of Nintendo‟s new console, it can be seen that it started 

straight after the withdrawal of the GameCube in 2007 and had a steep growth phase 

with a stabilization in 2009 that can be considered as the beginning of the maturity 

phase. Its movement is flattening in that phase with sales of 25, 97 million in 2009 and 

26 million in 2010. According to the figure, and the sales in the consoles market during 

the sixth and seventh generation, no console has higher performance in sales than the 

Wii.  

5.3.3 Competitive dynamics through the sixth and seventh generation 

It can be noticed that when one of the products, PS2, in the sixth generation was grow-

ing, the other two – Xbox and GameCube, were not capable of reaching the same level 

of sales. PlayStation 2 was in the growing stage during the years 2001-2003 and accord-

ing to Anderson & Zeithaml (1984), that is because more customers got to know the 

product and bought it (section 2.3). PS2 was more competitive in that stage and had 

more sales than those products in their introductory phases, Xbox and GameCube. The 

theoretical explanation of this phase of the console‟s life cycle is that it was due to mod-

ifications, adjustments of the prices, providing more distribution and introducing differ-

ent strategies for more sales and profit (Anderson & Zeithaml, 1984). Sony had changed 

their strategies towards the social gaming space, as John E. (personal communication, 

04-05-2010) explained when a semi-structured interview had been performed with him: 
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“PS2 moved into the social gaming space which is the space that the Wii has occupied since then. So in 

Europe as you know PS2 had titles such as the EyeToy and „Sing Star‟ which drove adoption of the 

console late into its life cycle so even when the console was four or five years old it was still selling a lot of 

units to different audiences.” (John E., personal communication, 04-05-2010). 

Afterwards, at the maturity phase of the PS2, the console was still outselling the other 

two consoles, since the product had already been adopted, and there had been fewer 

costs, and thus more profit (Anderson & Zeithaml, 1984). The PS2 had its first place of 

sales performance, throughout the whole sixth generation. It continued in the seventh 

generation with slow decline throughout its fourth phase of the product life cycle. It can 

be observed that the introduction of new products coincides with the decline phases of 

the previous generation‟s products. Looking at the graph, PlayStation 3 started its life 

cycle in the year 2007, when PlayStation 2 was already in its decline phase (Figure 8). 

According to Anderson & Zeithaml (1984), this final stage is the period of time when 

the sales decrease, due to “market saturation, obsolescence or other factors” (Anderson & 

Zeithaml, 1984, p. 7). 

When the Xbox 360 was released in 2005, the Xbox sales had already declined. Then 

followed the introduction of Nintendo Wii and PlayStation 3 in 2006. There can be no-

ticed that the Nintendo Wii started its life cycle straight after the GameCube was with-

drawn from the market. As the movements of the players in the home video game in-

dustry markets continued, this was reflected on the sales of the seventh generation in 

Figure 8.  

An observation in the trajectory of Nintendo Wii‟s life cycle shows the steep growth and 

that the console went higher than PlayStation 2 sales performance in its peak during the 

sixth generation. That made the Wii outstanding not only in the seventh, but also in 

comparison to the sixth generation. When the Wii console entered its maturity phase, in 

2009, the rest of the consoles – PS2, Xbox 360 and PS3 had the same share of the sales.  

Then the Xbox 360 continued growing but in a year it reached its maturity phase and 

started declining. There is no change in the downwards movement of the console in 

2010. The situation in the market in 2010 is characterized with Xbox 360 and PS2 de-

clining, PS3 slowly continuing to grow and Nintendo Wii following its maturity phase 

movement. While the PS2 is surely being in its decline phase, nothing can be said for the 

Xbox360 or PS3 from the graph. Only forecasts can be presented by the interviewee‟s 

expertise in the home video game industry: “I think the PS3 will be having the longest tail of 

all of those, I think we have seen it for the last 6 to 12 months or so” (Harry A., personal commu-

nication, 04-05-2010) 

5.4 Analysis of the Strategic Management  

In this section the strategic decisions every company has taken so far will be presented 

and analyzed.  
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5.4.1 General Overview 

As previously mentioned before in section 2.4.1 strategy is defined by Johnson et al. 

(2009, p13) as “the direction and scope of an organization over the long term, which achieves 

advantage in a changing environment through its configuration of resources and competences with the aim 

of fulfilling stakeholder expectations”. In order for Microsoft, Sony and Nintendo to build 

their own strategies there are several factors which are needed to be taken into 

consideration. It is relevant as well to understand that the home video game industry, 

which historically renews itself in cycles of four to six years, is extremely aware that the 

strategic decisions taken will drive the companies to sell more units in the next cycle or 

to lose market share (Grossman, 2005). An important aspect which also needs to be 

taken into consideration is the fact that in the current generation of consoles (seventh 

generation) which started in late 2005, the amount of resources invested in these 

consoles by the companies was enormous (Microsoft news center, 2000). Production 

and marketing costs have soared and the break-even point became harder to achieve. It 

is for this and several other reasons that experts predict this business cycle will go on for 

a period between eight to ten years. This is unprecedented in the home video game 

industry.   

To generate a reliable analysis of the industry in this section the business environment 

diagram described in section 2.4.1 will be used. As it was explained, the diagram consists 

of four layers, the central and core of it is the organization layer. This layer is where one 

of the firms has to be placed, no matter whether it is Nintendo, Sony or Microsoft. In 

the Competitors layer, the other two remaining firms which were not used as the 

organization to be studied are placed in order to be able to study the home video game 

consoles. As for the Industry (or sector) layer it is evident that video games have grown 

to gigantic steps and even though the home video game sector accounts for around 

ninety percent of the sales there are other sectors which are growing and could be seen 

as indirect substitutes. 

In the Industry (or sector) layer there can be found every kind of products. From video 

games played on a computer - whether it is by playing with similar characteristics, to 

those that could be found on any console - to casual games which can be played on a 

web-browser and which are gaining popularity through social networks such as 

Facebook. Other substitutes to the home video game consoles are called handhelds. 

These devices have a design which makes them very portable and which most of them 

are „pocket size‟, meaning you can carry them around and play anywhere, anytime. 

Nintendo and Sony have their own hardware products in this section of the video 

games industry, with the DS and the PSP respectively. Finally, the last and wider layer 

which is the Macro-environment is reached. All of the companies involved in the home 

video game industry make most of their sales in three key markets which are the USA, 

Japan and Europe.  
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Figure 9 presents a clear example of how the business environment would look for any 

of the three home video game console manufacturers. In this figure, Nintendo is used as 

an example for the organizations layer.  

In order to make a deeper and detailed analysis of every firm and how they formulated 

specific strategies for every generation of home video game consoles, the analysis has 

been performed historically to revise the decisions taken in every generation by each 

single company.  

5.4.2 Strategies in the Sixth generation (2000-2005) 

The Sixth generation of consoles in the home video game industry is marked by the 

entrance of Microsoft into the picture, Sony trying to keep up with the success of their 

first PlayStation and Nintendo following the same safe-side path: producing at low costs 

while relying on their most well known franchises to attract consumers.   

5.4.2.1 Business Environment  

Microsoft was already indirectly involved in the video game industry as many of its 

Windows users started to use their PCs to play video games. This gave the idea to Bill 

Gates to diversify into an industry with a high growth rate (Grossman, 2005). Microsoft 

has been doing their business in the information and technology industry for the last 30 

years. Their most successful product is the operating system Windows which is 

operating almost 90% of the computers around the world (ESA, 2009). The strategy 

Figure 9: Nintendo‟s Business Environment diagram 



 

47 

 

they have taken towards its competitors in this period of time was just to start slowly, 

and not to hold expectations too high. They are delivering a product which was 

technically superior and which could make more than just allow the consumer to play 

video games (Harry A., personal communication, 04-05-2010). Their main interest with 

the first Xbox was to start making developers and gamers to look into their direction. In 

order to be able to compete in the next generation (seventh) of consoles, Microsoft 

needed to build a strong reputation which could only be gained by developing and 

launching a first console. All of these involved financial risks and possible losses that 

entering to a new market might bring, but which allowed them to learn more about the 

industry (John E., personal communication, 04-05-2010). Microsoft secured some 

exclusive key titles for their console, which led many customers to buy the Xbox just to 

be able to play these video games (John E., personal communicator, 04-05-2010).  

Following the business environment diagram (figure 9), in the competitors layer, 

Microsoft acknowledges their disadvantage when competing against Nintendo in the 

franchising arena. Franchising is used in the sense that Microsoft did not have any 

symbolic character which people could remember or relate to from the previous 

consoles (Harry A., personal communication, 04-05-2010). Sony had a huge success 

with the first PlayStation and Microsoft was not going to be able to overcome them in 

sales before having the right resources secured. Such resources could be acquired by 

building networks with developers and publishers, and with rapid but well planned 

expansions into foreign markets (Microsoft news center, 2000). Microsoft‟s primary 

market target was the USA; this strategy influenced the developers into designing 

appealing games only for this sector of the whole market. Later on, Microsoft expanded 

to foreign markets like Japan and Europe, but the unit sales were not as important as in 

the USA market. The design of the titles did not attract foreign customers which were 

already faithful to Nintendo and Sony, who did not find a strong reason to switch 

consoles.  

Microsoft has taken one of its biggest advantages and translated it to the Xbox console. 

It has constructed an online service for hardcore players to compete, collaborate and 

communicate with each other. The service is called Xbox live, and it offers multiplayer 

options so that gamers can enter tournaments or just play with a friend which could be 

on the other side of the globe (Morris, 2006). It also comes with a service to buy and 

download video games straight to the hard drive of the console. A service which 

resulted to be very innovative and a good strategy followed by Microsoft as they stayed 

in line with their know-how and were able to provide a service based on knowledge 

developed for other type of products but which was adapted for the Xbox (Microsoft 

news center, 2000).  

Sony saw the opportunity to enter the home video game console market in 1994 in 

order to diversify its line of products (section 4.3). The firm followed the right strategy 

to gain the top spot in number of units of their first console: the PlayStation One. The 
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transition from one generation to the next one can become problematic. Sony carefully 

defined its new strategy based on the same competitive advantages used in the previous 

generation. The firm, as well, acknowledged the potential threat that an IT company 

such as Microsoft could represent, even though they were the new players in the 

industry. Sony did not forget Nintendo and considered it a more tangible threat, 

compared to Microsoft, due to the fact that they are the company with the longest 

history in the home video game industry (Kent, 2001). 

Sony built its strategy around the same aspects which brought success with the first 

PlayStation. A console with a higher performance and better computer graphics was 

delivered to the market. The company acquired, as well, exclusive rights to video games 

which became very popular (John E., personal communication, 04-05-2010). Perhaps, 

one of the biggest missteps of this console was the difficulty and high costs of the 

developers‟ kit to create games (Harry A., personal communication, 04-05-2010). It was 

not the easiest console to create games for and it took at least a couple of years for 

developers to deliver good quality products (Stewart H., personal communication, 30-

04-2010). Perhaps, the biggest innovation that the console brought was one that passed 

unnoticed, the introduction of casual games to the home video game industry. A 

strategy which was later on used by Nintendo in the next generation of consoles. Sony 

created games such as „Sing Star‟ which was a karaoke look-a-like game and an accessory 

called „Eye-Toy‟ which allowed the consumer to interact with the images on the TV 

screen through a small video camera (John E., personal communication, 04-05-2010). 

As Sony was the new firm in the market, they followed a „first mover‟ strategy 

(Grossman, 2005). A first mover strategy seemed to work in their favor until Nintendo 

and Microsoft released their consoles.    

The level of success which the PlayStation 2 brought had no precedents. It has been 

almost ten years since the introduction of this console and it still has a high level of 

sales, even when its product life cycle was supposed to come to an end some years ago 

(figure 8). The GameCube and the Xbox were discontinued in 2006 for the firms to 

focus on the new generation of Consoles (figure 8). Perhaps, part of the extended 

lifespan of the PlayStation 2 could be explained through the introduction of accessories 

such as the „Eye-Toy‟ which created appeal to new market segments.    

Nintendo‟s strategy with the GameCube was to follow the same road that they were in 

with their previous console which resulted in a market failure. The previous generation 

saw the loss of Nintendo‟s position at the number one in the home video game industry 

due to the new entrant Sony (Grossman, 2005). The strategy Nintendo followed for the 

GameCube had negative results as well. It was even displaced by Microsoft and the firm 

was drawn to the third and last position of the competitive manufacturers‟ competition 

in the home video game industry. The console did not fulfill the expectations of the 

consumers, neither in technology nor in innovativeness. Nintendo‟s image was as well 

undermined as being considered as a firm making video game consoles “for kids only” 
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(Schilling, 2003). The lack of more serious games and the „just-for-kids‟ labeling marked 

a sustained decline in sales (Figure 8). Nintendo‟s total units sales, expectations for the 

entire life cycle of the GameCube was around 50 million consoles (NPD Group, 2010). 

The total number was not even close to half of the forecasted number, it only sold 

around 21 million units (Appendix 5).   

Nintendo‟s biggest asset was, and still is, their huge portfolio of franchise characters 

which through the years and consoles‟ lives have created their own fame (Mario™, 

Pokémon™, Zelda™, etc). In this generation the strategy was to keep on developing 

games around the characters and hope that the consumers would feel attached to the 

famous characters, as they had always been. Nintendo did not develop a console which 

was technologically superior to any of its competitors. In fact, the technological 

performance was lower than expected. The only innovations the GameCube brought to 

the market were the wireless controller and the vibration controllers (they vibrate 

accordingly to what is happening in the video game) (Nintendo Co, 2010). None of their 

innovations was enough to remain competitive in the home video game industry. A new 

strategy and a new direction were desperately needed or the risk of exiting the market 

was a culminant. 

5.4.2.2 Strategic Orientations   

Every firm in this industry cannot focus only on a market or on an innovation 

orientation. Nintendo, Sony and Microsoft needed to find the right balance between 

listening to the customers and the technology they have at their disposal to introduce a 

new product in the market: 

 “The major part of the industry‟s growth orientation is having out a technical innovation specifically to 

the point that any sort of technical innovation seems good and desirable, it does not matter how 

incremental it might be” (Ben A., personal communication, 03-05-2010).   

The competitors within this industry face fierce and direct competition among each 

other. The importance of positioning themselves with the right strategic orientation in 

the market plays a major role. Any decision taken in the wrong direction could bring 

catastrophic results which will put the troubled firm in at a high risk of taking the 

decision of exiting the industry. As previously mentioned in section 2.5, strategic 

orientation is how a company will use its strategy to change and adapt its environment 

for a better position in the market (Manu & Sriram, 1996). For the period from 2000 to 

2005 the firms followed different strategies depending on diverse factors, such as their 

previous market positioning in the previous console generation, core capabilities and 

competitive advantages, etc.  
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Microsoft followed, for this period, a market oriented strategy. They did so due to their 

new entrant position into the market.  

“Microsoft followed what was successful for other companies and I think they do that all across their 

entire business including business software, operations systems, etc; They are more market driven in the 

case to see what works in the market from other companies and they may copy that” (John E., 

personal communication, 04-05-2010). 

The firm‟s strategy was backed up with a strong marketing campaign. The strategy of 

entering into a new industry as the third main competitor gave the consumers more 

choices when selecting their home video game console. At the same time, developers 

had the chance to produce games for a new console and reduce dependency on the 

duopoly formed by Nintendo and Sony.     

The tendency is for firms to place more emphasis on one orientation over the other, 

rather than to exclude one at the profit of the other (Berthon, Hulbert, & Pitt, 2004). 

Therefore, to make the strategic orientation analysis more accurate, the strategic 

orientation model described in section 2.5.3 and represented in figure 10, is used. 

According to this analysis, Microsoft is placed at the „Follow‟ mode, with a strong 

tendency towards the „Interact‟ mode. This position is derived from a strategy which is 

highly market oriented. Microsoft analyzed the industry, found what had been 

successful then and used that as their starting point. The firm has a strong tendency 

towards „Interact‟ mode as they are trying to use Porter‟s differentiation strategy and 

bring to the market a product which is not similar to Sony‟s PlayStation 2. Microsoft‟s 

strategy to deliver a final product which was more technologically advanced, a console 

which could play DVD movies and CD music. A machine capable of replacing other 

entertainment devices. 

Figure 10: Sixth generation, strategic orientation archetype model 
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 “They had a true strategy of really making a hub in your house. Something that really connected all 

your different parts of hardware as a network into just one” (Harry A., personal communication, 

04-05-2010).   

In the case of the PlayStation 2, Sony followed a market oriented strategy. The firm 

worked on the same steps they took when they first entered the market with the 

PlayStation 1. Sony analyzed the requests of their targeted market segment, and 

designed and produced a product which would please them. The firm included a DVD 

player as an extra (section 4.3) in order not to lose potential clients which may have seen 

the Xbox as a potential substitute.    

According to our analysis, on the strategic orientation archetype model presented in 

section 2.5.3 and represented in figure 10, Sony has been placed at the „Follow‟ mode. 

Sony presented a high market orientation but only a low innovation orientation. The 

firm delivered a product with an incremental innovation based on their first PlayStation. 

Sony‟s strategic position was aiming to keep or even increase its market share. The 

strategy was successful as Sony‟s PlayStation 2 has sold until these days over 135 million 

units, and counting (NPD Group, 2010).     

Nintendo pursued a market orientation strategy with the GameCube. The very same 

strategy they followed with the previous generation of consoles. As previously 

mentioned in chapter 4, Nintendo tried to rely on their well known franchise characters 

to attract customers. This strategy failed to have success due to the changing 

environment which Nintendo did not seem to have realized until it was too late to 

change their strategy in the sixth generation of consoles. 

This analysis places Nintendo in this period of time at the „Follow‟ mode in the strategic 

orientation archetype model in figure 10. The firm had a strong tendency towards the 

„Isolate‟ mode as it had a very low innovative orientation. The market orientation was 

not targeting a wider market segment than it should have had. Perhaps, at this moment, 

Nintendo pursued the right strategy as a follower to the other two firms in the high-tech 

race. This was going to result in a very expensive console and did not guaranteed 

success over its competitors‟ strategies. Nintendo focused on being more financially 

efficient and did not take unnecessary risks.   

5.4.3 Strategies in the Seventh generation (2005-Present) 

The Seventh generation of consoles in the home video game industry has been marked 

by the resurgence of Nintendo as the most important and successful console 

manufacturer due to its innovations and strategies. Sony has been keeping the same 

strategy which had been given back high profits for the past ten years, while at the same 

time becoming the most successful console in the market. Finally, Microsoft‟s strategy 

has been to gain the approval and acceptance of the average targeted market while at the 

same time expecting to increase their participation share in the whole industry.    
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5.4.3.1 Business Environment 

The previous console generation returned a lot of knowledge to Microsoft. It led them 

with a mild success of surpassing in sales Nintendo (figure 8), which has been in the 

market for over 20 years. The strategy they implemented this time was to aim at the 

same hardcore gamers who were asking them for better graphics, and for more detailed 

games which were basically bigger and where you could influence the environment of 

the video game in any possible way. At the beginning of this console generation the rival 

to beat the rest seemed to be Sony with their PlayStation 3 and the increased dominant 

position gained with the success of the PlayStation 2. Microsoft decided to launch their 

console a year in advance of the other two firms in order to gain a competitive edge 

over its competitors. They tried to obtain as much market share as possible with their 

„first mover‟ strategy (Grossman, 2005).      

Microsoft is a high-tech company which has the knowledge into how to put a lot of 

components together, which can deliver high performance. Their experience with 

Internet services is also of great help in this occasion, as with the Xbox Live service. 

The firm has found the right solution that Sony and Nintendo have yet to figure out. In 

an era where people wish to be connected to the Internet all the time, and where human 

interaction has considerably been transferred to the cyber space, it is a valuable asset for 

Microsoft to have at its disposal a service which has created a comparative advantage in 

the industry.  

“The idea of the Xbox was a money spending operation to get some developers and people interested in 

the 360. In theory it was probably already in the drawing board as a console holding within a powerful 

performance… The most important thing for Microsoft was to get people and developers on board, to 

have unique, big, massive titles, and that requires a lot of marketing money spent” (Harry A., 

personal communication, 04-05-2010)  

Sony‟s strategy with the PlayStation 3 was to keep on building on the same technology 

so they could keep on satisfying their current customers (Stewart H., personal 

communication, 30-04-2010). Technology upgrades and incremental innovations 

seemed to be the base to maintain the success which Sony had constructed for the past 

ten years. In the big picture, Nintendo had taken a different direction which was not 

considered as a possible threat to dethrone Sony as the most successful firm in the 

market. The direct competitor seemed to be Microsoft and their console which was 

getting better at designing games and extra services. Sony took some of the key aspects 

they considered positive of the Xbox when they tried to make their console a media 

center, rather than just only a machine to play video games (Stewart H., personal 

communication, 30-04-2010).    

Some other problems that Sony used to have in the previous generation had been 

eradicated. The developers for games in the PlayStation 2 were concerned about the 

tools and that it was not easy to produce games for it. For this generation Sony made an 
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effort to change the designing environment and provided the proper tools to the 

developers (Harry A., personal communication, 04-05-2010) 

“Sony was in a leadership position, so they did all the bad things leaders typically do. They thought they 

were the masters of the world. They said, we will make it stronger, bigger …, and they have just lost 

sight of their market and developers. The price was expensive but not that expensive if you take into 

consideration that there was a Blu-ray driver included… It's too big of a machine” (Stewart H., 

personal communication, 30-04-2010).   

Nintendo‟s strategy needed to be changed from scratch. Sony and Microsoft were long 

gone in the high-tech comparative advantage strategy. Nintendo‟s choices were reduced, 

after a clear analysis of the Macro-Environment, the industry and the competitors. A 

new plan was produced. Nintendo‟s strategy was to acquire a comparative advantage 

through differentiation. This differentiation had to be cost effective, meaning to achieve 

something completely unique with a reduced budget in comparison with the 

competitor‟s budget. With a totally different design and approach to the way consumers 

interact with their consoles, Nintendo finally gave birth to the Wii.  

The strategy came from a competitor‟s idea. Nintendo saw what Sony did with its „Eye-

Toy‟ accessory and started to form from that time its next move. 

“When Nintendo saw the Eye-Toy on the PlayStation 2 it gave them ideas. From this kind of extra 

accessories, they had to say: our competitors are not researching into this field, maybe it is in this 

direction that we will stand out” (Stewart H., personal communication, 30-04-2010). 

Nintendo‟s capacity to react and change their strategy was not as fast as it could have 

been. Even though when they are trying to be innovative it takes time for a new 

decision to pass from the front desk of the CEO to a clear and evident impact on the 

market. With their new system they realized that social gaming might be the right 

direction to point out and they started to generate ideas about bringing games which 

could use all kinds of peripherals. Their main focus was to make the consumer to 

interact with their whole bodies with what they were watching in the TV screen (Harry 

A., personal communication, 04-05-2010). From steering-wheels to drive cars, to boards 

for a snowboard ride or a fitness session, Nintendo opened endless possibilities which 

are only constrained by the imagination of the developers who do not have to worry any 

longer of having an expensive and difficult production kit to work with. The true 

success or failure of the games for this console were going to be based only on their 

originality and interactivity, just the same factors which drive innovation (John E., 

personal communication, 04-05-2010).     

Strong factors which contributed to the success of the Wii, besides its innovation in 

video game interactivity, are the low price and the new targeted market segments which 

were open thanks to the user-friendly approach Nintendo gave to video games.  
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“The Wii is attracting a mass market. Where the PlayStation and the 360 have high price points, they 

are more expensive to begin with, so they have to start to be sold to the hardcore players first. While 

Nintendo has found a completely different market where a lot of people buying the Wii may not 

necessarily play a lot of video games, the machine is cheap and that works on its favor to have one at 

home. The design of the machine does not look very technologically advanced, so that takes away some of 

the fear of buying something that looks very complicated” (Harry A., personal communication, 

04-05-2010).   

5.4.3.2 Strategic Orientations 

Microsoft has a market strategic orientation. It delivers a product with the top 

technology a company can achieve while breaking even on the balance sheet. While at 

the same time the Microsoft console is offering an internet service which pleases the 

consumers. 

According to this analysis, Microsoft with the Xbox 360 can be placed on the „Interact‟ 

mode, in figure 11, with a high innovation orientation but as well a high marketing 

orientation. It leans more to the center of the model for two reasons. First, it was not as 

substantially highly innovative as its competitors. Second, this is due to its strategy of 

following paths, which have resulted successful for other consoles in the past. 

Microsoft, as a high-tech company, has been trying to use their internal know-how on 

IT and to apply it for the Xbox. But at the same time they are trying to satisfy current 

consumers who demand for smoother graphics and massive games.  

Sony has a market strategic orientation. It is in a point where the firm is highly 

innovative and highly market oriented. It is listening to its consumers as with their two 

previous consoles that were based on delivering the highest performance with top-of-

the-line graphics and full of action video games. They saw the success they had and how 

Figure 11: Seventh generation, strategic orientation archetype model 
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they were so far ahead from their competitors that they just decided to make the same, a 

bigger and stronger machine.   

Basing our analysis on the Strategic Orientation Archetype model presented in section 

2.5.3 Sony can be placed for this generation at the „Interact‟ mode in figure 11, because 

it is using many innovations as components to make the most complete console which 

can perform and recreate the best high definition graphics. This is what the trend of the 

previous generations was showing, that consumers are expecting to have very well 

designed games. So, in that sense, the firm is high on the market orientation. 

Nintendo followed an innovation strategic orientation as it developed a new product 

without following the targeted consumers. Nintendo had clearly in their minds that 

there was no success into keeping up with the competition and trying to follow a 

strategy which was not going to work for them. The wrong strategy was to compete on 

technological basis.     

For the analysis of the strategic orientation archetype, Nintendo can be placed at this 

point of time in the „Shape‟ mode in figure 11. What the firm did in the industry was to 

pursue a strategy which no other firm had ever dared to chase at a full extent. Nintendo 

created a totally highly innovative console, which did not follow the previous trend of 

making every next generation bigger and stronger. It sacrificed cutting-edge components 

and focused more on a strategy of creating something new, which could open more 

markets (John E., personal communication, 04-05-2010). Nintendo realized that they 

were not going to be capable to produce a highly innovative console and make a profit 

out it. Instead of targeting the same market segment, as its two competitors, and ending 

far behind in sales of the previous generation, Nintendo‟s strategy was to open up to 

new markets. They invited average people who had never played with a console before, 

in order to feel familiarized with the machine and promote it as easy to use as turning 

on and off your TV set (Harry A., personal communication, 04-05-2010). Nintendo 

backed up the Wii with the right production of games. Nintendo took the risk and 

regained its number one spot as the most successful console manufacturer in the home 

video game industry (Figure 8).  

5.5 Business Dynamics after a disruptive innovation 

A description on how Sony and Microsoft reacted within the same seventh generation 

after the success of the Nintendo Wii is explained in this section. 

The lifecycle of the consoles in the seventh generation of the home video game industry 

is expected to last for another three to four years (Edge Staff, 2009). This is due to the 

fact that the firms invested significant quantities of money and human capital to 

produce the last console (Edge Staff, 2009). In order for the research and development 

to pay off, the consoles‟ life expectancy needed to be expanded somehow. As it can be 

seen in section 5.3 in figure 8, the Wii has outsold both of its competitors. Part of 
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Nintendo‟s success can be explained through the innovation that the Wii brought to the 

market and which has been explained in the previous sub-sections of the analysis. This 

innovation also came at a reduced price. The problem is that neither Microsoft nor Sony 

at the beginning have consoles which were price competitive with the Nintendo Wii. 

After some annual quarters, they both started to reduce their prices. “They are trying to get 

their prices down but they are not attacking where Nintendo is the best which again is on casual gaming 

and games for family audiences” (Harry A., personal communication, 04-05-2010). 

 Microsoft and Sony realized that the market arena had changed. Nintendo has opened 

new markets and a wider audience has noticed the existence of home video game 

consoles. The problem seems to be that Microsoft and Sony have more problems 

among themselves than with Nintendo. This is due to the fact that they are aiming to 

gain the same market segment. Their strategy of being the most technological firm in 

the industry has put them in this predicament. “They have spent all their energy trying to be the 

leader in technological innovations, while Nintendo seems to be the one making tons of money” (Harry 

A., personal communication, 04-05-2010). 

The strategy which was implemented by Microsoft and Sony was to developed new 

motion controllers which could attract the new market the Wii has opened. Sony‟s 

product is called „Move‟ and it is pretty similar to what the Wii controllers are. The 

technology does not seem to be that advance as they did not want to tag the price very 

high. If the costs would be high no consumer will buy it as it is sold as an accessory 

(John E., personal communication, 04-05-2010). While the Nintendo Wii included 

already the control, which means no extra cost for the consumer.  

“Sony obviously is trying to play catch up with PlayStation Move, I‟m not convinced that they have the 

right strategy from what I know from inside Sony the people producing the games for PlayStation Move 

are not the guys from the Eye-Toy, they are much more focus on core games. I am not convinced that 

either of them [Sony and Microsoft] will be able to compete in the same market segment as Nintendo.” 

(John E., personal communication, 04-05-2010) 

Microsoft has Project Natal which is a motion control that uses 3D camera technology 

to capture the movements of the players, no physical controls are needed, the player is 

the control (Microsoft Corporation). Microsoft has stepped up by introducing a 

revolutionary technology which in theory can do more than the Wii controller does 

(Stewart H., personal communication, 30-04-2010). 

“Microsoft and Sony are trying to play catch up a little bit with these new controllers. I think the 

problem here is that Microsoft has never been really able to develop software that appeals to that broader 

audience. They‟ve tried lots of times to create family games and party games and it has never really work 

for them to really understand the audience, so I think if they have a good motion controller they need to 

have the software which works with it” (John E., personal communication, 04-05-2010).  
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Whether these new controllers will take away a considerable market share of Nintendo 

is a question which will be solved after these new products hit the stores, fall 2010. 

There seems to be mix criticisms against and in favor. Some of the interviewees believe 

the controls will not change the market. Some others believe it will change completely 

how the industry behaves. 

“It will not work; the reaction time was too long. What the Wii has done is that they focused entirely on 

interactivity and in the interface. But they [Microsoft and Sony] are trying to do that on the existing 

technology, so they are having big problems to make it work” (Stewart H., personal 

communication, 30-04-2010). 
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6 Conclusion 
 

The purpose of this thesis has been to present and analyze the innovations in the home 
video game industry and their impact on the competitive strategies of the companies in 
the industry. The existing literature about business cycles and business dynamics is 
scarce from business administrative perspective (Tan & Mathews, 2010). This thesis 
contributes to fill in that gap in the academic literature. The choice of the home video 
game industry has been done, due to its fast growing economic nature and the rapid 
changes that can be noticed, especially for the last decade (Chatfield, 2010). 

This thesis has presented a general overview of the home video game industry and its 
three main competitors (Microsoft, Nintendo and Sony). The time frame has been cho-
sen to cover the sixth and seventh generations of home video game consoles, which 
started from the year 2000 until 2010, noticing that the seventh generation cycle has not 
yet come to an end.  

According to our findings, the home video game industry is highly driven by technolo-
gical product innovations. Incremental innovations do not affect in a significant way the 
dynamics within the industry. Radical innovations create a competitive advantage 
through differentiation and they increase market share for the company which followed 
this strategy. Disruptive innovations open new markets, change the business environ-
ment for every firm and generate a shift in consumer preferences. Hence, the company 
which implements a disruptive innovation gains extensive market share.  

Innovations are possible due to the strategic orientation a company aims to pursue. If a 
company pursues a high market orientation and a low innovation orientation it manu-
factures an upgraded product to keep customers satisfied. When the firm pursues a high 
market and innovation orientation, the final product includes characteristics that the 
customers desire. While at the same time the product created offers services and fea-
tures hard to be matched by the competition. Finally, if a firm pursues a high innovation 
orientation and a low market orientation strategy, it creates an easier and more conve-
nient alternative on the existing products while being cheaper (Christensen & Raynor, 
2003). At the same time this strategic orientation disregards the established customers‟ 
desires. 

The validity of the findings of this thesis can be assured through: first the validity of the 
empirical data, then that of the analysis. On the one hand, the validity of the empirical 
findings has been guaranteed through the collection of qualitative secondary data from 
reliable published sources, and through ensuring the validity of the qualitative primary 
data by examining the reliability of the expertise of each participant individually. On the 
other hand, the validity of the results has been assured through the analysis, as it has 
been done by using peer reviewed literature.  

The findings of this thesis may be applicable to the home video game industry in a dif-
ferent time frame. They can be used in order to make forecasts of the outcomes of fu-
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ture strategies if similar variables, such as the introduction of a disruptive innovation in 
the market, exist. The results of the thesis can be applied to present and analyze the 
business dynamics of similar highly innovative industries that are characterized by con-
tinuous technological progress, e.g. the mobile phone industry.  

Some limitations have affected the outcome of this thesis. First of all the time frame 
that was allocated to this research has limited the amount of information that could 
have been collected, and has thus limited the depth of the research findings. The second 
limitation is of a financial nature and it concerns the collection of primary qualitative da-
ta. The interviews were only possible through Skype and did not allow for further ob-
servations of the participants. Face-to-face interviews were not possible as the experts 
are in different parts of the world. Visual observations (e.g. hand gestures, facial expres-
sions) might have contributed to determine the interest of the participants. 

This thesis has two-folded contributions. In regards to the home video game industry, 
the results of the thesis can be beneficial to the incumbent companies within the indus-
try as well as entrant companies in order to have an overall insight of the competitors‟ 
strategies and its implications for the future. In regards to the research, the thesis is ex-
ploring business dynamics from a non economical point of view by using business ad-
ministration related theories and concepts.  

For further research, the authors of this thesis suggest that research on the home video 
game industry should be undertaken from a customer perspective rather than the com-
pany perspective that has been taken in this thesis. The further analysis could include re-
search questions such as: how do customers perceive the innovations in the home video 
game industry? Which innovation types have had the most impact on the customers‟ 
behaviors?  

Another suggested research is to analyze the impacts of innovations on the marketing 
strategies of the companies in the home video game industry. Some research questions 
that could be looked upon include: What were the strategies that were used in order to 
market the different innovations, and did they have an extra impact on the adoption of 
the innovations? Can different marketing strategies of the technological innovation have 
different outcomes in the market? 
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Appendices 
 

Appendix 1: Interview Questionnaire 
 

 

  Jönköping International Business School 

Jönköping, Sweden 

May 2010 

 

Hello, we are three students of business administration writing our thesis in Jönköping Interna-

tional Business School in Sweden. The purpose of our thesis is to analyze how innovations in the 

home video game industry affect the strategies of the three main players (Microsoft, Nintendo 

and Sony). We would like to ask you some questions about this particular topic.  

  

Questionnaire 

1. Is the home video game industry influence by innovation?  Yes/No 

a) How is the video game industry influence by innovation? 

b) To what extent is it influenced by innovations? 

 

2. What factors do you believe are the most important in technological innovations? Design, in-

teractivity, etc? 

 

3. From 1 being the most innovative to 3 being the least innovative, which video game console 

was the most technological innovative in each generation?  

 

Rank sixth Generation Rank seventh Generation 

 Xbox  Xbox 360 

 PlayStation 2  PlayStation 3 

 GameCube  Wii 

 

 

4. What strategy the leading company followed to be in this position?  

 

5. What was the reaction of the other two competitors? Which strategies they implemented?  

 

6. According to their market position, which strategy did Sony, Nintendo and Microsoft imple-

ment before the release of the Xbox 360, PS3 and Wii?  

 

7. Which were the factors for the PS2 to be the most successful console of the sixth genera-

tion? 

 



 

viii 

 

8. Which are been the factors for the Wii to currently be the most successful console of the se-

venth generation? 

 

9. Can you specify the level of innovation that the consoles have, whether they were using an 

incremental or a radical innovation?  

 

Console Incremental Radical 

Xbox   

PlayStation 2   

GameCube   

Xbox 360   

PlayStation 3   

Nintendo Wii   

Sony’s Move   

Microsoft’s Project Natal   

 

*Incremental innovation: Limited improvements of an existing product or process design. 

*Radical innovation: A product or service with unique and unmatched level of performance that transforms the existing 

markets or totally creates new ones. 

 

10. Which strategic orientation are Microsoft, Nintendo and Sony following?  

 

Company Market - Customer Innovation - Technology 

Microsoft   

Nintendo   

Sony   

 

*Strategic orientation: How a company will use its strategy to change and adapt its environment for a better position in the 

market. 

*Market Orientation: In order to be successful, any business has to put its customers‟ satisfaction first. 

*Innovation Orientation: Developing and creating products and services that will provide the greatest quality, performance 

and features to the customers. 

 

11. What strategy do you believe Nintendo, Sony and Microsoft will follow in the future in order 

to remain competitive in the home video game industry? 

 

12. Which were the industry standards any console needed to have in order to compete in 

sixth/seventh generation? Thank you very much for your time and consideration. 
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 Appendix 2: Software Network 

 
Figure 9: Interactions between actors in the video games software production network. (Johns, 2005) 
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Appendix 3: Microsoft Entertainment Sales 
Source: Microsoft Annual Reports and www.vgchartz.com 

Sales for the year Dec-2000 to Dec-2001 could not be retrieved 

 

Sales in millions of units 

Xbox    Xbox 360   

Period Quarter Total Period Quarter Total 

December 31, 2000 n/a n/a December 31, 2005 1,5 1,5 

March 31, 2001 n/a n/a March 31, 2006 1,7 3,2 

2001 Fiscal Year n/a n/a 2006 Fiscal Year 3,2 3,2 

June 30, 2001 n/a n/a June 30, 2006 1,8 5 

September 30, 2001 n/a n/a September 30, 2006 0,9 5,9 

December 31, 2001 1,50 1,50 December 31, 2006 4,4 10,3 

March 31, 2002 0,94 2,44 March 31, 2007 0,5 10,8 

2002 Fiscal Year 2,44 2,44 2007 Fiscal Year 7,6 10,8 

June 30, 2002 1,46 3,90 June 30, 2007 0,7 11,5 

September 30, 2002 0,93 4,83 September 30, 2007 1,8 13,3 

December 31, 2002 3,17 8,00 December 31, 2007 4,3 17,6 

March 31, 2003 0,90 8,90 March 31, 2008 1,3 18,9 

2003 Fiscal Year 6,46 8,90 2008 Fiscal Year 8,1 18,9 

June 30, 2003 0,50 9,40 June 30, 2008 1,3 20,2 

September 30, 2003 0,96 10,36 September 30, 2008 2,2 22,4 

December 31, 2003 3,34 13,70 December 31, 2008 6 28,4 

March 31, 2004 1,14 14,84 March 31, 2009 1,7 30,1 

2004 Fiscal Year 5,94 14,84 2009 Fiscal Year 11,2 30,1 

June 30, 2004 0,66 15,50 June 30, 2009 1,2 31,3 

September 30, 2004 1,30 16,80 September 30, 2009 0,5 31,8 

December 31, 2004 3,10 19,90 December 31, 2009 4,5 36,3 

March 31, 2005 1,02 20,92 March 31, 2010 2,7 39 

2005 Fiscal Year 6,08 20,92 2010 Fiscal Year 8,9 39 

June 30, 2005 0,98 21,90  

September 30, 2005 0,67 22,57 

December 31, 2005 1,43 24,00 

March 31, 2006 0,44 24,44 

2006 Fiscal Year 3,52 22,44 

June 30, 2006 0,14 22,58 

September 30, 2006 0,05 22,63 

December 31, 2006 0,06 22,69 

March 31, 2007 0,01 22,70 

2007 Fiscal Year 0,26 22,70 

 



 

xi 

 

 
Appendix 4: Sony Sales 
Source: Sony Annual Reports and www.vgchartz.com 

 

Sales in millions of units 

PlayStation 2    PlayStation 3   

Period Quarter Total Period Quarter Total 

March 31, 2000 1,41 1,41 December 31, 2006 1,68 1,68 

2000 Fiscal Year 1,41 1,41 March 31, 2007 1,93 3,61 

June 30, 2000 1,13 2,54 2007 Fiscal Year 3,61 3,61 

September 30, 2000 0,98 3,52 June 30, 2007 0,71 4,32 

December 31, 2000 2,88 6,4 September 30, 2007 1,31 5,63 

March 31, 2001 4,21 10,61 December 31, 2007 4,90 10,53 

2001 Fiscal Year 9,20 10,61 March 31, 2008 2,33 12,86 

June 30, 2001 4,34 14,95 2008 Fiscal Year 9,25 12,86 

September 30, 2001 4,62 19,57 June 30, 2008 1,56 14,42 

December 31, 2001 5,42 24,99 September 30, 2008 2,43 16,85 

March 31, 2002 3,69 28,68 December 31, 2008 4,46 21,31 

2002 Fiscal Year 18,07 28,68 March 31, 2009 1,61 22,92 

June 30, 2002 4,59 33,27 2009 Fiscal Year 10,06 22,92 

September 30, 2002 8,29 41,56 June 30, 2009 1,1 24,02 

December 31, 2002 8,03 49,59 September 30, 2009 2,21 26,23 

March 31, 2003 1,61 51,20 December 31, 2009 6,56 32,79 

2003 Fiscal Year 22,52 51,20 March 31, 2010 2,60 35,39 

June 30, 2003 2,65 53,85 2010 Fiscal Year 12,47 36,39 

September 30, 2003 8,78 62,63  

December 31, 2003 6,83 69,46 

March 31, 2004 1,84 71,30 

2004 Fiscal Year 20,1 71,30 

June 30, 2004 0,71 72,01 

September 30, 2004 1,99 74,00 

December 31, 2004 7,39 81,39 

March 31, 2005 6,08 87,47 

2005 Fiscal Year 16,17 87,47 

June 30, 2005 3,53 91,00 

September 30, 2005 5,01 96,01 

December 31, 2005 5,36 101,37 

March 31, 2006 2,32 103,69 

2006 Fiscal Year 16,22 103,69 

June 30, 2006 2,3 105,99 

September 30, 2006 3,4 109,39 

December 31, 2006 6,7 116,09 
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March 31, 2007 2,4 118,49 

2007 Fiscal Year 14,8 118,49 

June 30, 2007 2,7 121,19 

September 30, 2007 3,2 124,39 

December 31, 2007 5,4 129,79 

March 31, 2008 2,4 132,19 

2008 Fiscal Year 13,7 132,19 

June 30, 2008 1,5 133,69 

September 30, 2008 2,5 136,19 

December 31, 2008 2,5 138,69 

March 31, 2009 1,4 140,09 

2009 Fiscal Year 7,9 140,09 

June 30, 2009 1,6 141,69 

September 30, 2009 1,9 143,59 

December 31, 2009 2,1 145,69 

March 31, 2010 0,64 146,33 

2010 Fiscal Year 6,24 146,33 
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Appendix 5: Nintendo Sales 
Source: Nintendo Annual Reports and www.vgchartz.com 

Sales in millions of units 

GameCube    Wii   

Period Quarter Total  Period Quarter  Total  

April - Sept 2001 0,51 0,51 December 31, 2006 3,19 3,19 

Oct - Mar 2002 3,29 3,80 March 31, 2007 2,65 5,84 

2002 Fiscal year 3,80 3,80 2007 Fiscal Year 5,84 5,84 

April - Sept 2002 2,88 6,68 June 30, 2007 3,43 9,27 

Oct - Mar 2003 2,87 9,55 September 30, 2007 3,90 13,17 

2003 Fiscal Year 5,76 9,55 December 31, 2007 6,97 20,14 

June 30, 2003 0,08 9,63 March 31, 2008 4,31 24,45 

September 30, 2003 0,81 10,44 2008 Fiscal Year 18,61 24,45 

December 31, 2003 3,50 13,94 June 30, 2008 5,17 29,62 

March 31, 2004 0,63 14,57 September 30, 2008 4,93 34,55 

2004 Fiscal Year 5,02 14,57 December 31, 2008 10,41 44,96 

June 30, 2004 0,65 15,22 March 31, 2009 5,46 50,42 

September 30, 2004 0,75 15,97 2009 Fiscal Year 25,97 50,42 

December 31, 2004 2,06 18,03 June 30, 2009 2,23 52,65 

March 31, 2005 0,47 18,50 September 30, 2009 2,52 55,17 

2005 Fiscal Year 3,92 18,50 December 31, 2009 11,28 66,45 

June 30, 2005 0,26 18,76 March 31, 2010 4,80 71,25 

September 30, 2005 0,55 19,31 2010 Fiscal Year 26,00 78,65 

December 31, 2005 1,30 20,61       

March 31, 2006 0,23 20,84 

2006 Fiscal Year 2,35  

June 30, 2006 0,15 20,99 

September 30, 2006 0,20 21,19 

December 31, 2006 0,31 21,50 

March 31, 2007 0,07 21,57 

2007 Fiscal Year 0,73 21,57 

June 30, 2007 0,04 21,61 

September 30, 2007 0,04 21,65 

December 31, 2007 0,06 21,71 

March 31, 2008 0,02 21,73 

2008 Fiscal Year 0,16 21,73 

June 30, 2008 0,00 21,74 

 

 


