The 1st Console Wars
The Early Chronicles of the Video Game Industry 


Introduction

From humble its beginnings, the original idea of being able to play games on a television set has gone to become one of the most successful markets within the entertainment industry. With annual revenues of $10 billion worldwide, one of the largest consumer bases in the entertainment industry, and production costs that have been known to rival that of Hollywood, it is impossible to ignore the impact the video game industry has in our society. It is also hard to imagine that it was merely once a niche market, only considered a curiosity by some at the time.

The electronic game industry is traditionally broken down into three markets: the arcade game market, the personal computer (PC) game market, and the console game market (although in recent years, internet games have begun to surface as a new market medium). Console games, or “video games” as they are more commonly known, can be subdivided further into two separate market mediums: the more traditional game consoles, where multimedia presentation is peripheral, usually through a television set, and the more portable handhelds, where multimedia, such as sound and visuals, is provided by the device.
This paper will focus solely on the traditional game console market, which also happens to be the most fiercely contested. So much so that the term “console wars”, which the title for this paper is derived from, was coined to describe the phenomenon within the market. It is also one of the most volatile, boom or bust markets, where no competitor’s future is certain. In its relatively short lifetime (about 30 years), the video game market has already seen the fall of many of its former giants. This paper will take a brief journey into the origins, the history, the various marketing strategies, and the crash and revival of the market.
The Beginning
The Concept

Although it was first realized on the computer format at MIT with Spacewar in 1962 and introduced to the general public with Pong through the arcade in 1972, the concept was born a decade earlier, originally intended for home use. In 1951, Ralph Baer, an engineer at Loral, was given the assignment to "build the best TV set in the world". He made the suggestion that it include an interactive game of some sort in the television receiver to set it apart from the competition’s offerings. But the idea received a negative response and was rejected by the management. The idea never left him, however, and 15 years later, Baer would revisit his once dismissed idea. 
The Development

On September 1, 1966, Baer, now with Sanders Associates, submitted a 4-page Disclosure Document transcribed from notes he made earlier that summer that listed various types of games that would appear on either TV channel 3 or 4, which he called Channel LP (for “Let’s Play”). He then drew up an early schematic for a “Chase Game” and had a working demo by December, which he presented to the company’s Corporate Director. While not overly impressed, the Director did see enough potential as to provide some R&D funding. Baer, along with his team of engineers and technicians would continue to develop new games, such as the “Pumping Game” in 1967, as well as the hardware to run them. After eight TV Game unit model designs (the 8th being simply an addition to the 7th), the team had finished in 1968 what would become known as the “Brown Box”.
(Baer would also patent his interactive Home TV Game that year.)

The Product

Although the team had successfully completed the initial product, there was still no marketing solution in place. Baer thought that the best potential marketer for a Home TV Game product would be television set manufacturers. So work began to call and invite representatives of various U.S. TV set manufacturers to come for demonstrations. RCA was the first to visit the team at Sanders in January 1969, followed by Zenith, Sylvania, GE, Motorola, and Magnavox. While all had positive reactions, only RCA would go on to negotiate a licensing agreement. The negotiations, however, would ultimately fall apart. Fortunately, Bill Enders, who was with the RCA team, was thoroughly impressed with the Brown Box demonstration. When he left RCA to become a marketing VP for Magnavox, he convinced the management to have a second look. After viewing the demonstration, Gerry Martin, VP of marketing for the TV set division, sealed the device’s fate by announcing “We’re going with this!” to the small gathering. Magnavox licenses the device from Sanders Associates in July of 1970, which would become the first video game console: the Magnavox Odyssey.
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The First Wave
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The Innovator

The history of the video game home console officially begins with the release of the Magnavox Odyssey in May of 1972. This first venture into the market for home video games was unfortunately not a huge success, managing to sell only about 100,000 units. This was due primarily to Magnavox’s poor marketing of the product. First of all, Magnavox’s distribution of the Odyssey was severely limited, sold exclusively through its own retail stores. Secondly, they misled the public to believe the Odyssey would only work using a Magnavox television set. Despite the initial drawbacks, the Odyssey did prove that there was a market for home video games.

The Growing Market
At this time in history, the real market for electronic games was not at home, but in the arcade. Many people bought the Odyssey only because it was the closest thing there was to the highly successful arcade game Pong. In fact, it wasn’t until Atari released its home version of Pong for Christmas of 1975 did the popularity of video games really take off. It also spawned several clone games, including the successful Coleco Telstar in 1976, which was saved at the last minute by Ralph Baer, the father of video games, himself. The market would eventually be crowded out by the home version of Pong and its clones, resulting in a market burnout for those particular products (sometimes referred to the Video Game Crash of 1977).
The year 1976 also saw an important innovation with the first cartridge-based video game console, the Fairchild Video Entertainment System (VES). While its game offerings were somewhat mediocre, it became popular due to the fact that it offered variety. Its release also spurred Atari to release its own home game console, code named “Stella”, that was then in development. With their cash flows dwindling due to the sales of their Pong systems drying up and the need get their new system in production before there were a number of “me too” products crowding out the market, Atari was sold to Warner Communications for $28 million in order to gain the capital needed to fund production. 
The Market Leader
The Atari Video Computer System (VCS) is launched the following year, featuring better graphics than the Fairchild VES (later renamed Channel F). Eventually, Fairchild cannot compete and concedes to Atari. The Atari VCS, however had not sold as well as expected and was running a debt. The upset over this situation eventually lead to Nolan Bushnell, the founder of Atari and creator of Pong, to leave the company in 1978.

Although it took a little longer than Atari would have liked, the general public did eventually catch on with the realization that there was something other than Pong available. That following year, sales for the Atari VCS exploded. So much in fact that it was the best selling Christmas present of 1979. By the year’s end it had sold 1 million units. The runaway success would continue, with sales doubling to 2 million in 1980. Sales would continue to double for the next two years, with 8 million sold in 1982. Atari’s success, of course, would not go unnoticed as other companies would soon enter the fray.
The Next Round
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The first major competitor to Atari’s new found dominance was the return of Magnavox into the market with the Odyssey² in 1978. The system was unlike any other, in that it included a full alphanumeric keyboard on its case membrane, which was intended for educational games, selecting options, and even programming. It also introduced the standard joystick of the late 1970’s and 1980’s. While very successful in Europe and Brazil, it was only a mild success in the U.S., selling 1 million units by 1983.
Next up was the Mattel Intellivision in 1980, which was the first system to pose a serious threat to Atari’s dominance in the market. On Mattel’s side was marketing experience and it showed in a series of ads that engaged in a merciless assault on the Atari VCS in side by side comparisons. It certainly got results, especially in 1982, where sold 2 million units that year. It did get into some trouble with the Federal Trade Commission (FTC), however, when it failed to produce the promised add-on “Keyboard Component” due to high production costs, and was fined a hefty $10,000 a day until it was released. It was eventually sold via mail order, and many of the 4,000 units sold were returned when Mattel recalled the product in 1983. Despite its initial success, it failed halt the momentum built by the Atari VCS.
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The greatest challenge by far was the Colecovision released by Coleco in 1982. Not only did it feature advanced, arcade-like graphics, but it Coleco offered an add-on module that made it compatible with the industry leader, the Atari VCS, giving it the largest video game library of its day. This prompted legal action from Atari, but it was unable to stop sales of the module since the VCS (later renamed the Atari 2600) was made from generic parts. The Colecovision sold 500,000 units by the year’s end. It would sell more than 6 million units during its lifetime.

Naturally, Atari would respond to the threats posed by the Intellivision and the Colecovision by releasing its own next generation system, the Atari 5200. The system was both more technologically advanced and more cost efficient than its competitors. It also included major innovations such as four controller ports and a controller that featured an analog joystick system function keys (start, pause, reset). It was not without some major drawbacks, however, such as the non-centering joystick design and cartridge incompatibility with the Atari 2600. It also faced an uphill battle with the Colecovision, which had a significant head start. But the question of which system that would reign supreme would soon not matter…
The Crash
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The Great Video Game Crash


The Great Video Game Crash of 1983 refers to the disastrous events that occurred from late 1983 to early 1984 that dealt a devastating blow to many companies that produced home computers and video game consoles and the near demise of the video game industry. The crash can be attributed to three primary factors: the economy was weak; the poor quality of games, most notably Pac-Man, E.T., and a line of pornographic games published by a developer called Mystique all for the Atari 2600; and, probably most damning of all, the introduction and very aggressive marketing of the inexpensive home computers, especially the Commodore 64.
Up until the early 1980’s, PCs were only sold in specialty stores for well in excess of $1000. The newly introduced home computers could connect to a TV set and offered color and sound multimedia. These home computers also generally had more memory available and had audio and visual capabilities superior to that of the current video game consoles at the time, allowing for more sophisticated games. It also gave the ability to perform tasks such as word processing. Due to these factors, home computers seemed like a better deal than video game consoles to consumers. And Commodore International took full advantage of the situation. In addition to its aggressive marketing against its initial competition in the home computer market, it went so far as to directly target video game consoles in its advertising, offer trade-ins with the purchase of a Commodore 64, and it sold the machines in the same outlets as video game consoles, namely discount and toy stores. The initial reaction by the video game industry was to make the transition to the home computer market, a bad move for both Coleco, which was new to the market, and Atari, which already had a line of computers. 
Coleco introduced the Coleco Adam in 1983, which featured compatibility with Colecovision’s software and accessories, and optionally included the popular CP/M operating system. Also, unlike other home computers in the market, it came as a complete set: computer, tape drive, printer, and software. There were however major flaws with the Adam. First, the power of the entire system was supplied through the printer, meaning that if the printer broke, the whole system was shot. The printer also functioned exactly like a type writer, printing as the keys were punched. Finally, the Adam would generate an electromagnetic surge at start up that would erase any data stored on disks still in the machine.
The Atari 8-bit line of computers, which had been in production since 1979, was running into trouble in the early 1980’s with the new machines of the competition. To address this problem, Atari began work on the “Sweet 16” project in 1982, which would otherwise be upgrades of its current models, the 400 and 800. The result was the 1200XL. More cost efficient and less complex than the 800, the 1200XL had the makings of a winner. However, a number of problems with the machine, especially the change in its operating system which made many programs written for the 400 and 800 computers incompatible, made the machine a flop. Also, more likely than anything else, it was released at the wrong time in history.
Commodore, with its vertical integration, was able to engage in predatory pricing to inflict great damage to the competition, with its margins much higher than the others in the market (most notably Texas Instruments, Coleco, and Atari). In fact, Commodore’s own MOS Technology Inc. subsidiary manufactured many of the chips, most notably the 6502 CPU used in the Atari computer line and video game machines. Ultimately, it was a lose-lose situation for both Coleco and Atari, with the video game consoles unable to compete with the home computers and their own home computers failing in the market.
The Aftermath


The aftermath of the crash would be felt to this day. Mattel, Magnavox, and Coleco abandoned the video game business altogether. Many third-party video game developers went out of business. Coleco withdrew the Adam from the home computer market and never recovered from its aftermath, finally going bankrupt in 1989 (then purchased by Hasbro). Atari almost goes bankrupt itself and is sold off by parent company Warner Communications. Also, Atari will never again be the market leader of the industry (or anywhere close, for that matter). The most notable effect, which is still true today, will be the shift of dominance in the home video game console market from the United States to Japan. It all begins when the Japanese firm Nintendo seeks to market its video game console in the U.S., a bold move for a market where the industry had been pronounced dead. Little would anyone guess what an impact this product will have stateside…
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The Revival
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The Plan


Eager build upon the success of its popular Family Computer (Famicom) 8-bit video game console, Nintendo wanted to expand its consumer base beyond its domestic Japanese market. It would soon turn its attention to the larger American market. However, after the Great Video Game Crash, many Americans considered video games to be a passing fad that had come to the end of its lifetime. Since Nintendo was a new video game console manufacturer to the American market, it had to convince a skeptical public to embrace its new system. To reach this goal, Nintendo would cater to none other than best known name in the business, Atari. It entered into negotiations with Atari to release their console under the Atari name, but the deal eventually fell through, as Atari decided to concentrate on its own 8-bit console, the Atari 7800. Once again, Nintendo was left on its own (and once again, a bad move for Atari). Nintendo would eventually decide to go it alone and market its own product, making their bold plan all the more risky.

In June 1985, Nintendo presented its video game console at the Consumer Electronics Show (CES), renaming it the Nintendo Entertainment System (NES). Nintendo also had in place an elaborate strategy to market their product. First, in order to win over possible critics, it made the promise to buy back any unsold consoles from retailers. Second, distanced its offering from the image of the traditional American video game system. The console itself was completely redesigned, using a front loading cartridge slot which would hide the cartridge from view (similar to how a VHS tape is inserted into a VCR), and a more subdued gray colored case in order to give the unit a less "toy-like" appearance. Third, it was clear that in order for the NES to succeed, it couldn’t be viewed exclusively as a video game console, since many major retailers would have nothing to do with such a device, so Nintendo unveiled R.O.B. (Robotic Operating Buddy) at CES alongside the NES. R.O.B. was a little plastic robot that connected to the NES and interacted with an on-screen game. This convinced retailers that the potential for the NES was far beyond that of earlier video game systems. Finally, Nintendo hired Worlds of Wonder to market the NES.
The Successful Suprise
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That same year, Nintendo test marketed its system in New York City, quickly selling out of the initial 100,000 units. It was soon followed with a nationwide release. The NES was made available in two different bundles the full-featured "Deluxe Set", which included R.O.B., and the scaled-down "Action Set". The NES would go on to be an unprecedented success, establishing a larger user base in the United States than any of the previous consoles had, and would easily shatter the previous record set by the Atari 2600 back in 1982. The R.O.B., however, would not share the success of the NES that it helped to sell, with only two games ever made for it. This was not a problem for Nintendo, since it was more or less a gimmick to get retailers to sell the system. Against the odds, Nintendo had successfully resurrected the market for home video game consoles, and other companies, who wanted to cash in on the newly revitalized industry, would not be far behind.
The Industry Reborn
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While the NES was the undisputed king of the first console generation following the Great Video Game Crash, it was not without some considerable competition. Interestingly enough, Nintendo’s greatest competitor would not be Atari, but another newcomer to the industry, the Japanese firm Sega.
In June 1986, one year after the introduction of the NES, Sega released its own SG-1000 Mark III video game system in the U.S., renaming it the Sega Master System (SMS). Although the SMS was more technically advanced than the NES, it failed to reach the same level of popularity that the latter had attained. Reasons for its lack of success in the U.S. can be attributed the difference in game title availability for each system, the slightly later release date of the SMS, and Nintendo’s monopolistic third-party developer licensing agreement policy. Most of all, however, it was likely due to Sega’s own decision not to put too much effort in marketing the console in the Nintendo-dominated market (Nintendo held 90% of the market at the time). In 1988, Sega sold the rights to the SMS to Tonka, a very bad move since Tonka had never marketed a console and had no clue what to do with it (Sega would buy back the rights in 1990). Despite the fact the SMS did not fare too well in the U.S., it actually outsold the NES in Europe and Brazil. It also successfully established Sega as Nintendo’s primary rival.

The Atari 7800 was introduced in June 1984, an entire year before the NES was released. It was designed as a replacement for the floundering Atari 5200 and to reclaim Atari’s supremacy in the market once and for all. It was also able to address several of the Atari 5200’s short comings, including digital joysticks and backwards compatibility with the Atari 2600. It was also more affordable. Believing, as many did, that  the video game “fad” was over, the owner of Atari had the operation pulled a month after its release, and was re-introduced in 1986 after Nintendo proved otherwise. Although it sported a more advanced graphics chip than that of its competitors, its sound capabilities were considerably inferior. The Atari 7800 also suffered from a severe drought of decent software, setting a trend for all Atari systems released after the Great Video Game Crash.
The systems Nintendo Era (as the late 8-bit era is often referred as) would soon come to be under the shadow of the more powerful 16-bit machines, particularly the Sega Genesis and the Super Nintendo Entertainment System. Though it was the end of an era, it was only the beginning of the next series of the console wars, which rage on to this very day.
Conclusion

The experience of the early video game console industry is not only an intriguing story, but teaches some very important lessons about marketing as a whole. First of all one must be proactive rather than reactive in order to maintain a long run presence in a given market, as exemplified by Atari’s downfall. Secondly, overkill of a marketed good could kill the market altogether, as shown with the Pong-burnout episode. Third, issues involving poor quality control, consumer dissatisfaction, market shifting, and poor marketing strategies all contributed to what became the Great Video Game Crash. And last, but certainly not least, it’s not over until it’s over, with Nintendo’s revival of the industry a primary example.

As we fast forward to the present day, we see that the competition in video game console market is as fierce as ever. With the preceding analysis of the early market, it is interesting to see the current industry leaders treading on familiar dangerous ground. The overall quality of games has been suffering in recent years, as well as being produced in flooding quantities. Also, the leaders of the industry seem to be becoming more and more reactionary, going more or less in the same direction. Though it is highly unlikely that the video game industry will be assaulted in the form of home computers, the threat that they posed most certainly will. Only time will tell if the industry has truly learned from its past mistakes.
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