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Introduction 
The video game consoles industry has gone through many generations and is currently evolving into its eighth 
generation of consoles (as the holiday season is approaching – an opportunity to boost sales). Each generation 
denotes the change process as described in the adaptive cycle of change. First, a short summary is provided of the 
history of video game consoles (where did it start? where are we now?), divided by generations. Subsequently, we 
will dive into more detail on the seventh generation (described by the four phases of the Adaptive Cycle of 
Change), with specific focus on the three major industry players (i.e. Nintendo, Sony Computer Entertainment, and 
Microsoft). The seventh generation is highlighted by the disruptive nature of the motion gaming concept initiated 
by Nintendo’s Wii in 2006. This concept has changed the gaming industry definitively. Afterwards, we will 
analyze prevalent competitors who emerged in the industry that had a substantial impact on the revenues of 
existing players. Furthermore, these competitors have used new combinations to create even more innovative 
opportunities. Lastly, predictions about the next disruptive technology that will cause crisis in the video game 
consoles industry and lead to the ninth generation are discussed based on own creative insights. 
 
History of Video Game Consoles [1] 
A short summary of previous generations is given in the following table: 
Generation Important developments and changes 
First The Magnavox Odyssey was the first video game console, released in 1972. 

Nintendo’s first home consoles series were introduced: Color TV Game. 
Second Began in 1976 with the release of Fairchild Channel F. 

Atari 2600 integrated with a game joystick controller became the most popular game console 
of the second generation. 
Video game crash of 1983: characterized by flood of consoles, low quality video games, 
growing number of home computer users, many video game companies filed for bankruptcy. 

Third Started in 1983 by Nintendo’s release of the Family Computer as Nintendo Entertainment 
System (NES). The NES made video games popular again after the 1983 crash. 

Fourth Began in 1987 with the release of NEC’s PC Engine. However, this era was dominated by the 
rivalry between Super Nintendo (SNES) and Sega’s Mega Drive. 
Nintendo partnered with Sony to work on a CD add-on for the SNES, but the deal fell apart 
and Sony would use their work with Nintendo as the basis for their PlayStation game console. 

Fifth Started from approximately 1993 to 2001, and was dominated by Nintendo 64 and Sony 
PlayStation consoles. This era is most noted for the rise of fully 3D games and the transition 
from cartridge-based systems to CD-based. Born from a failed attempt to create a console with 
Nintendo, Sony’s PlayStation became the most popular system of the fifth generation 
consoles. 

Sixth This era is marked by a shift towards using DVDs for game media, which created games that 
have a longer duration and more visually appealing graphics. Furthermore, this generation also 
saw experimentation with online console gaming. 
Sony PlayStation 2 is the best selling videogame console in history (with 155 million units 
sold). Nintendo’s GameCube was released, and Microsoft released their first game console, 
the Xbox, in 2001. 

Seventh (focus) The features introduced in this generation include the support of Blu-ray Disc and HD DVD.  
Microsoft kicked off the seventh generation with the release of the Xbox 360 in 2005 (the 
motion gaming capabilities that were added later to this console is named “Kinect” – full body 
motion sensors). 
One year later, Sony PlayStation 3 was released (the motion gaming capabilities that were 
added later to this console is named “PlayStation Move” – motions tracked by camera). 
Most importantly, this era is disrupted by the introduction of Nintendo’s Wii with motion 
sensors in 2006 (latest addition to the Wii is the “Wii Remote Plus” with enhanced motion 
tracking and sensing). 

Eighth (current) Consoles in this era focus on further integration with other media and increased connectivity. 
Nintendo introduced the Wii U that uses a tablet/controller hybrid. Sony’s PlayStation 4 is 
featured with a “share” button to stream video game content between devices. Microsoft 
announced their next generation console, the Xbox One. 

 
Focus and Description of Analysis 
We are going to specifically focus on three major players in the video game consoles market during the seventh 
generation. These are namely: Nintendo, Sony Computer Entertainment and Microsoft. Nintendo has disrupted the 
video game consoles industry in 2006 with its first built-in motion sensor console, the Nintendo Wii, which 
initiated the motion gaming craze. We are going to analyze the disruptive change during the seventh generation 
based on the four phases of the adaptive cycle of change. The main questions covered are: 
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• Release: How did Nintendo’s Wii bring the market in a crisis situation? Why did Microsoft and Sony fail 

to create disruptive technologies? 
• Reorganization: How did Microsoft and Sony create new opportunities through new combinations? 
• Exploitation: How did Microsoft and Sony exploit these opportunities? 
• Conservation: How did Microsoft, Nintendo and Sony reach equilibrium (adapt to the change)? 

 
Industry Analysis – based on Adaptive Cycle of Change 
 
The phases Description in the context of video game consoles industry (seventh generation) 
Release From equilibrium to crisis: 

How did Nintendo’s Wii bring the market in a crisis situation? 
The equilibrium that was reached in the sixth generation is disrupted by the introduction of 
Nintendo Wii in 2006, which marks the beginning of the motion gaming craze. The Nintendo 
Wii has brought the market in a crisis situation, as this was the first console released with 
motion sensors installed in the controllers. The Nintendo Wii is of disruptive nature due to 
various reasons: 

• The Nintendo Wii used the new motion technology in its console. The Wii was 
technologically underperforming than its rival consoles (in terms of high-quality 
graphics), but boosted the fun factor with new motion technology. 

• Nintendo is a “late-comer” who stole the market away. They know that all they 
have to do is to produce a product (Wii) good enough in graphics performance 
but cheaper than what is on the market now. 

• Nintendo had challenged the prevailing business model of the video game 
industry and started to focus on creativity instead of technology. The video 
game industry had been focusing far too much on existing gamers and 
completely neglecting non-gamers. Nintendo has opted for a low-cost 
differentiation, focus was placed on occasional players and the business model 
was innovative (e.g. focus on health and fitness). 

 
Why did Microsoft and Sony fail to create disruptive technologies? 
Disruptive technologies introduce a very different package of attributes from the one 
mainstream customers historically value, and they often perform far worse along some 
dimensions that are particularly important to those customers. By staying close to lead 
customers, managers focus resources on fulfilling the requirements of those reliable customers 
that can be served profitably. Giving existing customers what they want reduces risk. However, 
strong customer focus inhibits creating disruptive technologies, as organizations need to be 
aware of new technologies that do not initially meet the needs of their mainstream customers. 
Hence, Nintendo shifted its focus from “hardcore” gamers to casual gamers (non-gamers) in 
order to tap a greater market. Because Sony and Microsoft focused too much on their existing 
customers, they failed to create disruptive technologies. Sony and Microsoft kept on focusing 
on proposals that were most profitable, thus they ignored emerging markets. Also, due to its 
limited resources and its high cost-structure to sustain technology, it is often hard to create 
disruptive technologies. 

Reorganization From crisis to new combinations: 
How did Microsoft and Sony create new opportunities through new combinations? 
When faced with disruptive technologies, the available strategic response for Microsoft and 
Sony is to respond to the innovation by adopting it and creating new combinations with 
available technologies. Through reorganization and new combinations Microsoft and Sony 
were able to create new business opportunities that did not exist before. Because it is 
impossible to realize all opportunities, it is necessary to make a choice. This choice demands an 
actual decision from the management, which will often lead to an uncertain result. Hence, we 
move on to the next phase of the adaptive cycle of change: exploitation  entrepreneurship. 

Exploitation From new combinations to entrepreneurship: 
How did Microsoft and Sony exploit these opportunities? 
Sony decided to join the motion gaming market by launching its PlayStation Move motion 
controller, of which its position is tracked using a PlayStation webcam – motion-tracking 
camera technology. Microsoft went one step further and chose to launch Kinect, in which it 
uses full body motion sensors to capture the body movements of the players without the need to 
touch a game controller. As a consequence of these innovative developments, Nintendo reacted 
with the launch of Wii Remote Plus, which is basically the same Wii controller but incorporates 
a gyroscope that helps capturing complex motion more accurately. 

Conservation From entrepreneurship to new equilibrium: 
How did Microsoft, Nintendo and Sony reach equilibrium (adapt to the change)? 
A new stability is achieved due to the motion gaming capabilities installed in their consoles 
(see Figure 1), thus, all three major players in the industry are adapted to the change towards a 
motion gaming era. These adaptive cycles of change is an ongoing process and these 
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organizations need to be prepared for an unknown future (e.g. by empowering employees) in 
order to handle unforeseen circumstances. 

 
Figure 1: Motion Gaming Capabilities in Nintendo Wii, PlayStation 3, and Xbox 360 

 
Other Prevalent Competitors in the Video Game Consoles Industry 
Back in the old days, video games often competed with PC games on quality and graphics. Nowadays, 
organizations in the video game industry need to be aware of new gaming devices such a smart phones and tablets 
developed by Apple and Samsung. Their platforms are overloaded with game applications that are less expensive 
than video games or even free of charge. Mobile and tablet gaming also adapted to the era of motion gaming due 
to incorporated touch-screen and gyroscope that can track movements. Furthermore, an innovative product called 
Leap Motion also participates in the motion gaming era by presenting a gesture controller that uses hand and finger 
motions as input to Mac and PC games, requiring no hand contact or touching. 
 
The Next Crisis? – Own Insights 
The next disruptive technology in the video game consoles industry could be the introduction of holographics in 
video games. The ninth generation might be characterized by the beginning of the holographic gaming era. I 
strongly believe that holograms will be the future standard in video games. As Microsoft is currently developing 
holographic video conferencing tools [2], implementing this technology in its Xbox console might not be far from 
happening. Furthermore, Sony also showed the world just how close we are to genuine 3D holographic TVs with 
the exhibition of their RayModeler 3D Holo Display [3]. This feature might be soon introduced in its PlayStation 
console. In addition, Nintendo is also experimenting with holographic technology through a glass prism with 
projected 3D holographic images [4]. All in all, we can assume from these examples that these organizations are 
working towards the hologram future. 
 
References 
[1] Wikipedia. 2013. Video game console. www.wikipedia.org. 
[2] McCallion, J. 2013. Microsoft developing holographic video conferencing tools. www.itpro.co.uk. 
[3] Author unknown. 2010. Sony RayModeler 3D Holo Display. www.holo-tv.com. 
[4] Ashcraft, B. 2011. Nintendo’s Hologram Is A Vision Of The Future. www.kotaku.com. 
 
 


