Competitors Analysis

In porter’s five forces model for Xbox, suppliers and customers have little power over Microsoft. Substitutes, like general-purpose PCs, have a much smaller market share than consoles on games market (Table 1), because they are not optimized for playing games. The impact of potential entrants is not clear now, but as game console emerges as a device with gaming, home entertainment and PC capabilities, dominant players in each of these industries would like to move into this space as Sony and Microsoft have done. Currently, the ones that have strongest power over Xbox are those competing with it directly.










Fig1. Porter’s five forces model for Microsoft Xbox

Industry participants

There are many companies in the game console industry. Major players are Sony and Nintendo. Sega was a major player. Microsoft is a new player in this industry. But it is quickly perceived as one of the major players. There are also some smaller players in this industry.

Main Competitors

Main competitors for Microsoft in game console industry right now are Sony and Nintendo. A comparison of their newest products is given in Table 2. 

SONY is currently the market leader in game console industry (Figure 2). Its PlayStation has taken a lion’s share of the console market. This makes SONY a household name in the industry. PlayStation 2, its sequel, rides on top of this wave and has been on the market a year ahead of similar products from Nintendo and Microsoft. Sony’s strong brand name in both game console and home electronics industries makes it well positioned for the market for future game consoles, which will be “all-in-one” devices supporting gaming, home entertainment and web browsing. Sony has partnership with AOL, Real networks (to include real player in PS 2) and almost every major game publisher.


Nintendo has always been a strong player in console industry. It is second to Sony in terms of total game console unit sales from 1995 to 2000 (Table 3). Its GameCube, to be released this fall (about the same time as Xbox), is priced at $199, $100 below PS2 and Xbox’s prices. The big difference in prices allows Nintendo to target at low end of the market: young kids from 7 to 16, who can not afford more expensive models, and who don’t require as many features as the more mature age groups.
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Microsoft’ Xbox is Microsoft’s first entry into game console market. But aggressive marketing by Microsoft has resulted in a wide awareness of this product in gamers’ community. Xbox tries to beat PlayStation 2, released a year ago, in every feature, hoping to compensate for its late entry and grab some market share from Sony. But during the past year, Sony is also adding new features to PlayStation 2 to defend its market lead. For example, Sony has added hard disc drive bay and expansion unit for broadband connection to its PS2 North America models. So Xbox is not very differentiated from PS 2 in terms of features. Furthermore, gamers are more interested on content, rather than hardware specification. Microsoft is also notorious for over using hardware resources in its operation systems, which leads to users to suspect that the use of more advanced hardware in Xbox doesn’t necessarily result in higher performance, and is more likely due to Microsoft can not do the same thing Sony does with same simple hardware. The fact that Microsoft follows the price set by Sony makes it vulnerable as well. Sony, who has been in this industry much longer than Microsoft, and whose PS2 has entered market one year before Xbox, has much higher operation efficiency. Microsoft is in quite an awkward position when competing with Sony. But a good move made by Microsoft is to partner with Sega, who has just abandoned new console development.
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Some recommendations (from me)

1. Microsoft should take advantage of its strong brand name in PC industry. This is especially important in light of game console’s transition from purely hardware for playing games to a PC -like device! Microsoft should emphasize its strength in PC industry in its marketing. It also needs to lay out a long-term road map of game console towards PC, and convince gamers the future game console will be a PC with Microsoft’s operating systems (win the battle of operating systems!). So gamers can be aware of the switching cost early on, which will prompt them to switch to Microsoft’s platform.

2. In lieu of the strategy above, Microsoft should focus on delivering features closely related to PC, or features accelerating the console’s transition to PC. For example, web browser. Microsoft should also target at more mature age groups than Nintendo, or even Sony (Adults). These age groups have little exposure to games so far and represent huge market segments Sony has not reach. By introducing more features targeted at these groups (like home entertainment, web browsing), Microsoft can cross the chasm and hit the mass market.

3. Microsoft needs to acquire some smaller players in game console industry to develop products that are differentiated from Sony’s.

4. Microsoft needs to keep a close eye on Linux’s role in game console and figure out as soon as possible whether game console industry is moving towards close system or open system.

5. Microsoft has partnership with Sega, which is a very good strategy that allows it to move into game console market much quicker and with more credibility and more support (on games). Following the same strategy, it would be nice if it can partner with Nintendo to fight against Sony, the biggest threat to both.

6. Microsoft should position Xbox as a PC with other capabilities like gaming and home entertainment, rather than a game console with PC capabilities.

7. Games are key to the success of game consoles, just like the software is the key to PC. Microsoft should use its strength in software development and its close relationship with game developers to add value to Xbox. At the same time, the threat from open system like Linux is clear here (Indrema, a startup who is using Linux as the operating system for game console, was dead due to lack of funding. But it has created quite excitement in the game developer’s society)

Tables:
Table1: (source: PC Data)

Dec 2000 market share of games   

PC games


23%

$30 million

Console games

77%

$110million

Table 2: Products Comparison: 

	
	PlayStation 2
	GameCube
	Xbox

	Processor
	128-bit “Emotion Engine” 300MHz, FPU co-processor, max bus transfer rate 3.2GB/s
	IBM PowerPC “Gekko” 485MHz, max bus transfer rate 2.6GB/s
	Intel Pentium III 733MHz, max bus transfer rate 6.4GB/s

	Graphics
	150MHz,

70 million polygons/s
	162 MHz,

12 million polygons/s
	Nvidia GPU 250MHz, about 125 million polygons/s

	Game medium
	47.GB DVD, CD
	1.5GB optical disc
	4.7GB DVD

	Controller
	2 controller ports, controller included
	4 controller ports, wireless controller
	4 controller ports

	RAM
	32MB
	40MB
	64MB

	Network
	56k modem, expansion unit for network interface
	56k modem (to be replaced by broadband modem)
	Ethernet port

	Other features
	Two memory card slots, optical digital output, two USB ports, FireWire port, type III PCMCIA card slot, support for audio CD and DVD-Video, 3.5” hard disc drive bay
	Handle for carrying, two slots for 4MB memory cards or a 64MB SD-Digicard adapter, high-speed parallel port, two high-speed serial ports, analog and digital av outputs
	8-GB built-in hard drive, 5X DVD drive, 8-MB removable memory card, expansion port
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Fig 2 Projected 2001 market share of game consoles in north America by vendor (Source: UBS Warburg LLC)

Table 3: (Source: In-Stat January 29,01)

1995-2000 game console unit sales

Sony 


47%

Nintendo

28%

Sega


23%

Other 


2%

Table 4: Source: Forbes
8/6/01

2001 forecast sales of consoles (world wide)

Sony playstation 2
20 million units
$65billion 

Xbox


1.5million units
$24billion
 

Table 5: Source: PC Data   2/20/01 

market share of game consoles by vendor

As of Dec 2000, 

Playstation  

37%

Nintendo 

23%

Game boy color 
21%

Dreamcast 

11%

Playstation 2 

8%

Table 6: Source : In-Stat (1/22/01)

Forecast market for video game consoles  

From $4.1 billion in 2000 to $7.8 billion in 2004, 17.4% AGR
Industry Rivalry:


Sony, Nintendo, etc.





Suppliers:


Intel, nVidia and other HW components suppliers





Customers:


End users and game publishers





Alternative Products:


PCs, game machines, calculators and cellular phones (with built-in games), etc. 





Potential Entrants:


PC and home electronics manufacturers, handset makers, etc.
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