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			advance praise for The insider's guide to innovation at microsoft

			 

			“The gods must be crazy: I’m giving a blurb to a book about innovation at Microsoft. But this book provides a comprehensive look into the mechanisms and mindsets that have driven Microsoft’s continuous reinvention and sustainability. By revealing insider strategies and first-hand insights, this guide equips readers with the tactics Microsoft has used to enhance its edge, influence, and market cap.”

			—Guy Kawasaki, Chief evangelist of Canva, 
former chief evangelist of Apple, and host of the Remarkable People podcast 

			“This isn’t just a book—it’s your golden ticket to Microsoft’s factory of creativity and constant learning. Full of case studies on how to innovate well, you’ll need not just one, but two highlighters. If you’re ready to dive into a world of self-disruption where innovation is as natural as breathing, come on in, the water’s fine! Crisp, clear, captivating.”

			—Whitney Johnson, bestselling author of Disrupt Yourself, CEO, Disruption Advisors, co-founder of Clayton Christensen’s Disruptive Innovation Fund 

			“Similar to the way Blue Ocean Shift guides the implementation of Blue Ocean Strategy, The Insider’s Guide to Innovation at Microsoft unlocks the innovation playbook at the heart of Microsoft.” 

			—Renée Mauborgne, Professor of Strategy and Co-Director of the INSEAD Blue Ocean Strategy Institute, coauthor of Blue Ocean Strategy, Blue Ocean Shift, and Beyond Disruption. 

			“This book delves into how Microsoft has transformed its entire value chain, from organizational structures to customer engagement strategies, to drive sustained innovation and create significant value. It is a compelling read for anyone looking to understand how to build a robust innovation strategy.”

			—Gary P. Pisano, the Harry E. Figgie Jr. Professor of Business Administration at the Harvard Business School and author of Creative Construction: The DNA of Sustained Innovation 

			“My time at Microsoft was marked by rapid transition: from Balmer to Satya, license to usage, disk to download, on-prem to online. But Microsoft has always been evolving, often in ways not seen by the public...until now. Carignan and Garbin have collected case studies from across Microsoft eras to open the curtain on what makes the world’s most fundamental tech company so successful.”

			—Matt Wallaert, MattWallaert.com, Founder at BeSci.io, Author of Start At The End: How to Build Products that Create Change 

			“The Insider’s Guide to Innovation at Microsoft could easily be titled ‘The Insider’s Guide to Making Amazing Things Happen Anywhere.’ It offers a rare, behind-the-scenes dissection of how one of the world’s most successful companies activates the kind of entrepreneurial spirit and behavior needed to achieve transformative results.” 

			—Kaihan Krippendorff, Founder, Outthinker Networks and author of Driving Innovation from Within: A Guide for Internal Entrepreneurs 

			“[It’s] not just a collection of success stories; it is a comprehensive guide to building an innovative culture that prioritizes both technological advancement and social good. Whether you are an entrepreneur, a C-suite member or a changemaker, this book will inspire you to integrate purpose into your innovation strategies and build a legacy of profitable positive impact.” 

			—Susan McPherson, Founder and CEO of McPherson Strategies, Author of The Lost Art of Connecting 

			“The Insider’s Guide to Innovation at Microsoft offers a vital blueprint for educating the next generation of responsible business and technology leaders. It bridges the gap between academic theory and real-world practice, making it an indispensable resource for business schools committed to developing leaders who can drive both innovation and positive societal impact.”

			—Cary Krosinsky, author, Senior Advisor,
Co-Founder Sustainable Finance Institute and Lecturer at Harvard, Brown, Yale, and NYU 

			“What makes The Insider’s Guide rare and essential is that its authors have actually lived successful innovation for decades, seen it in its many forms and functions, and distilled in its pages the patterns and insights that move us from theory and myth into the reality of what it takes to thrive in this necessary human pursuit. The Insider’s Guide is a must have, must read.” 

			—Larry Robertson, Founder, Innovation Advisor Lighthouse Consulting, Award-winning author of The Language of Man and Rebel Leadership 

			“We often celebrate grand ideas and breakthrough moments, but we tend to underestimate how true innovation results from consistent, daily practices. Dean Carignan and JoAnn Garbin have beautifully decoded the innovation process, making this book an essential guide for every leader and entrepreneur.” 

			—Dr. Ieva Martinaityte, Creativity Scientist, 
Author of Productive Creativity Method, 
and Workplace Creativity Professor 

			“Innovation and sustainability are inextricably linked. Building regenerative or net positive businesses is the next great evolution of business, and The Insider’s Guide to Innovation at Microsoft provides some much-needed advice on the innovative mindset and practices that get us there.” 

			—Andrew Winston, leading advisor, speaker, and 
bestselling author on strategy and sustainability
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			This book is for all those who dare.

			We believe innovation is value creation, and we worked tirelessly to write a book worthy of that definition. We hope you keep it no more than an arm’s length away on your desk next to your other cherished reference manuals, full of underlines, notes in columns, dog-eared pages, asterisks, question marks, and exclamation points. We hope you will pick a tool or two and practice with them. Above all else, we hope in some small way that we empower you to innovate more. We’re excited to share Microsoft’s stories with you and grateful you took the time to explore them with us.

			Onward!

		

	
		
			 

			 

			 

			Rudolf Diesel, on the differences between ideation, invention, and innovation:

			“The origin of an idea is the happy period of creative mental work; when everything seems possible because so far it has nothing to do with reality.

			The carrying out is the time for preparing all the means that will assist in the realization of the idea; still creative, still happy, the time when natural obstacles are overcome; from which one emerges steeled and exalted even when beaten.

			The introduction is a time of struggle against stupidity and envy, apathy and evil, secret opposition and open conflict of interests, the horrible period of struggle with man, a martyrdom even if success ensues.”

			Die Entstehung des Dieselmotors, Berlin, 1913

		

	
		
			Foreword

			Innovation is often discussed in sweeping and vague terms, overshadowing the underlying forces that drive and sustain it. At its heart, innovation is fueled by deep curiosity and active imagination, energized by optimistic visions of possibilities. However, even the most brilliant ideas first crystallize at a considerable distance from real-world impact.

			Bridging the gap between great ideas and innovations requires that promising proposals and initiatives are nurtured and recognized within a dynamic, supportive, and learning organization. Innovation must be encouraged at every level and embodied by colleagues and leaders alike.

			I joined Microsoft in 1993 after my AI startup, launched as I neared completion of my doctoral work at Stanford University, was acquired. As a young entrepreneur, I was concerned that the inventive spirit of our team might be dulled by joining a large organization. As we formed one of Microsoft’s first AI research teams, I recall telling my co-founders that we’d strive to maintain our innovative edge and view Microsoft as “our new startup.” I have not been let down.

			Over the past three decades, I have had the exhilarating experience of both witnessing and contributing to numerous innovative journeys at Microsoft. Throughout my tenure—spanning multiple leadership roles at Microsoft Research to my current position as Chief Scientific Officer—I’ve collaborated with three CEOs and countless leaders, engineers, and researchers. I can confidently say that Microsoft’s commitment to innovation has been unwavering, rooted in its earliest days and continuing robustly today.

			Sustaining such a rapid pace of innovation over five decades merits close examination. The Insider’s Guide to Innovation at Microsoft provides a unique opportunity to explore the fertile ground and dynamics that inspired some of Microsoft’s most groundbreaking products and services. The insights are especially valuable for those in the technology sector but also hold broader appeal, with lessons applicable across various fields and organizations.

			Co-authors Dean Carignan and JoAnn Garbin draw upon their rich experiences in innovative environments to offer insights and lessons. Dean’s career, spanning multiple sectors including 20 years at Microsoft, reflects his work on strategic initiatives like Xbox and his support of AI efforts at Microsoft Research. Currently, Dean leads frontier projects for the Office of the Chief Scientific Officer. JoAnn brings a wealth of entrepreneurial experience at the intersection of sustainability and technology, working with companies large and small. Over the past 15 years, she has focused on distilling lessons from innovators and developing best practices for individuals and teams.

			Dean and JoAnn’s complementary backgrounds enrich the narratives and analyses presented in the book. Through a set of informative case studies, they recount some of Microsoft’s most significant achievements over its nearly 50-year history. They share captivating stories of innovation, illustrating how teams seized opportunities and overcame challenges. Leveraging extensive research and in-depth interviews, the authors uncover behind-the-scenes forces that enabled major accomplishments.

			The Insider’s Guide to Innovation at Microsoft is not only a fascinating journey through Microsoft’s impactful achievements but also a compilation of valuable lessons relevant to innovation in any field. Whether you’re a tech enthusiast or a curious learner, these histories and reflections are sure to provoke thought and inspire you.

			 

			Eric Horvitz, July 2024

			Redmond, Washington

		

	
		
			Introduction

			Imagine it.

			It’s the year 2000, and you work at Microsoft. You are part of the team working to establish a video game console business. To say your project is on life support would be generous—being on life support means at least some of your systems are operating properly. Your prototype, on the other hand, is held together by duct tape and chewing gum and seems to only work when it feels like it. You are widely expected to fail, not just by your competitors and the entire gaming community but also by many skeptical peers within Microsoft. You have a tiny team and less than 18 months to roll out your nonexistent platform globally—a feat that typically takes industry giants like Sony and Nintendo at least five years to accomplish.

			At this point, you find yourself about to sit down face-to-face with Bill Gates and Steve Ballmer, two of the fiercest and most successful technology leaders in the world. With no more than a preliminary plan in hand, you’re going to look them in the eyes and tell them that you are not going to use Microsoft’s flagship operating system. And while, yes, incorporating Microsoft Windows was a direct ask by BillG himself, you’ll explain that you know better. Windows, while perfectly suited for office productivity, is too bloated and slow to give gamers the experience they expect.

			But that’s not all.

			Not long after, your team will insist to Microsoft leadership that you don’t want the Microsoft logo anywhere on your packaging—that any association with the company would be lethal to the street cred you are looking to build with your audience. After all, Microsoft conjures images of cube farms, fluorescent lighting, and office parks. Microsoft is calendars, spreadsheets, emails, and word processing—the furthest thing possible from the freedom and adventure of gaming.

			On top of all that, this is all unfolding after BillG has publicly stated that Microsoft makes software and everything else is a distraction. The man across the table from you knows better than anyone on the planet that software is a low-cost, high-margin product. On the other hand, hardware is very expensive and has a very low margin. In fact, gaming companies typically sell their hardware at a loss, hoping to recoup their investment in the sale of video games. Yet there you are, insisting that the only way to succeed is to build your own console. Not only that, but you also plan to do so without leveraging any of the existing hardware Microsoft already uses for its computers. Forget cost efficiencies; you need to design and build every detail from scratch to have a shot at attracting gamers.

			Now, one may ask, how did any of these meetings end in any other way than with your entire team being escorted to the parking lot by security, your personal effects piled up unceremoniously in cardboard boxes? More to the point, how did your team convince BillG and SteveB to invest a billion dollars against all odds and obvious reasoning?

			That’s a story about a team and a product and how both evolved across two decades. The Xbox case is one of seven case studies shared in the first half of this book. Each chapter explores a unique tale of innovation, starring a different cast of characters who work to overcome a specific set of challenges.

			On its own, each chapter seems one of a kind. But when examined as a whole, four patterns of practice emerge that are explored in the second half of the book. Together, these patterns describe how innovation happens at Microsoft. Not just day in and day out and year in and year out, but also with everyone and across every aspect of business.

			Why This? Why Now? Why Us?

			The world is full of books on innovation. From Peter Drucker’s Innovation and Entrepreneurship—published in 1985 (and still relevant)—to the thousands of books on creativity, problem-solving, and collaboration published since—like The Innovator’s Dilemma, Zero to One, The Lean Startup, Seeing Around Corners, and topical analyses like Net Positive and The Age of AI. These books explore different facets of innovation across companies and industries. Many of these books are referenced throughout this one. Each contains great examples of frameworks, tools, and stories.

			This book differs in two key ways: the subject and the authors.

			Rather than explore patterns of innovation across the top of many companies—like many other books do—the chapters that follow delve deeply into just one company. Why Microsoft? For one, it’s the most diversified tech company on the planet—it’s active in a wide array of categories, from enterprise software and consumer devices to social media and large infrastructure. In essence, it’s many companies in one, but the shared parent organization provides a common denominator for the analyses.

			April 2025 marks 50 years since the founding of Microsoft. Over those 50 years, there have been only three CEOs: Bill Gates, the trailblazer who wanted to put “a computer on every desk and in every home,” a goal that has been largely realized; Steve Ballmer, the competitor with a win-at-any-cost ethos that, ironically, led to some significant losses; and Satya Nadella, the transformer who recognized that all innovation starts with how people work together. Three distinct eras of leadership of one organization with hundreds of innovative efforts to be explored.

			Microsoft is also one of the most valuable companies in the world and has been for most of its 50 years. These factors—a wide range of innovative challenges and opportunities in one company over many years—combine to provide fertile ground for the study of innovation and the development of transferrable practices.

			This kind of exploration is possible only because the authors are Microsoft insiders, the second distinction of this book. Dean and JoAnn are innovators, still leading from the core within Microsoft. They are actively managing people and programs, sleeves rolled up; leading strategy and execution; and living through the emergent realities that Diesel so acutely captured in the opening quote.

			This book started as a conversation between peers who had much in common despite traveling two very different paths. At the time, Dean was a 17-year veteran at Microsoft—a repeat intrapreneur with deep institutional knowledge and firsthand experience with several of the company’s most innovative organizations. JoAnn was just one year in at Microsoft but had a career’s worth of entrepreneurial insights from building four profitable businesses and countless programs and products. As Dean and JoAnn swapped stories from their careers, they realized they had encountered many of the same challenges and learned many of the same lessons. Over the course of a year of conversations, they became fascinated with learning how innovation actually happens at Microsoft, and they formed three hypotheses.

			The Hypotheses

			There are innovation truisms that are consistent from one initiative to the next.

			Dean and JoAnn began to suspect there were a series of red threads that ran through every innovation. Did it matter if it was hardware or software? Did it matter if it was an evolution of an older product or if it was a brand-new business? They decided it was worth the effort to find out. They committed themselves to learning everything they could by talking with people throughout the company, from the highest levels of management to the junior team members on the front lines.

			These truisms would be valuable to others in Microsoft.

			If there are, in fact, truisms that exist within every kind of Microsoft innovation, then sharing this news would benefit every Microsoft employee. Dean and JoAnn started summarizing and organizing their insights in a way their peers could use to navigate the creative process. As they worked, they imagined the lessons could take the form of a book given to all employees. They thought of it as a collection of cheat sheets or recipes: The Microsoft Innovation Cookbook, so to speak.

			The truisms transcend Microsoft and would be universally valuable to anyone, anywhere.

			The more they heard, the more they realized that the lessons filling their notebooks had little to do with the technologies—and everything to do with the people who created them. Shining examples of brilliant management. Unfortunate judgment calls. Operational prowess. Strategic misses. Trial. Error. Success. Failure. Few companies have Microsoft’s resources and technologies, but every company has people. And every company lives or dies by its people’s ability to adapt and thrive at the relentless pace of change. Which meant this wasn’t just a Microsoft Innovation Cookbook after all. Any innovator in any industry or company of any size could apply the insights amassed in this book to their own business.

			The Cases

			To the outside world, many of the people in this book are legends. Icons. Pioneers. But to Dean and JoAnn, they’re coworkers. Normal, everyday people who share the same halls, coffee makers, parking spaces, and conference rooms. This kind of proximity gave the authors everyday access. Their primary method of investigation was interviews. A lot of interviews. They recorded the firsthand recollections and perspectives, faithfully embracing the personal narratives. Then they carefully researched and fact-checked each to provide context and to create an objective account of what happened. The interviews led to seven case studies, each exploring a different dimension of innovation.

			Xbox

			Cultivating a Culture of Innovation

			In a company of roughly 120,000 people focused predominately on software, a small group of Microsoft employees banded together with the dream of building gaming hardware. Before they made a single product, the Xbox team created a culture. At first, it was easy. Just a handful of hardcore gamers whose lives revolved around their obsession. They naturally had a shared vision. Shared values. Shared commitment. Shared accountability. But as their ranks began to swell, the Xbox leadership team had to work to preserve what made its core group dynamic unique. A culture so tenacious that it convinced a productivity software company to make gaming hardware. A culture so alluring it attracted top talent who would have scoffed at the idea a year before. A culture so shrewd it not only managed to undermine competitors with decades more industry experience—and change the very business model of gaming—but also reconfigured itself, repeatedly, to become one of the most powerful players in the gaming world today.

			Visual Studio Code

			Embracing the Innovator’s Dilemma

			No matter how robust your share of the market is, no matter how deeply ingrained your product is in the hearts, minds, and lives of its users, change is looming. Typically, disruption comes at the hands of a rival company, a startup with a new idea, or a trend the incumbent company simply failed to recognize. But what if that disruption was carefully nurtured and orchestrated from within the same corporate walls? Visual Studio Code is the story of an upstart coding tool created for born-on-the-web developers that brought this emerging customer group into the Microsoft fold alongside its longstanding base of Windows developers. It is a story of self-disruption and integrated construction for mutual value creation.

			Microsoft Office

			Unlocking Value with Strategic Design

			If it ain’t broke, don’t fix it. No need to reinvent the wheel. Don’t rock the boat.

			There’s no shortage of folksy advice on leaving things well enough alone. In 2018, Microsoft Office generated $30 billion in revenue—more than “well enough” by any measuring stick. The boat didn’t need rocking. The wheel didn’t need reinventing. So why did the Office team take on the enormous task of overhauling the pervasive productivity suite? More to the point, why did they reimagine the internal structures that served them so well for so long? And how did they do it? Office is a case study of how to bring design into the process earlier, build stakeholder consensus from start to finish, and define success in terms of end-user value.

			Cognitive Services

			Overcoming Defeat Through Extreme Collaboration

			In 2016, the race to artificial intelligence (AI) was well underway, and Google and Amazon were the heavily favored frontrunners. Then, seemingly out of nowhere, Microsoft surged forward, making monumental strides in six areas that had confounded AI scientists for decades.

			To add even more intrigue to this unlikely story, it wasn’t a well-heeled team with bottomless depth and budget that pulled off this feat. It was a small team of mainly junior-level talent. Learn how their hyper-collaborative approach to innovation connected talent from seven lines of management to create a new product category—AI as a service—that has since become one of the largest and most well-funded businesses in Microsoft.

			Microsoft Research

			Building Bridges to the Future

			Stories of missed research opportunities have become cautionary tales for all corporations. A Kodak researcher is credited with inventing the first digital camera, but the company decided not to adopt it. Xerox’s Palo Alto Research Center developed a wide range of technologies that Apple and Microsoft then used to dominate the personal computer market. Why is it so hard for the same company to invent and innovate? And what did the Microsoft Research (MSR) team do to succeed where so many other labs have failed? Moreover, how did MSR balance this commitment to commercialization while making some of the most significant contributions to basic research of any contemporary corporation?

			Bing

			Leveraging the Underdog Advantage

			In the annals of Microsoft, Bing emerged as a modern-day David, going into battle against Goliath not with a sling and stone but with zeroes and ones. Its colossal adversary, Google, with its daunting 90% stronghold on the search market, loomed as a titan among titans. Bing’s tale is about more than defying the odds; it’s a lesson in strategic tension—and proof that there’s room for an underdog to rise even in the land of giants by thinking innovatively in every aspect of business.

			Responsible Innovation

			Moving Fast Without Breaking Things

			Move fast and break things is a catchy phrase. But it’s also bad advice. The reward isn’t worth the risk when everything from people’s data privacy to the environment is at stake. Over the years, Microsoft has developed techniques to move fast without breaking things like security, privacy, accessibility, responsible AI, and sustainability. Although each area of focus carries its own specialized considerations, all of them have one thing in common: the best results happen when responsible practices are incorporated from the beginning.

			The Patterns

			Many common threads are woven through the seven case studies, but these four patterns add something new to the ongoing dialogue on innovation. Together, they create the foundation of a repeatable, scalable innovation practice that transcends time, technology, and industry.

			Pattern #1: Innovating Every Day

			Making Innovation Standard, Structured, and Reliable

			Throughout history, there are those rare occasions when a truly disruptive advancement came out of the blue, a complete surprise to even the person credited with the breakthrough. The problem is, sitting around hoping that something brilliant will land in your lap isn’t exactly a sound business plan.

			What you can do, however, is make innovation an intentional and repeatable process. It’s possible because it’s been done time and time again. At Microsoft, innovation is more than encouraged. Leaders ensure it happens by establishing the language, metrics, tools, and processes needed to turn innovation into a regular, disciplined practice.

			Pattern #2: Innovating Over the Years

			Achieving Continuous, Adaptive Innovation

			“Build a better mousetrap and the world will beat a path to your door.” Not quite. Before the world can beat a path to your door, you need to methodically validate that the invention works as conceived. You need to find a manufacturer to mass-produce and package parts. You need to market your product effectively. Oh, and most importantly, you need to get back to work on an even better mousetrap before a competitor comes along and steals your cheddar.

			The moment of invention is rarely the end of the hard work; it’s just the beginning. It doesn’t matter how big your team is or which industry you’re in. All innovators travel the same, well-beaten path from the start of the innovation process to the point when someone or something disrupts their success, and the process starts again. The adaptive lifecycle has no end—unless, of course, a company becomes rigid and gets left behind forever. Each of the Microsoft teams studied recognized and adapted to the distinct stages of the innovation lifecycle, from ideation through scaling and maturity. Each stage has unique challenges and opportunities, necessary roles and skills, and critical moments for transition, acceleration, or cause for pause.

			Pattern #3: Innovating With Everyone

			Igniting Change by Leading with Emotion

			Understanding the innovation process is critical to consistent success. So is understanding the fundamental nature of humans. Despite how rational we might believe ourselves to be, we are all emotion-led animals. Basic human needs—like a sense of belonging or accomplishment—are very much in play in a collaborative process. Engaging your stakeholders early, often, and with empathy allows you to quickly understand what’s most important to each group—and what’s needed to get your innovation out into the world. It also gives you the gift of turning potential adversaries into advocates.

			Just be warned, this is an everything-everywhere-all-at-once effort. It encompasses research, engineering, design, communications, and customers. It involves vendors and peers and company leadership. It occurs within your own walls, at third-party offices, and in the world at large. Thankfully there is a well-established method for guiding people along the path from nothing to something to scale—and that journey starts with emotions.

			Pattern #4: Innovating More Than Technology

			Transforming the Entire Value Chain

			If it takes a village to raise a child, it takes an entire value chain to bring an innovation to life. There are the upstream activities, which involve developing an innovation from an idea to a viable product, and the downstream efforts, which ensure the product is brought to market in a way that customers value.

			No matter where it takes place in the value chain, if a team is forced to work within outdated, rigid, and stagnant practices, it’s unlikely they will deliver innovative outputs. Everything changes when teams have the time, space, and authority to transform the underlying processes. They share the same focus. Reward the right behaviors. Build enduring relationships. Generate high quality feedback. And get to the most valuable outcomes more predictably. These are the innovations behind the innovations.

			These insights are also the final pieces needed to achieve around the block innovation; a concept visualized in a framework shared here for the first time outside of Microsoft—the Pasteur-Pisano Innovation Configuration. It is the culmination of everything presented in this book and, with practice, can be used to guide your teams into new dimensions of value creation.

			How To Read This Book

			You can read it from cover to cover or start with the patterns and then read the case studies for more context. Start with the case study that most appeals to you or flip to the end of each chapter to review the key takeaways first. There are tools and insights on nearly every page and cross-references throughout. Choose your own adventure!
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			Xbox

			Cultivating a Culture of Innovation

			Dragons and aliens; space marines; epic adventures with heroes, villains, triumphs, and losses—the world of gaming is a world of visual storytelling. Beneath these tales lies something harder to render, an amorphous concept that shape shifts depending on the context in which it’s discussed: culture.

			For some, culture might evoke ideas of corporate retreats and team-building exercises. For others, it might be the art, music, and fashion of the times. At its core, whether in professional or private life, culture is about our shared values, beliefs, and behaviors. It emerges not from grand declarations or isolated events but from the many interactions of living and working together, from the language and imagery we use to the decisions and things we make.

			Exploring the Microsoft Gaming (Gaming) journey through this lens of culture uncovered repeatable, transferrable tools and strategies of innovation. Starting with Xbox, Gaming has manifested its love for gaming, gamers, and game developers for over two decades. Although their business might be focused on fun, they are serious about how they enable it. As Phil Spencer, the CEO of Gaming, explains, “For us to do our best work, we need our work environment to function well. If the core mechanics of our own teams and our own internal cultures are broken, everything stumbles.”1

			Let’s look at when, why, and how the Gaming team succeeded, stumbled, and transformed.

			Xbox: Innovating the Gaming Experience

			Xbox was started by a small team of gamers—not just people from the gaming industry, but the kind of avid gaming fans who play every available second of the day and night. The early Xbox team spent long hours at the office designing the platform. When the day was over, they stayed late into the evening, bonding and dreaming as they played video games together. When they took breaks from playing video games, it was to talk or to read about video games.

			They loved gaming.

			But that’s not why Bill Gates and Steve Ballmer invested in them. In fact, it was the opposite. Bill and Steve feared gaming. In the late 1990s, Microsoft products ran the home office, but Sony TVs, sound systems, and PlayStation gaming consoles ran the living room. Gaming has always been on the bleeding edge of the digital revolution, requiring the most powerful processors and the most advanced development. It was easy for Bill and Steve to imagine Sony moving from gaming on the TV to editing documents on the PC, which they saw as an existential threat to Microsoft. However, it was hard for anyone to imagine Microsoft reversing the situation by expanding into gaming. Who would want to buy games from the people building SQL Server? Who would want to create games with the people building Excel?

			As it turns out, a lot of people. One by one, Xbox began to draw in the best and brightest talent in the industry. Soon, they were coming on board by the dozen and, before long, by the hundreds. In the early days, it wasn’t the strength of the culture—a culture that Robbie Bach, one of the early leaders, describes as a “mosh pit”—that drew them in. In the beginning, two passions combined for success: the love of all things gaming and the love of all things software development.

			Microsoft at large might not have known gaming at this time, but as an operating system and software company, it knew software development. Microsoft loved software development, and it really loved creating software development tools (see the chapters on Visual Studio Code and Cognitive Services). Coupled with the Xbox team’s insider knowledge that games are what sell consoles, not the other way around, the foundations of innovation success were laid; Xbox built a gaming platform that was built for game developers. The interface was a radical departure from the tedious, convoluted process inherent in other companies’ products. This enabled creators to focus on telling stories, crafting characters, and building worlds with breathtaking realism. With Xbox, the game developers found a partner who understood them and had the technical expertise to support them.

			So, the team of passionate gamers created a product that attracted other passionate gamers. The incoming talent continued to improve the product, attracting even more talent to the team. Their shared love of gaming kept them aligned and producing industry-leading innovations.

			For example, the early team launched Xbox Live (later branded the Xbox Network). Among other user-first features, the subscription-based service allowed gamers to collaborate and compete with other Xboxers over the internet. This innovation represents the genesis of cloud gaming and social networking.

			Put in context, Xbox Live launched in 2002 when Friendster was the #1 social network with 3 million users—Facebook didn’t launch until 2004.2 AOL was the most popular website. And the average “web surfer” spent just 46 minutes a day online, 80% of them via dial-up connections.3 These were early days! In the beginning, it was organic and easy to maintain this high-performance, innovative, gaming-first culture. However, as Xbox grew, the leadership team had to work to mature the culture intentionally.

			Xbox 360: Maturing the Gaming Business

			The success of the first Xbox launch can be credited to the strengths of the founders and the focus on user experience. The evolution of the team and the next generation of the product, Xbox 360, resulted from two cultural shifts. The first shift was that leadership made a conscious pivot to focus on profitability and scalability. Moving out of the startup phase into business growth is a natural and necessary evolution of any innovation, lest it stay a niche product forever or it be eclipsed by competitors and made irrelevant.

			The second shift was the development of organizational structures and processes. With people coming to Xbox from other industries—like music and movies—and from all over Microsoft, senior leadership recognized that they needed organizational strength to enable the best in everyone.

			The leaders also understood that culture doesn’t change just because you want it to, or you say it should. Robbie shared, “Culture changes based on the actions of the leaders in the organization. Full stop.” For Xbox senior leadership, this translated to them making significant changes to how they worked.

			Step one was doing away with all the bums.

			Microsoft, at the time, had business unit managers, i.e., BUMs. Everyone wanted to be a BUM. It meant having your team and your profit and loss statement (P&L).4 But that silo effect was something leadership knew would limit the organization from tapping into the 1 + 1 = 3 of collaboration. Their solution was to turn all of Xbox into a single P&L managed by Robbie—one P&L = one team. How much did this matter to the managers who were affected? One of the most highly valued and respected senior leaders left the company. And, because they knew that their actions created culture, the other senior leaders let him.

			Another significant change was that senior leadership transferred decision-making to those closer to the front lines. They crafted a set of business principles, organized the teams into focus areas, and then delegated decision-making to them. The teams ran with this change. Leadership adjusted a bit more slowly, taking almost 18 months to break old habits and shift from deciding and directing to coaching and supporting.

			Team Xbox began to flow once everyone got used to the new normal. And while there were the inevitable arguments, they were predominantly constructive. The mosh pit was replaced by business-aligned debate. Success was based on the collective strength of the now very large team, not on a small group of managers.

			How did it work out?

			Xbox 360 represented a significant leap from its predecessor, boasting features that firmly planted it in the heart of the digital age. This evolution was most evident when the team landed an exclusive partnership with the streaming giant Netflix in an era when Netflix was still predominantly known for mailing DVDs. This collaboration granted users instant, on-demand access to Netflix’s vast movie collection, turning the console into a central entertainment hub for many households.

			Later in its evolution, Xbox 360 also offered a novel motion-sensing accessory called Kinect. Using a combination of voice, camera, and motion sensors, Kinect eliminated the need for the complex button systems on the controller, making many games more accessible to casual gamers. Selling 8 million units in the first 60 days, Kinect set a Guinness World Record for being the fastest-selling consumer electronic device ever made.5 As one of the earliest on the market, its voice-activated control feature helped pave the way for smart speakers, remote controls, thermostats, and countless other gadgets.

			These innovations, combined with the creator-friendly platform and the most powerful hardware on the market, helped make Xbox 360 the most-used game console in America in 2010 and established Microsoft as a major player in the industry.6

			BXT: A Framework for Innovation Success

			Let’s take a step back to examine how these two phases in Gaming’s history were successful before discussing a time when the team stumbled. To do this, we’ll use BXT, an innovation framework named by J Allard who was one of Xbox’s early creative leaders. BXT stands for Business, eXperience, and Technology—the three foci of any product team. Imagining it as a triangle, we can use it to visualize different contexts.

			[image: ]

			Figure 2.1. BXT: Balanced

			A few notes: One, these factors are rarely, if ever, perfectly balanced like an equilateral triangle. Instead, one or two factors are prioritized over the others, resulting in different shapes and outcomes.

			Two, many similar frameworks exist today that use different terminology (like viability, desirability, and feasibility) or have additional dimensions (like the four perspectives of strategy mapping). In fact, BXT is no longer part of the Xbox vernacular. It is, however, still very much in the Xbox DNA.

			Three, what we like about BXT is the limitations of the geometry. You only have 180 degrees to work with. If you prioritize one angle, there are implications for the other two.

			In its startup phase, Xbox indexed heavily on experience, with enough on the business side to maintain support from above. They developed technology in service to experience.
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