The computer game’s evolution has closely paralleled the larger "digital revolution": originating with computer hobbyists and "shareware" advocates in the 1960s, reaching the general public in the 1970s and 1980s consumer electronics boom and going on-line in the 1990s.

The history of the  game industry is characterized by distinctive trends. 

(1) Hardware and software development are interdependent, specifically related to the coordinated timing of product release. Hardware systems fail to thrive if compatible and compelling software is not immediately available for the consumer market. 

(2) The industry's rapid technological progression has been driven by the symbiotic relationship between hardware/software innovation and gamers' demand for "realism," meaning increased speed, interactivity, and film-quality imagery and audio. 

(3) The major console manufacturers (Sony, Nintendo, Microsoft, and, until February 2001, Sega) have engaged in intense competition for profits, jockeying for market share and third-party developer relationships. 

(4) Software piracy costs the industry billions in revenue each year. 

(5) The immersive qualities of game technology and narratives have led some politicians and citizens to worry about the social effects of video games, resulting in rounds of congressional hearings, ratings systems, and the removal of certain games from the market. 

Steve Russell, an MIT researcher, developed the first computer game, Spacewar, in 1961. Russell’s innovation quickly spread across university and corporate computer labs in the 1960s. Other researchers and hobbyists developed prototypes for the genres that continue to dominate the game industry to the present, including adventure, role-playing, shooting, and flight simulation games, often circulating the games across labs as free "shareware."

As entrepreneurs marketed these prototypes, electronic games were introduced as public amusements in arcades and bars, taking their place alongside jukeboxes and pinball machines. The growth of shopping malls in the 1970s furthered the spread of popular early games such as Space Invaders, Asteroids, and Pac-Man. By the early 1970s, Atari, Magnabox, Intellivision, and other consumer electronics companies were marketing these same games for domestic consumption. Pong, one of the most popular early home games, consisted of little more than two bars and a moving dot, but the novelty of a more interactive relationship to television proved popular. By 1983, at the peak of this first wave of consumer electronics, more than 500 games per year were being produced, though the bottom fell out of the market that same year due to overproduction and poor quality control.

A second generation of video game companies, dominated by Japanese-owned Nintendo, Sega and later, Sony, revitalized the industry in the late 1980s and early 1990s, establishing electronic games as a central feature of American childhood. According to industry estimates, 90 percent of American boys and 40 percent of American girls have played computer or video games. Children’s diminished access to real world play spaces due to urbanization, the two-career family, and concerns about crime and safety, made video games’s vivid virtual play spaces an attractive after-school entertainment. The dominant video game genres reflected traditional themes of children’s literature (including fantasy, horror, and adventure stories) or backyard play (including space exploration, fisticuffs, and sports.) Such interests contributed to the popularity of early console game successes, such as Super Mario Brothers, The Legend of Zelda, Sonic the Hedgehog, and Megaman. Fighting games, such as Mortal Kombat or Streetfighter II, exploited steady improvements in computer graphics and processing power.

The computer game also helped establish the home market for the personal computer. Games, such as Doom, Quake, and Myst, proved to be "killer apps" (that is, software that sold the hardware). By 1997, annual domestic income from the American computer and video game industry had reached $5.3 billion and worldwide sales were at least $10 billion. Game characters, such as Tomb Raider’s Lara Croft, had become transmedia phenomenon.

Many critics express concern about the amount of time children spend playing games and especially about blood-thirsty game content. Such criticisms resulted in the formation of a rating system for games, administered by the Interactive Digital Software Association, the industry’s primary trade organization. First-person shooting games became the focus of such criticisms, since similar simulation games were used for military training and some critics feared that gameplay’s constant "rehearsal" of violence might have been a factor in a spate of school shootings. Defenders of computer games note, however, that many controversial games were not designed for children but rather reflect the tastes of older players: 70 percent of computer game players and 42 percent of console-game players are over 18.

Other critics have charged that the male-orientation of game design and marketing fosters a "gender gap" in computer access. Game playing gave boys much earlier access to the computer than their sisters and resulted in a greater comfort level with the technology. The so-called "girls game" movement sought alternative game genres that reflected characteristically feminine interests in doll play or diary-keeping or emphasized character relations rather than violent action. Despite innovative contributions by smaller female-run start-up companies, the movement’s real market success came through Mattel’s Barbie interactive products. By the end of the 1990s, Mattel had acquired many of the girls game companies.

The dramatic growth of the Internet has sparked interests in on-line gaming. Fighting games, such as Quake, led to the formation of "clans" of on-line game-players. Some argue that on-line gaming may allow a broader array of games to reach the market and may foster a new wave of innovations in digital storytelling. On-line gaming has proven especially effective at attracting female players. However, no one has resolved which business model will enable on-line gaming to achieve a stable economic base.

The Chinese government has invested US$620,000 into two research projects to tap the potential of the computer games industry. The two projects have been made part of the "863 program", the nation's hi-tech research and development blueprint. 
Rather than creating full games, the projects will focus on game engines--the reusable software cores--which will act as starting points for other games, said Li Wuqiang, an official from China's Ministry of Science and Technology in the report. 

Last year, China's games industry made a profit of US$110 million in revenue, and mobile gaming contributed US$870 million to the telecommunications industry, Li continued. The growing popularity of the Internet in China has made computer games a burgeoning industry in the country, said the report. 

Companies such as Korean electronics giant Samsung, Japanese electronics giant Sony and U.S.-based software giant Microsoft are preparing to enter the Indian market in a big way, reported India's The Economic Times. The report also said that Indian companies could tap into the potential of gaming software development. The Indian gaming market is predicted to total US$50 million by 2005. Console and computer gaming will account for US$35 million and US$15 million each respectively, according to research firm AC Nielson. Microsoft India manager Mohit Anand said in the report that the outlook for India's gaming industry is improving, although the market is currently fragmented and disorganized.Computer penetration, easy access to gaming centers, increased foreign travel and changed mindsets towards entertainment products account for the sudden growth of the industry.
New platforms require time to build up installed bases of hardware sufficient to support profitable levels of software sales. Clearly, as it is games that drive hardware sales, the two need to progress hand in hand. In an industry as technology-driven as the games industry, obsolescence (or more accurately perceived obsolescence) can come easily, and since games consoles comprise hardware standards that do not change during their life spans, obsolescence is built into the console and can also be influenced by early announcements about forthcoming platforms. 

We can say with a degree of certainty that, irrespective of the sales achieved for PlayStation 2, Xbox and GameCube, none of their manufacturers will release new consoles within the next 2-3 years and all of them will be superseded at some point in the next 5 years by faster, more sophisticated consoles. 

Our confidence in the current cycle's ability to outstrip the growth records reached in the last cycle is derived from a number of factors. 

Even in the largest gaming territories, penetration of games consoles has not exceeded around 4 in 10 homes and the demographic of gamers remains firmly bedded amongst young males. However, this is changing. The average age of console gamers tends to start high and drop as the price levels for hardware and software decrease to more pocket-money and gift-friendly levels. This starting age level is increasing with every new cycle and is reinforced by an average PC gamer age level that is increasing at a rate of around 1 year per year. Many gamers have grown up with the games industry and are simply continuing their hobby as they age. At the same time, the ever-increasing sophistication of game aesthetics and gameplay are allowing those that never wanted to play games in their youth to finally be able to relate to games. Where ten years ago one might have been hard pushed to recognise a specific car brand in a racing game, one can now easily recognise car brands and models as well as the tracks and environment in which the game takes place. 

Our optimism is reinforced by two other factors. 

Whilst the PC games market is frequently beset by oversupply, poor margins and technology compatibility problems, it has come to represent a fairly stable backbone to the game industry with typical CAGRs of 5%-10% since the beginning of the last decade. As long as the PC is used (and bought) for productivity, internet, office use and work, there will remain an addressable market for PC gaming. 

In contrast to forecasts for the traditional games industry, the network games industry is one which has more often than not failed to meet forecasts. However, after a slow start, there is growing evidence that network gaming (by which we mean wireless, wire-line and iDTV gaming) will grow to represent a significant new component of the overall games industry. Commercially successful product/service launches on the DoCoMo iMode service, Sky's Open service and a variety of profitable persistent world games services, in particular, in Korea and the USA, have finally given network gaming sceptics reason to reconsider their views. 

The games industry is thus poised at a pivotal point, and whilst the industry undoubtedly faces great changes during the current cycle, few would doubt that growth is not assured.
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