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Abstract
Business models in video games have changed as a result of the introduction of new
distribution channels. Studies have analysed these developments related to physical, digital,
and more recently cloud distribution, showing several developments that were a result of a
change in distribution channel. This study aims to develop a general overview of these
developments, categorising them into four business model components. Elaborating on
existing work, the question is: What have been the developments of business models in the
video game industry concerning physically distributed, digitally distributed, and cloud
distributed video games? In the context of this study, a business model has been divided into
four components: (1) Value proposition, (2) customer relationship, (3) network of partners
and (4) revenue- and cost model.
Based on a literature review on the developments of business models in the video game
industry, the following findings were found. The components of the business model are
influenced by the change in the distribution channel. The value proposition was mainly a
product, which was the video game. This changed to video games being offered as a service.
Here the video game is a service offered through the internet rather than a product the
customer purchases and receives. Regarding the customer relationship, new communication
channels made it possible for firms to reach the customer easier and collect information about
them easier. Looking at the network of partners, the newer distribution channels made it
possible for stakeholders like retailers to become obsolete and changed the roles of the
stakeholders in the network. Lastly, the revenue- and cost model changed from generally
paying to play the game infinitely, to becoming ‘freemium’, and with cloud-distribution to an
increase in the popularity of renting video games. In conclusion, there is a relationship
between the different business model components and distribution channels, thus it can be
argued that changes in distribution channel influence the business model components.
Possibilities for future research are, to look at the interdependencies of the business model
components, or to use a more elaborate operationalisation of the business model and
distribution channel. This can lead to further insights into the developments of the business
models of video games.
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1. Introduction
1.1 Introduction of Topic
The first video game, space war, was created almost 60 years ago in 1962 (History.com
Editors, 2019). Since then, video games have been released that can be considered as wellknown by many fans of video games e.g. Donkey Kong in 1981, The Legend of Zelda in
1987, and Final Fantasy in 1988. These physical video games were published on dedicated
platforms that were made specifically for video games (Dillon & Cohen, 2013), e.g. Wii
Sports being released for the Nintendo Wii. The content of the video games, in general, is
very heterogeneous (Marchand & Hennig-Thurau, 2013) e.g. Donkey Kong and The Legend
of Zelda contain different playstyles and take place in different virtual worlds.
Video games are a huge market as apparent from the sales numbers of video games like Wii
Sports, which have sold 82.88 million copies from November 19, 2006, to September 30,
2019 ("Top Selling Title Sales Units", 2019). And the sheer amount of people that play video
games is more than two billion (Liao, 2019). The video games market is considered a market
where a large number of sales are mainly made by a small number of video games (Gil &
Warzynski, 2015). The revenue from the video game industry was around seventy billion in
2012, of which 49% came from internet-related and mobile video games (Dillon & Cohen,
2013).
Throughout the years, the distribution channel changed from a physical to a digital
distribution channel of video games. Nowadays advancements are made in cloud-based
distribution channels. Even in the last decade, business models of video games have changed
significantly, examples being the increase of mobile gaming, free-to-play gaming, and
gaming through the internet (Dillon & Cohen, 2013), and in areas like diversity, player
collaboration, and game design (Stuart, 2017). Firms are offering these heterogeneous
products in different ways, engaging the customer differently, and monetizing the video
games differently (Baden-Fuller & Haefliger, 2013). The video game experiences are
becoming increasingly more cross-platform (e.g. a video game that shares its content and data
between the Nintendo Wii and PlayStation 4), and focused around an internet connection for
the experience (Michaud, 2012).
One of the most recent developments in the business models of video games is the
introduction of streaming video games via a cloud service, which is still a relatively new
platform that could change the video game landscape (Liao, 2019). Massively multiplayer
and many other types of video games have already begun using the cloud to store data and
distribute their video game for many reasons (Michaud, 2012). A recent example of these
cloud advancements is the release of Stadia by Google. Stadia is a streaming platform where
customers could stream video games on any device with an internet connection (“Stadia
Premiere Edition,” 2020).
This study will be looking at the developments in business models concerning the changes in
the distribution channel based on four business model components. The relevance of this
study compared to studies already present about business models is that this study
specifically focuses on developments of business models of video games. It uses the business
model operationalisation of Dubosson-Torbay, Osterwalder, & Pigneur, (2002), and applies
this to three distribution channels. Similar studies only look at developments relating to the
transition from physical to digital distribution (Rayna & Striukova, 2014), while others focus
specifically on cloud-distribution (Cai et al., 2016b; Ojala, 2016; Ojala & Tyrväinen, 2011).
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This study gives a general overview of the developments, combining information gained
from different studies. This study gives insight into the developments that have happened and
explains these developments in the context of the study. To do this, the study takes 4
components of a business model into account.
The first component is the value proposition. The value proposition looks at, for example the
change in the way a video game is offered or the type of innovation that mainly occurred.
Secondly, this study will be looking at the customer relationship component. The customer
relationship looks at new communication channels, changes in the number of customers
targeted, and new ways of advertising video games.
Next, this study will focus on the network of partners component. The network of partners
looks at changes in the role of stakeholders, the addition or removal of stakeholders, and the
relationship between these stakeholders. Finally, the revenue- and cost model component will
be discussed. There will be looked at revenue models like a ‘freemium’ model or video game
renting, and price discrimination.

1.2 Structure of the Thesis
In section 2 the theoretical framework is discussed, after which section 3 contains the
research methods. Section 4 till 7 contains the results of the findings, where the sub-questions
have been answered. Section 8 describes the conclusion of the study. Section 9 concludes the
study with a discussion. Section 10 and 11 contain the references used for this study.
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1. Theoretical Framework
2.1 Research Objective and Questions
The objective of this study is to gain insight into the developments of business models in the
video game industry. These developments are categorized into: (1) Value proposition, (2)
Customer Relationship, (3) Network of Partners, and (4) Revenue- and Cost model. This will
be analysed by looking at physically distributed, digitally distributed, and cloud-distributed
video games.
Main Question:
What have been the developments of business models in the video game industry concerning
physically distributed, digitally distributed, and cloud-distributed video games?
Sub Questions:
- What have been the developments of the business models regarding the value
proposition of the firm?
- What have been the developments of the business models regarding the customer
relationship of the firm?
- What have been the developments of the business models regarding the network of
partners of the firm?
- What have been the developments of the business models regarding the revenue- and
cost models of the firm?

2.2 Definitions of Core Concepts
A video game can be defined as ‘a voluntary interactive activity, in which one or more
players follow rules that constrain their behaviour, enacting an artificial conflict that ends in a
quantifiable outcome'. This activity is 'executed within certain fixed limits of time and place,
according to rules freely accepted but absolutely binding, having its aim in itself and
accompanied by a feeling of tension, joy and the consciousness that it is 'different' from
'ordinary life''. This activity has the inclusion of 'automation and complexity — they can
uphold and calculate game rules on their own'. Lastly, it can include a type of narrative. In
short, a video game can also be defined as 'a game which we play thanks to an audio-visual
apparatus and which can be based on a story’ (Esposito, 2005). ‘In these virtual worlds
customers manipulate and change their environment through realistic animation and exciting
motion sensor controllers’ (Marchand & Hennig-Thurau, 2013).
A firm in the context of this study can be defined as the publisher of video games. The
reason a publisher was chosen as the firm in this context, is because the publisher plays a
central role in the video game industry. A publisher can have different roles as a stakeholder.
A publisher can develop and publish video games while also being part of a platform. A
publisher for example, can develop a video game by using its own developers rather than
hiring other developers outside the company. This way the publisher creates the video game,
which normally is the role of the developer.
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A platform can be defined as ‘the type of computer system or smartphone you are using, in
relation to the type of software you can use on it’(“Platform,” 2020). Applying this to the
context of video games, a platform can be anything a video game can be played on. This can
be a dedicated video game platform like a Nintendo Wii, Xbox, PlayStation, etc., a
smartphone, a computer, or handheld devices like the Nintendo DS or Gameboy Advance.

2.3 A Theoretical Framework on Business Models
A business model 'depicts the content, structure, and governance of transactions designed to
create value through the exploitation of business opportunities.' (Casadesus-Masanell &
Ricart, 2010). There are many definitions of business models, but this research will focus on
the definition of Business Models related to e-commerce. That is why the following
operationalization has been chosen. A business model can be divided into four components
(Dubosson-Torbay, Osterwalder, & Pigneur, 2002): (1) the value proposition, (2) the
relationship with the customer, (3) the network of partners, and (4) the revenue- and cost
models. All four of these components will be analysed to create a clear picture of the
developments of business models in the video game industry.
[Figure 1.] Theoretical Framework on Business Models

Author’s elaboration adapted from ‘E-business model design, classification, and
measurements.’ (Dubosson-Torbay et al., 2002).
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The value proposition can be defined as the value that the firm offers to the customer
(Dubosson-Torbay et al., 2002). When looking at the value proposition in the video game
industry, it is related to the video game and services connected to the video game.
The customer relationship can be defined as the interaction between the customer and the
firm (Dubosson-Torbay et al., 2002). In this study, this generally entails gathering
information about the customer, distributing the product to the customer, and reaching the
customer to inform about the product.
The network of partners describes the ‘relationship between in-house and/or partners’
resources, assets, and activities and a network’. Or in other words, this component discusses
the relationship between the different partners in the network, and the resources and activities
offered by them (Dubosson-Torbay et al., 2002). In the video game industry, the market has a
structure where mainly a few large sellers are present, with indirect and direct network effects
between the stakeholders, that determines success (Liu, 2010).
The revenue- and cost model discusses sources of revenue and costs. Revenue is the amount
of money the firm receives after offering the product to its customers, while the costs are
created during the manufacturing of the product (Dubosson-Torbay et al., 2002). In the video
game industry, this means how revenue is gained through video games, and the costs incurred
by creating and publishing the video game.
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3. Research Methods
For this study, a literature review was performed. This was done by using scientific sources,
such as scientific articles and books. Furthermore, webpages have been used to add
clarification where necessary, employing examples.

3.1 Unit of Analysis: Thee Categories of Video Games
Based on the general description of a video game, the three categories of video games
chosen for this study have been distinguished mainly by their type of distribution. This
distinction has been chosen because these can be considered as large changes in the video
games landscape.
The first category is physically distributed video games. These video games are distributed
through retailers by wrapping a physical disk or cartridge and a printed manual in a box
specific to that video game (Marchand & Hennig-Thurau, 2013; Rayna & Striukova, 2014).
These physical video games are mainly played on dedicated video game platforms for video
games. Physically distributed video games are considered present from 1994, because at that
period in time physical video games started becoming the main distribution channel of video
games.
The second category is digitally distributed video games. These video games are distributed
digitally by downloading the video game through the internet and can be played on any
compatible platform with an internet connection e.g. a laptop. Mobile video games, which are
played on smartphones, are included in this operationalisation, since this type of video game
takes up a large market share of the video game industry. Digitally distributed video games
are considered present from 2004, because from that point the video game distribution shifted
from mainly being physical to being digital.
The third category is cloud-distributed video games through a cloud network. This network
‘calculates three-dimensional objects, applies textures, lighting, and light parameters, filters,
and compresses the rendered image then streams it to the customer’. The device does not load
any of the video game’s data, but only receives an image sent by the cloud network.
(Michaud, 2012). These video games run on the cloud servers and get streamed through the
internet, where the video game image is played on a compatible device (Cai et al., 2016a). A
compatible device can be a television, smartphone, etc. with an internet connection. This
network needs to achieve similar performance to the other ways of playing video games on a
dedicated platform e.g. through inserting a disk. (Michaud, 2012). Cloud-distributed video
games are considered present from 2019, because from that point streaming started to gain
momentum as a viable alternative to digital distribution, but to this point has not been fully
implemented yet and is therefore seen as a possible future distribution channel. This current
status can be seen when looking at Google Stadia, a video game streaming service of Google
that had the benefits of being able to stream video games anytime, anywhere. Although this
kind of streaming was possible through Stadia, it was something not all customers could
have, due to e.g. slow download speeds (Murnane, 2019). Cloud-distribution has brought
with it important changes in the business models of video games, and is therefore also
analysed in this study.
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It should be noted though that even when the digital distribution of video games was
successful, it has not replaced the physical way of distributing video games (Rayna &
Striukova, 2014). As streaming video games have been gaining momentum, but have not
(yet) fully been implemented, streaming video games has not replaced physical or digital
distribution of video games. Thus, all three types of video games are currently still played,
although the main type of video game shifted from physically distributed video games to
digitally distributed video game. Cloud-distributed video games are expected to be a viable
option as the main type of video game in the future.

3.2 Search Method
For the study, only peer-reviewed articles have been used, while webpages have been used to
clarify information with examples. The peer-reviewed articles were all in English, but Dutch
webpages have been used in the study . The databases that have been used are Google
Scholar, ABI/INFORM, and Scopus.
Key terms in the search have been: “video game”, “cloud”, “physical”, “digital”,
“distribution”, “developments”, “changes”, “partners”, “network”, “customer relationship”,
“cost”, “revenue”, “value”, and similar words.
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4. Sub question 1: What have been the developments of the
business models regarding the value proposition of the firm?
4.1 Physical
The video game industry started as an industry where the value proposed to the customer
mostly only contained the final product offered (Rayna & Striukova, 2014). This means that
the value proposed equalled a complete video game without any additional services
influencing the value of the product later in its lifecycle e.g. video games without regular
updates that add additional content after its release. Although the publishers of the video
game generally did not add additional services, the retailers, on the other hand, did, which
added value for the customer (Rayna & Striukova, 2014). An example of these additional
services by retailers can be seen when looking at the retailer Game Mania, where the retailer
created the possibility for the customer to trade their used games for money. Another
example of an additional service offered by a retailer, but offered specifically for a specific
video game, is a tournament that Game Mania hosted for ‘Super Smash Bros. Ultimate’,
where customers could play the video game with others before its release and win prizes
(“Game Mania,” 2019).
Furthermore, when creating a video game, publishers mainly focus on technological
innovation, as the belief was that the better the video game is, the higher the profit earned
would be. This meant that in the context of video games, advancements were mainly made
that made virtual worlds look more realistic and engaging, and experiences more advanced
(Baden-Fuller & Haefliger, 2013). An example of this technological innovation can be seen
in ‘God of War’ released in 2018, which other than improving the graphical representation of
its virtual world, also improved animations of its characters and the camera used in the video
game (Santa Monica Studio, 2017)

4.2 Digital
The distribution of video games was affected by the fact that physically distributed video
games are digital in content and could therefore easily be converted into a digital form
(Marchand & Hennig-Thurau, 2013). However, what started this transition away from the
traditional business model of selling video games in physical boxes was the increasing
popularity of massively multiplayer online video games (Dillon & Cohen, 2013), which are
video games where thousands of customers could play together in a connected world through
the internet. These video games have beem present since 1991, but a faster and more reliable
internet infrastructure available to customers led to Massively Multiplayer Online video
games to gain increased popularity. Massively multiplayer online video games contained
internet-related services as core components.(Rayna & Striukova, 2014). An example of a
massively multiplayer online video game is ‘World of Warcraft’, which gained millions of
subscribers that were and nowadays are still paying a monthly fee to play the video game. In
this video game customers can create their own character in a virtual world and play together
with thousands of other customers (“World Warcraft.,” 2020). So, this increase in the
popularity of massively multiplayer online video games, which offered the added service of
being able to connect and play with thousands of customers around the world, led to the value
proposition of video games to start containing service components (Rayna & Striukova,
2014) e.g. video games offering the possibility to play with friends through the internet.

12
Nowadays most modern video games for dedicated video game platforms have added
elements that are connected with the internet while still retaining offline elements (Marchand
& Hennig-Thurau, 2013). An example of a video game like this is ‘Forza Horizon’. This is a
video game where a customer participates in car races, but the video game also adds social
media elements into the video game, making it possible to e.g. share personal achievements
with friends through the internet (Marchand & Hennig-Thurau, 2013). A more extreme form
of this implementation of services in video games is when video games are being used as a
platform for social interaction. Thus, these video games become platforms for social
exchanges among customers (Marchand & Hennig-Thurau, 2013). An example of this is
‘Habbo’, which is a video game that focuses on social interaction. Here customers can create
their own virtual character, interact with other customers, create rooms for others to visit, and
play games created by other customers (“Over Habbo,” 2020). With these social video
games, the value proposition becomes a service offered to the customer (Rayna & Striukova,
2014). This service is the video game being a platform for social interaction between people,
offered through the internet. Instead of downloading a video game solely for entertainment
purposes of the customer.
Consequently, the increase in popularity of internet-related (and also mobile) gaming has led
to significant changes in the value proposition compared to digital distribution. According to
Marchand & Hennig-Thurau (2013), it became easier for companies to collect data about
their individual customers, which made it possible to enhance value and create tailored offers
for the customer. This can be seen when looking at PlayStation Network, a service through
the internet for PlayStation (a dedicated video game platform) users. Gaming was centred
around it for PlayStation users, and this way Sony (the platform provider and publisher)
could collect data about the video games customers play to create these tailored offers. An
example of these tailored offers is the ‘Just for You’ tab in your personal PlayStation
Network account, showing upcoming and released video games that might interest customers
based on the previous video games that they played (“Speciaal voor jou,” 2020). Sony
created tailored offers on the customer’s account. The account was linked to the dedicated
video gaming platform. This way it received data about the customer and could base its offers
on this information.
Another reason why the value proposition changed compared to physical distribution, is
because the new digital distribution channel meant that a faster method of releasing video
games was necessary, to make sure that as many customers could play the video game as
quickly as possible. To achieve this, video games started being released as soon as a
‘minimum viable product’ was reached, which means that only the necessary, core features of
the video game were playable. The other features of the video game would then be added
throughout the video game’s lifecycle. This made it possible for the video game to be
circulated quickly, while still working on the video game (Dillon & Cohen, 2013). Thus, this
new method of releasing only the ‘minimum viable product’ was a reaction on the changing
video game landscape where video games have to be released faster than what was done
before the use of digital distribution.
When specifically looking at mobile video games, the innovation of these games mainly
focuses on gameplay innovation (Rayna & Striukova, 2014) e.g. Pokémon Go, which has
people walking outside using the camera of their mobile phone to find and capture Pokémon
(“Pokémon GO,” 2016). Gameplay innovation became more prevalent because mobile relates
to different gaming experiences e.g. a short and simple video game playable on a small
screen. These different gaming experiences make technological innovation less necessary
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and therefore publishers require new ways to gain competitiveness (Rayna & Striukova,
2014). Or in other words, publishers were required to find new ways to innovate other than
technologically, as to adapt to the changing gaming experiences increase in the video game
industry. Gameplay innovation and technological innovation can overlap, but the main
difference is that gameplay innovation uses already existing technology to create new
experiences. Technological innovation enhances already present experiences by creating new
technology. New technology can be created to create new experiences, thus having gameplay
and technological innovation.

4.3 Cloud-distributed
Streaming video games via the cloud is a service offering, where the video games are offered
as a service on any device connected to the internet. It is important to note that the customer
does not receive the video game on the device, but accesses the video game through the
internet. Thus, a video game becomes a service accessible through the internet. The entire
product, a video game, is being offered as a service that the customer can stream through the
internet. This is different from a part of the video game being offered as a service (Ojala,
2016), as was mainly the case with physical and digital video games, because then the video
game is still offered as a product that the customer downloads. This type of cloud service is
also called ‘software-as-a-service’ (Riungu-Kalliosaari, Kasurinen, & Smolander, 2013). To
further clarify this, a video game was first offered as a product that the customer purchased,
received, and downloaded on its device. Cloud-distribution changes this by offering video
games as a service accessible through the internet, so the customer never receives or
downloads the product.
Looking at the future, cloud gaming is increasing in popularity, because of a few different
reasons related to the value proposition. The first one is the possibility to access a video game
at any point and anywhere (Cai et al., 2016a). Customers can play a wide range of video
games quickly, all having a similar quality, accessible through many different devices.
(Michaud, 2012). This also relates to the second reason, which is the capability to purchase
video games quickly and easily (Cai et al., 2016a). Due to this possibility to buy and play
video games anywhere at any time, video games need to be readjusted to correspond to the
many different devices. For example, the design of a video game that can be streamed on
television will be readjusted to correspond to the type of customer that usually plays video
games on television (Michaud, 2012).
Another reason for the transition to cloud-distributed video games is the reduced importance
of having a regularly upgraded device to play video games on (Cai et al., 2016a). The reason
for this is, the video game is not being run on the device itself, but the device only receives
and needs to show an image. The process of running the video game is done by the cloud
network (Michaud, 2012). Which reduces the workload of a dedicated device (Cai et al.,
2016a).
Lastly, video game experience can be adapted to vary depending on the device that is used to
play the video game (Michaud, 2012) e.g. a video game played on a dedicated video game
platform cannot play the same way on a mobile device. Furthermore, cloud services offer
new features for customers which were not possible before like streaming live tournaments
(Cai et al., 2016a).
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5. Sub question 2: What have been the developments of the
business models regarding the customer relationship?
5.1 Physical
In the physical video game industry, the marketing strategies were targeted at a specific type
of customer, the gaming enthusiasts. This was mainly because the computers that were
available and marketed towards the general customer were unable to play technologically
advanced video games, and dedicated video game platforms were for the most part purchased
by gaming enthusiasts (Rayna & Striukova, 2014).
When marketing the video games, publishers focused less on the video games that had a
small chance of becoming successful, and put all of their resources into marketing and
promoting the ones that had a high chance of becoming successful (Broekhuizen, Lampel, &
Rietveld, 2013).
Elaborating on the marketing of a video game, anticipation played an important role.
Producers of video games made use of so-called ‘buzz-releases’. This means that anticipation
was created for the game before releasing the video game e.g. releasing a teaser trailer for a
video game showcasing almost no information of what the game actually looks or plays like.
This teaser trailer creates this anticipation leading up to the release of the video game. The
anticipation created sales, but these sales were mainly influenced by information received
from the producer and less influenced by customer experiences. Using buzz-releases was
done with the hope of preventing future losses from the investments incurred from creating
the video game (Marchand & Hennig-Thurau, 2013).
Specifically looking at the process of purchasing a video game, customers had to purchase
video games at a retailer. This meant that the transaction costs associated with purchasing a
video game included the costs of searching for and visiting the retailer. Needing to go to a
physical retailer also meant that only a limited offer of video games was available, and the
risk of a video game not being available at the retailer, which would lead to more time
needed to purchase a video game due to the customer having to visit another retailer if the
video game was unavailable. (Broekhuizen et al., 2013).

5.2 Digital
Compared to physical distribution, gaining customers became more important in digitally
distributed video games. The reason for this is that many new small publishers could now
publish their games through many platforms to many users as a result of digital distribution
(Rayna & Striukova, 2014). One of the consequences of this was that more niche games were
being produced that focused on a smaller number of customers. The change in the importance
of gaining customers can be explained by the more stable, faster internet infrastructure which
made it possible for customers to purchase and experience video games in new ways (Dillon
& Cohen, 2013). Video games were now possible to be played by the general customer,
where almost every customer with a smartphone can be considered a potential customer of
video games (Marchand & Hennig-Thurau, 2013).
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An important consequence of digital distribution is that the time needed to purchase a video
game and the risk of a video game being unavailable has decreased through the possibility to
instantly download a video game. On the other hand, the time needed for a customer to find a
video game that suits the customer’s needs increased because of a larger amount of video
games. The increase in time needed to find a video game counterbalances the decrease in
time needed to purchase a video game (Broekhuizen et al., 2013). Because of this increase in
video games being released, automated systems recommending video games to the customer
have been growing (Marchand & Hennig-Thurau, 2013). According to Bodapati, 2008, these
systems generate personalised predictions by looking at past behaviour and preferences from
the customer. In most app stores, the video games most prominently shown are determined
based on popularity (Dillon & Cohen, 2013).
Another consequence of digital distribution is that it created new opportunities for developers
to utilize customer relationships (Dubosson-Torbay et al., 2002), and contact their audience
directly (Dillon & Cohen, 2013). New and easier communication channels (e.g. social media)
made it possible for independent developers to reach its audience without the need of
specialized firms like publishers (Broekhuizen et al., 2013) Although, older communication
channels (e.g. billboards or tv ads) are still being used by large publishers, nowadays most
publishers (independent and large) make use of the new social media communication
channels (Rayna & Striukova, 2014).
These social media communication channels are even considered to be a feasible platform to
deliver a new type of video game (Dillon & Cohen, 2013). An example of this is Farmville
published by Zynga on Facebook, which made use of Facebook’s social features to connect
customers (Baden-Fuller & Haefliger, 2013). Video games have even become integral parts
of social media networks, where friends can play together and communicate with each other
(Marchand & Hennig-Thurau, 2013). On the other hand, social media makes buzz-releases
obsolete, because customers can share information about the video game immediately with a
large group of people.
When looking at using video games to advertise a brand, ‘advergaming’ offered a new tool
for companies to interact with its customers through entertainment. Distributed through a
website or e-mail, ‘Advergames’ are video games that are centred around a brand and are
used to promote the brand. This way the company could collect information about its
customers while also promoting the brand by creating a video game (Kretchmer, 2004). An
example being, ‘Back to the Dinosaurs’ released by Albert Heijn. The video game used
cardboard virtual-reality glasses and scannable dinosaur pictures that could be collected by
making purchases in the Albert Heijn. These could then be used by the customer to
experience a virtual dinosaur world. (“Albert Heijn - Back To The Dinosaurs,” 2016).

5.3 Cloud-distributed
The cloud services can help to reach even a larger number of customers (Riungu-Kalliosaari,
Kasurinen, & Smolander, 2013). It creates the possibility to stream video games anywhere
and at any time (Cai et al., 2016a), customers gain more possibilities while also experiencing
reduced costs (Rayna & Striukova, 2014).
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However, these video games demand a faster network connection that is not available to all
customers (Cai et al., 2016b). Here the delay of processing the video game data and sending
it to the customer plays an important role. If this delay is too long, the customer’s experience
will be negatively impacted. An example of the impact of this delay is when the customer
performs an action in the video game. A too long delay may cause the action to be performed
after a few seconds, which can essentially lead to certain video games to not be playable at
all. This is not the case for every video game, therefore, it is important to decide if to focus
more on decreasing this delay or improving the image quality when streaming a video game
(Cai et al., 2016b). This is a challenge, because a customer's video game experience should
not be impacted by network-related reasons (Michaud, 2012)
Similar to digital distribution, cloud-distribution offers the possibility to collect live data
about a customer. This data relates to many different aspects of the customers e.g. economic
behaviour, geographical information, and social information. This way, not just the marketing
can be adjusted to the customer's information, but also the video game content that the
customer receives, and all of this can be performed live (Michaud, 2012)
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6. Sub question 3: What have been the developments of the
business models regarding the network of partners?
6.1 Physical
[Figure 2.] Network of Partners concerning physical distribution.

In the video game industry, a small number of publishers (e.g. Sega and Electronic Arts)
created video games for a small number of platforms (e.g. Nintendo, Sony, and Windows).
This business model was mainly prevalent in the early 1980s to the late 2000s (Rayna &
Striukova, 2014).
Firstly, a video game publisher attained the distribution rights from a developer. This way the
publisher could distribute the video game to a platform, while the developer created and
tested the video game. These developers are not necessarily individual developers, but can
also be part of a publisher, which in turn can be part of a platform. This has been illustrated in
figure 2. A platform can publish a video game by using their publishers or a third-party
publisher. This publisher can then, in turn, develop this game by using their developers or use
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a third-party developer (Gil & Warzynski, 2015), which can be seen in figure 2. An important
decision that the developers and publishers have to make is whether to develop and distribute
the video game to a single platform. This has the benefit of decreased costs, but decreases the
market for the video game (Gil & Warzynski, 2015). For example, God of War was a video
game exclusively developed and published for the ‘PlayStation 4’ platform of Sony (Santa
Monica Studio, 2017).
An important consequence of the relation between a video game and platform is that after
purchasing a platform like a dedicated video game platform, the customer needs to purchase
the complementary good (see figure 2), which is the video game (Gil & Warzynski, 2015).
Here the value for the customer of purchasing a dedicated device for video games depends on
the video games available in the market. The more video games present, the more appealing
the platform becomes. In turn, this platform will gain more video games if it is popular (Liu,
2010).
Relating to the publisher, it has the rights to the video game, and needs to manufacture,
market, and advertise the video game (Gil & Warzynski, 2015). A part of these roles is
evident when looking at the relation between publisher and retailer in figure 2, where the
publishers were expected by the retailers to select and market the video games that would
maximise the sales because only a limited amount of shelf space was available in the physical
stores (Broekhuizen et al., 2013).
The manufacturing process is an important process for the platform since it gains most of its
revenues from this source. Looking at figure 2, the relation between the platform provider
and the publisher is one where the platform receives licensing fees for the video game, and
the publisher pays a fee per copy of the video game that is being manufactured (Gil &
Warzynski, 2015).
When looking at advertisements in video games, physical video games mainly contained
interaction between a single advertiser and the publisher of the video game (see figure 2).
These ads were in a fixed form, meaning they could not be changed depending on the
individual customer e.g. a billboard with a Coca-Cola ad in a snowboarding video game
(Turner, Scheller-Wolf, & Tayur, 2011).
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6.2 Digital
[Figure 3.] Network of Partners concerning artist-led distribution

The digitalisation of video games offered new opportunities for smaller, independent
developers to enter the market (Dillon & Cohen, 2013). This is visible in the increase of
‘artist-led-distribution’, which according to Broekhuizen et al. (2013), means that developers
can independently reach the customer without the need of an intermediary party (e.g. a
publisher), as can be seen in figure 3. This means that the artist themselves can have full
power over their product without the dependency of specialised assets that outside parties can
offer (e.g. connections that publishers have with retailers), and the influence to the product
that they bring (Broekhuizen et al., 2013). An example of this is an independent developer
being able to publish their video game without the need for a dedicated publisher's
connection with retailers.
However, this ‘artist-led-distribution’ does not necessarily increase revenues. Broekhuizen et
al. (2013), have shown that working together with intermediary parties with complementary
assets results in higher revenues and market performance compared to ‘artist-leddistribution’. Nevertheless, researchers do have argued that digital distribution can positively
influence the power of independent developers. This shows that intermediary parties can and
will still be playing an important role in the distribution of a video game to the customer,
because they sell more units at higher prices, and receive higher revenues compared to video
games that were created by an individual developer (Gil & Warzynski, 2015).
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[Figure 4.] Network of Partners concerning digital distribution in general.

Further elaborating on this, while the value proposition did change compared to physical
distribution, the parties involved in the business model remained the same (Rayna &
Striukova, 2014) as can be seen in figure 4. This is visible when looking at publishers, where
publishing no longer controls access to the distribution of a video game, but publishers still
play an important role in a video game’s success (Broekhuizen et al., 2013). Publishers are no
longer able to decide if a developer’s game got distributed, because of the new digital
distribution channels, but content producers need more than just distributing their video game
to be successful, and therefore other specialised assets from publishers are needed
(Broekhuizen et al., 2013). For example, the market knowledge a publisher has can still be a
valuable asset to a developer
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Continuing on the relation between developers and publishers, the publishers started to take
control of testing the video games that were created by the developers. Publishers even
started to acquire independent developers due to the growing sales and competition of the
market. This way the publisher can obtain the creative talent for itself. (Gil & Warzynski,
2015).
Looking at dynamic advertising in video games, the way dynamic advertising works is that
when a customer plays a video game, the device connects to the ad server to deliver the ads to
the video game. This ad server is operated by a network provider, which serves many
advertisers (figure 4). The network provider receives a part of the revenue gained from the
ads it offers to the video games. This network provider needs to make sure there are not too
many of the same ads present, the ads do not contain brands that are competitors in the same
market, and the ads should make sense in the environment they are put in. Showing that a
network provider becomes a middleman between video game publishers and advertisers
(Turner et al., 2011)

6.3 Cloud-distributed
[Figure 5.] Network of Partners concerning cloud-distribution.
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The network of partners compared to previous distribution channels changes in several ways
due to cloud-distribution. One of them is the creation of a video game for just a single
platform, being the cloud, eliminating the need to create video games for several different
platforms (Cai et al., 2016a).On the other hand, it also adds the necessity to have data centres
close to the customers to ensure that video games play properly at all times (Michaud, 2012).
According to Ojala & Tyrväinen (2011), who performed a case study of an existing cloudbased company, the following network relations were present and can be found in figure 5.
The game licensors are the ones who have the rights to video games e.g. publishers. These
licensors offered the rights to the cloud service provider to offer the video game on their
cloud service.
Then, the cloud service provider offers a store through the internet, etc. where the customers
can search and pay for the video game. The cloud service provider offers video games to the
network operators. These network operators then run the video game on their cloud
infrastructure, which is then sent to the customer (Ojala & Tyrväinen, 2011).
Furthermore, physical retailers can be considered as obsolete (Cai et al., 2016a) as can be
seen in figure 5 where the retailer is not present anymore. Video games can be streamed
through the cloud, and even updates to the video games can be distributed fully through the
cloud, making it unnecessary to physically distribute an update (Michaud, 2012). An
example of this is being able to distribute a new expansion of a video game that contains new
content for the customer to enjoy, fully through the cloud network. Also in general, a digital
distribution channel or cloud distribution channel makes it possible to have an infinite
amount of shelf space, making video games longer available in the internet-related stores as
compared to physical stores (Ojala & Tyrväinen, 2011).
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7. Sub question 4: What have been the developments of the
business models regarding the revenue- and cost models?
7.1 Physical
The revenue model for physical games entailed that customers received the video game and
could play infinitely after having paid a certain amount of money (Dillon & Cohen, 2013).
This model generated revenue through customer sales, and in general generated a larger share
of revenue than newer models (Marchand & Hennig-Thurau, 2013). This model has a
relatively small number of customers compared to newer revenue models due to high prices,
and higher development costs of the video games (Rayna & Striukova, 2014).
An important consequence of this revenue model is second-degree price discrimination. A
distinction is made between two types of second-degree price discrimination. The first type is
differentiated price discrimination. This is when an unused and a used product are sold at the
same point in time e.g. a customer reselling a video game after having played it. The second
type of price discrimination is temporal price discrimination. This means that an unused
product receives a price decrease at a later point in time e.g. a video game is sold cheaper to
prevent decreasing sales due to video games being resold for cheaper. (Rayna & Striukova,
2014).

7.2 Digital
An important reason for the transition to digital distribution was the possibility of reselling,
which was massively changed after the transition to digital distribution. This is evident in the
fact that video games became bound to the customer’s personal account, therefore being
unable to be resold. This means that the video game stayed in the customer's possession even
after the customer did not need it anymore (Marchand & Hennig-Thurau, 2013).
Besides, the costs of developing a video game were so vastly reduced as a result of digital
distribution (Broekhuizen et al., 2013). Even any other costs after developing a video game
could be eliminated, making the processes after developing a video game essentially costless
(Rayna & Striukova, 2014) e.g. video game boxes did not have to be manufactured and free
communication with customers through social media became a viable option.
Due to the increasingly crowded market compared to physical distribution becoming a
problem (Dillon & Cohen, 2013) and marketing being a costly process, increasing the price
reductions was considered a solution. This came to the point where the revenue model
changed into an advertisement based one. An advertisement based revenue model meant that
a video game could be downloaded for free by the customer, and the source of revenue
switched to be from an advertisement in the video game (Dillon & Cohen, 2013). This source
of revenue through advertisements could also be applied to already existing revenue models
as an extra form of revenue (Marchand & Hennig-Thurau, 2013) e.g. advertising in a video
game that is not free. An advertisement based revenue model increased in popularity, and
more games started using dynamic advertising in which ads were tailored towards the
individual customer’s information like geographical or behavioural information (Turner et
al., 2011).
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When looking at the revenue model, the subscription model was not as effective anymore,
which led to the introduction of a ‘freemium’ model. The subscription-based model meant
that customers had to pay a monthly fee to play the video game (Roquilly, 2011). A
'freemium' model, on the other hand, is a revenue model where a video game is offered for
free, after which the customer can decide to make additional purchases in the video game
(Baden-Fuller & Haefliger, 2013). Offering video games connected to the internet (or parts of
it) for free became so popular, that it became a feature expected in video games. The
‘freemium’ model showed that a subscription-based model on its own could not sustain a
video game (Dillon & Cohen, 2013). The advance of ‘minimum viable product’ video games
can also partially be thanked for the popularity of the 'freemium' model. This is because these
video games could not be sold physically or digitally (as they were unfinished products), so
they needed a revenue model where customers could play the video game for free but had
opportunities for content to be purchased in the video game (Dillon & Cohen, 2013).
This ‘freemium’ model also appears in mobile video games. These kinds of purchases made
up 90% of video game revenues on the AppStore. There are many adaptations of this model,
an example being ‘hurdle’ price discrimination, where purchases need to be made to be able
to continue with the video game (Rayna & Striukova, 2014).
An important aspect that influences the number of purchases made in a video game is the
way a video game is designed. To make sure that money is spent on these video games, video
games are designed in a way to attract customer purchases rather than focusing solely on
creating the highest quality video game. These video games need to be enjoyable to play, but
also have cumbersome components to make sure customers make purchases in the video
game. Ways to make sure purchases are made in the video game are e.g. social interaction or
interest to support the continuation of the video game (Hamari et al., 2017).

7.3 Cloud-distributed
Changing video games into a service offering creates the possibility for several revenue
models, but also a difficulty to keep the revenue profitable (Ojala, 2016). With a cloud
network, customers can pay for the video games individually per game or by paying a
monthly subscription (Cai et al., 2016b). When having a subscription model, a cloud network
can make sure there is a fixed source of income for the network (Michaud, 2012). Another
possible revenue model is giving the customer the option to rent the video game for a set
period (Ojala & Tyrväinen, 2011).
This method of renting video games to the customer is becoming increasingly popular,
because of cloud-based distribution options. Cloud-based distribution can decrease the costs
of renting video games by creating a centralised distribution of video game updates to every
customer at the same time instead of delivering it through the internet to every customer
individually. Furthermore, the cloud decreases the delivery time of the video game. On the
other hand, renting video games to the customer increases the potential market size by
decreasing the price barrier. Customers can purchase a video game without paying the full
price, and flexible pricing methods can be applied which can change the prices of the video
games based on many different factors (Ojala, 2016).

25
Specifically looking at second-degree price discrimination, cloud-based distribution makes it
impossible for customers to resell their video games (Ojala & Tyrväinen, 2011). This is
because the software is not downloaded to a customer's device but stays on a cloud network.
This means that the customer cannot access the video game data, which also prevents the
illegal reproduction of video games (Michaud, 2012). Older video games can still be offered
for a decreased price. This coincides with similar price decreases that happen in markets
where video games are resold (Ojala & Tyrväinen, 2011) e.g. the reselling of physically
distributed video games is one of those markets.

26

8. Conclusion
This study looked at changes in the components of the business models due to a change in the
distribution channel of video games. Therefore, the main question of this study was: 'What
have been the developments of business models in the video game industry concerning
physically distributed, digitally distributed, and cloud-distributed video games?'. The findings
are based on the four main components of a business model as used in (Dubosson-Torbay et
al., 2002). It is important to note that all these video game types co-exist e.g. digital
distribution did not eliminate the physical distribution of video games.

8.1 Value Proposition
When looking at physical distribution, the value proposition contained a finished video game
that was offered to the customer, including no extra services presented by the publisher. The
digital distribution channel changed this, because video games now started including service
components connected to the internet. Some video games are even fully being offered as a
service e.g. as a platform for social interaction. With the introduction of cloud-based
distribution, video games are not offered to the customer as a product anymore, but as a
service. The customer does not receive and download the video game, but only receives
processed images of the video game onto the platform. Thus, a video game is seen as a
service offered through an internet connection.
The type of product mainly offered to the customer through physical distribution was a fully
finished video game that had no extra content that could be bought at a later date. However,
digital distribution changed this by introducing the ‘minimum viable product’. This type of
video game became prominent, because releasing a full product was too slow in the video
game landscape. The ‘Minimum Viable Product’ got released as soon as the core components
of the video game were completed, after which the rest of the video game would be
completed by creating and introducing the new components to the customer. This was a
reaction to the need of a faster way of releasing video games.
Through physical distribution, the main focus of innovation for the publishers of a video
game was technological innovation. This was due to the belief that 'better' video games led to
higher revenues. This belief changed with the introduction of digital distribution which
brought with it new platforms to play video games on, like smartphones. Due to this, the
focus of innovation shifted to gameplay innovation. This was needed to complement the
different experiences customers have when playing video games on different platforms.
Gameplay innovation differs from technological innovation in that gameplay innovation uses
existing technology to create new experiences for the customer. On the other hand,
technological innovation develops new technological advancements to enhance already
existing experiences.

8.2 Customer Relationship
Looking at physical distribution, a video game was mainly marketed towards a specific type
of customer: gaming enthusiasts. However digital distribution led to video games being
marketed towards the general customer that were not necessarily gaming enthusiasts.
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New communication channels, like social media, made it possible to reach the customer in
new ways and exploit the relationship with the customer in new ways. Social media can even
be seen as a possible platform for video games. However, these new communication channels
also led to buzz-releases to become obsolete. Buzz-releases are releases that revolve around
creating anticipation from the customer. This anticipation is created from information that the
customer receives from the publisher. This was was commonly used in physical distribution.
Now customers can exchange their experiences quickly through social media, and therefore
anticipation plays a less important role in the success of a video game.
By distributing video games physically, the time needed to purchase a video game was very
long. The customer had to visit stores physically with a limited amount of video games
offered to the customer. Although digital distribution made it possible for customers to
eliminate this process of physically purchasing video games, the large number of video
games now offered to the customer and the increased time needed to search for the video
game eventually led to the time needed to purchase a video game to stay at an equal length.
Automated recommendation systems became popular as a result of a large number of video
games being offered. These systems can reduce the time needed for the customer to find a
video game that suits their needs by offering a smaller, more tailored selection of video
games to the customer.
The advertising in video games changed from being a fixed ad that was the same for every
customer, to dynamic advertising that shows ads corresponding to the collected information
about the individual customer. Digital distribution also opened possibilities for video games
to be used as advertisement, also called ‘advergames’. The cloud-based distribution further
builds upon this model of dynamic advertising by making it possible to create live
adjustments to advertisements in video games.

8.3 Network of Partners
The stakeholders in the network of partners generally stayed the same, but the roles
performed by those stakeholders changed. With physically distributed video games, the
developer created the video game, the publisher marketed and published the video game, and
the platform manufactured the video game's packaging. After the rising popularity of digital
distribution, developers were able to market and publish the video game on their own, also
called 'artist-led distribution'. However, working together with a publisher led to higher
revenues. Furthermore, a cloud-based distribution, just as digital distribution, can make the
use of physical retailers unnecessary. With cloud gaming, the cloud service provider receives
the rights of the video game from the publisher, which in turn offers these rights to the
network operator. This network operator then streams the video game to the customer
through the cloud, while the cloud platform provider offers the store through the internet etc.
to the customers.
The platform that the video game is being created for also changed. With physical and digital
distribution, a video game could be created for just one platform or several platforms. With
the introduction of a cloud-based distribution channel, video games only need to be
developed for a single platform to be playable on several platforms.
The stakeholders related to the advertising in a video game that was physically distributed
were mainly a publisher and a single advertiser. This changed with digitally distributed video
games, because of the addition of a network provider. This network provider acts as an
intermediary between the publisher and several advertisers.
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8.4 Revenue- and Cost model
The revenue model of physically distributed video games was one where a video game had to
be purchased after which the customer could play the video game infinitely. Digital
distribution changed the revenue model by creating revenue models based on offering a video
game for free. A possible source of revenue could then be advertisements in the video game
or additional purchases made in the video game. The latter is called a 'freemium' model,
where a free video game contains in-game purchases that can be made by the customer.
Cloud-based distribution, on the other hand, increases the popularity of video game renting.
This revenue model provides customers with flexible, affordable pricing methods while
quickly delivering the video game to the customer through the cloud network.
The nature of physical distribution made second-degree price discrimination possible. The
two forms being temporal and differentiated, were largely present due to the possibility of
reselling video games. Digital distribution decreases these types of second-degree price
discrimination by preventing a customer from reselling a video game. Cloud-based
distribution enhances this prevention of reselling even further by eliminating the need for the
customer to have the video game in its possession. This prevents differentiated price
discrimination, but temporal price discrimination still plays a role because video games can
still be sold for a decreased price at a later period.

8.5 Main findings of the Study
[Figure 6.] Main findings of the study
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The main findings of the study show that there is a relationship between the distribution
channel and business model components. Less stakeholders are needed in the network of
partners of video games, while the business models become more complex. New revenueand cost models can be seen as a reaction to the value of a video game becoming a product
with added services. Social media made reaching customers easier, and therefore the roles of
stakeholders in the network also changed. There is a relationship between the different
business model components, thus it can be argued that changes in one business model
component influence another business model component. The future of video games through
cloud-distribution will lead to video games being offered as a service, with stakeholders like
retailers becoming completely obsolete. New revenue-and cost models like renting will
emerge, and social media will still play an important role as a communication channel.
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9. Discussion
The goal of this study is to analyse the developments of the business models of video games
concerning the distribution channel used. It achieved this in a different way than other
research because it also included cloud-distribution as a relevant distribution channel. Most
articles discussing similar topics (Cai et al., 2016a, 2016b; Liao, 2019; Rayna & Striukova,
2014) focused on the change from physical to digital distribution or specifically on clouddistribution. This study combined all three of the distribution channels to analyse the business
model developments. This study assumes that developments occur when the general
distribution channel changes. The developments given in this study is not a complete
overview of all the developments present. The scope of the study does not allow this, and
therefore only a certain amount of developments is present in this study.
Furthermore, this study divides the business model into four different components. This has
been decided based on the business model components adapted from Dubosson-Torbay et al.,
(2002). Although a business model can be interpreted broadly and differently, the definition
of a business model was based on this e-commerce business model with slight alterations
made. Mainly in how the four main components have been operationalised.
During the search for relevant articles, significant care has been taken to find relevant
articles. Cross-referenced articles are also used and were fully read before being used. This
method leads more easily to articles providing information that coincides rather than
contradicts each other. This inevitably leads to articles providing relatively similar
information. To prevent this from happening in future research and to gain more information
regarding the topic, an extra type of analysis complementing this literature review could be
done. For example, qualitative interviews based on the information collected or customer
analysis. This way changes in the business models can also be analysed from a customer
perspective and possible contradictory information could be found.
It seems that, business model components are related. The study did not dive further into this,
because the size of the study does not allow for it. A possibility for future research based on
this study can be looking at the interdependencies of the different business model
components in the video games industry. Future research can also be done specifically
focusing on cloud-distribution, because it is a relatively new distribution channel that is
changing the video game landscape. There are many opportunities for research in this new
distribution channel.
Another possibility for future research is to further elaborate on the developments of the
business model components presented in this study. The relation between the distribution
channel and the business model components is more complicated than shown in this study.
Questions can be asked like ‘How were these developments implemented over time’ or ‘How
did changes outside of the context of video games impact the developments presented in this
study?’ In real-life cases, these developments can behave differently and can differ based on
so many other factors in a firm. To gain insight into this, a case study of firms is a possibility.
The last possibility for future research is to divide the main three distribution channels into
different separate distribution channels. The main distribution channels are broad and can be
divided into smaller, more specific distribution channels. A similar study could then take
place, but then for more elaborate distribution channels.
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