The pay for the game business model

1. The Classic

When we think of video games, we still think of it like this: someone makes a video game, puts it on the market, and a big group of people pay for the video game like any other product. This is the classic business model that crosses over to all industries where production is involved. Still, it is surprising how many products still fail, even when introduced by corporations or producers who have decades of experience producing and selling goods.


From New Coke to the Sony PSP, from ET to Star Wars: The Old Republic many seemingly good ideas and products have failed on the marketplace simply because they haven't paid enough attention to one or the other of the following five questions that apply across all scales of business. 

2. What is a product worth?

Start-up businesses have a tendency to be driven by passionate people, who are willing to take risks to realise their ambitions and dreams. They usually pour their blood, sweat and tears into their products and they genuinely believe that they are making the world a better place by presenting their wonderful new games to it.


Imagine their dejection when nobody buys their game.


Similarly, no game from EA is released on a whim. Hundreds of professional people have dedicated themselves often for years in a row to making a product the best it can be. Upon release of their 30 hour game, they nervously log on to the forums to check the public response.


The very first post: ”This game sux.”


What the stars of our two scenarios have to realise is that their hard work really doesn't matter. That you have worked hard on a game and made it great is not the achievement in the business sphere; it is the necessity for achievement. While no genuinely bad product can be a success – at least not in the long term – having a good product you worked hard on is no guarantee of success.


The core of this truth is this: a game's worth is not equal to the time you worked on it, but to the value it brings to the player. In essense, in a market economy nothing is worth more than someone will pay for it. And in a mass market economy, nothing is worth more than a sizeable amount of people will pay for it. 


Think of it this way: why is the game Assassin's Creed III worth 550 dkk at release, but only 169 dkk less than a year later? If anything, the product is better later on account of patches and available downloadable content. The only reason for this price change is that the game's developer Ubisoft – and the distributors and stores – ran out of consumers willing to pay 550 dkk for the game and gradually lowered the price to hit new segments of consumers. 


Thus, in business terms, the worth of this massive and beautiful game has next to nothing to do with the quality of the game, but of the perceived or experienced quality of the game from the perspective of gamers. Which brings us to the next question.

3. Use case scenario or Your case scenario?

When you design a game the number one question you have to ask yourself is: am I making this because someone else wants to play it or because I want to play it? In business terms and in the light of the discussion above about the worth of a product, you should always be answering: because someone else wants to play it. 


While there is a handful of famous examples of game designers who designed games for themselves and made a considerable amount of money off them afterwards – from Will Wright with the original Sim City to Markus Persson with Minecraft – as a general rule it is hard to build a thriving business on self-expression. 


That is not to say that it can't be done, and more and more indie developers are managing to support themselves through making games that are primarily designed for themselves, but which have appeal to a significantly large group of fans to support single individuals or small teams. As a rule of thumb, you need 1000 diehard fans who will buy everything you make to support one artistic person's living. 


The point here is to say that if you have no ambition to build a company that thrives and expands, but simply want to keep your head above water, producing games you yourself are the primary audience for, it can be done – but you should not expect to live comfortably or hit the big score. That happens to very few.


To build a sustainable and thriving business you have to be aware that what you need to do is deliver value to customers, and you have to do something that is even harder than that: you have to relinquish the right and ability to judge value to these customers.


Yes, even to the ”This game sux”-guy.


The method for this usually used in software development is the use case scenario. You sit down with prospective users – or put yourself in their place through a thought experiment, preferably based on data or research into similar pieces of software – and detail scenarios of how they want to use your software. This is fairly simple if we're talking about a word processor, but may seem more daunting when we're talking about a first person shooter game such as Doom.


But in reality the two things are very similar, and can run the gamut of products. Even a table has several use case scenarios, from the kind of social engagements it can be used for over daily maintenance to how and in what situations you dispose of it, when you no longer need it. 


The use case scenarios for a game like Doom could for example be divided into three parts: single player, multiplayer and customisation. What does a consumer want to be able to use Doom for in single player mode (level progression, point hunting, scary atmosphere, empowerment)? Multiplayer mode (ease of connection, chat, fair rules, paintball-like action)? Customisation (texture swapping, level designing, ease of exchanging mods)?


Remember: most people couldn't care less how much work you've put into your game. They only care about what they can use the game for.


One poignant example is the creation of co-op multiplayer characters in the bestselling first person shooter game FarCry 3. Having worked on these characters for more than two years, the designers finally took them to the users who were actually going to play them. These users flat out refused one of the characters – an elderly, British lady – as someone they would never find believable enough to play. A thing the game designers thought players would really enjoy to do with the game was in fact something the players weren't interested in at all and from a business point of view many months of work were completely wasted.


Focus always on what a customer could want to use your product for. Focus always on what a player would want to do in and with your game. Focus on the use case scenario, not the your case scenario. If you do your work here correctly, you'll have answered the next question already.

4. Why do they pay? Getting the word out

When you tell someone to buy your game, the most common and sensible thought they have is ”Why?”. If you have made your game already and haven't thought about why other people would play it, then you are now in deep trouble. This is the reason marketing efforts begin at the design level of making a game – so that your answer isn't: ”Because of this cool commercial some guys made for me.” 


That isn't to say that the cool commercial doesn't have a valid spot in your business plan. But the time to figure out what the commercial should say to people is not when you are making the commercial, but when you are making the product, the commercial advertises. All the Coke Zero-level, actionpacked ads in the world will not sell The Sims, if The Sims wasn't designed to fit into a very definite spot in gamers' life. It is low-grade escapism, micromanagement of minutiae, but most of all it is the chance to maniulate social mechanisms without the risks in the real world. It is exactly what the title, interface and marketing says.


This is no happy accident. Will Wright slaved away on the game for seven years, always with his mind on what the end user would want to do in the game, and because he sharpened the concept to such a degree, the message the prospective players were told by ads grew organically from the product the ads were selling. One of the commercials showed a director bossing a poor actor around, eliciting reactions to various imagined stimuli, only for the actor to be made into a Sim. The prospective player is then told that in The Sims, you can create anyone and make them do anything – playing straight into the core concept of the game.


Having figured out what in your game to tell your audience about, you need to find out how to say it to them. Basically, you need to go where people who would want to pay for your game already are. Putting up a website and waiting for customers to appear does not work. You need to figure out the platform used most often by your target audience. If you don't know what your target audience is – your answer is right there in your game. 


What makes people want to play it? Who are interested in the things that make people want to play it? This is the core of your definition of a target audience. For a full definition, you have to ask the following questions:

· What makes your target audience interested in your game?

· Is your target audience able to pay for your game?

· Are you able to address your target audience?

· If so, then where?

· Can you measure the effectiveness of your address? 

· In particular: can you measure the return the money you spend on addressing your target audience translates to in real sales?

These are the necessary questions to answer about any target audience for any product, and all of them are equally important. You do not have to answer affirmatively to all of the questions, but what you answer should shape your strategy. Obviously the more of these questions you have a clear and definite answer to, the more viable your resulting business plan will be, so do not just stop at yes or no answers. When asking yourself if your target audience is able to pay for your game, you should for example answer how much they are able and/or willing to pay, instead of just marking down yes.


Figuring out where to speak to your audience is of great importance. Study the different possible platforms thoroughly, but keep this rule of thumb in mind: analog is never as good as digital. Analog ways of addressing an audience is nowhere near as trackable as digital avenues. Facebook, Google Ads, Twitter – all of these platforms provide some kind of tracking of the effectiveness of your ads. Often, you are even paying to achieve certain track goals, such as a certain amount of clicks or impressions – the advertising term for someone watching your ad. For more information on different types of online ad systems and the mechanics of online advertising, see the Advertisements business model.


You should experiment with different platforms at low campaign intensities – spending the equivalent of 50 or 100 dollars to try the waters – to fine-tune your targeting. You need to know that you are hitting the mark before committing fully to an expensive campaign, and digital advertising makes this easy.


The same applies if you go for a more personal ressource marketing strategy, rather than paid ads. Generating buzz by having an active presence on social media and interacting with your community carries with it tons of data about page views, clickthroughs on links, retweets and likes. Use this data, and use it to gauge interest in different aspects of your product to identify precisely what part of your product appeals most to your target audience.


But having made your potential gamers interested in buying your game is not enough. You also need to find out what they should pay.

5. What should they pay? Pricing strategies

There is a classic formula used in a variety of industries to easily estimate what the price for your product should be:

Materials + Labor + Expenses + Profit = Wholesale x 2 = Retail 

Of course the use of this formula necessitates estimation of each of the steps. Designing, coding and deploying any kind of software is a tricky business to estimate the cost of, and even more so with computer games. How many hours will we have to work to make this game fun? An estimation of the cost of labor involved is part of most project work methods, so taking inspiration from such methods in the SCRUM, eXtreme Programming or Unified Process methods is highly recommended.


Still the tricky part is that unlike many material and analog products it is relatively hard to establish te cost per unit for a game, since the multiplication of a digital file – especially in an increasingly download-oriented industry – is a simple and cheap endeavour. The consequence of this is that the expenses post in the above formula is often negligable, and that it is often a good idea to combine the formula with a break-even curve.


This is in fact two curves, one tracking the cost in producing a given amount of units and one tracking the revenue genrated by sales. As mentioned, in the digital world the former curve will rise steeply with the first produced unit only to flatline or have a very slow increase after this. At some point, the latter curve will cross the former, creating the break-even point – when you have sold this many units at the price used in calculating the trajectory of the curve, every unit sold from then on will be profitable.


Having identified the minimum target number of units sold, you can now proceed to divide up the expenses incurred to produce this number units to find the values for the different posts in the above formula to make it fit with breaking even. Of course pricing in that way, you are going to put in a zero in the profits post, so price for an acceptable amount of profit according to the break-even curve. 


In the end, though, you can not be certain that people will pay what you need, so you have to combine your target number of units with an analysis of what gamers play for similar games on similar platforms. Positioning yourself to signal quality at the same time as hitting the spot where your price is competetive for the value you deliver to gamers is key, and can be a tricky question. Comparing lots of prices is probably the closest you can get to a method for determining where the balance lies.


Having thought over your pricing strategy, you have almost considered all of the five basic questions attached to the pay for the game business model. Let's look at the final one.

6. How do they pay? Postpublished, preordered and crowd-funding

Your final question to adress when you make your pay for the game business plan is when you plan on getting the money. 


Traditionally and typically for AAA productions the customer pays for the game upon acquiring a copy of it – when it is in the postpublished state. This allows the gamer to take advantage of reviews, buzz and recommendations from friends, as well as having the game in hand right when he or she has paid for it. The problem for you is that this requires a lot of capital raised up front either from your earlier sales, from investors in your company or from a publisher willing to foot the bill in return for the promise of some of the profit from the sales. 


Raising this capital requires you to muster arguments that you will make a profit. Fortunately, those arguments are the very same contained in the questions we have treated so far in the description of this business model. You should by now already have established a target audience that you can communicate to and a message that they will respond favourably to. This information is the core of your argument to prospective investors and publishers. Investors tend to be less interested in your game and more interested in the profit you can make an argument for being able to deliver, while publisher tend to be skewed towards interest in the game – though neither to the exclusion of the other aspect and always understood as a general rule.


Preorders have long been a stable of video games and is an alternate way to raise some of the finances needed to produce the game. The problem with this model is that you usually cannot raise enough awareness of your game to garner enough preorders to be able to make the game, or – if you're going to work on a AAA-production – you cannot cover the costs of producing the game on preorders alone, since sales postpublished tend to outnumber preorders on most titles. Preorders are generally best utilised as an injection of cash flow somewhat late in the development process rather than as a core financing strategy.


Crowd-funding through sites such as Kickstarter, Boomerang and Indie Go-Go have gained quite a bit of popularity and support as a creatively free alternative to attracting investors and publishers during the last couple of years. Again you have some of the same problems as with preorders in that you have to drum up support for your game before it is finished, but with this model you can potentially gain a significantly larger cash return on your marketing ressource investment. Since crowd-funding is build on donations instead of purchases you can receive a larger amount of money from any one backer than you would be able to get from any one preordering customer. And since you have no investor, you are free to make the game however you see fit.


Be aware, though, that you are responsible to your backers in a different way than to an investor. You have basically asked them to trust you and you must deliver on that trust, if you ever want to be trusted by your potential customers again. At the same time you typically interact directly with a much higher percentage of gamers interested in your game, which makes the possibility of a marketing foul up that much greater. In the final analysis, don't forget that crowd-funding is also a great argument to traditional investors, and may get you a higher degree of creative freedom even in a traditional deal, by backing up your claim that you know what gamers want.


Pick a financial model or mix and match – but have a plan with it. You are making a business plan, not a game jam. Money and cash flow is key, and you should always keep your eye on that ball. Since, after all, what is a pay for the game business model, if no one is paying?

So to re-iterate, any business plan founded on the pay for the game business model needs to address the following questions:

1. What is you game worth to whom?

2. What is the use case scenario for your game?

3. Why will people pay?

4. What will people pay?

5. How will people pay?

Answer these questions in a well-documented fashion and you have the beginnings of your strategic business plan.
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