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Economic and
Business Dimensions
Gaming Will Save Us All

How gaming, as the first media market to successfully transition
toward media-as-a-service, is an exemplar for a similar evolutionary
transition of content and entertainment.

OFTEN PROCLAIM at digital me-
dia and gaming conferences
that gaming (2.0) will save
us all. By this, I don’t mean
that we will spend our leisure
hours reaching level 68 Dark Elf Dru-
ids in World of Warcraft. 1 mean that
well-proven, hybrid revenue models
from the cutting edge of Gaming 2.0
will revive traditional media indus-
tries, many of which have been dis-
rupted by digital formats and irrevers-
ibly fragmented by the Internet.
Gaming 1.0 is the traditional pack-
aged-goods, retail-based model we are
all familiar with. Historically it will be
remembered as the domain of nerdy,
young males playing old-school down-
loadables and ad-based online prod-
ucts. The hits-based business model
of Gaming 1.0 was as unpredictable
as the hits themselves. Gaming start-
ups had difficulty scaling up to large,
standalone businesses. The success
of Electronic Arts and a few others
was overshadowed by countless busi-
ness failures. Gaming 1.0 companies
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spent fortunes to make products that
might or might not make money. As
with the movie business, Gaming 1.0
companies increasingly bet the farm
on “tentpole” titles, often sequels of
prior successes. They did not invest in
newer and riskier products.

In contrast, Gaming 2.0 makes
games frictionless, ubiquitous, so-
cial, and service-oriented. Gaming
2.0 provides critical clues and guid-
ance toward new, sustainable busi-
ness models that could benefit social
media, content, and e-commence
businesses in the future. Gaming 2.0
evens the playing field for game start-
ups. It is not just the application of
new computing and Internet tech-
nologies to old gaming paradigms; it
combines new technologies, new de-
signs, and new business paradigms. It
is fueled by major changes in consumer
behavior:

» Rise of the Digital Natives: Con-
sumers under the age of 30 have grown
up with the Internet, social networks,
instant messaging, email, search,
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blogs, P2Pdownloading,and podcasts.
These users spend more time on Web
2.0 sites like YouTube and social net-
works like Facebook and Twitter. They
eschew broadcast TV for online video
services like Hulu. Digital natives fa-
vor online, digital formats instead of
visiting retail outlets to discover and
purchase their media. They are adept
at seeking out new offerings, and they
share their findings virally.

» Irreversible Fragmentation and
Short Attention Spans: The Long Tail
theory suggests the Web allows every
user to find offerings that suit his or
her particular tastes. Such wide choice
makesitincreasingly difficult fora pub-
lisher or media company to reach mass
audiences effectively. This is borne out
by dying formats such as broadcast TV,
radio, and newspapers. Thousands of
niche offerings replace a few massively
popular hits that everyone likes. On top
of this there is a very short attention
span from users faced with unprec-
edented options and the ability to surf
instantly on to the next site or link with
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a single click if faced with something
that isn’t instantly appealing.

» New, Open, and Lightweight Plat-
forms: The most exciting new formats
for interactive experiences include the
iPhone (for which there are now more
than 100,000 applications, of which
more than one-third are games) and
other smartphone platforms, social
networks such as Facebook and Mys-
pace with open application support,
and increasingly powerful Internet
browsers capable of rich-media experi-
ences, streamed fully in-browser, with-
out the need for heavy downloads or
additional software. These formats are
widely available and have experienced
wide adoption, attaining huge active
audience bases worldwide.

In light of these disruptive changes,
we’ve entered what many consider to
be a Renaissance Era of Indie Gaming,
in which small upstart teams have just
as much a chance to launch a profitable
title directly into the market as the large
traditional publishers. In many cases
the startups are innovating much faster

than the incumbents, who continue to
fight the Gaming 1.0 battle under pres-
sure from a slowing retail-based model.
More specifically, the following in-
novative drivers define Gaming 2.0:
Ubiquitous Gaming. The most excit-
ing aspect of Gaming 2.0 is the rise of
games on new, popular platforms with
mass audiences such as iPhone and
Facebook. Through these gamemakers
can reach whole new audiences will-
ing to try out games, but who would
never self-identify as the stereotypical
“gamers” who only make up 10% of
the population. At least two-thirds of
iPhone and iPod Touch owners have
downloaded and played a game. Most
did not expressly purchase the device
to play games, as opposed to those who
purchase of a dedicated game console,
but a mass market of non-core gamers
is now investing significant amounts of
time and money in lightweight games,
expressly built for these non-dedicated
and ubiquitous platforms.
Approaching Frictionless Distribution.
Gaming 2.0 is about bringing games to

the broader market of non-core gamer
consumers, so the games themselves
need to be as easy as possible to try out
and play. Typical practices from the
Gaming 1.0 world, such as asking pro-
spective players to first download heavy
client software, register to play, or pur-
chase the game upfront, represent fric-
tion points for user adoption and scare
off many consumers. The gaming mar-
ketis giving way to browser-based, thin-
apps and free-to-play frictionless mod-
els, aimed at getting the consumer to
try out a game quickly and get hooked
on the experience, eventually resulting
in deeper engagement, viral sharing,
and monetization. Frictionless gaming
also emphasizes direct-to-consumer
publishing, without the need for re-
tail distribution or a packaged game
product. Many experiments in Gam-
ing 2.0 involve open platforms such as
Facebook, MySpace, iPhone, and Xbox
Live Community Games, which enable
startup developers to release games
into the market unfettered by tradi-
tional gatekeepers or distributors.

MARCH 2010 | VOL.53 | NO.3 | COMMUNICATIONS OF THE ACM 23

(M)




































viewpoints

(82)

Social as a Means Toward Distribu-
tion. “Social networking” is not a mar-
ket: it’s a kind of functionality that
will be woven into all offerings as a
mechanism to enhance distribution,
marketing/promotion, and self-ex-
pression/engagement. Similarly, “mo-
bile” is not a market, but a logical ex-
tension of the cloud media model, an
increasing overlay of the social graph
across all content and media. This has
already begun to reduce the anonym-
ity of the Web and increase the ac-
countability and quality of conversa-
tion in and around content/product/
media. Potentially, this could lead to
multi-region, cross-pollination in in-
teractions. Social gaming is interest-
ing because both sides (social media
mavericks, traditional games folks)
are learning from each other. Social
can grow audience bases virally, while
gaming can retain and engage these
audiences long after the initial viral
buzz wears off. Today’s social games,
such as Zynga’s MafiaWars, have
proved that you don’t even need a real
game engine or fancy graphics to get
‘Targe audiences playing and spending
money. These simple x-Wars social
games are just the beginning. Soon
we will see improvement in formats,
quality of production, and interactive
storytelling—the start of “premium
social gaming.”

Designing Compelling Content for
“Snack Gaming” and Voluntary Rep-
etition. Gamemakers are learning
to optimize the user experience for
“snack gaming” (many frequent ses-
sions of only a few minutes of play),

as opposed to deep engagement
with multi-hour gameplay sessions.
Most consumers are time-starve

and do not want to invest significant
amounts of time per play like hard-
core gamers. Compelling stories
and content that induces “compul-
Sion loops” drive users to keep com-
ing back for more participation. The
stories may be episodic and involve
user-modifiable game content. Us-
ers come back because they like the
experience and get hooked on one or
more compulsion loops. These users
do not need constant “app and social
newsfeed spam” to get them to re-
engage. Such alerts are good for ini-
tial awareness building, but the core
compulsion loop quickly takes over.
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]
Many aspects

of Gaming 2.0 can

be transported

to music, broadcast
TV, print journalism/
magazines, and
packaged media

in general.

The art of the “meta-game” will be
the most important long-run design
skill for Games-as-a-Service (GaaS):
when each piece of content or activity
ultimately becomes a “mini-game,” it
is important to design the meta-game
wrapper around everything to encour-
age users to level-up, collect, share,
buy/sell/trade, explore, and try again.

Games as a Service. Games pack-
aged as “fire and forget” releases are
quickly becoming an obsolete. Online
pioneers such as a Blizzard (World of
Warcraft) and Nexon (Maple Story)
have proved that GaaS and Cloud
Gaming are viable new paradigms.
Content creators must rethink how
they design their offerings, moving
away from discrete offerings sold and
handed off to players, and toward es-
tablishing ongoing relationships with
their users.

Games are increasingly “living” on
Internet servers as ongoing experienc-
es in which players touch each other
frequently across a multitude of devic-
es (Web browsers, consoles, iPhones,
and even within social networks). This
shifts expenses, planning, and spend-
ing priorities. Only half or less of bud-
gets will be spent on “launch,” with
increasing amounts used to “operate”
the ongoing service. Activities such
as community management, expan-
sion packs/dynamic content updates,
microtransactions processing, virtual
goods refreshes, and related activi-
ties become more important. This is
an early case study for the shift of me-
dia overall toward Media-as-a-Service
(MaaS). Imagine subscribing to all-
you-can-eat on-demand music servic-
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es instead of buying individual songs
or albums, or think of the emerging
online Netflix model. Getting content
into the hands of the audience is just

the first step; the real trick is keepin

the consumer engaged over the long- (¢

term, continually monetizing the re-
lationship and cross-promoting other
offerings.

Reinventing the Business Model for
Media. MaaS as inspired by the gam-
ing industry is the new Holy Grail for
media. The reinvigoration of the mu-
sic, TV, movie, and print media indus-
tries will come from adaptations of
this model. The model blends revenue
streams, including free-to-play, mi-
crotransactions (around virtual goods
and virtual currencies), and premium
membership and subscriptions. A
healthy model shows what I call the
“85/15/2” pattern: the majority (85%)
of participants plays for free, and do
not engage in microtransactions or
subscriptions. They can be lightly
monetized via ads, but they contribute
indirect value by enriching the game
world and experience for other players
through their participation. A smaller
fraction of participants (10%-15%)
pays small amounts for microtrans-
actions. A very small fraction of par-
ticipants (1%-3%) pays for premium
services or subscriptions. Subscribers
might engage in microtransactions for
rare items, collectibles, vanity goods,
and so forth. A parallel scenario in the
music industry would have ad-based
“free to play” for a limited on-demand
streaming music experience; per-song
and per-item microtransaction pur-
chases; and all-you-can-eat unlimited
subscription services with additional
perks and benefits.

Many aspects of Gaming 2.0 can
be transported to music, broadcast
TV, print journalism/magazines, and
packaged media in general. Gaming
is the first media market to shift suc-
cessfully toward MaaS (Media-as-a-
Service), and is a terrific poster child
for how content and entertainment
might transition toward XaaS (Every-
thing-as-Service).

Tim Chang (tchang@nvp.com) is Principal at Norwest
Venture Partners, which has supported over 400
companies in its 45-year history. This column is derived
from his keynote speech from the Casual Connect 2009
conference.
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