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Executive Summary  
 

The purpose of this thesis is to explore what possibilities the free-to-play model has to offer the 

Danish computer games industry in search of a way to make the developers less dependent on 

large conglomerate publishers. In order to reach any conclusions within this field, the nature and 

definitions of business models are examined and choices are made with regards to being able to 

illustrate the free-to-play model’s dynamics. To understand the concept of free-to-play one must 

first understand where it comes from, what characterizes it and how it compares to some of the 

more conventional models. The closing of the thesis consist of a section focused on how the free-

to-play model fits the Danish computer games industry and a discussion of how it aids the 

developers in becoming more independent. Finally, a discussion of whether or not the chosen 

business model approach can properly illustrate the dynamics of a free-to-play model is 

presented. The thesis is based on data retrieved through face to face interviews, phone interviews 

and e-mail interviews, through extensive research on the internet and books.  

 

The key findings of the thesis points to that there is still a need of changes being made within the 

Danish computer games industry, in order for the free-to-play business model to function 

adequately, despite the fact that the model has good conditions to work in many areas. The key 

findings also call for a general understanding from investors and the industry to understand the 

complex demands of the free-to-play business model. Furthermore, the key findings stress the 

importance of the Danish computer games developers being able to understand business 

dynamics and take advantage of the possibilities the free-to-play business model to become more 

independent. Finally, the keys findings concerned with the usability the chosen business model 

conclude that the approach used in the thesis partly succeeds to do so. However, it falls short in 

terms of being able to illustrate the underlying numbers and figures that are needed to justify the 

setup of a free-to-play business model. 
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Introduction 

 

From the first commercial computer being introduced in 1951, until now, there has been a 

remarkable evolution, especially within the last decade where giant leaps have been made within 

technology. The computer games industry has slowly but surely moved from simple platform 

games requiring little or no investment to multimillion productions, which demands a large team 

of highly skilled people and a wide-reaching distribution network. In recent years gaming has 

become more mainstream, thus the market for games and different ways to play them has 

exploded, having an expected global turnover of $48.9 Billion in 2011 (Reuters, 2007).  Despite 

the fact of this development the Danish software games industry is struggling to survive and get 

their products to the market, leaving the industry wounded after the current bank crisis. 

According to a report made by O’keeffe (O’keeffe, 2008) in collaboration with CBS and a report 

by Maz Spork (Spork, 2008), there is a number of reasons as to why this is so, some of the major 

ones are: 

 

 High entry barriers to the industry. Development costs are high and funding is hard to 

obtain. Furthermore, investors see games as being very high risk, partly because they have 

little or no insight in the industry. 

 Loss of IP. The Danish computer games industry lacks organization leaving the 

developers weak in negotiations with the big publishers usually resulting in bad deals. 

 There are not a lot of big players in the industry. Most of the industry comprises of 

relatively small and financially weak companies, which focus on local markets resulting 

in lower chances for bigger profits. 

 Even though there are enough skilled people in Denmark they are hard to retain within 

Danish borders because of high taxes and lack of big projects to work on. This also 

affects attracting new talent from other countries. 

 

However serious these issues are there is an even bigger problem for the industry, which can be 

linked to some of the problems further down the line. Because it is such a hard struggle just to get 

the initial funds needed to produce a prototype of a game, the developer relies solely on big 

conglomerate publishers, which demand too large a share of the profits, leaving it almost 
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impossible to get by without having a major success. Moreover, the publishers can influence the 

game development negatively by providing poor marketing or by putting too much pressure on 

the developers to get the job done resulting in lower quality products. Therefore the developers 

need to become more independent and a new concept could be one of the solutions, the free-to-

play business model. However, because the concept is relatively new and untested many have 

their doubts about the profitability and possibilities of it, especially the investors, thus a clearer 

survey of the pros and cons of the concept is needed.    

 

This leaves me with the overall question: 

 

Problem Statement 

 

How can the free-to-play business model make the developers in the Danish computer games 

industry more independent and how can the possibilities of the concept be made clearer and 

more viable?  

 

(a) What is a business model, how does the different views compare to each other and what 

view on business models can be used to illustrate and analyze a particular way of doing 

business ? 

(b) What is the free-to-play business model and how does the free-to-play business model 

compare to the more traditional business models? 

(c) What possibilities do the free-to-play business model offer the Danish computer games 

industry and what are its strengths and weaknesses? 

(d) Discussion; The usability of the business model canvas 

 

Research field 

 

The research field of this thesis is centered on the rapidly changing creative and cultural 

industries that are all connected to producing and adding value to entertainment products and 

services. The creative and cultural industries is a very broad term covering industries that can 
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often stand alone such as film, fashion, music and advertising but it also covers the performing 

arts, publishing and computer games. However, for this thesis the research field is narrowed 

down to be focused at the development, design, distribution and funding of computer games, with 

the Danish computer games industry, particularly the developers, as my primary focus area and 

the global scene as the secondary. Furthermore, the research field also includes the term 

“business model” exploring the history of the term, the definitions, what dimensions/ theories are 

in play and which parameters/aspects are deemed important for a business model. Branching out 

from the business model terminology is the focus on a particular model, the free-to-play model, 

exploring the effects the model has had so far, what characterizes it and what possibilities is has 

to offer. The aim of taking a closer look at this research field setup is to seek answers to the 

research questions posted above ultimately posing answers to the problem statement and to gain a 

better general knowledge on the subject.  

 

The reason why I have chosen research question a) is because even though the term business 

models is not new there have been little focus on the subject. Therefore trying to find definitions 

of what a business model is and how it compares to other definitions is essential if I am to 

properly analyze a specific type of business model. 

 

Research question b) has been constructed that way because the term free-to-play is not a 

commonly known term and thus needs further explaining. Moreover, the free-to-play business 

model comes in many different varieties and has many special features that need to be described. 

Finally, in order to clarify the differences between the free-to-play business model and the more 

conventional business models seen within the computer games industry.  

 

Research question c) is more closely connected to the problem statement drawing upon some of 

the findings made earlier in the thesis and interviews, thus discussing the possibilities of the free-

to-play business model for the Danish computer games industry. To elaborate further a TOWS 

matrix is created in search of alternate possibilities that could be considered. To close off the 

section and address the problem statement I will discuss whether or not the free-to-play model 

can make the developers less dependent on publishers.   
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The last point d) is posted in order to have a more critical approach to the business model 

analysis and illustration process that have been chosen and also to discuss the usability of the 

model based on the feed back from my interviews. 

 

Methodology  
 

The purpose of this section is to clarify the usage of theories within the thesis and how they are 

related. Moreover, this section’s aim is to break down the research process into smaller pieces, 

aiming to explain the different approaches there have been used in the thesis. 

 

There are many different ways of researching a particular subject, business, problem or some 

specific parts of history. However, they all have something in common in terms of deciding what 

approach to take on the matter. The method, which is chosen, is always bound in the “problem” 

at hand, meaning it is the way to dig deeper into the core and what the writer wants to get out of 

his research that determines the techniques being used (Arbnor & Bjerke, 1997)  

 

The Research Process and Theories used in the thesis 

 

The aim of this section is to describe the research process, to clarify some of the choices there 

have been made in terms of getting information and how it has been handled. Moreover, this 

section touches upon how the problem statement came about and the theories and models that 

have been used in the thesis.   

 

The overall research method is done through the Inductive approach. This approach is 

characterized by collecting and analyzing data to find trends, which can then be generalized into 

truths. However, the deductive approach has also been used, that is characterized by a hypothesis, 

which is based on e.g. a theory or a law. The hypothesis can then be tested in order to see if the 

findings of the theory or law were supported.  
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The primary data for this thesis was obtained using a qualitative approach and is based on 

observations, face to face interviews, phone interviews and e-mail interviews I have made to gain 

a better understanding of the dynamics and challenges of the Danish computer games industry 

and to explore the possibilities for the free-to-play business model in Denmark. Besides 

interviewing people in the industry I have attended a seminar (Play for Free Seminar, 2009) held 

at Cinemateket in Copenhagen titled “Play for Free” to get a better understanding of the free-to-

play approach and observe how different actors in the industry react to it.  

 

The secondary data for this thesis is obtained by searching the internet for relevant numbers, 

statements, theories and data to aid me in the understanding of business models and more 

specifically the free-to-play business model. I have also searched for information in various 

books and in the local newspapers.  

 

Road to the problem statement 

 

I started out with an initial interest for the world of computer games and especially the 

competitive side of it called e-sport, knowing it was popular in Denmark and that there were 

actual e-sport schools one could attend to improve ones gaming skills. I knew very little about the 

computer games industry in general, thus decided to try and get in touch with some people in the 

business. I thought a good place to start would be the IT University in Copenhagen, but after a 

few talks they actually directed me back to my own school CBS. I contacted my own department 

and got in touch with a woman called Trine Bille, an associate professor at CBS INO department, 

who was cooperating with DADIU (Det Danske Akademi for Digital Interaktiv Underholdning) 

trying to help them incorporate more economic features in their educational offers. She connected 

me with two people working there paving the way for my first interviews of Paul Køster and 

Søren Fruensgaard.  From the interview I learned that e-sport and Danish developers of computer 

games had very little to do with each other as the games being played competitively were not 

created in Denmark. Furthermore, I got an impression of the challenges of the computer games 

industry and therefore many interesting issues arose that could be investigated further. From 

research I learned that there had already been a lot of focus on the issues of the industry and 

therefore I wanted to take different approach in search of a possible solution. I started out looking 
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for an answer, contacting our neighbors, the Swedes, who had been much more successful in the 

field of computer games than the Danes. However, they could not point to any specific reasons 

for their success, but while trying to think of a new approach I was informed by Paul Køster and 

Søren Fruensgaard (see appendix 1) that there was going to be a seminar on free-to-play games, 

which they thought I should attend. It was this seminar that spurred life to the interest of 

exploring the free-to-play business model as a possible solution to some of the current problems 

present in the Danish computer games industry. During my research I realized that the data on 

business models in general was blurred and I also needed to find out what other initiatives were 

being made to counter the challenges of the industry. I got word that a man called Henrik 

Søndergaard from Copenhagen Entertainment (see appendix 2) along with a lot of other people, 

was working on a project related to business models and the creative industries and therefore 

decided to contact him and talk with him about the current development. From my talks I 

concluded I needed more information on business models, free-to-play dynamics and the Danish 

computer games industry, resulting in the final problem statement. 

 

Theories/models being used in the thesis 

 

When introducing the Danish computer games industry I have based much of my data on the 

finding of Nicholas O’keeffe, as he just recently mapped the industry (O’keeffe ,2008). 

 

The theory on business models is rather clouded as a business models consists of many different 

element and can many shapes and sizes. In my thesis I have examine many different approaches 

to defining a business model in search of a common ground within the subject.  

 

When discussing the subject I present two different approaches, which I have found interesting 

and relevant to the topic. Starting of with Hedmann and Kalling’s extensive model (Hedman and 

Kalling, 2002) I move on to Chesborough and Rosenbloom’s lighter and more focused 

approach.(Chesborough and Rosenbloom, 2002)  
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To close in on a commonly accepted definition even more I study the findings of Osterwalder, 

Pigneur and Tucci, which is based on a large study of many different business model types. 

(Osterwalder and Pigneur and Tucci, 2005) 

 

Having a more practical approach I take a closer look at Osterwalder and Pigneur’s “Business 

Model Generation” (Osterwalder & Pigneur, 2010) describing how it is defined, what elements it 

consists of and what role strategy has for the model.  I also examine their business model canvas 

and test its abilities to illustrate the dynamics of a business model.  

 

When trying to assess the possibilities of the free-to-play business model I use the TOWS matrix 

to explore the different strengths and weaknesses of the model and to see if alternate options arise 

from combining them with the opportunities and threats of the model.  

Limitations 

 

There are many underlying theories that can be used to analyze the different business model 

aspects that are presented, but they are not the focus of this thesis and I have therefore not chosen 

to focus on them, but merely mention them in certain instances. 

 

The business model canvas models created to plot different types of business models are not 

completely accurate as I have not been in touch with any of the companies being described and 

therefore do not have access to all the data and aspects of their business. 

 

There exist many different platforms and genres within the world of computer games. However, I 

have chosen not to try and clearly specify these as I have not found it to be relevant for the focus 

of this thesis. When needed I have noted the different types, genres or platforms that are relevant 

for the subject at hand 

 

The Danish Computer Games Industry 
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Intro Industry 

 

Before starting off the interesting subject that is business models, a more thorough introduction is 

needed of the Danish computer games industry in terms of structure, dynamics and who the main 

actors in the industry are. The dynamics and how the industry is structured can influence the 

choice of business model a company chooses and also tells us how the different projects are 

funded. The industry is being introduced now as the data will be used for analysis at a later point 

in the thesis and also to get a better overview of the industry and how it has developed.  

 

In 2008, Nicholas O’keeffe published a report titled: Software games in the Danish experience 

economy (O’keeffe, 2008) in cooperation with The Copenhagen Business School, which is the 

basis for this chapter. 

 

Actors in the industry 

 

To begin with it is important to know who the different actors within the industry are and what 

their role is. They are defined as (O’keeffe: p 17-21 2008): Developers, Publishers, 

Distributors, Retailers, Platform Providers, Middleware Manufacturers, Peripheries 

Manufacturers and Agents. (see appendix fig 1) - A model showing how the different actors are 

connected. 

 

The developers (game studios), who are the main focus of my thesis, are the ones who cover the 

technical and artistic elements when developing a game. Generally, the activities take place in 

three different areas during the first phase: R&D and Planning, Design and Technical process. 

The first area covers what kind of components and concepts the game should include and how the 

concept can be realized through careful planning. The second area is focused on the artistic 

values and what kind of specifications the game should have. The third area is devoted to the 

more technical part of game development, where the choices made in the planning phases need to 

be realized. The game needs to be coded and programmed properly and a game engine needs to 

be incorporated in order to control graphics, game physics and artificial intelligence in the game, 
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which require something called “middleware”.  Moreover, the game needs to be tested for bugs, 

general hardware compatibility and the overall functionality of the game. 

 

The publishers are the ones who currently have the upper hand in the industry as they are the 

ones with the capital to invest in various projects. Besides the actual investment their role is to 

take care of marketing activities, packaging, game manuals and to negotiate with distributors and 

retailers. The publishers usually only decide to invest in a project after they see a prototype of the 

game unless it is e.g. a sequel to a popular title. The developers have little control of how their 

products are treated once it is finished. Søren Lundsgaard, a former employee in Deadline games 

and now employed part time at the Danish film academy told me that one of their games, Total 

Overdose, had shown surprisingly poor numbers in the US despite being a success in Europe. He 

credited the poor numbers to insufficient advertising by the publishers claiming they only handed 

out pens with the game logo (see appendix 1). As the developers are very dependant on the 

funding from the publishers they are in a very weak position when negotiating deals with the 

publishers. Their position can be strengthened by having a good reputation and former successes 

under the roof; unfortunately that is not a common sight in the Danish computer games market.  

The typical payment method is through royalty agreements and the developers get between 10-

25% per unit sold, but only once the expenses of the publishers have been covered. Furthermore, 

the payments for development often function on a milestone basis where reaching a milestone 

unlocks additional funds. Sometimes these funds are also only seen as an advance on the royalty 

payment if a bad contract has been negotiated. The economical pressure to reach milestones can 

influence the development of the game, where some parts of the game are neglected in order to 

keep it afloat and have new funds transferred to the company. As if these conditions were not 

hard enough, getting funding from publishers is getting harder because the publishers are more 

inclined to invest in sequels to big successes rather than taking a chance on new concepts.  

 

The role of the distributor is merely to act as a mediator between publishers and retailers, but 

their role is currently being weakened because of increased consolidation between retailer and 

publishers. The retailers can take many forms such as retail-chains, e.g. Fona or Gamestop, 

specialized game shop and online-stores. Times are changing, however. As faster internet 

connections arise, more and more games are being sold through online stores and the games own 
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online service. As the product life cycle of computer games have fallen and the budgets for 

computer games have grown the risks increases for the retailer. With high risk Triple-A 

productions the retailer can also negotiate deals with the publisher as an attempt to reduce risk, 

taking the form of return arrangement or discounts. Additionally the retailers are also used as 

places to market the product and where people can try out the products e.g. console games.  

 

The platform providers create gaming consoles such as the xbox360 by Microsoft or the 

Playstation3 by Sony. Whilst Sony makes their consoles in-house, Microsoft has outsourced the 

production of their console and they market and distribute the consoles themselves. In order for a 

console to be useful it needs to have games to play on it and for developers to be interested in 

making games for these consoles there needs to be a large consumer base. As a result, the 

platform providers sell their products below the production costs in an attempt to get one and 

then cut their losses by making money of licensing fees for each game sold. The consoles also 

bring new technological tools with them, leaving it up to the developers to be innovative and 

utilize these tools in their game. E.g. motion sensor abilities that come with the Nintendo Wii 

allows for alternative gaming types. 

 

Operating in the background of the industry is the middleware manufacturers, peripheries 

manufacturers and the agents, where the middleware manufacturers make programs that facilitate 

the production of 3D graphics for games, e.g. The Maya engine and the peripheries 

manufacturers focus on making all kinds of accessories to gaming consoles like joysticks and 

game pads. The Agents role is to act as intermediaries, typically between the publishers and the 

developers, but they can also do so for other actors within the industry. 

 

Market segments 

 

When someone mentions they are developing a computer game a typical follow up question 

would be: Which platform are you creating a game for? A computer game can be played on many 

different platforms, O’keeffe mentions six different types (O’keeffe: p 21-25, 2008)  : Video 

games, Computer games, Mobil phone games, Internet based advertisement and 

promotional games, Educational and narrative games and Interactive TV. 
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Video games are games produced for gaming consoles and it currently represents the largest and 

most profitable market segment.  Sony, Microsoft and Nintendo are the market leaders within this 

sphere always trying to outperform each other, thus the market can be characterized as having 

oligopolistic competition (O’keeffe: p 21, 2008). However, Nintendo has given up trying to 

compete in terms of producing the fastest and best consol and instead focused on gameplay with 

their Wii’s special features. Unfortunately due to the success of the Wii their rivals have quickly 

adjusted and created similar or more advanced features on their consoles. The consoles also come 

in handheld versions, which Nintendo has been the leader of ever since they produced their first 

Gameboy. Now, however, they are competing with Sony’s PSP with their Nintendo DS.  

 

What is known as Computer games are games that are produced for personal computers and 

Apple computers. Even though many people have a computer the computer games segment only 

represent 20% of the game retail business - The low representation may be a result of the 

increased illegal copying of software happening on the internet. As opposed to video games these 

type of games offer the developers a certain amount of creative freedom as they are not tied to 

any specific hardware or requirements, which ultimately strengthens the negotiation power of the 

developers.  These types of games are increasingly becoming online games as it enables the 

creation of an online community that can help further the development of the game and facilitate 

communication between seller and buyer.  

 

As the technology inside a mobile phone has been improved so have the games available for 

these devices. The quality of games, especially for smart phones such as the Iphone, has begun to 

resemble that of the handheld devices, thus intensifying the competition within this industry. 

These games usually have low budget and development time demands and can be developed 

along with bigger and more complex game projects. The game is usually offered on a game portal 

where each download will trigger a royalty payment. Because of the relatively modest 

requirements of these types of games they are usually funded by the developers themselves. 

Moreover, there also seems to be large profits in creating applications for these devices offering 

an alternative source of income for development companies. Hamblen (2009) 
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Internet based advertisement and promotional games can be connected with the education and 

narrative games as there actually is a specific categorization for these types of games called 

serious games. Serious games are games that typically have some educational content and are 

used for training users, but the term also covers commercial games for competitions or obtainable 

through purchases of a given companies products. Although entertainment is not the primary aim 

of these games, it must be present to sustain the interest of the users, thus education, political 

stand points and marketing messages are conveyed while the user is being entertained. These 

types of games are particularly popular in the Danish computer games industry as they offer 

alternatives ways of generating revenue, even though being modest, but more importantly can act 

as a stepping stone for bigger projects because they allow the developer to show what they are 

capable of. Creating games for many different and sometimes well established companies builds 

reputation, thus makes the company more attractive to investors and if the developers are able to 

produce another and bigger game without the aid of a publisher they often stand to have a much 

better payback rate on their royalties with reports of 40% being claimed.  (O’keeffe: p 24, 2008). 

 

Finally, there exists a market segment for interactive TV. However, this is the smallest segment 

in the Danish market, but it is currently in rapid growth and does not cost a lot to produce. 

 

Industry dynamics 

 

In order to gain a better understanding of an industry or experience field it is important to know 

its dynamics. The computer software games market is unique compared to other industries as it is 

driven by new advances in technology, which expands the limits of game development and opens 

up new possibilities. The market follows certain cycles, with peaks when new hardware is made 

available to low periods when a new generation is expected. E.g. replacing a Playstation 2 with a 

Playstation, even though Sony made it backwards compatible, which they ultimately stopped to 

cut expenses. The computer software industry has come to include large global mass-market 

industries that control the output of hardware consoles and what they are capable of. When a 

consumer makes a purchase they are confronted by decisions being made by these companies as 

some hardware is constrained to only allow access to special game types and features while other 

types of hardware enable the consumer to make the choice of how advanced the hardware should 
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be, thus determining what games and features that is available. How powerful the processor is 

and what kind of graphics it can handle is therefore very important to the consumers when 

purchasing a game or some hardware. As the price of development rise publishers try to reduce 

risk by consolidating their businesses in a hit-driven industry. It is believed by the Danish 

developers that this trend is likely to continue, which means it is increasingly hard to compete at 

the highest level, as it simply costs more money. However, this development will also open up 

niche markets and technological advances make room for new creative games. (O’keeffe: p 25-28 

2008) 

 

Scale and Scope of the computer games industry 

 

Over the last decade computer games have been experiencing a rapid growth and development. It 

has become one of the largest economies within the entertainment industry surpassing music 

sales and is in close competition with DVDs. Reuters (2007).   One of the reasons for this trend 

could be that games have become increasingly mainstream, moving from making only complex 

high quality games for the hardcore gamers to making social and casual games in order to reach a 

larger segment of customers.  This development can to some extent be illustrated by following 

the expansion of the popular online game World of Warcraft. While the game started out focusing 

on the hardcore gamers and end game content, blizzard shifted the focus to more casual players 

as they realised the hardcore gamers segment only made up a very small share of the people 

playing the game. They did so by reducing travelling time, introducing alternative forms of 

transportation and generally making it easier to kill monster and bosses in the game. A term 

called raids, which is gatherings of large crowds of people 10-40, or just simple instance runs 

could easily take 2-5 hours, depending on the difficulty, when the game was first launched. But 

now these raids and dungeon runs have been shortened or cut into smaller pieces, adding to the 

flexibility of the game. As the internet has expanded so has its usage in the daily life and even 

more so with the arrival of doodles and smart phones. This means that the number of computers 

within the household has increased significantly in recent years and that the general rate of 

growth set for personal computers between 2003 and 2015, having the emerging markets of 

India, China and Brazil in mind, is 12%(Chapman, 2007). As the computer software market 

grows so does the importance of being part of the experience economy, failure to do so can have 
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serious consequences in terms of lost income and with other creative markets such as music and 

movies slowing down, companies need to find alternative sources of income in order to survive 

(O’keeffe: p 29-35 2008).  

 

Starting of with a single company in the early 90’s the Danish computer games industry has 

evolved into an established industry, catering the needs of many different market segments. 

Despite the diversity of the industry it is fairly small compared to many other countries.  The 

industry has had some minor and major successes, especially in the early 2000s with IO 

Interactive’s Hitman series being the most prominent, thus gaining some international recognition 

within the industry. However, the early successes have not been properly followed up with 

similar big productions resulting in the industry being less attractive to investors and as such have 

been struggling to keep afloat. The financial crisis has also had its impact on the industry as many 

of the companies are financially challenged and are operating on the bare minimum and public 

grants, the biggest surprise being one of the three big Danish companies filing for bankruptcy as 

of 2009 May 29 (Elkær, 2009). According to a report, which has recently been made by 

Copenhagen Entertainment in collaboration with many other parties of the industry, the structure 

of the Danish computer games industry is as follows (Copenhagen Entertainment, 2010):  

 

The industry consists of 72 computer game developers employing 552 people generating a 

turnover of DKK 380 million in 2009, showing an increase of employed people of 14% and an 

increase in turnover of 4% compared to the year before.  Unlike other similar industries, 

computer games are driven by exports covering two thirds of the total turnover in 2009.  

 

The companies within the industry vary in size and are categorized as small, medium and big 

companies. 

 

The small companies employ 1 to 9 people and make up 20% of the total number of people 

employed within the industry, 11% of the turnover and 2% of exports. 

 

The medium sized companies employ 10 to 49 people and make up 24% of the total number of 

people employed within the industry, 24% of the turnover and 15% of exports. 
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There were only two game developers in the big company category in 2009, which employed 

more than 50 people. They made up 55% of the total number of people employed within the 

industry, ~55% of the turnover and 82% of exports. The companies are primarily situated in 

Copenhagen.  

 

The Swedish Computer Games Industry 

 

During my research of the industry I also broadened my scope to include Sweden as the Swedish 

computer industry is thriving and are known for producing successful and high quality games. I 

did so in search of a particular reason as to why the Swedes were doing so much better than 

Denmark, but e-mailing with two people from Datspelbranchen, Martin Lindell and Sten 

Selander, they could not point me in any specific direction, but sent me a report (see appendix 

DVD 1), mapping the Swedish computer games industry in 2008. To make a short comparison I 

have listed the numbers below: 

  

In 2008 There were a 104 companies involved in computer games development in Sweden. They 

had a total turnover of SEK 1.158.070.721 Billion and employed 1353 people. The two diagrams 

below show the distribution of employees and turnover among the 104 companies: 
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Source: Appendix DVD 1 

 

The industry is has shown tremendous growth in the last two years going from 68 in 2006 to 104 

in 2008. In terms of turnover it has almost doubled in the same period totalling “only” SEK 

624.117.984 in 2006.  The Swedes primarily focus on making games for high-end consoles and 

personal computers also known as Triple-A games. While the most successful countries, in terms 

of turnover, are Finland and Sweden the report also gives credit to Contributions made by 

Denmark (Hitman), Iceland (EVE Online) and Norway (Age of Conan), claiming they all help 

draw the attention of investors to the Nordic region . 
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Discussion Danish Computer Games Industry 

 

In order to get a clear picture of what the present situation of the industry is I have searched the 

internet and newspapers about information on the subject. I have also spoken to different people 

who are involved in the industry on different levels. Despite these conversations it is still hard to 

say what the situation is like in the Danish computer games industry. There is no discussion 

whether or not there are issues that need to be taken care of for the industry to grow, but some 

have a more positive attitude towards the current development compared to others. The biggest 

hurdle is by far the amount of support dedicated to computer games in Denmark compared to e.g. 

movies which receive up to a hundred times more funding in support (Elkær, 2010). However, 

the importance of computer games development and what it may bring to the country has not 

been ignored. e.g. one of major political parties in Denmark, Socialdemokraterne has included it 

as a central area of growth, innovations and creative opportunities and added new steps to be 

considered. When I first began talking to people about how the computer games industry was 

progressing, it was at the peak of the financial crisis thus making it hard to be positive about the 

prospects of such a high risk industry as computer games development. However, the industry 

has survived and produced some prize winning game titles despite of the crisis. One of the 

critiques of the investors have been that many of these game projects lack people with an 

understanding of business and marketing and are usually developed solely by computer 

programmers.(Jeppesen 2008) Different initiatives have been made in order to try and change 

this, with CBS cooperating with DADIU to try and incorporate business in the educational 

process. Henrik Søndergaard also told me that Copenhagen Entertainment is currently running a 

project where the developers have easy access to marketing, management and planning as they 

are in-house, thus taking the form of a Skill house to help the developers. My own educational 

line, Cand Soc.CBP can also be seen as an initiative as it is fairly new and has been created due 

to the lack of educated business people within the cultural and creative industries.  

 

Although there have been a few titles aiming at achieving Triple-A status, similar to the 

definition of high budget movies - Blockbusters, no major successes for those type of games have 

occurred, with Kane&Lynch 2 being the newest game from IO Interactive released in August 

2010. However, the Danish game developers have done well in other areas winning 2 out of 4 
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awards at the Nordic Game Awards held in Malmø 2010 for the best children’s game and the best 

new Nordic talent with the games “Max and the Magic Marker” and “Monkey Donk”. 

(Bundgaard, 2010)  

 

This development is due to a shift being made in the industry where the focus has been shifted 

from developing high-end games that could be played on gaming consoles and Personal 

computers with expensive hardware to creating small high quality games for mobile phones and 

online markets. In an article from Politiken there is an interview with the CEO of the computer 

games industry’s branch organisation, Producentforeningen, Klaus Hansen. He says that the shift, 

deemed version 2.0, has been made to lower the production costs of producing computer games 

and also to facilitate the entry to the industry for new companies. (Rytter, 2010) The article also 

mentions that one of the new types of games are small casual games designed to be instantly 

entertaining, of high quality and with a simple game play suitable for playing while on the bus or 

on a short trip. One of the most promising games are called Limbo, a black and white 2-D 

adventure game, which has been under development for a few years and has had major interest 

from the beginning with their creative approach and  has been estimated at a cost of DKK 15 

million, receiving major investments from the Danish state fund, Vækstfonden. Although this has 

been relative expensive to produce, it was created for the Xbox live Arcade thus making it 

available for a 40 million user network. (Majcher, 2010) The game has once again put Denmark 

on the map topping the Xbox live network with a fifth place on their charts, winning international 

recognition by winning the European Innovative Games Award 2010 in Frankfurt am Main and 

just recently has been nominated for “Best Independent Game” at the Video Games Awards 

(Buchardt 2010).  

 

As mentioned the industry is mainly concentrated in Copenhagen, thus functioning as a small 

cluster that facilitates the communication and collaboration between different parts of the 

industry. Moreover, 11 companies have moved in to two consecutive stairways on the same street 

called Pilestræde in the interest of keeping their doors open to each other, pitching ideas, getting 

inspired and also allowing people to work on one or more of the projects being developed by the 

different companies. (Rytter, 2010) The industry is becoming more structured and has a more 

solid base. It has achieved impressive results by means of scale and scope with only minor 
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support and investments. Such results does not go unnoticed and other countries, namely Canada, 

have begun to show interest in the Danish computer game developers and have tried to lure them 

with promises of much better circumstances taking the form of advantageous taxes if they were to 

move to there. Although making such a commitment is a large step, it is something the 

developers have considered as the funding issue described earlier is severe and does not seem to 

be improving much in the Danish Industry. On top of countries like Canada trying to attract 

foreign countries, other countries like Norway and Finland have a superior support system for 

their computer industries making them more interesting to invest in. Additionally, the subsidy 

schemes that are currently supporting the Danish computer industry are about to expire. The 

support initiative “New Danish Screen” with DKK 12 million labelled to computer game 

development on a 4 year period ends in 2010, although a new money pool labelled for games of 

DKK 20 million in the period 2011-2014 has just been agreed upon in the new movie settlement 

(see appendix DVD 2). Also the Nordic initiative “Nordic Game” is set to expire in 2010 putting 

more pressure on the developers to hunt for private investors willing to take a chance on their 

project, which is proving to be a challenge (see appendix DVD 3)  

 

The industry is facing many different challenges, thus finding alternative solutions are essential 

to securing the survival of the computer games industry in Denmark. The industry has shifted its 

initial focus on high budget games and is already developing games for mobile phones, the online 

market and consoles with lower system requirements. However more can be done, thus finding 

out what possibilities the free-to-play has to offer the Danish computer games industry is in the 

interest of the developers. I will start out by focussing on the nature of business models. 

Business models 
 

Intro Business models 

 

Whenever building a business, there are always certain elements one needs to decide upon before 

starting up. Besides the whole issue of raising funds, elements like strategy, organization and 

management style are areas that need initial interest when starting up a business. However, that is 

only the tip of the iceberg, these elements open up a lot of other areas such as marketing, 
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segmentation, mission, vision goals etcetera. The whole system is broken down into many 

different variables backed up by numerous diverse theories making the whole ordeal rather 

complex and time consuming. Moreover, the complexity clouds the transparency of the business 

making it harder for investors to understand what they are investing in and what kind of ROI they 

can expect. 

 

Time is especially an issue in areas where there is a high degree of innovation and competition 

and where the environment is constantly changing. The next thing, be it a movie, an application 

or a new design is right around the corner and to be prepared for change a company needs 

flexibility and innovation. However, using a business model to change the humdrum ways of 

doing business is not a new option. Many of the large corporations we know today such as 

McDonald’s, IKEA or Microsoft are all great examples of successful business models that have 

changed they way people think about running a business, but the focus on business models first 

took flight when they were heavily, and some might say creatively, utilized during the e-

commerce boom. (Kerner, 2004)  

 

The aim of the following segment is to answer the question: 

 

What is a business model, how does the different views compare to each other and what view 

on business models can be used to illustrate and analyze a particular way of doing business? 

 

I will start out by having a broad approach to the subject matter, focusing on what the general 

thoughts on how the core aspects business models are defined and which elements and 

dimensions that are in play. 

 

I will then move on to compare some of the different approaches done by a number of researchers 

in an attempt to close in on definition of a business model and which components it should 

contain.  
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Ultimately, upon having presented and compared some of the different approaches, I will 

determine which of the different views on business models I find most suitable for illustrating 

and analyzing a business model. 

 

The Business Model Concept 

 

What is a business model? 

Answering this question is not an easy task since there is no generally accepted definition of a 

business model. It may be due to the fact that a business model can take many shapes and sizes 

and can include many different variables depending on what it’s used for. The outlook of the 

business model is highly dependent on the environment it is supposed to function in, thus making 

it hard to reach a general consensus about what a business model should encompass. Different 

elements are in play such as strategy, management and planning and organizational structure, but 

the only element that there is a general agreement on is that a business model is about value 

creation on all levels of the value chain yet only on a superficial level. From the point where the 

initial interest for the concept of the business model began to rise, many researchers have tried to 

capture the core aspects in play by categorizing models e.g. (Timmers, 1998) and (Rappa, 2000), 

How a business model functions e.g. (Afuah and Tucci, 2000). These researchers have all 

focused on specific industries or certain areas of the business model, thus making the knowledge 

obtained difficult to transfer to other areas. Therefore closing in on the idea of a commonly 

accepted definition of a business model is the only way to ultimately end up with a generically 

applicable model for the industry (Audiencedialogue.net, 2010). 

 

Defining the business model 

 

How does the different views compare to each other? 

As mentioned in the section above there is no commonly accepted definition of a business model 

but most of the researchers within the industry agree that the goal of a business model is to create 

value. Below I have chosen to present some different approaches to business models, definitions 

and dimensions I have found relevant in order to illustrate the different views at hand. .  
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IT and business models: Concepts and Theories  

 

(Hedman and Kalling, 2002) try to define a business model in an attempt to analyze the resource 

IT through it. They define a business model as a set of causally related components based on a 

review of existing literature. They state that the components are cross-sectional and can therefore 

be considered at all time.  Their definition includes the following components: 

1) customers, 2) competitors 3) offering 4) activities and organization 5) resources 6) factor 

and production input suppliers 7) the managerial and organizational, longitudinal process 

component 

All the components make up their idea of a business model, which looks like this: 

 

Source: (Hedman and Kalling:p113, 2002)  

 

All of the components are based on different commonly accepted strategy perspectives, such as 

Porter’s five forces (Porter, 1980) or Barney’s resource based view (Barney, 1991).  Therefore 
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the components only act as the preliminary focus points, which could be explored further using 

the strategy. However, Hedman and Kalling notes that “Which aspects are included and the depth 

of the description are completely subjective and should be determined in relation to the ambitions 

behind describing the model in the first place.”(Hedman & Kalling: p114,2002) However, this 

statement does not change the fact that the scope of their approach is very broad and therefore 

could turn out to be more of a business plan than a model if all aspects had to be included.  

 

Industrial and Corporate Change 

 

(Chesbrough & Rosenbloom 2002) have a narrower approach claiming that a business model is 

closely related to the strategy of the company, rather than a lot of different strategies like Hedman 

and Kalling proposed. However, one could argue that it just depends on which level you want to 

analyze or build your business upon since many of the elements are somewhat similar. But 

Chesbrough and Rosenbloom’s approach is not as complex, making it more transparent for 

everyone involved in the business model generation process, which goes well with their idea of a 

business model acting as a mediator between the technical inputs and economic outputs.  

 

According to Chesbrough and Rosenbloom, a business model should address the following 

issues.  

1. to articulate the value proposition  

2. to identify a market segment  

3. to define the structure of the firm’s value chain  

4. to specific the revenue generation mechanisms  

5. to describe the position of the firm within the value network  

6. to formulate the competitive strategy.  

The aim of the model itself is mainly how value is created, transformed and delivered within the 

company whereas the strategy focuses on handling competition and shareholder value. but it 

merely describes the function of a business model and fails to offer any support as to how the 

model itself is utilized, thus leaving the definition of a business model still open to discussion.  
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Clarifying business models: origins, present, and future of the concept (Osterwalder and 

Pigneur and Tucci 2005). 

 
In 2005 Osterwalder, Pigneur, Tucci attempted to clarify the business model concept even further 

upon realizing from a survey they conducted that they got 54 different definitions of a business 

model from just 62 respondents. Moreover, they found that 44 of the definitions could be 

categorized, where 55% were focusing on value and costumers and 45% concentrated on 

activities and roles within the company, thus adding to the “confusion” surrounding business 

models. In the thesis they attempt to sum up the history of the business model concept and based 

on their findings predict the future evolution of it.  

 

In 2000 Linder and Cantrell wrote “a lot of the fuzziness and confusion about business models 

stems from the fact that when different authors write about business models they do not 

necessarily mean the same thing”
1
 (Linder and Cantrell 2000). In order to combat the fuzziness 

Osterwalder, Pigneur, Tucci tries to categorize the different authors who have contributed to the 

definition of a business model up to this point.  

 

They present the following three categories: 

 

1. Authors that describe the business model concept as an abstract overarching concept that can 

describe all real world businesses.   

 

2. Authors that describe a number of different abstract types of business models (i.e. a 

classification scheme), each one describing a set of 

businesses with common characteristics. 

 

3. Authors presenting aspects of or a conceptualization of a particular real world business model. 
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All three categories can vary in their modeling composition, ranging from simple definitions of 

the listing of elements to a set of related, defined and conceptualized elements. (Osterwalder and 

Pigneur and Tucci: p8-9, 2005). 

 

Osterwalder, Pigneur, Tucci does not distinguish between the different approaches claiming they 

all make sense in their own way and are not mutually exclusive. Furthermore, they believe that 

the categorization makes more sense if they are all hierarchy linked. Their figure 2 is an example 

of making this hierarchy link.  

 

 

Source: (Osterwalder and Pigneur and Tucci: p9, 2005). 

 

The first level’s main focus is on what business models consist of, how the model is defined and 

conceptualizations through meta-models. The model is seen as an abstract concept enabling a 

description of a company’s way of conducting business. The second level refers to either generic 
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types or meta-model types with common characteristics.  According to Osterwalder, Pigneur, 

Tucci “Types refer to a simple categorization, while meta-model types refer to different models.” 

(Osterwalder and Pigneur and Tucci: p10, 2005) This means that there can be different levels of 

conceptualization and that the types and models can stand alone or be a sub-class of a core 

model. Finally, they mention that the business model taxonomies do not necessarily need to cover 

a business; it can also be focused at certain industries e.g. computing, mobile games. The third 

level has a more analytical approach, where well-known business models and concepts are 

analyzed to see what information they yield about the structure of their business model e.g. the 

Xerox model or Dell.  

 

Figure 3. portrays the evolution of the business model concept as they see it up to the point of 

writing.  

 

 
Source: (Osterwalder and Pigneur and Tucci: p11, 2005). 

 

Upon finishing the evolutionary description Osterwalder, Pigneur, Tucci move on to discuss 

some issues that are still unresolved in term of being commonly accepted. The issues they discuss 

are: The distinction between business models and business process models, strategy and 

business models, business model execution and implementation, enterprise models and 

business models’ effect of time and what they call “the parts are not the whole” The first 

issue addresses the ongoing discussion of what the business model concept should and should not 
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encompass. More specifically Osterwalder, Pigneur, Tucci focus on distinguishing between an 

implementation of a business case into processes with the company, a BPM (Business Process 

Model), and a business model aimed at generating value for the company. They argue that the 

two conflicting terms spur to a general confusion and thus state the need for a clear distinction.  

 

The issue of strategy vs. business models is still blurred. It goes back to the discussion of what 

role strategy has for the business model concept and what level of connection there is between 

the two aspects. Some claim that a business model solely concentrates on how the different 

building blocks within the model should be put together, acknowledging competition only as a 

secondary factor. Some interpret a business model differently seeing the business model as being 

part of a company’s overall strategy, yet the business model could also be applicable to other 

companies taking a more generic form. However, Osterwalder, Pigneur and Tucci argue that the 

first description fits the literature produced on the subject best, because most of it is centered on 

the building blocks of the model and creating value. Parallels can also be drawn to one of my 

comments earlier as to which level you want to analyze or build your business upon, meaning it 

currently is very subjective for each author which factors they account for in each model and thus 

hard to reach a common ground. (Osterwalder and Pigneur and Tucci: p13, 2005). 

 

As a follow up to the discussion on strategy Osterwalder, Pigneur, Tucci present an issue they 

feel has been overlooked, which is the execution and implementation of a business model. 

Execution and implementation is often left out because it is viewed as being part of the “strategy 

sphere” and therefore should not be taken into account when designing the model. However, if 

this area is neglected a solid business model could easily be turned into a bad investment because 

of poor management, lacking implementation skills and other environmental influences. 

According to the authors this process is part of what they call a “translation” of the business 

model into more concrete elements:  Business structure, business processes, infrastructure and 

systems and internal and external funding.  The “translation” is illustrated in their figure 4 (see 

appendix fig 2) showing how a business model is transformed, starting with the design of the 

model being dependent on the circumstances of the market to securing how the model is funded 

and  how the financial structure should take form ending up by determining how the model is 

implemented. (Osterwalder and Pigneur and Tucci: p13, 2005).  
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In order for the authors to illustrate how they perceive the concept of the business model and how 

internal and external elements influence it, they have created a model they call “The Business 

Triangle” There is a clear connection between strategy, organisation and ICT(Information and 

Communication Technology) having the business model as a floating core. The “triangle” is 

constantly subject to change due to all the different external factors putting pressure on it. The 

external factors influencing a business model will be elaborated upon at a later point of the thesis 

 

 

Source: (Osterwalder and Pigneur and Tucci: p15, 2005). 

 

The issue of enterprise modeling is similar to the issue concerning BPM and I therefore choose 

not to pursue it further, since it has only little effect on the shape of the core model. However, 

another yet interesting issue is brought to light – The effect of time.  Although the issue was 

introduced by (Hamel 2000) and (Linder and Cantrell 2000) in 2000, their findings are still 

relevant today. Time affects many things and also business models; therefore there is a good 

chance that a company’s business model will change one or more times. These shifts spawn a 

need to reach a common ground as to which concepts are in play and how to describe them. 

Besides normal changes a model can also evolve into a whole other model – They are called 

change models, which can be seen as transition models to a new and well designed model slowly 

making adjustments to fit the new structure. An example could be a company making profit from 
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online ads while offering a free service. They notice the market slowing down and therefore see a 

need to change the basis of which value is created. Therefore they choose to change the business 

model and create value elsewhere by creating premium options to their usual free service. The 

shift is slowly phased in and in the end they end up with a new and totally different business 

model (see appendix fig 3) to see the change modes.    

 

“The parts are not the whole” basically means that sometimes mere parts of a business model are 

perceived as a business model on its own, which can easily generate misunderstandings about the 

concept. Osterwalder, Pigneur, Tucci use examples such as the pricing mechanism of an online 

auction or an online community which is maybe not a business model on its own but part of a 

customer relationship element. The Osterwalder, Pigneur and Tucci believe that the business 

model concept should have a more holistic approach in order to include such alternatives. 

 

From their findings they propose the following understanding about the business model’s role in 

a company:  

First, the business model can be seen as the conceptual link between strategy, business 

organization, and systems. The business model as a system shows how the pieces of a business 

concept fit together, while strategy also includes competition and implementation.  

 

Second, business model implementation contains its translation into concrete things, such as a 

business structure (e.g. departments, units, human resources), business processes (e.g. workflows, 

responsibilities) and infrastructure and systems (e.g. buildings, ICT). Business models are subject 

to external pressure and thus constantly subject to change. (Osterwalder and Pigneur and Tucci: 

p17, 2005). 

 

Upon having discussed the business model concept the authors move on to focus on the building 

blocks of the model. The table below represents the end result of an analysis of the most popular 

models which have been mentioned the most up to the point of writing. Strategy and 

implementation has not been taken into account and the new blocks all cover business model 

components which have been mentioned by at least 2 authors.  
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Source: (Osterwalder and Pigneur and Tucci: p18, 2005). 

  

Upon creating the nine building blocks a new business model definition is proposed. 

 

“A business model is a conceptual tool that contains a set of elements and their relationships and 

allows expressing the business logic of a specific firm. It is a description of the value a company 

offers to one or several segments of customers and of the architecture of the firm and its network 

of partners for creating, marketing, and delivering this value and relationship capital, to 

generate profitable and sustainable revenue streams”. (Osterwalder and Pigneur and Tucci: p17, 

2005). 

 

Osterwalder, Pigneur, Tucci’s research on the business model concept is very extensive and 

should not go unnoticed. Creating an overview of such a heated subject is not easy and they come 

out making a valid point and a new definition. However, they still leave some issues open for 

discussion but it is only normal with a subject surrounded with so much confusion.  

There are some clear differences between discussing the business concept, the definition, the 

model itself and which components it should include. However, as more of the researchers note, 

deciding what a business model consists of and what elements and parameters that are being used 

is tricky as the demands of a business model varies depending on many factors such as the 

market it needs to function in, the level of competition, the structure of the organization, funds 

available to produce goods. In general many external and internal environmental factors. Whether 

or not implementation of a model is directly connected to the shape of the business model should 
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be decided by the one’s creating it, but neglecting the matter entirely does not make sense from a 

business management point of view. In addition to the point made about the effects time has on a 

business model, there are also other factors that can demand another type of model. It is not 

unusual for a company to have more than one business model, it all depends on which product or 

service they are offering e.g. a computer game developer has succeeded with a single-player 

game and has now decided to develop a multi-player game where people can interact with each 

other through the internet. The models of the two games have very different requirements and 

possibilities and therefore a new business model needs to be created to cope with the challenges 

of doing so.   

 

Business model utilization 
 

What view on business models can be used to illustrate and analyze a particular way of doing 

business? 

Even though the different versions presented above all have analytical elements in their definition 

of the business model concept most of them lack the ability to properly illustrate the model once 

completed. The people who are supposed to use these tools also need to understand them, thus 

demanding a simple and trimmed approach, which also have as practical use. Even more so the 

computer games industry, being a creative industry, may need a simplified version as it is not a 

place where business people typically go about. There are many one-man companies and SMEs 

(Small and medium sized industries) within the industry and many of them are founded by 

creative people, who, in my opinion, usually have little business education, if any. Naturally it is 

possible to hire business people if needed but that costs money, which is a scarce resource in this 

industry.  The approach I have found most suitable to meet these needs is Osterwalder, Pigneur, 

Tucci’s building blocks, by allowing the model itself to be illustrated and easily modified 

depending on the results of the analysis of the individual blocks. Moreover the building blocks 

also allow external sources to influence the model opening up for implementation and strategy. 

Upon  choosing this approach I took a closer look at the different building blocks and stumbled 

upon a revised and much more detailed version of the model, which I have chosen to explore 

further to try and get some better tools for the analysis of the free-to-play model. This model and 

the different elements of the model are described below. The external sources that can influence 
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the design of a business model are also further described along with a possible way of evaluating 

the business model.  

 

Business Model Generation (Osterwalder & Pigneur, 2010)  

Osterwalder and Pigneur already helped create the building blocks for the business model back in 

2005. However, there have been made some alterations to the original setup and also additional 

details and explanations to the different building blocks. The new setup is now called “business 

model canvas” and is shown below: 

 

 
 
Source: Osterwalder & Pigneur:p 18-19, 2010) 

 

 

Besides the changes made to the building blocks Osterwalder and Pigneur have added some 

concrete business model patterns, new design tools and expanded the scope of strategy.  

 

A definition of a business model starts of the canvas section of the book “A business model 

describes the rationale of how an organization creates, delivers, and captures value”. This 
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definition is also what the business model is built upon, thus the nine building blocks are centered 

on value. (Osterwalder & Pigneur:p14 2009) 

 

Customer Segments 

 

The first building block is deemed the customer segment block. In order for a business to make 

money it needs to be able to sell its goods and services to customers and/or organizations. 

Therefore it is important for a company to make decisions about what type of customer it is after, 

once done a business model can be designed to best fit the needs of the segment chosen.  

 

Customer groups represent separate segments if (Osterwalder & Pigneur: p20, 2009): 

• Their needs require and justify a distinct offer 

• They are reached through different Distribution Channels 

• They require different types of relationships 

• They have substantially different profitabilities 

• They are willing to pay for different aspects of the offer 

 

There are different types of segmentation, the ones presented in the text are: Mass market, Niche 

market, Segmented, Diversified and Multi-sided platforms (or multi-sided markets). 

(Osterwalder & Pigneur: p21, 2009)  But like with business models there can be many different 

types due to the amount of variation/variables in business.  

 

When using a mass market approach there is no distinction between customer segments. The 

focus is mainly on large groups with the same problems and needs, whereas a niche approach 

goes after a usually small and specialized segment. Some segments are very similar but may have 

slightly different wants and needs, thus segmentation within a segment is desirable to meet the 

needs. A diversified customer segment approach covers a company going after two different 

customer segments with completely different needs and problems. The multi sided approach 

happens when there is a need for two or more independent customer segments in order to create a 

successful business e.g. Credit Card Companies.  
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Value Propositions 

 

The Value proposition block represents the goods and services a company would like to offer the 

customer segment it has chosen to focus on. Value propositions can come in many forms and 

shapes be it a radical trend changing offer or just an alternative to a pre-existing product. Value 

propositions is basically about creating value for customers, value can be quantitative in terms of 

e.g. price or speed of service or qualitative by offering other designs or creating a better 

experience for the customer. Osterwalder & Pigneur note some elements they say can be relevant 

in creating value for customers, more elements can be added (Osterwalder & Pigneur,: p22-23, 

2009):. Newness, Performance, Customization, “Getting the job done”, Design, 

Brand/status, Price, Cost reduction, Risk reduction, Accessibility and Convenience/usability  

 

However basic some of elements are they can make or break a good business plan, thus being 

attentive in this part of the process will be rewarding at a later point. When talking about newness 

in connection with value propositions one should think of entirely new offerings to the market 

e.g. the computer, cell phone or the internet. Performance can also be linked to computers, where 

there has been an increase in the performance of computers ever since they were introduced to 

the market. However, if consumers do not follow the same rate of “evolution” problems can 

arise. In recent years customization has become more important for customers, enabling them to 

co-create a product to better fit their own self-image or just to become more unique. It could be 

something as simple as being able to choose the color of a product or more complex by allowing 

customers to change some parts of the product. Getting the job done is an alternative way of 

doing business, you simply get paid for how well the products you deliver functions e.g. Rolls 

Royce getting a fee for every hour their engine runs (they manufacture and service them). Design 

and Brand/status are somewhat interrelated. Design and Brands can mean a lot for customers, like 

with customization it is a matter of image and status be it a high-class CEO of a company or a 

computer gamer having the right gear. However simple offering products at a low price sound it 

does have a big influence on the rest of the business model and should therefore be done 

properly. Being able to aid customers can be very rewarding and can be done by either reducing 

costs by offering a full package (bundled products/services or reducing their risk or making a 
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purchase through guarantees. Finally, making sure customers have access to one’s products or 

making the products convenient to use is essential e.g. making exclusive products available by 

offering rentals or testing the usability of products on focus groups before sending them on the 

market.  

 

 

Channels 

 

The Channel block touches upon the communication process between company and customer and 

focuses on how a value proposition is delivered.   

 

Channels serve several functions, including (Osterwalder & Pigneur: p26 2009): 

• Raising awareness among customers about a company’s products and services 

• Helping customers evaluate a company’s Value Proposition 

• Allowing customers to purchase specific products and services 

• Delivering a Value Proposition to customers 

• Providing post-purchase customer support 

 

Finding out which channels are needed to reach one’s customers is crucial for business. A 

company can use its own sales force or website to reach customers directly or indirectly through 

retail stores, alternatively customers can also be reached through a partner/partners .e.g. 

wholesale distribution. There are pros and cons to the different approaches it is just a matter of 

finding the right balance.   

 

Osterwalder and Pigneur introduce something they call channel phases, the phases are: 

Awareness, Evaluation, Purchase, Delivery and After Sales, mapping the stages a company 

should go through when deciding channels (see appendix table 1). 
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Customer Relationships 

 

The customer relation block follows, which has to do with the specific relationship a company 

strides to have with its chosen customer segment. The company needs to determine what level of 

relationship they want to have with their customers e.g. do they want to be very personal or have 

a more distant approach.  

 

Customer relationships may be driven by the following motivations (Osterwalder & Pigneur: p28 

2009): 

• Customer acquisition 

• Customer retention 

• Boosting sales (up selling)  

 

There are several types of customer relationship categories and more than one may apply to a 

customer segment, the categories are (Osterwalder & Pigneur: p29, 2009): Personal assistance, 

Dedicated personal assistance, Self-service, Automated service, Communities and Co-

creation. 

 

The Personal assistance and Dedicated personal assistance categories are closely related and is 

“just” a matter of the level of attention or amount of time one devotes to a customer. Enabling the 

customer to communicate with a sales representative either face to face, by phone or through the 

internet, can enrich the customer experience, thus strengthening the relationship between 

company and customer.  Self-service and Automated services are also a bit related, besides 

making the self service easy to use there is not much relationship building occurring, the 

automated service adds some extra to the purchase being done e.g. remembering purchases done 

earlier by the customer and offering the new product that matches their profile. In recent years, 

the popularity of communities has risen among companies, because it facilitates the 

communication between customer and company. Moreover, the communities often post 

comments about the product/service in question, thus providing valuable information for product 

development. The Co-creation category is a more direct form of getting information about the 
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customers needs. By letting customers review one’s product or letting them create virtual 

products through a homepage a relationship is built and valuable information gathered.  

 

Revenue streams 

 

Controlling and choosing the right streams of revenue is one of the most fundamental points for a 

company, because without revenue there would be no base for conducting business. The other 

blocks may influence a company’s ability to earn money, but the selection of revenue stream or 

streams affects the company’s ability to make money more directly.   

 

A business model can involve two different types of Revenue Streams (Osterwalder & Pigneur: p 

30, 2009): 

 

• Transaction revenues resulting from one-time customer payments 

• Recurring revenues resulting from ongoing payments to either 

deliver a Value Proposition to customers or provide post-purchase 

customer support  

 

Depending on how you want to generate revenue there are some mechanisms that fit for different 

customers and situations, they are (Osterwalder & Pigneur: p31, 2009): Asset sale, Usage sale, 

Subscription fee, Lending/Renting/Leasing, Licensing, Brokerage fee, Advertising. 

 

Obtaining revenue through asset sale is the most common, where ownership of a psychical 

product is turned over to the customer upon sale e.g. buying groceries or books. Usage sale 

concerns the usage of various services, generating revenue based on the time spent using the 

service or the number of times it has been used e.g. text messages over the cell phone or going to 

an internet café. We can subscribe to a lot of different things be it a newspaper or a dance class. 

By paying a subscription fee the customer gains access to the different services/products the 

company is offering. When a company lends/rents/leases a product to a customer they grant them 

the exclusive right to use it for a fixed period of time and get a fee in return, thus creating 
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revenue. Leasing has become a popular alternative in Denmark, where cars are really expensive 

to purchase. It provides the customer the possibility to lease a car for a monthly fee instead of 

paying the full price for a car. (Worup, 2010). Revenue can also be generated through licensing. 

Licensing is basically when you allow other people/companies to use your IP in return for a fee. 

This is frequently used in the media and design industry. Earning revenue through brokerage fees 

is when a company/person facilitates the dealings of 1 or more parties e.g. a real estate agent 

connecting a buyer and a seller and then charging a commission fee for the sale. Finally, 

advertising can also be seen as a type of revenue stream, though limited to certain industries. 

However trivial some of these points can seem, they are very important for the whole dynamic of 

a business model and should therefore be considered wisely. Moreover, the revenue streams can 

be influenced by two different pricing mechanisms, fixed and dynamic (see table 2)  

Key Resources 

 

Key resources are basically what a company is built from, thus making them the most important 

asset in creating business models. Which resources are needed depends solely on the type of 

business model used and can therefore vary a lot. Key resources can have the following 

characteristics are (Osterwalder & Pigneur: p34, 2009): Physical, Intellectual, Human and 

Financial. The resources can either be leased or owned by a company or acquired from key 

partners. 

 

Physical assets in a company can be anything from a care to a big manufacturing plant they all 

fall under this category, whereas intellectual assets are more intangible e.g. brands, copyright and 

partnerships. Human resources are always needed in a company but the amount differs greatly 

depending on the type of business/industry. Making sure the company has access to enough 

financial resources is crucial for a company. Financial resource can be just plain cash or a stock 

option pool.  
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Key Activities 

 

In order for a company to be functioning properly it must be sure of what its key activities are 

and how to utilize them properly. The type of activities a company conducts is based on the 

business model type they choose. Although there can be many different types of activities, they 

all fall under three general categories are (Osterwalder & Pigneur: p36, 2009): Production, 

Problem solving, Platform/network. 

 

The Production category covers all areas connected with the production of a product, starting off 

with design and development and choosing quality and quantities. Companies which fall under 

the problem solving category are typically service companies such as police departments or 

hospitals where problem solving is part of everyday life. Companies, whose main activities are 

based on a network or a platform, fall under the last category. Limiting a business to a certain 

type of platform can have many responsibilities with it e.g. making sure other products are 

compatible with your own or providing software/hardware to others making your 

platform/network accessible. E.g. Google having to maintain all of the different services they 

provide and making them accessible by allowing free usage of many of their products/services. 

However Google cannot exist without the platforms internet service providers have built enabling 

people to access the internet.  

  

Key Partnerships 

 

While the key resource and activities are vital for the internal dynamics of a company, key 

partnerships can be just as important taking the form of a supplier or partner. There can be many 

different motivations for joining forces, be it gaining access to a certain customer segment or 

trying to reduce risks in a competitive environment. E.g. TDC created a service called TDC Play, 

granting its customers unlimited access to millions of songs for free by collaborating with the 

music industry. I believe they do so in order to increase customer loyalty and reduce churn rates.  
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We can distinguish between four different types of partnerships are (Osterwalder & Pigneur: p38, 

2009): 

• Strategic alliances between non-competitors 

• Coopetition: strategic partnerships between competitors 

• Joint ventures to develop new businesses 

• Buyer-supplier relationships to assure reliable supplies 

 

According to Osterwalder & Pigneur there can be three different motivations for forming a 

partnership (Osterwalder & Pigneur: p39, 2009): Optimization and economies of scale, 

Reduction of risk and uncertainty and Acquisition of particular resources and activities  

 

Creating partnerships through optimization and economies of scale is commonly known as a 

buyer –supplier relationship, this is usually formed to reduce costs. Companies can reduce risks 

in high competitive industries by entering a partnership either with a non-competitor to diversify 

its business or integrate horizontally/vertically or by cooping up with another competitor to have 

a fighting chance against a market leader. Few companies have all resources needed for their 

products or services in house and must therefore either hire external help e.g. 

freelancers/advertising bureaus or certain license programs needed to provide your service.  

 

Cost structure 

 

The final building block in the business model canvas concerns the whole cost structure andof the 

model. The costs incurred from operations should, according to Osterwalder & Pigneur, be easy 

to calculate if the key resources, key activities and key partnerships are clearly defined. However, 

there are many variables and more cost-driven companies can have a less transparent cost 

structure. All companies focus on reducing cost and some more than others, e.g. Easyjet, in order 

to make a clearer distinction the companies are divided into cost-driven and value-driven classes, 

though they are usually a mix of both(Osterwalder & Pigneur: p40, 2009).  
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Cost-driven companies are solely devoted to minimizing cost wherever possible, whereas value 

driven companies focus on creating value for the customer – Discount vs. luxury 

products/services  

 

Cost structures can have the following different characteristics (Osterwalder & Pigneur: p41, 

2009): Fixed costs, Variable costs, Economies of scale, Economies of scope. Which are 

common economical terms and do not need to be elaborated further. 

 

With the final block in place the business model structure is complete and ready for use. Many of 

the elements in the blocks are present in the former model structures/definitions I’ve mentioned 

earlier, but with the canvas they have been categorized, creating a much clearer definition of a 

business model. The blocks make it possible to easily create and consider many different 

variations ultimately ending up with not only a strong business model but also alternative models 

for the future. To show how the dynamics of the blocks work Osterwalder & Pigneur, in 

coorperation with others, have created 5 different business model patterns and in that connection 

turned the nine building blocks into a canvas to improve usability. The 5 business model patterns 

are (Osterwalder & Pigneur: p55, 2009).: Unbundled Business Models, Long tail, Multi-Sided 

Platform, FREE as a Business Model and Open Business Models 

 

Since this thesis is centred on the free-to-play business model I will only focus on the FREE as a 

Business model pattern.   

 

Free as a Business Model 

Osterwalder & Pigneur define the element FREE as:  

 

“in the FREE business model  at least one substantial Customer Segment is  able to continuously 

benefit from a free-of-charge offer. ∙ Different patterns make the free offer possible. ∙ Non-paying 

customers are financed by another part of the business model or by another customer segment.” 

(Osterwalder & Pigneur: p 89, 2009). 
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More than one free pattern is presented in the book and some are even mixed with other patterns. 

Since this paper concerns the Danish computer games industry I’ve chosen the pattern deemed 

suitable to Skype was founded by the Dane Janus Friis and the Swede Niklas Zennström 

(Thomann, 2006) and later sold to eBay in Sep 2005 for $2.6 billion (Skype.com, 2005)    

 

Skype is a computer program that offers peer-to-peer communication free of charge through the 

internet. Skype can offer its services free of charge because of its unique cost structure.  The 

majority of calls made by users are to other users who are also on the internet, thus requiring little 

effort on Skype’s part. The users provide the hardware and their internet provider covers the 

network, all Skype needs are servers to administer the user databases and backend software..The 

way Skype is able to make money is through their additional service called SkypeOut offering 

users to call landlines and cell phone at a small fee. SkypeOut has many different offers ranging 

from being able to call land lines in a specific country for a limited period of time to a prepaid 

bank roll that functions like a prepaid phone card. SkypeOut is possible because Skype has made 

deals with wholesale carries such as TDC or Telenor for Denmark to be able to be routed through 

their network- allowing for skype calls to go through. The fees for making the call are only 

slightly higher than the costs incurred with the connection being made, but despite the low prices 

the company managed to generate revenue of U.S $550 million in 2008, with a supposedly 400 

million registered users. (Osterwalder and Pigneur: p 98, 2009)  

 

To understand how Skype functions the core elements of their business model have been plotted 

into the business model canvas and can be see in the illustration below: 
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Source: (Osterwalder and Pigneur: p 98, 2009) 

 

When looking at Skype in the business model canvas you can rapidly get an idea of what the 

whole model is about and how revenue is generated. This makes the business model Canvas an 

excellent tool for portraying/explaining one’s concept/business model to potential 

investors/funds, which can ultimately end up securing a business idea 

Strategy 

 

As mentioned before there are various external, internal, and environmental factors that can 

influence the design and implementation of a business model in different ways. How much it 

should influence the design of a business model is very subjective, but one cannot succeed 

without acknowledging their existence. Osterwalder & Pigneur claims that one should be inspired 
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by the environment but not limit oneself to its boundaries, or as they call it your “design space” 

(Osterwalder & Pigneur: p 200, 2009). The Design space consists of four well-known elements: 

Key Trends, Industry Forces, Market Forces and Macro Economic Forces. Below is an 

illustration of the elements and their attributes and what they are used for in connection with the 

business model canvas:  

  

 

Source: (Osterwalder & Pigneur: p 201, 2009) 

 

By gaining knowledge in these areas there is room for further developing the core model initially 

designed for the company. 

 

In the book the authors focus on two other areas that I have not given much attention: Design and 

Process, mainly because they focus on certain techniques they find useful when designing a 
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business model, which I have not found relevant to my thesis. The only reason I mention them 

now is because there is a point about prototyping and being able to picture future scenarios that 

relate to the strategy section and the external influences. By understanding the external influences 

of the environment one can gain a competitive advantage enabling one to make assumptions 

about how the future scenarios play out – Ultimately making it possible to design alternate 

business models suited for future environmental shifts.  

 

Business model evaluation 

Being able to evaluate a business model properly is also essential in order to figure out whether 

or not the business model needs any tweaks or alterations and if it is performing inadequately in 

certain areas.  To do so Osterwalder & Pigneur have combined the familiar SWOT analysis with 

the business model canvas (see appendix fig. 4) 

 

Besides the original SWOT analysis each building block within the canvas is connected with a 

series of questions and rated 1-10. By completing these set of questions the company can 

determine which areas that needs to be improved and what areas that are functioning as they 

should. There is an example of this below: 

 

 

 

Source: (Osterwalder & Pigneur: p 217, 2009) 

 

Sub-conclusion  

 

The many small elements affecting the business model means there can be no best model. There 

can be core models that work in theory but they would still need to be adapted to the environment 



 51 

they need to function in. Moreover, because the environment is constantly changing, foresight is 

needed to be ready for the future by having alternative business models already thought out to 

cope with the changes fluctuating markets bring. Whether or not there will be  a general 

agreement among the researchers in the industry as to how a business model should be defined 

and what dimensions that are in play is not clear, but as more business models are developed 

more data will be created, thus adding to the research on the subject. In terms of simplicity and 

being able to create a clear illustration of the business model dynamics Osterwalder and 

Pigneurs’s approach was, in my opinion, the most fulfilling of those criteria. 

 

To get a better understanding of what the term free-to-play covers and how it takes the form of a 

business model, the next section will seek to do so by illustrating and describing the different 

natures of this approach.  

 

 

 

 

 

Free-to-play Business model 
 

Introduction free-to-play 

 

Free goods, services and offers have been on the global market for a long time but people have 

always had a certain defensive attitude towards it saying “Getting a free item is great, but what is 

the catch?” or “this offer is too good to be true”. However, times have changed as more serious 

corporations have spotted the benefits of offering goods for free. It’s not unusual to get free 

newspapers, e.g. Metro express, or WIFI, e.g. McDonalds or Starbucks, in many major cities and 

also free access to millions of Mp3, e.g. TDC Play. One could argue that these items/services are 

not free since you actually do have to invest some of your own time getting to a WIFI location or 

subscribe to a specific Mobil phone provider to gain access to the benefits even though 

subscription is free, however that is up to the individual to decide. So what do the companies gain 
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when there is no direct transfer of money? In McDonald’s case they attract more customers to 

their restaurant and may be able to keep them there for a longer period. For TDC it’s about 

improving churn rates, so they see their free service as an investment in securing current 

customer from switching to a competitor.  

 

As with the more traditional industries, the computer games industry has also become more 

interested in the element “Free” even though demos and trial periods have existed for a long time. 

Offering games for 100% free or free with the possibility of premium upgrades is a new approach 

and there are many different variations already. As the profitability of these models rise so does 

the interest of the model from bigger corporations within the industry. Just recently Valve talked 

about adopting the model to use for their game Team Fortress 2 (Softpedia.com, 2010) but also 

Cryptic Studios considered making Star Trek Online into a free-to-play version. (Morrison, 2010) 

In the following section I will present some of the most popular free-to-play models and try and 

outline them using the Business Model Canvas.  

 

 

 

The aim of this section is to answer the question: 

 

What is the free-to-play business model and how does the free-to-play business model 

compare to the more traditional business models? 

 

 

Firstly, I will start by finding out what the history of the free-to-play business model is, how it is 

defined and how many different variations it comes in. The reason why I think this is important is 

because there are a lot of different views on what the term free-to-play should encompass. 

 

Secondly, I will apply the business model canvas to some companies representing the different 

types I have described in the previous section, attempting to illustrate the functionalities of the 

model in a clearer and simpler way. Furthermore, I will analyze the external factors influencing a 
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Danish computer games developer and evaluate their model using the Osterwalder & Pigneur 

approach.  

 

Finally, I will make a comparison of the free-to-play business model and pay to play business 

models, mapping the pros and cons of the “two” different approaches. The goal of this 

comparison is to find out if the free-to-play models has any special feature that may help the 

Danish computer game industry.  

 

Free-to-play 

 

What is the free-to-play model? 

Free-to-play basically means you can download or install from a disc and play a game for free 

without having to invest anything but your own time. But the companies cannot survive on sheer 

interest from people alone, thus different models to generate revenue have been created all more 

or less centred on micro payments. Some researchers within the industry do not see the term free-

to-play as being adequately fulfilling as many different natures of these business models exist and 

can be applied to many different industries, therefore different sub-categorizations of free-to-play 

flourish. Some of the more common terms are the Freemium and Micro Transaction models: 

 

Freemium models are business models that are primarily web-based and offer certain basic 

elements of their product or service for free, but charge money for advanced premium features 

(Osterwalder & Pigneur: p 96, 2009). This term is a very popular business model for a lot of the 

smart phone applications and games (Hamblen, 2009), however the term only covers a small part 

of how free-to-play games can function.  

 

Micro transaction models are business models that are funded by micro payments, which many 

free-to-play games use this approach it can also be used by games that are not free-to-play, thus 

blurring the term.  
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These different models help narrow the industry down, but overall the free-to-play model is the 

term being used to describe games that can be played for free, demanding no initial payment. A 

range of the different types of models will be described later in this section. 

 

 

Free-to-play is said to have originated from South Korea, where gaming is extremely popular. 

The e-sport community thrives there and big tournaments with high cash prizes are held 

frequently and people make a living or are treated as royalty just from being skilled at playing 

computer games (Wallace, 2007) One of the major drivers of free-to-play has been the Korean 

based company Nexon, with its games KartRider and MapleStory generating a $230M of gross 

revenue in 2005 where 85% percent was from virtual item sales (Businessweek.com, 2007). But 

also the NHN corp, the largest service provider in South Korea, has played a part in spreading the 

concept to the rest of the world. They have created a gaming portal facilitating the access to a 

different range of games; these can all be played for free but with the option of enhancing the 

experience for at small fee. Such a portal has also been set up to serve the US market, 

www.iji.com, and with a plan of producing 40-50 new titles every month (2006). The revenue 

generated from Korea alone was $96 million in 2005 and with 170 million registered users from 

Japan and China not accounted there is surely more to come. (Hyman, 2006)   

 

Besides the fact that the game is free there are some general characteristics typical of a free-to-

play game. Most of the free-to-play games on the market belong to the genre MMO, Massively 

Multiplayer Online, by the simple reason that these types of games can support massive amounts 

of players simultaneously and provide at platform for players to interact and compete on many 

different levels through the internet. Traditionally the games had to be played on Personal 

computers but gaming consoles such as the PS3 or the Xbox 360 have also entered the market 

with games like Immentum (PS3) and Monster Hunter Frontier (Xbox 360), opening  a whole 

new market. Moreover, like I noted in connection with the freemium model,  Iphone apps and 

games have become very popular – which could be of interest to the Danish computer games 

industry because of the relatively low development costs connected to these type of services and 

games.  
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Free-to-play types 

 

As mentioned the models come in many different variations and it is not unlikely to see different 

combination of the core models with a company. I will describe the following models (Crook, 

2007).: Virtual item sales, Premium upgrades/subscriptions, In-game advertising, Virtual 

land, Auctions/Trading and Events and Tournaments. 

 

Virtual Items sales 

 

Virtual item sales started out in Korea with the games KartRider and MapleStory and are one of 

the most dominant free-to-play models so far (Crook, 2007). This model has also spread to the 

rest of the world and prominent actors such as EA have joined in, producing a very successful 

FPS(First Person Shooter) game called Battlefield Heroes while Riot Games with their DotA 

(Defence of the Ancients) inspired game League of Legends, which I will analyze further later, 

have also profited from this model.  

 

There can be different reasons for buying a virtual item. Some items enable you to gain an 

advantage while playing or enable you to level up your character faster. Sometimes it is about 

making your virtual character stand out and you do so by buying all kinds of items, be it clothes, 

gadgets, furniture or even virtual services such as a “face modification.” It all depends on the 

limits set by the game and the type of game being played.  

 

The virtual item system is usually based on a two currency system – A currency you can earn 

while playing and a currency based on real world money.  For instance the play currency in 

Battle Field Heroes is Valor Points and the other is called Battle Funds and in this case enables 

the player to (Battlefieldheroes.com, 2010):  

 

 Level up faster, get Valor Points (VP) faster! 

 Get new clothes to create a unique hero! 

 Buy ultra exclusive limited-edition items! 

 Get special emotes to taunt your enemies! 

 Go to the in-game Store to see what's available. 
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One of the benefits of this model is that the ARPU (Average Revenue Per User) generated has the 

possibility to greatly surpass what a normal following a traditional model would. I asked a friend 

to create a forum post on the matter in the game “League of Legends” and from just 47 replies the 

ARPU was surprisingly high, 48€ or 66$ (Leagueoflegends.com). The amount spent varied a lot 

ranging from users spending 0€ to a user having spent 450€ purely on decorative skins and 

champion characters. In order to compare with a subscription based game like World of Warcraft 

the ARPU would need to be calculated on a monthly level, but it does show that it’s possible to 

generate revenue from this model.  

 

Premium upgrades/subscriptions 

 

Another way to use the free-to-play model is by offering the game for free or parts of the game 

for free and giving users the option to get access to additional content or levels by upgrading to a 

premium account or paying a monthly fee.  The level of “free” differs from game to game, thus 

sometimes the user can feel they need to upgrade to premium user in order to fully enjoy the 

game. I myself have experienced this model having followed a game called “Dofus” from the free 

beta testing stage, where the whole world was free to the current version, where only the starting 

area is accessible to free-to-play players. I have found some statistics on the game below: 
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Source: (ICO Partners 2010) 

 

Besides adding to the entire game experience, some of the content also aids with keeping the 

users in the game e.g. the pets in the game are only usable by premium users and have some 

major advantages, however they require feeding to grow in strength and live, making players 

come online to tend to their pets. Moreover, once having had access to the premium content it is 

impossible to go back to being a free-to-play user without quitting the game entirely, simply due 

to the change in restriction levels, thus keeping users within the premium circle. Just to get a 

picture of the subscription structure I have added the one for Dofus below: 

 

Game: Dofus 
Genre: Client Fantasy MMO (Flash/java) 
Developer: Ankama (France) 
 
Numbers:  250 000 PCCU; 500 000 +Active Subscribers,  
3M monthly active users; ARPPU (Average Revenue Per Paying User) 5 € 
Key territories: France, Spain 
 
Premium features: 

- Zone privileges 
Item privileges 
No combat cap 
PVP 
Pets 
No cap on crafting 
Housing 
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Source: (Dofus.com, 2010) 

 

In addition to the subscription you are awarded with a pet and tokens giving you more reasons to 

keep playing.  

In-game Advertising 

 

Much like the trend of more and more products being endorsed by showing them in popular TV 

series or movies, product placement, there has also been a rise in placing ads within computer 

games (Gamasutra, 2009). The ads can be either static or dynamic, depending on the game, and 

are typically made to focus on particular segments that would play the games. Static ads never 

change and an example could be the billboards along the soccer field in a FIFA game showing a 

logo. The Dynamic ads can be updated all the time and therefore offers more possibilities than 

the static ads in terms of segmentation on various levels and the time the ad is shown. In 2008 

Barack Obama used in-game advertising in Burnout Paradise when running for president, 

appearing on a billboard within the game. (Sinclair, 2008) Though Burnout Paradise is not a 

free-to-play game, the use of  the in-game advertising by a presidential candidate means it should 

be taken serious and the market is predicted to reach 1 billion $ in 2014 (Gamasutra, 2009). 

Recently Zynga, creators of one the free-to-play games on Facebook called Farmville made a 

adverting deal with McDonalds, letting them setup a McDonalds farm which would interact with 

other “in-game farmers” giving out virtual gifts and rewards for helping out on the farm (Lau, 
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2010). To my knowledge there is no free-to-play game that is entirely driven by in-game 

advertising but it is worth considering as a supplement income source.  

 

 

 

Virtual land 

 

Leasing or selling virtual land is also a way of generating value for free-to-play games. The most 

popular game associated with this model is the game Second life. The game is a big virtual 

universe where it is possible to own or lease land, offering many different landscapes, buildings 

and intractable objects to the user but also the possibility to customize the avatars, characters, 

within the game and sell items/land in-game to other users for real money. Reportedly, Second 

life has 769.000 monthly unique returning users including bots and the economy within the game 

reached $567 million US dollars as of end 2009 (Linden, 2010).  The prices for leasing virtual 

land vary and range from $5 to $195 (Secondlife.com, 2010) but certain sales can reach much 

higher amounts.  
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Another game that uses this model is a game called Planet Calypso or to the older gamers Project 

Entropia. Having played this game myself for 3 years I have a solid insight in the way their 

virtual land sales function and what the perks of owning them may be. The game has many 

different revenue streams and though sales of virtual land has not been a major source of income 

for the game in the early stages, the game has made some notable uses of it at a later point. To 

understand why someone would own land I need to explain the basics of the game. The game has 

its own currency called PEDs (Project Entropia Dollars), which have a fixed exchange rate with 

the US dollar of 10:1. Within the game, initially taking place on the planet Calypso, it is possible 

to make a living either by trading, mining, hunting, crafting or by engaging in PVP (Player vs. 

Player). The game itself is free and it is possible to make PEDs without depositing yourself, it 

does however require a determined effort. Besides offering houses/flats and hangers used to 

house spacecrafts. EU started out hosting what they called a landgrab, offering land areas to the 

first colonists who held the areas for a certain amount of time. Gaining ownership of these areas, 

made it possible to control which type of monsters that spawned there and to determine what 

percentage the owner should gain when others hunted/mined within the area. At a later point 

more land areas have been made available and can now be bought on auction instead of being 

fought for, which has led to a world record for the biggest single sale of virtual property three 

times in a row. The owners of EU, MindArk, started out by auctioning off something called 

Treasure Island in 2004, which sold for $ 26.000. In 2008 MindArk sold something called club 

Neverdie for $100.000 and at the start of 2010 they sold a place called Crystal Palace Space 

Station for an astounding $330.000 (PR Newswire, 2010). 
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Auctions/Trading 

 

As mentioned before, Planet Calypso has many different means of income and besides earning 

money from property sales they also charge a fee for letting users use their auction, charging for 

the time the item is auctioned and buy-out options. Many players trade in order to keep playing 

because most activities in the game cost real life money and items being used decay, thus needing 

repairs. Although it is possible to trade for free between players it requires a lot of patience and 

therefore many players opt for the auction when selling items/resources. The game has also 

introduced what is called limited items, which encourages sales because they can only be used 

until the condition of the item is close to zero, thus users need to buy new equipment. Moreover, 

the way the game is structured means that the more people use e.g. rifles, the better they will be 

at using them and when a user can fully use a weapon they usually consider upgrading their gear. 

I have added a screenshot from the game below, showing the auction interface, the auction 

functionalities and the item I am looking at, making it possible to better understand how it 

functions. The fee paid to EU will only be added when an avatar creates an auction; the markup 

percentage is what the seller is charging above the real value of the item.  
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Source: Own creation Description: a screenshot of the Planet Calypso Auction. 

 

Charging fees for facilitating trade among players and auctions can be done in different ways, but 

does require a special game setup where players would have the incentive to do so. 

 

Events and Tournaments 

 

Since the introduction of games such as Counter-Strike, Warcraft 3 and Arena matches in World 

of Warcraft electronic sports have become much more popular and the prize pools much larger. 

This interest in competitive gaming has spurred life to some new free-to-play models, basing 

their income on tournaments and events. Also the gambling scene have embraced this business 

model adding something called skill games for the more casual/social gamers. An example of this 
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could be Betandwin, which has made it possible for users to compete with each others in casual 

games such as Yatzy, Table Tennis and Backgammon, shown below.  

  

Source: Own creation  

 

As for the free-to-play games using this model, games like Ultimate Baseball Online and Shot 

Online, which both uses the model as a supplement to their other revenue streams, by adding the 

possibility of participating in tournament alongside with the free game. Events and Tournaments 

can also be used as an incentive to keep people playing. The before mentioned League of Legends 

has a ranking/ladder system, allowing players to see how they rank among friends and foes. 

However, it also serves as a scoreboard where the ones ranking at the top at the end of a “season” 

qualifies for a tournament with prize money among other items.  
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There are additional ways of generating revenue but I have chosen not to include them as I do not 

acknowledge them as being truly free-to-play models. Paying for a product that then allows you 

to enter a virtual universe is not free, thus resembling the more traditional models. It may be that 

these free universes allow for further revenue being created but initially it is not free. There are 

also games functioning solely on donations from players who like the game, but I have chosen 

not to include them as well since I do not consider them to have reliable revenue streams.  

 

The free-to-play business model combined with the Business model canvas 

 

To try and make these models come to life I have chosen to analyze and plot some of the models 

mentioned above using the business model canvas. The games/game portals I will take a close 

look at is League of Legends, Runescape and the Danish gaming portal Komogvind.dk. 

Furthermore, I will comment on how some of the external sources could influence Cego’s 

business model.  

 

League of Legends 

 

League of Legends is a fairly new game being released just over a year ago on October 27 2009. 

Despite some major issues with the European servers in the early stages of the launch the game 

has succeeded and has 2.5 million registered users world wide and still rising (Callaham, 2010) 

The game is classified as a free-to-play MOBA (Massive Online Battle Arena) real time strategy 
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game and is considered a forever free game, meaning it is free and all features of the game are 

available to all users unlike games that limit the access to certain game content.  As mentioned 

before the game is based on a game called DotA and has some of the creators of that game on 

their development team. In the game players act as summoners, who control champions of their 

choice to fight against each other in either 3v3 or 5v5 maps. The object of the game is to destroy 

the opposing team’s nexus by using skill, wits, tactics and team play. The game functions with 

two different currencies, Influence points and Riot points. Influence points are earned simply by 

playing the game and lets players unlock champions and buy attribute buffs, called runes, 

improving the performance of the champions in a number of ways. Riot points can be purchased 

in the store from 5€ to 50€, each purchase comes with a bonus depending on the amount. The 

Riot points can be spent unlocking champions, skins for the champions, experience point or 

Influence point boosts and ,just recently, additional runepages. All the features/items can be 

bought in the store, which is accessible through the game client. A screenshot of the store can be 

seen below: 

 

 

  

Source Own creation 
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The game itself can be downloaded for free through the internet but Riot also made the game 

available at the popular game portal steam to have a bigger reach and allowing people to 

purchase bundles of champions with the free game plus additional bonus Riot points, runes and 

skins. Bundles are available every time a new champion comes out allowing players to get the 

champion with one or two different skins. The game can only be played through a client on a PC, 

thus is not available on other platforms and according to the president of League of Legends, 

Marc Merill, there are no plans of expanding to any other platform at the moment. In order to 

make the game accessible to as many players as possible Riot has entered into different 

partnerships and they have more planned for the future, mentioning Razer, a gaming gear 

company, as a future partner. Riot also plans to make different merchandise available through 

their community homepage www.leagueoflegends.com – opening up for an alternative revenue 

stream.
 
(Leagueoflegends.com, 2010) The Community homepage also acts as a knowledge base, 

where all information about the different facets of the game can be found and the development of 

the game discussed among designers and players. In an attempt to gain a better understanding of 

how this game is structure I have plotted the different elements mentioned above in the business 

model canvas.  

 

  

Source: Own creation 

http://www.leagueoflegends.com/
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Runescape 

 

Runescape, first released in January 2001 and produced by a UK based company called Jagex, 

has grown to become one of the most popular free-to-play MMORPGs (Massively multiplayer 

online role-playing games) of all time being recorded in Guinness World Records as having more 

than 156 million registered users as of July 2009 (Hartley, 2009). The game engine is based on 

Java and is therefore run entirely through the internet browser and this feature may be one of the 

reasons why the game has succeeded since it lowers the requirements of the PC it is running on 

significantly. The graphics of the game are in no way impressive, even though it has received lifts 

along the way, but that seems to have little effect as long as the game play is good. In addition to 

facilitating the actual playing of the game, the low graphics also demands very low running costs 

and in a interview with Techradar the CEO of Jagex, Mark Gerhard, stated that the running cost 

of Runescape was around £1 million as opposed to World of Warcrafts £500 million, making it 

effectively 1/500 the cost of Wow (Hartley, 2009). The game reportedly has 10 million monthly 

unique users, with 1 million subscribing and 9 million playing the game for free. The revenue 

generated primarily comes from subscribers, but since Jagex implemented advertisements for 

free-to-play players a little income has been generated from those users as well.  As of March 

2009 Jagex allegedly generated revenues of £38.4 milllion and profits of £18 million, but is also 

making over £2 million a year in ad revenue. (Lovell, 2010) How the finances of the game have 

evolved over the last few years can be seen below: 

 



 68 

 

Source: (Lovell, 2010) 

 

The game itself is free but offers certain premium advantages, which can be accessed by 

subscribing. The free users have limited access and need to have an ad running at all times at the 

top of the browser widow. Just to get a feel of the graphics and the ad at the top of the browser 

screen I have added a picture below:  
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As mentioned, becoming a premium user has certain advantages and costs about €6 per month 

depending on the payment method. The advantages are listed below: 

 

Over 100 extra quests, 9 more skills to train, 29 members-only activities, Regular content 

updates, A 3x larger world to explore, Your own home to construct, Exclusive full screen mode, 

No adverts in game.  

 

In addition Jagex has recently added an online store to their homepage allowing fans to purchase 

a variety of merchandise currently taking the shape of t-shirts and Runescape buttons, generating 

revenue 

 

There are some extra expenses in connection with adding additional content, but as long as the 

ARPPU is higher than the expenses incurred, there is little to worry about.  These premium perks 

are not only a source of income for Jagex but also has a luring effect for people who have fallen 

in love with the game and want to further develop  their character and gaming experience.  

 

To create an overview I have plotted the different elements in the appropriate building blocks of 

the Business model canvas below:  

 

Source: own creation 
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Komogvind.dk (Cego) 

 

 

CEGO Aps are the owners and creators of Komogvind.dk, which represents the biggest casual 

games portal in Denmark and is also present in other European countries: Germany, France, The 

Netherlands, Norway and the UK and finally an international site. At Komogvind you can win 

different prizes as well as cash and play a lot of games for free. While you play games you earn 

something called “poletter”, which can be turned into tickets for the different prize raffles that 

occur frequently. On the image above you can see the next prize in the pool will be DDK 500 in 4 

hours. Besides the games there are many other features on the site adding value to the online 

community for casual gamers. To all games is an added chat function, which allows users to chat 

at all times even when playing single player games. Moreover, the site can act as a dating site as 

you can set your status to single in your profile and “seeking girlfriend/boyfriend”, while 

different galleries can be added to your profile.  

 

The way Komogvind generate revenue is through extensive advertising for free-to-play players 

and what they call VIP-memberships. Members who want to become VIPs can choose to pay €4 

for a week, ~ €11 on a monthly basis or sign up for a full year paying ~ €97 total. As with other 

premium models, additional content is made available when becoming a VIP member but since it 

enables the player to earn more poletter, thus raising the chance to win prizes, there is a 

possibility of getting something in return. The newest games on the site are always only available 

to the VIP members and only a 30 min trial period is made available for free members to try and 

convince them to become VIPs. In general the site has made an effort to make people return by 

offering free daily scratch games with small cash prizes and also an achievement system 

encouraging players to aim for milestones in the many different games to earn more poletter. A 

tournament feature has also been added to the site allowing users to enter into tournaments to get 

a chance to win large polet prizes. However, it is not possible to play against other players for 
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real money, thus no fees can be earned from the tournaments. How komogvind.dk would look 

like in the BM canvas is shown below: 

 

Source: Own creation 

 

Osterwalder and Pigneur 

 

Osterwalder and Pigneur have also created a pattern, which is based on the freemium model (see 

appendix fig 5), which is merely mentioned to allow for comparisons 

 

 

Doing a full analysis of the external sources influencing Cego’s business model would be too 

extensive for my thesis as it is based on estimates and serves little purpose in terms of answering 

the problem statement. However, to show the external sources could influence some areas of the 

business model canvas I have chosen to briefly discuss them here. As illustrated earlier in the 

thesis there are 4 main areas determining the environment: Key Trends, Market Forces, Macro 

Economic Forces.  The key trends can influence Cego’s business model in many ways as they 

can influence the competitiveness of a company positively or negatively. If some of the changes 

in trends were anticipated by the people at Cego e.g. changes in technology they could have 
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arranged a partnership with another company before the trends shift altering the business model. 

Market forces can be very powerful as they are the ones that dictate the conditions of the market 

a company operates. Knowing the state of the market is important when determining what 

segments should be targeted, what their needs are, how they should be reached and what kind op 

financial potential the market has. The Macro Economic Forces are also important the people at 

Cego because they are active on the global scene.  These forces can make or break a business 

model, especially if the company is operating with a very low margin for fluctuations. Finally, 

the Industry forces can influence the shape of Cego’s business model as increased competition 

calls for diversification or a reduction of expenses. Typically Porter’s five forces (Porter, 1980)  

would be used to make a competitive analysis, which could be useful for Cego both globally and 

locally.   

 

Even though these models are more or less based on estimates of the dynamics of the businesses I 

have mentioned I believe illustrating them in the business model canvas does have its advantages, 

especially when considering changes or alternative options because you can always see how they 

relate to the other block of the model. Without doing a full external analysis it is also possible to 

point out areas that could be affected and thus needs to be altered in order to fit e.g. the demands 

of the market. In terms of simplicity I think that the model is fairly easy to understand, which is 

important for the creative industries, though I do acknowledge that it does not address all 

dimensions of business that ultimately can influence the success of a business model such as e.g. 

management styles. 

 

Pay to play vs. the Free-to-play  

 

How does the free-to-play business model compare to the more traditional business models? 

Over the last few years there are examples of companies succeeding with the free-to-play 

business model and generating substantial profits. But how the free-to-play model differ from the 

more conventional models has not been properly mapped besides noting some of the different 

variations of the model comes in. Before continuing on to draw comparisons it is important to 

clarify what the term pay to play covers. 
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Pay to play 

 

Pay to play is used in many different situations but commonly refers to games where you are 

required to pay in order to play.  It can also refer to some parts of a free-to-play game where you 

pay a set amount to gain access to certain domains of the game, thus being a clear contrast to 

free-to-play. However, as with determining what free-to-play covers I acknowledge the different 

interpretations of the subject but in order to simplify I see pay to play games as games that 

require an initial monetary investment to be able to be played, be it an online or CD version.  

 

The comparison of a free-to-play model with a traditional business model is aimed at developers 

producing Triple A games, thus unveiling the pros and cons of choosing one over the other.   

 

Triple-A 

 

For a game to be classified as Triple A it needs to meet certain requirements: the exact elements 

which are relevant are debated among experts in the field but overall there is a common 

agreement on some basics: 

 

- High quality game, including graphics, sound, interface and game play 

- Broad market and platform appeal 

- Well tested and bug free 

- Needs to have achieved commercial and monetary success 

 

Creating these types of games usually demands large budgets, large development teams and 

effective marketing. Usually the publishers decide to invest in a game after having seen a 

prototype or if the game is a sequel to another successful game. The budgets for these multi-

platform games are said to average at $18-$28 million and $10 million for a single platform game 

(Crossley, 2010). Most of these types of games take a long time to complete, depending on the 

scale and scope of the production, and some games take longer than a decade to complete – the 

Duke Nukem Forever, production started in 1997 and just recently a release date has been set 
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stating that the game will come out in 2011. (Gamepron.com, 2010) Besides the actual cost of 

developing the game additional funds are needed to produce physical copies/boxed versions and 

distribute it. Though some would argue this expense is covered by the publishers it also adds to 

the percentage they can claim at the end because of this. A way to cut these expenses is by 

offering digital downloads either through a game portal, such as Steam, or the official homepage 

for the game, but it may influence how peers perceive the game. With huge productions comes a 

substantial amount of responsibility and people are more likely to become angry when bugs, 

errors or server failures arise in high budget games. People simply have higher expectations and 

therefore are less forgiving when things go wrong. Support for the larger productions is thus 

ultimately more demanding and costly than a free-to-play game as the comparison of the running 

cost of WoW and Runescape showed. The highly anticipated game “Age of Conan” was full of 

flaws once released and, as far as I know, has never really achieved the expected success. Finally, 

the timeframe before the developer begins to make money is considerably longer, depending on 

the contract made with the publisher, and if they have negotiated a poor deal a certain amount of 

copies need to be sold before  they get anything.  

 

As a final note it is important to acknowledge that it is not all pay to play games that are made to 

be Triple A games and therefore have much lower production costs. A good example of this 

would be one of the new and very creative Danish computer games called Max and the Magic 

Marker, developed by Press Play and costing around DKK 3 million to produce. The game has 

won several awards and all in all been a success for the company. The substantial differences in 

this game is that it is a single player game, as I discussed with one of the creators behind the 

game, and is therefore not very suitable to be a free-to-play game as people have little incentive 

to purchase items within the game and cannot compete or communicate with other players in the 

game (see appendix DVD 4).  

 

Free-to-play 

 

Free-to-play games are typically MMO games because they need an online community where 

people interact with each other to survive. The development costs of these games vary great as 

the quality of graphics, sounds, content and effects are very individual for each game. Moreover 
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whether it is a browser or client based game influences the total cost of the game. The free-to-

play games usually does not have high system requirements enabling users from less developed 

countries to be able to play the game as well, which greatly increases the market size. While the 

users from less developed countries usually have fewer funds available they do however add 

value to the community and if the game’s business model is built upon a micro transaction model 

they will be able to pay minor amounts when they have money on their hands. 

 

The free-to-play games typically have lower running cost and support is usually run through the 

community homepage instead of having live support available. In the end it is the total quality of 

the game that influences the cost of the game. Lower specifications require smaller teams to be 

put together and as the games grow in size and more content is demanded by the community the 

developer is able to employ more people. But this can only function by convincing an investor of 

the future prospects of the game, through proper illustration. With a free-to-play business model a 

developer makes money from day one, but as the consumer base grows so does the running cost, 

demanding an extra injection of money to get it going, especially during the start-up phase. 

Offering something for free has a lot of positive effects if done properly and not setup as an 

obvious moneymaking machine.  

 

Entry barriers to different markets are low because the distribution of the game is made entirely 

through digital download, thus only requiring partnership deals being made to acquire local 

servers. Moreover, it is easier to get people to try free games as there is no initial investment for 

players than their own time. There is a downside to the low entry barriers though. Low entry 

barriers means more competitors, intensifying the fight for customers, thereby demanding more 

from the producers of free-to-play games creatively and business wise. Developers need to 

market their products better in order to stand out from the competition, which costs money and 

they also need to focus on being innovative to have the edge in the industry. The type of 

game/service influences this as some areas are easier to enter than others e.g. an Iphone game vs. 

a MMO game vary greatly in terms of development time and quality needs. 
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Discussion free-to-play vs. pay to play 

 

It is hard to determine the best way to go for the different companies out there but there has been 

interesting development in the industry recently. Some of the large-scale game productions have 

changed from being subscription-based games that required an initial investment to free-to-play 

games with item stores and premium accounts being made available. The games Lord of the 

Rings Online(LOTRO), Dungeons and Dragons Online (DDO) and Warhammer Online, all 

MMORPGs, have all been turned into free-to-play games and the reason why is simple. 

Warhammer Online, when first launched, had 750.000 subscribers but by May the numbers had 

dropped to about 300.000 subscribers, thus prompting a need for action. Following in Turbine 

Studios footsteps, creators of DDO and LOTRO, Warhammer Online shifted to free-to-play in an 

attempt to compete with World of Warcraft and try and lure some of its users to their realm. 

(Thompson, 2009)  

 

With some of the large productions entering the free-to-play world it dispels some of the doubts 

people have had as to whether or not this model could succeed with Triple-A quality games and it 

may help change people’s perception of the free-to-play games all together. Some people are 

negative towards free-to-play games assuming they are poorly constructed, full of bugs, have low 

quality graphics and are only there to persuade people into spending all their money. 

Furthermore, even computer game developers do not necessarily like free-to-play, because they 

also expect the productions to be of lower quality, which can be hard to come to terms with when 

one is dreaming of being part of large Triple-A productions instead. 

 

This was also the case when I attended the Play for Free Seminar in Copenhagen in 2009 (Play 

for Free Seminar, 2009). Besides different free-to-play games being presented there were also 

talks on how a company’s IP should be protected, an overall discussion of free-to-play vs. pay to 

play and people were given the chance to pose questions to the different presenters. Several of the 

questions were aimed at the poor graphics quality of these games, completely neglecting some of 

the other important factors of a computer game such as game play and structure. Of course it is 

impossible to conclude anything from just overhearing different conversations and discussions 
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with the presenters at a seminar but it does show that some people are not too impressed with 

some of the present free-to-play games even if they are generating loads of money.  

 

Some of the Danish projects that qualified and were selected by MEDIA Desken Danmark and 

New Danish Screen to be awarded with funding, were also presented at this seminar and the 

hardship of obtaining funding for projects in Denmark was also discussed and people were 

encouraged to unite within the industry in order to improve current situation. With funding being 

hard to come by there is no Triple-A production just around the corner thus people need to think 

outside the box and come up with alternative approaches to developing a computer game. Battle 

Field Heroes, which I introduced earlier, was presented at the seminar by their General manager 

Ben Cousins. Besides the overall setup of the game, the graphics were also discussed and he 

claimed that adding a cartoon style approach made it possible to make a game with decent 

graphics and low specification requirements, thereby showing it is possible to make a beautiful 

game with another approach. An example is presented below: 
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However, graphics are far from the only important factor concerning whether or not people are 

willing to play a game. Ultimately it is up to the consumer how important the degree of details 

and models are and how realistic they wish the game to look; The later generations may have 

higher expectations than some of the free-to-play games can meet, but time will tell.  

 

Getting back to the matter at hand of comparing free-to-play and pay to play models I have not 

touched upon the subject of risk. High budget games carry a higher risk as they have a lot of 

expenses that needs to be covered before profit is made, therefore, if the game does not turn out 

to be very successful it is likely to be a very bad investment. Taking big risks and succeeding 

often comes with great profits explaining why some publishers decide to invest in a project. 

However, high budget games have a source of revenue from the point of purchase and if 

subscription based will continue to generate a steady flow of revenue as long as the games can 

sustain its numbers of users. As free-to-play games are designed to generate revenue over a 

period of time, the investment can be perceived as carrying a higher risk, but it does not require 

the same initial investment and usually has lower running costs. If a company does not succeed 

with a free-to-play game the loss is easier to cope with but it also comes with a minimal return, 

which has been an unappealing factor for investors so far. As an increasing amount of companies 

show that profit can be made from free-to-play productions the investor might be easier to 

persuade, especially if the developer is able to show their model in an approachable yet detailed 

manner, hence the need for initiatives such as the business model canvas.  

 

Furthermore, it is important to remember that free-to-play games can be alternatives to Triple A 

productions primarily sold through retail stores, where a customer would need to go to a store to 

get a copy or order it through one of the online stores. Additionally, by choosing to create a game 

that requires a “key” to play it will be subject to piracy, requiring additional funds in order to 

secure the product. Computer game portals like Steam are closing the gap, facilitating such 

purchases being made purely digitally. However, most large productions are still available in a 

physical boxed form, which comes with an added price, as mentioned earlier. All these “hidden 

costs” also needs to be considered when deciding to use one instead of the other.    
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Creating beautiful, innovative, complex and impressive games all carry a certain element of 

prestige, which is important for companies when attracting experienced people and investors to 

their productions. An added bonus to making prestigious productions could be that it attracts new 

talent to the industry. Having a successful brand known for its productions helps create hype 

around the games being produced prior to their release date. However, even though some games 

are not as breath taking and well produced, they can still succeed, become popular and make 

money. As an investor usually wishes make a profit from their investment, they will not care 

much for the general components of the game as opposed to how the company is structured, what 

its strategy is and what kind of business model they want to use.   

 

Some of the more technical terms are some other basic economical terms which are important 

when comparing free-to-play and pay to play games than ARPU and ARPPU. These terms 

primarily apply to the online games as it makes it much easier to track the actions of users and 

act. For online based games the user is the most important aspect as more users equals more 

opportunities to make money and more value being added to the community surrounding the 

game, thus keeping track of the actions of users is crucial to creating an overview and reacting to 

tendencies shown by the users. Some of the tools being used to do so are called: Churn Rate, 

Reg to Active, Active to Play, Cost per Acquisition/Lead (CPA/CPL), Lifetime value (LTV), 

Peak Concurrent Users (PCCU) and Monthly/Daily Active Users (MAU/DAU).  

 

The Churn Rate refers to the number of people who, in this connection, join and leave a computer 

game. It helps the companies register whether or not they need to engage in activities to attract 

customers or not. Reg to Active and Active to Play refers to the number of users who play the 

game after having registered and how many of those active users who become paying customers, 

which is also known as the conversion rate. These terms help to show whether or not users find 

the game interesting enough to keep playing and also whether it is worth investing more time and 

money in. Cost per Acquisition/Lead refers to the cost incurred when trying to attract new 

customers to the game and, which needs to be lower than the lifetime value of the customers 

before it is viable. Peak Concurrent Users refer to the highest number of users being online in the 

game at the same time, and acts as an indicator of how popular the game is. Besides the initial 

peak created when the game is launched other events within the game can affect theses numbers 
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and can be used as a measure of how successful the events turned out to be. Additionally the 

daily and monthly active user statistics help indicate the need for servers as the community grows 

larger or are reduced.  

 

These numbers can be used when comparing the success of a game to another, but they are also 

hard to find and the many different variations of games affect how the numbers turn out. A pay to 

play game with a fixed subscriber rate have a solid ARPPU, but some pay to play games also 

offer services at price through micro payments thus affecting these numbers. Moreover, it makes 

more sense the pay to play games to have more active users as people feel they need to play when 

they are paying for it as opposed to a free game where people play when they feel like it. 

Nevertheless, the numbers are important in order for a company to show potential investors the 

possibilities and development of the game. Without having any solid numbers it is impossible to 

make a direct comparison between the two models, but the tendencies in the market with large 

production studios shifting to free-to-play business models could indicate that the payback may 

be better that way at the moment.  

 

Sub-conclusion 

 

The free-to-play business model is a model that brings a lot of alternative solutions to some of the 

issues facing the computer games industry today, like illegal copying and dependency on 

publishers and investors. The model opens up for more markets and a new way of thinking when 

it comes to generating value. The model itself comes in many different types and they can be 

combined in many different ways as well. Plotting some of the business models in the business 

model canvas helped to illustrate this, but also aided to simplify the dynamics of the model. 

Additionally by also looking at external sources influencing the business model it showed that 

they could call for further diversification adding to the complexity of the model. Moreover, the 

overall terminology surrounding the model and what defines a business model as being free is not 

adequately clear, especially when pay to play games can also choose to use some of the same 

initiatives in order to make money. When comparing the more traditional business models 

present in the computer games industry to the free-to-play business models, there are both 

advantages and disadvantages by choosing one over the other but the choice is also very 
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dependent on the type of game being developed. Especially single player games or games that are 

not aimed at an online community have a hard time utilizing the free-to-play model simply 

because of its setup. As for the risk of choosing one model over the other there are also some pros 

and cons for both of them. This leaves it up to the investors to choose what they feel is the best 

investment, but as more and more free-to-play games prove that profit can be made and with 

some of the larger production studios changing their business model to the free-to-play version, it 

shows that there are some possibilities with this model available to the industry at the present 

time.  

 

The Free-to-play business model and the Danish computer games 

industry 

 

Intro free-to-play and the Danish computer games industry 

 

The aim of the section is to answer the following question: 

 

What possibilities do the free-to-play business model offer the Danish computer games industry 

and what are its strengths and weaknesses? 

 

Firstly, I will start off by discussing the possibilities of the free-to-play business model for the 

Danish computer games industry based on the findings from my section about the industry and 

the free-to-play model to see whether or not the model has a chance in the Danish computer 

games industry and if there are any certain aspects that would implicate using the model.  

 

Secondly, I will map the free-to-play business model in a TOWS matrix in search of alternative 

constellations that should be considered for the Danish Computer games industry 

 

Finally, I will discuss whether or not the free-to-play model can make the developers more 

independent or if they still have to rely on the publishers, to round off the problem statement. 
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Discussion  

 

What possibilities do the free-to-play business model offer the Danish computer games industry 

The free-to-play business model has good possibilities to be utilized in the Danish computer 

games industry one way or the other. In general the industry is growing and the support for the 

industry has been raised to DKK 20 million from DKK 12 million, but according to some of the 

people I have spoken to in the industry it is not nearly enough and cannot be justified when only 

4 out of 91 Danish movies produced in the period 2004-2008 have been able to pay back some of 

the public support they have been given, yet still receive a lot more support. (Jakobsen, 2010) 

The industry has recently shifted its focus from aiming at producing  Triple-A games to go for 

game which have lower development cost and are typically not designed for consoles or personal 

computers with high-end hardware. The focus is not only centred on mainstream consoles but 

also games for mobile phones and smaller handheld consoles, adding even more platforms. All in 

all this new approach in Danish computer games fits perfectly to the demands of the free-to-play 

business model. However, there are some challenges which make it difficult to succeed using the 

free-to-play model. In general the level of education and skill in the Danish computer games 

industry is high, I have not heard anything else from my interviews. However, because of the 

tight budgets and poor support the industry is experiencing, it is hard to retain all the skilled 

people as more lucrative offers are pulling them away from the developing scene e.g. being 

offered a job as a web-designer/ad-designer at a marketing company. But it is not only other 

industries that threaten the number of skilled people in the computer games industry. Also other 

countries are trying to lure people and whole companies to pack their bags and move their entire 

business. A free-to-play game may usually have lower specifications but it can also include many 

different features that need to be programmed properly in order to work and as more features are 

added they all need to work together on different levels. A key to success is also creativity and 

being able to think outside the box to differentiate the products or services from your 

competitors, which ultimately will be harder to achieve with fewer skilled people in the industry.   

 

From my interview with Ida Brinck-Lund (see appendix 3) CEO at Art of Crime I learned that 

the nature of the free-to-play model itself was a challenge for both those who are in charge of the 

public support in the Computer games industry and potential investors. In order for a free-to-play 
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business model to function there needs to be an understanding of how it functions, what 

requirements there are and how revenue is generated. In order for many of these free-to-play 

games to be successful, the MMO type of games particularly, they need people to come and play 

the game, which I also commented on with some of the major productions e.g. DDO turned into 

free-to-play games. The developer may receive support to produce prototypes and to cover their 

current running costs, but to receive this support they need to focus on developing the monetary 

part of the business model, often neglecting the elements that add value to the players. For 

revenue to be generated the game needs people to play the game, but as soon as the game has 

officially been launched no more support can be applied for. This is a big problem for the 

developers because if they have succeeded in marketing their product properly and created a hype 

for when the game is released the running cost suddenly rises drastically with all the new users 

registering and playing the game. At this point the game is in a state of stalemate as it needs 

additional funds to continually expand its consumer base, develop new content to sustain current 

users and to add alternative revenue models e.g. selling merchandise to fans of the game. Because 

of the requirements set by the ones providing financial support it is especially the content within 

the game that needs further development as the developers were forced to neglect this part in the 

beginning. As there is no more funds available from the state the developers need to attract 

investors for the game to benefit from the initial interest in the game, their current consumer base 

and to continue the development. However, like the ones holding the supporting roles in the 

industry the investors also follow the same approach and therefore see it as a risky investment 

because they do not understand the demands of the free-to-play model. If public funds were 

available more content could be added, attracting more people and revenue and with that comes 

more investors because the model then proves it ability to make money. On the other hand if the 

developer of a game fails to convince an investor of the possibilities of their game the game will 

have to be shut down, which is a pity as a game showing great potential is put aside and revenue 

lost for the developers, the state and the investors. The challenge for the developers is to make the 

different relevant parties understand that the free-to-play model is more complex and takes a 

longer time to execute and therefore the parties involved need to have a more long term approach 

when they decide whether or not to invest in project like these. Had there been a big investor 

from the beginning the developers would be able to produce the relevant elements from the 

beginning, thereby providing them a much more stabile base for continued growth. If the game 
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and choice of business model then proves to be successful it is much easier for the developers to 

add additional content with less pressure leaving more room for creative inputs.  

 

From my interviews I also learned that several Danish computer game developers had opened 

their eyes to the possibilities that free-to-play offers in the period I have been researching the 

field all more or less following the freemium model I mentioned earlier. Just to mention a few. 

Guppylife, Crimeville, goSupermodel, which are games that are aimed at the younger segments 

and especially girls for two of the games. It will be interesting to follow these games in order to 

see whether or not they can succeed and especially in other markets than Denmark. However, 

having spoken with Julie Heyde (see appendix 4) from Nordic Game Production I have a few 

concerns as to the timing of the Danish computer game developers. The market for these types of 

games is becoming increasingly competitive thereby increasing the demand for the creative and 

unique elements needed to succeed. The late entry into this industry affects the chance of success 

for free-to-play modelled games highly as the increased requirements add to the cost of 

producing the game. Think if some of these games had been developed for Facebook when it first 

took flight. Eventually it is the performance of the current attempts at using the free-to-play 

model that will lay the base for continued growth within this area. The developers are showing 

their ability to think of alternative segments and niches but in that connection it is also important 

to remember that by doing so you are narrowing down your potential market size. Furthermore, 

by making games that are aimed at certain age groups it is even more critical to make sure the life 

time value of the user is worth more than the cost of attracting them to the game and having them 

play.  

 

TOWS Matrix 

 

what are its strengths and weaknesses? 
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Source: own creation 

 

SO - Strengths and Opportunities 

Because the games that typically uses the free-to-play model require low system specs and are 

online based they have access to an enormous market with very little effort. Moreover, the 

flexible nature of the model allows for the model being fitted to suit individual markets if needed 

and add new innovative features. Because the games are free, to a certain extent, they have high 

attractiveness, which is good for people who are fed up with the normal structure and find the 

price of subscription and boxed games too high – They are looking for an alternative. As long as 

there is a payment method implemented in the console and it is hooked up to the internet the free-

to-play model can function, however there are some other issues that could prevent keeping costs 

down, such as licensing fees. The free-to-play games have the opportunity of generating larger 

External   

Internal    

Opportunities 

1. Mass market  reach 
2. Many  design options and  

interchangeable parts  
3. An alternative to p2p  
4. Larger profits  
5. Multi-platform 

 

Strengths 

No cap on revenue   

2. Low distribution, marketing  
and development cost 

3. 
      
High attractiveness (free) 

4. Flexible structure 
5. Low system requirements 

Weaknesses 

1. Complex business models   
2. Lower graphics  
3. Dependent on users  
4. Reputation 

Threats 

1. Increased competition due 
to low entry barriers   

2. New trends and technology 
Rising running costs 

 
3.   

 

 

SO 
• (5 - 1)Global reach because it is online 

and has low spec. requirements. 
• (4 - 2) A flexible structure allows for 
customization and innovation 

• (3 - 3) Because it is free it can attract 
many p2p players, as an alternative    

• (2 - 5) The setup means it is applicable  
to more than one platform 

WO 
• (4 - 4) The larger profits will attract more   
serious game developers, helping its rep. 
   • (3 - 1) Many users are available because of  
of the mass market online appeal 

• (2 - 3) People who are searching for alternati- 

• (1 - 2)  The complex nature of the model   
can be made clearer by setting up the right 
design 

• (4 - 5) By using the model on multiple platform    

it becomes mainstream and can influence 

the reputation of the model positively  

ST 
• (4 - 1) The flexible structure of  the mo- 

del can help developers to diversify 

• (4 - 2) The flexibility of the model will  
also help when adapting to  changes  

• (2 - 3) As long as cost is in focus, 
the developers shoutd be able to cope  

with rising  running costs 

• (1 - 1) The challenge of getting the model to  
work properly can scare some competition  

away 
• (2-2) 

- 

• (2 - 3) Producing games with lower graphics  
should reduce cost s       

1. 

4) As there is no cap on revenue, 

the larger profits can be obtained  
• (1- 

WT 

ves  are less picky as long as gameplay is ok 

Some users can only play low graphics 
games and thus see free-to-play model as an  

alternative 
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profits as there is no cap on revenue per user as opposed to a game with a fixed subscription fee 

per month, making it very interesting to investors.  

 

ST – Strengths and Threats 

Because the free-to-play model is typically cheaper to produce and has low running costs it 

attracts many new companies to the industry increasing competition within the field, but the 

flexibility of the model allows the developers to diversify and come up with creative games 

aimed at certain market segments. New trends and technology can set a new standard in the 

industry and make the free-to-play model obsolete but because the model is flexible it can adapt 

to such changes. With more and more companies  utilizing the web in various ways there is a risk 

of rising costs for renting e.g. servers. But as long as the companies who use the model are 

focussed on keeping costs down they should be able to cope because of their relatively low 

running and development costs. 

 

WO – Weaknesses and Opportunities 

While some free-to-play games have a bad reputation of being solely structured as money makers 

and have poor graphics some of the new games that have entered the industry have brought some 

new approaches to the field and better graphics. With the option of earning potential high profits 

more companies will be interested in following in the same footsteps.  Even though the free-to-

play model needs many users to be effective it also has access to a large global market through 

the internet. People who are looking for alternatives to p2p games are likely to have lower 

expectations as you naturally cannot expect the same level of quality from a free product, which 

will work in favour for lower graphics. Although many different modes are available and can 

therefore add to the complexity of the business model they can also help to make the different 

elements clearer by aiding to simplify the model.  The reputation of the model can also be 

improved by being applied to multiple platforms, thereby becoming mainstream and more 

commonly accepted.  
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WT – Weaknesses and Threats 

The free-to-play model may seem easy to understand at first sight, but it carries many variables 

and have certain demands that can make it hard to turn into a profitable business. These 

challenges can scare off potential competitors who are considering entering the market. Even 

though new trends and technology comes by there will still be people who do not want or have 

the money to follow trends and therefore the free-to-play model will still be an alternative to new 

advances being made. Producing free-to-play games is typically cheaper than other models and 

can therefore help keep expenses down to counter possible rises in running costs. 

 

While none of the combinations provide any new surprising constellations it does provide a nice 

overview of the model and shows how the model can work in favour for the developers and how 

some challenges can be countered. It is especially important for the Danish developers to be 

aware of the increased competition and to be focussed at diversifying their offerings. While 

targeting specific segments and aiming at niche markets can be beneficial it can also be 

dangerous as you limit the market size, which can have negative consequences because the model 

needs users. In that connection the developers also need to have an open eye for other markets 

than the Danish to aim at a larger market, thus starting out developing games in English is worth 

considering, unless the games are for smaller children. The free-to-play model does offer a lot of 

advantages because of its low cost, but it is important for the developers to position the model 

properly in the minds of consumers and deliver serious products with high standards. 

Alternatively they can try to apply the model to other platforms in order to get an edge to their 

competitors. 

 

Dependability on publishers 

 

Having covered different aspects of the free-to-play business model I feel comfortable addressing 

the overall question of whether or not the model will make the developers more independent and 

less dependent on funds from publishers, eventually securing higher profits for the developers. 

Just by looking at the traits of a typical free-to-play model it is easy to see that the model offers 

more independence for the developers because of its digital form, as they do not have to worry 

about distributing or producing physical copies of the game, adding cost. Moreover, marketing of 
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the game can be done through large game portals, facilitating the process of reaching customers 

and cutting down costs but also banner ads on various websites that are relevant to the target 

group of the game can be considered. These traits all aid to the negotiation power of the 

developers if forced to cooperate with the publishers. However, the developer still needs to raise 

funds to start up their projects, which can be hard to come by, even though the cost of producing 

a free-to-play game is typically lower than p2p games. The developers can apply for support for 

their projects from foundations set up by the state, EU and the Nordic countries, but that support 

is only aimed at helping to produce the game, once launched there are no more public grants to 

apply for. Because of the low cost nature of free play games the developers may be able to 

convince smaller investor to put money in their projects, if not they have to contact publishers to 

try and get them to invest. Therefore, to become more independent from the publishers the 

support options need to be expanded to also encompass games that may need support during the 

start of the launch phase.   

Sub-Conclusion 

 

In general, the free-to-play business model has good possibilities for further growth in the Danish 

computer games industry as it is growing and is now focussing on games with lower 

developments costs and online games. The industry consists of highly skilled and creative people, 

which is needed for the model to succeed at this point as competition is increasing and therefore 

new and innovative games are needed to attract users. But certain challenges need to be 

overcome in order for the free-to-play model to succeed. The industry needs to understand the 

demands of the free-to-play model and improvements need to be made to better the 

circumstances for the developers in the industry in terms of public support.  The TOWS matrix 

did not provide any new specific possibilities that should be focussed upon, however it did shed 

light on some of the opportunities of the model and how they were best utilized and also how 

some of the challenges of the model could be handled. As for the models ability to make the 

Danish computer game developers less dependent on publishers it does do so to a certain extent, 

because  there is little need for distribution and marketing due to the fact that it is a digital 

product. However, the lack of support and understanding of the needs of the model ,post launch, 

in the industry means that the developers still need to raise additional funds and can end up 
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having to corporate with a publisher to keep the company afloat, though with a stronger 

negotiation power than before.  

Discussion of the business model concept 

 

The aim of this section is to discuss the following: 

 

The usability of the business model canvas 

 

This last section’s goal is to have a critical approach to the business model canvas upon having 

used it in an attempt to create an overview of some of the different free-to-play business model 

types described in the thesis and to discuss if some of the other approaches could have offered a 

better solution.  

 

The business model canvas has, in my opinion a lot of positive features in terms of portraying the 

functionalities of a business model. By assigning all the different elements a company is 

constituted by to different blocks it also opens up for making easy modifications to the design, 

replacing certain elements or centering in on a specific building block. It is also a fairly easy and 

practical tool/template to use, making it perfect for people who have little business 

understanding. This also makes it very suitable for consultants, allowing them to show alternative 

models and explain how they function.  The canvas can be influenced from many different 

sources and a business model may work in one environment but not in another, but these 

influences are analyzed independently using common analytical tools and therefore are not 

directly a part of the business model canvas, it is however needed to make sure the use of the 

model is viable in the specific environment. Having asked the people I interviewed (see appendix 

3 and 5) about this model I learned that it was a good tool for building up a business model and 

especially for people who usually did not handle business matters. But for many others it is basic 

knowledge and in some senses a standard requirement that these elements are present in a 

business model. Generally the different business model approaches are centered on the same 

parameters, which mean that even though there is not a common agreement for what a business 

model should incorporate all have some of the same elements in their versions. Hedman and 
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Kalling’s approach carry many of the same elements as the business model canvas, such as 

customers and offerings, but the model is very extensive and includes many other influential 

factors such as the internal and external sources dividing the construction of a business model up 

in different levels keeping all influential factors in mind during the whole process.  As this model 

sheds light on different elements at once, the setup is more suitable for creating a business model 

specifically constructed to a certain industry or country. In terms of illustrating the model and 

being easy to understand it falls short because of the many different variables and because there 

is no template to “fill in”. With Chesbrough and Rosenbloom’s approach they are more focused 

on the actual value generation, which fits with the requirements of the free-to-play business 

model as its dynamics are more complex than others. Their approach is more of a guide; saying 

to create a business model you must have these elements and focus on some specific areas. 

Strategy is also a part of their approach, mainly focused on creating a competitive advantage, 

which is useful as I stated earlier that the increased competition within the free-to-play industry 

demands alternative solutions. But like Hedman and Kalling’s approach there is little guidance as 

to how it should be presented but it is simpler and therefore easier to understand for people who 

usually do not operate in business environments.  

 

However, all of these models, including the business model canvas, fail to address what was the 

biggest issue with the free-to-play model, showing how the numbers backing up the dynamics of 

the model come about and function. According to Ida Brinck-Lund (see appendix 3), it is not so 

much how revenue is created from different types of free-to-play business model as it is how to 

demonstrate to potential investors the underlying numbers and figures that make the model 

possible. Ida also directed me to a presentation from the Freemium summit in San Francisco, 

where some case studies from different companies were presented and what was needed to 

succeed was emphasized. I have mentioned some of the important metrics earlier in the thesis, 

such as that the lifetime value of a customer needs to be higher than the cost of acquisition but the 

numbers needs to be presented properly to be put to use and alternative approaches can give an 

edge to other competitors. The CEO of Evernote, Phil Libin, claims a freemium model can work 

for any business has three key characteristics: A great long-term retention rate, a product that 

increases in value over time and low variable costs. The retention rate, which in this 

connection means the ability to keep people using the program/game, needs to be long term as the 
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income per active users rise along with the time they are connected to the game or program. This 

can be explained by the next point of having a product increasing in value over time. Phil Libin 

explains in the presentation (Kincaid, 2010) the value of their own product, which stores people 

notes, pictures etcetera increases in value simply by people using it. The longer people are using 

the product the greater the value is has as the amount of stored data increases. When talking 

about games the same line of thought can be applied as the more time a user spends on their 

virtual character the more value it gets for both them and others, thus the incentive to invest in the 

character rises. The variable costs need to be low and the whole process streamlined in order for 

this model to succeed else the business will fail. In Evernote’s case they have calculated their 

variable cost to be 9 cents per active user pr month, but their average revenue per active user per 

month is at 25 cents amassing an income of 16 cent per user per month. (Kikabink.com, 2010) 

The key to success is then to reach a breakeven point and from thereon after you will be able to 

scale your business along with the variable cost while still making money. Furthermore, the 

longer you can keep more people committed to the game or program the more revenue is being 

generated as explained above.  The hard part for startup is to reach the breakeven point but also to 

explain how this functions to the investors. It requires patience and an understanding that even a 

few cents can make a big difference as long as there are enough active users in the company’s 

database. This is just one view upon the matter and it is based in Phil Libin’s own experiences 

being on board with Evernote, but nevertheless it stresses the importance of making an 

economically sound business where all of the different aspects of the business models there have 

been discussed in this thesis are taken into account to create the best setup for success. It is then 

up to the companies themselves to be able to demonstrate the effectiveness of their individual 

model to potential investors by using relevant metrics. It may be that the business model canvas 

can be combined with the underlying figures and numbers to portray a clearer image; however it 

cannot do it standing on its own” but is a great tool for creating new and innovative business 

model solutions that can ultimately be proven to function using the relevant metrics. 

Sub-conclusion 

 

In terms of usability the business model canvas is in my eyes the best choice as it is more suitable 

for the specific creative and cultural industries, which this thesis is centered on. All models carry 

many of the same elements, but choose to look at them at different points in the business model 
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generation process.  I chose the business model canvas to try and illustrate the different variations 

of the free-to-play model. But from my interviews I have learned that even though the business 

model canvas is easy to understand and modify if needed it does not display all the underlying 

figures and numbers that if run through a set of the relevant metrics and presented properly can 

prove to investors that the model actually works. The business model setup can help to achieve 

the demands of the metrics but it cannot stand alone.  

Putting into perspective. 
 

Serious games an alternative option 

 

When I spoke to Henrik Søndergaard (see appendix 2), from Copenhagen Entertainment about 

initiatives being done to help the computer games industry he mentioned serious games as an 

interesting alternative for companies to make money while working on other projects. As I 

explained, serious games are typically of educational nature but can also be used for advertising. 

From my interview with Ole Teglbjærg (see appendix DVD 4) from press play, the developer of 

Max and the Magic Marker I learned that they were using this approach, while he explained the 

structure of their business models. To finance the different projects they were working on they 

produced many different types of programs e.g. advertising games for all sort of companies. 

Moreover, the business models they used varied as the needs of the different projects varied, 

which falls in line with some of the findings made in the thesis. Using this approach the 

developers are much less dependent on raising funds for starting up a project and also carries less 

risk, making it more attractive to potential investors. I also asked Ole about his attitude towards 

some of the other initiatives there had been and what his thought was on free-to-play. While he 

thought that the idea of helping developers with marketing and structure was a good idea in 

theory, he said that he did not have much faith in the project. He pointed out that in order to drive 

a successful business you need to be able to see past your creative ideas and understand that a 

products needs to be marketed and structured properly to sell. Helping someone with all these 

aspects of a business may help on a short term basis but he believes that these projects will fail as 

they fundamentally lack these attributes. One could argue that by having to work on smaller other 

projects while developing a big game it can prolong the production time and can influence the 



 93 

end result, but working on more than one project is not uncommon and as long as it is planned 

properly is should not suffer in any areas.  I also asked Ole about his attitude towards free-to-play 

and it was just as sceptical, seeing it as temporary trend, but he hoped the ones who tried it would 

prove him wrong. Max and the Magic marker is a single player game and therefore has different 

requirements than a typical free-to-play game, which is an MMO, and therefore I am not sure 

whether or not it is possible to use the same approach as Press Play.  

 

Conclusion 
 

The nature of business, in any context, due to unreliable factors and fluctuating markets, makes it 

difficult to point to one specific business model. As a result, definitions and discussions 

concerning business models in general will be many and varied, illustrated by the numerous 

approaches touched upon in this paper. Determining how to actually define a business model is 

similarly a subject of much debate which further complicates the process of reaching a common 

ground within the field. Although time and additional data might clarify the problem, the present 

situation seems to favour the approach of Osterwalder and Pigneur in terms of clarity and 

simplicity.  

 

The many different definitions and types add to the complexity of understanding its dynamics 

and demands, making it hard for investors to see how it works. This can be partly solved by 

plotting a given business model in the business model canvas, but not if the external sources 

influencing the model and are taken into account as well. Whether or not the free-to-play 

business model could be relevant for a company is very dependent on the type of game the 

company chooses to create, but with larger productions switching to the free-to-play model it 

shows it has a lot of possibilities to adapt.  

 

The current conditions for the free-to-play business model, in the Danish computer games 

industry, are generally great as there has been a shift in the focus of the industry from high-

budget productions to low budget productions. But the industry needs to understand the demands 

of the free-to-play model and improve the circumstances for the developers, creating better 

support functions. In terms of aiding the developers in becoming more independent the free-to-
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play model partly succeeds, as it raises the negotiation power of the developers because of its low 

cost nature, but as long as the public support structure stays the same they will still need support 

of publisher or other private investors.  

 

In terms of being able to properly illustrate what it takes to make the free-to-play model function, 

the business model canvas can only aid to the purely visual elements. As when it comes to the 

underlying metrics of the free-to-play model, figures and numbers are needed to convince 

investors that it can succeed.  
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Appendix 4 

 

While trying to figure out how to transfer emails to the thesis I accidentally deleted her final 

confirmation mail, but she will confirm if contacted 
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Appendix Figure 1 

  
 
Source: (O’keeffe: p18, 2008) 

 

 

Appendix Figure 2 

 

 
Source: (Osterwalder and Pigneur and Tucci: p14, 2005). 
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Appendix Figure 3 

 

 
Source: Change Models (Linder and Cantrell, 2000) 
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Source: (Osterwalder & Pigneur: p 216, 2009) 
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Appendix Figure 5 

 

 

 

Source: (Osterwalder and Pigneur: p 96, 2010) 
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Appendix Table 1 

 

 

Source: (Osterwalder & Pigneur: p27, 2009) 

 

Appendix Table 2 

 

 

Source: (Osterwalder & Pigneur: p33, 2009) 
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The basis of this report is derived from the Trade and 
Industry Register, which means that the data is reviewed by 
the respective companies’ auditors and defined by the AGM. 
However, it also means there might be some delay discre-
pancies as a company has seven months to submit its finan-
cial statements. The Game Developer Index is comprised 
entirely of corporations and does not include other types of 
organizations such as partnerships and economic associa-
tions. The bulk of all commercial computer game develop-
ment organizations in Sweden are, however, of the limited 
liability company variety. Swedish-developed games are by 
any standards an international success. In terms of turnover 
and employment, relative to population, Sweden is one of 
the world’s top five, maybe top three, major gaming nations. 
In a Nordic comparison, we have by far the most internatio-
nally established companies. In addition to the commercial 
successes, the compilation of reviews in this report shows 

that the quality is also generally very high. 2008 was another 
successful year for the Swedish computer games industry, 
with continued strong growth both in terms of employment 
(+17%) and turnover (+21%). 

The year, 2008 is synonymous with the global economic 
crisis, which had an impact across various sectors, but an ini-
tial lag before its effects hit game developers - hard. Exactly 
what sort of impact this will have on the industry remains 
to be seen. However, it is clear that many new segments are 
growing strongly, such as mobile games, advertising games, 
online games, specialized contractors, etc. Overall, Swedish 
game development is in pretty good shape. 

Per Strömbäck

per.stromback@swedishgamesindustry.com

Spokesperson, Swedish Games Industry

Sweden – one of the world’s important gaming nations 
Welcome to the third edition of Game Developers Index, the Swedish games industry’s  
annual compilation of the Swedish game development companies’ financial statements. 

Just Cause 2, Avalanche Studios
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Business Ratio 
 2008 2007 2006

Number of companies 104 (+14 %) 91 (+34 %) 68

Turnover 1 158 070 721 (+21 %) 958 977 633 (+49 %) 642 117 984

Turnover per employee 855 675 (+3 %) 831 486 (+5 %) 790 299

Results -188 807 573 (-1121 %) -15 462 761 (+33 %) -23 232 837

Number of employees 1353,4 (+17 %) 1153,33 (+42 %) 812,5

Comprising men 1217,7 (90 %) 1034,13 (90 %) 702,25 (85 %)

Comprising women 135,7 (10 %) 119,2 (10 %) 107,25 (15 %)

0-3 employees / 54 ea

4-10 employees / 28 ea

11-20 employees / 9 ea

21-50 employees / 6 ea

< 50 employees / 6 ea

1 000 001-10 000 000 / 42 ea

0-1 000 000 / 45 ea

10 000 001-30 000 000 / 9 ea

30 000 001-50 000 000 / 2 ea

< 50 000 000 / 6 ea

Number of employees

Turnover

In order, to provide a fair and accurate 
picture of the Swedish games industry, 
the 104 companies in the poll have 
been split into segments based on 
turnover and number of employees.  

A large proportion of the companies 
engaged in some form of game deve-
lopment are relatively small companies 
with a small number of employees 
- with more than half having no more 
than three employees. This could be 
attributed to an increase in start-ups, 
while fewer companies suffered insol-
vency. The number of companies listed 
in the game developer index has also 
seen an increase from 91 in 2007 to 104 
in this report.

One can also see from the charts that 

employment is on the rise. In the seg-

ment with 4-10 employees, this figure 

has risen from 24 last year to 28 as at 

the time of this report. Even the 21-50 

employees segment has gone up. 

Turnover for the more established 

developers has also increased, with 

nine of those in the 10-30 million 

brackets, which is an increase from five 

companies last year. Six of the compa-

nies also have a turnover exceeding 50 

million against four from the previous 

year’s report. 

Size of industry players 

Turnover and result in SEK
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The gaming industry registered conti-
nued growth in 2008 with normaliza-
tion expected in the coming years as 
fallout from the financial downturn 
begins to fade away.  

The number of those employed within 
the industry has increased by 89 per-
cent between 2005 and 2008. Turnover 
has also increased by 115 percent over 
the same period. This explosive period 
of development has slowed with the 
global economic crisis. With this in 
mind and compared to more recent 
years, growth is expected to slow down 
substantially, although it is still expec-
ted to maintain a relatively high level. 
The majority of the 104 companies in 
the survey reported positive results; 

however combined figures reveal ne-
gative results. The five companies with 
the largest negative results accounted 
for 92 percent of the total adverse 
outcome. 

A large proportion of the negative 
result can be attributed to the addi-
tion of 13 new companies to the survey 
since last year (the real figure for new 
companies is higher since over the 
same period, the company has either 
ceased trading or changed business di-
rection). Newly established companies 
often have no income until the launch 
of their first game. Game development 
is characterized by long gestation 
periods with some running several 
projects concurrently without receipts 
in anticipation of product launch. 

Despite continued strong game 
sales, successful publishers have been 
a lot more cautious with regards to 
unproven concepts, or new games 
resulting in fewer assignments for 
game developers. Meanwhile, new 
opportunities within mobile gaming, 
games in the community and opened 
up digital distribution have created an 
outlet for smaller studios to create a 
profitable niche. This means that game 
developers can be successful with new 
gaming ideas and concepts without 
engaging in large and risky produc-
tions. The companies with the highest 
turnovers are expected to be those 
with the largest personnel demanding 
console development productions. 

Onwards and upwards for game development 
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Number of employees Distribution by sex

Men
Women
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Göteborg
Auran Games
Curictus
Develant Technologies
EPOS
Illuminate Labs
Image & Form International
Legendo Entertainment
Mindark
Muskedunder Interactive
Sim Bin

Köping
LS Entertainment

Strängnås
Funflower

Eskilstuna
Kobolt Media

Nyköping
Pin Interactive

Karlshamn
Black Drop Studios
Custom Red
Tarsier Studios
Tullhuset Games

Karlskrona
GlobalFun
Managerzone
Power Challenge
Tic Tac Interactive

Stockholm
21-0 Media
A Different Game
Active Media Group
Avalanche Studios
Bajoum
Content Garden
Curictus
DDM Agents
EA DICE
Electronic Sports Network
ePGA
Extra Lives
Fabrication Games
Fatshark
Foolish Entertainment
G5 Entertainment
Game and Gain
Game Installations Rinman
Gamefederation
Gatorhole
Hidden Dinosaur

Uppsala
Aniware
Doctor Entertainment
Game Hosting
Hansoft
Imagination Studios
Solnaedition
Starbreeze
Stillfront

Örebro
Swedish E-Sport Association

Vara
Sim Bin

Luleå
Velcro Interactive

Lund
Aescapia
Monkfish Instruments

Skövde
Colossai Studios
Pieces Interactive
Sevenatus
Shortfuse Games
Sim Bin

Helsingborg
Localize Direct
Pixelbite

Malmö
Illusions Labs
Junebug
Leripa
Nordic Game Resources
Ozma
Pushplay
Redikod
Southend Interactive
Starvault
Swedish Game Development
Ubisoft Massive
Upside Studios
Wanna Play Productions

Umeå
Coldwood
ICE Game Studios
Oryx Simulations
Resolution Interactive
Teknikhuset
Two 58 Productions

Östersund
Prelusion

Sundsvall
Datacraft Game Studios

Falun
Megafront
Sim Bin
Tension
Tenstar
Zimulus

Hedemora
Ruta Ett

Interactive Productline
Jadestone
Liquid Media
Lonely Duck
Mobile Interaction
Movinto Fun
Paradox Interactive
Pipistrello
Pixel Tales
PlayCom
Play-DO
Polarbit
Raketspel
Reachin
Semionetix
Silent Grove
SoGamed International
Straycat Studios
The Story Lab

Map of Swedish  
Game Developers

Motala
Onetoofree

Växjö
Play n’ Go

Linköping
Donya Labs
Power Challenge

Norrköping
Goes International
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Biggest companies - turnover

1. EA DICE 319

2. Grin 194

3. Avalanche Studios 95

4. SimBin 69

5. Mindark 67

 millions SEK

Biggest companies - number of employees today

1. EA DICE 240

2. Ubisoft Massive 116

3. Starbreeze  103

4. Avalanche Studios 85

5. Jadestone 54

 no of employees

Biggest companies - number of employees

1. EA DICE 248
2. Grin 137 

3. Avalanche Studios 131

4. Ubisoft Massive 120

5. Jadestone 70

 no of employees

Swedish industry’s largest players 
A compilation of the Games Developer Index comprises of 104 
companies. There is a degree of polarization against the larger companies. 
The five companies with the most employees account for 52.2 percent 
of employment within the industry. This chasm between the larger and 
smaller players within the industry is further highlighted when turnover 
is taken into account, with the top five accounting for 64.2 per cent of the 
industry’s combined total turnover.
The number of employees as of today is based on a survey conducted 
August 2009.

Note that data highlighted applies 
to registered Swedish companies. In 
addition, there lacks some data on 
companies that develop games but are 
not registered limited liability compa-
nies, such as partnerships or companies 
registered abroad. Several projects may 
also be hobbies or projects of students 
who have not registered limited com-

pany. There may also be games under 
development within companies that do 
not have that as their primary activity. 
Computer games industry in Sweden is 
assumed to be larger than the figures in 
the report indicates. 

Annual Report unavailable for: 
Auran Games

Traders who submitted their first  
annual report for fiscal year 2009: 
A Different Game,
Doctor Entertainment, 
Fatshark, Illusions Labs, 
Localize Direct, Pixelbite,
Shortfuse Games and
Straycat Studios

Notices to Game Developer Index 2008 

For Sweden to maintain its place as 
one of the foremost game develo-
ping countries, we have to train and 
nurture talents that can make the 
next-generation of games.  

There presently exists a number 
of post-secondary school forms of 
education that specifically focuses on 
computer games, such as: Polytechnics 
such as Playground Squad in Falun, 
The Game Assembly in Malmö and the 
Future Games Academy in Stockholm 
as well as colleges / universities such as 
the University of Skövde. There are also 
other courses related to computer ga-

mes. A symbiotic approach by the indu-
stry to education has raised the quality 
level attained by graduates students. A 
step into a real world working environ-
ment can be done through incubators, 
such as Gothia Science Park and The 
Teknikdalen Foundation, whose role is 
to merge knowledge-based ideas with 
growth potential. 

Export efforts and local strength 
The Nordic Game Program is a project 
that was launched in 2006 and is due 
to run till 2012. It was initiated by the 
Nordic Council of Ministers and its task 
is to secure games of high quality and a 

distinctive Nordic content for children 
and young people. 

The Nordic Game Program works to 
create structures for efficient distribu-
tion and localization for Nordic game 
developers. Export Efforts are made to 
market the industry with attendances 
at trade fairs and conferences. There is 
also the Nordic Game conference which 
is held annually and attracts more than 
1,000 delegates from around the world. 

Game Developers can apply for 
development aid and support, for areas 
such as the creation of new intellectual 
properties and games for the Nordic 
market. 

Export and education - to market and future-proof the industry 
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A selection of Swedish developed games
Games published 2008

Barbie Horse Adventures STCC The Game Mirror’s Edge Dirk Dagger

Pixel Tales Sim Bin EA DICE Jadestone

Bionic Commando Riddick: Assault on Dark Athena R-Type Dimensions Terminator Salvation

Grin Starbreeze Southend Interactive Grin

Games published 2009

World in Conflict: Soviet Assault Hearts of Iron III Race Pro Battlefield 1943

Ubisoft Massive Paradox Interactive Sim Bin EA DICE
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The Swedish games industry has a his-
tory dating back to the 1980s, and to 
help us with a development timeline, 
we have taken the help of Ulf Sand-
qvist, PhD student at Umeå University. 

Ulf Sandqvist is the brains behind the 
study, Digital dreams - a study of the 
Swedish computer and video game 
industry, 1980-2005. His approach is 
similar to the Game Developer Index, 
by which he derives his company data 
from the Swedish Companies Regist-
ration Office (SCRO), which makes it 
partially comparable. Most companies 
start out as a pet project with a handful 
of individuals who start the company 
with designs to live off game develop-
ment. The period between 1998 and 
2001 could be described as a renais-
sance, with the number of firms within 
the industry experiencing a 100 percent 

jump. Largely in part, to the arrival of 
the venture capitalists that showed 
great interest in investing in techno-
logy. One example is the Slottbacken 
Venture Capital, which invested in 
Unique Development Studios (UDS). 

Between 2002-2003, the industry wit-
nessed a slump with a lot of companies 
opting to cut down on their workforce. 
One of which was UDS, which went 
bankrupt in 2002 and had to lay off 
all of its 70 employees; even Idol FX 
and Oblivion Entertainment going 
bankrupt. Despite this lull and decline 
in the number of employees by 10 per-
cent, net sales increased by 3 percent. 

In 2004 and 2005, the number of in-
dustry employees again increased; with 
Avalanche and Jadestone doubling 
their workforce to 60 and 45 employees 
respectively and Massive Entertain-
ment increasing their workforce to 43 

people. DICE was the largest Swedish 
studio in 2005 with 150 employees.  
Starbreeze and Synergenix also upped 
their numbers from 30 to 60 employ-
ees. 

Apart from 1995 when there were fe-
wer people working in the industry, the 
percentage of women has remained 
around the 7-10 percent mark, which is 
in line with the current figure of 10 per 
cent reported in this report. 

Despite a steady increase in turnover, 
overall results have been a lot more 
unstable. This is because predicting the 
popularity of a game is difficult prior to 
its release. Collectively, the industry’s 
annual results were negative, however, 
some companies such as Massive re-
gister a profit of over 10 million kronor 
and Dice fluctuates between 30 and 50 
million kronor in profit.  

Historical data

Number of employees Number of companies

TurnoverComprising women
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Over the years, a number of bestsel-
lers and international hits have been 
developed in Sweden. Swedish games 
are consistently of the highest quality. 

The gaming industry uses Metacritic 
as a barometer for measuring quality. 
It is common for bonuses to be paid to 

game developers, whose titles achieve 
a certain so-called Metascore, which is 
a form of weighted average scores. Me-
tacritic collects scores from a variety of 
review media and publications across 
numerous countries. Unlike a traditio-
nal average rating, Metacritic uses a 
weighted approach for the collective 

scores, which means some media 
outlets have a higher influence on the 
metascore posted by Metacritic. Listed 
below is a selection of Swedish games 
from 2000 onwards, with scores from 
Metacritic. 

Swedish games with triple-A-quality

metacritic.com�
�
�
�

Title Developer Metascore Format  Year

Battlefield 1943 EA DICE 84 Xbox 360 2009

Hearts of Iron 3 Paradox Interactive 81 PC 2009

R-Type: Dimensions Southend Interactive 77 Xbox 360 2009

The Chronicles of Riddick: Assault on Dark Athena Starbreeze 82 Xbox 360 2009

The Hunter Avalanche Studios 77 PC 2009

Battlefield: Bad Company EA DICE 84 PS3 2008

Bionic Commando: Rearmed Grin 87 PS3 2008

GTR Evolution SimBin 83 PC 2008

Mirror’s Edge EA DICE 79 PS3 2008

Europa Universalis 3 Paradox Interactive 83 PC 2007

Race 07 Official WTCC Game SimBin 83 PC 2007

The Darkness Starbreeze 82 Xbox 360 2007

World in Conflict Ubisoft Massive 89 PC 2007

Battlefield 2142 EA DICE 80 PC 2006

GTR 2 FIA GT Racing Game SimBin 90 PC 2006

Just Cause Avalanche Studios 75 PC 2006

Race: The WTCC Game SimBin 81 PC 2006

Battlefield 2 EA DICE 91 PC 2005

GTR FIA GT Racing Game SimBin 85 PC 2005

Hearts of Iron 2 Paradox Interactive 83 PC 2005

Battlefield Vietnam EA DICE 84 PC 2004

Ground Control 2 Ubisoft Massive  80 PC 2004

Rallisport Challenge 2 EA DICE 87 Xbox 2004

The Chronicles of Riddick: Escape from Butcher Bay Starbreeze 90 PC 2004

Battlefield 1942: Road to Rome EA DICE 84 PC 2003

Battlefield 1942 EA DICE 89 PC 2002

Deathrow Southend Interactive 79 Xbox 2002

Rallisport Challenge EA DICE 87 Xbox 2002

Europa Universalis 2 Paradox Interactive 87 PC 2001

Europa Universalis Paradox Interactive 86 PC 2001

Ground Control Ubisoft Massive 86 PC 2000

Metascore in this report have been fetched September the 1st 2009. For a complete list of current included  

media and a description of the process please visit http://www.metacritic.com.
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Turnover

Finland 87

Iceland 24

Sweden 112

 millions euros

Number of employees in the Nordic

Number of studios in the Nordic

Number of employees in different regions

Denmark 300 
Finland 1147 

Iceland 240 

Norway 300

Sweden 1353

Total Nordic 3340

 no of employees

Denmark 70 
Finland 45 

Iceland 2

Norway 25

Sweden 104

Total Nordic 246

 no of companies

Nordic 3340
France 2500 

Germany 2900

United Kingdom 9900

Europa 22000 

Canada 9500

USA 44400 

Japan 13000 

Australia 1600

 no of employees

How is the Swedish industry percei-
ved internationally? In order to get 
a better understanding of this, we 
compare Sweden to her neighbours 
and the Nordic region with other suc-
cessful regions. 

Many international bestsellers have 
been created in Sweden, but with 
foreign eyes, the Nordic region is 
sometimes viewed as one so cluster 
within game development. In addition 
to the Swedish success, our Nordic 
neighbours have also helped to direct 
the spotlight upon the region, thanks 
to games like Max Payne by Remedy in 
Finland, Hitman created by the Danish 
company, IO Interactive, Age of Conan 
developed by Funcom of Norway and 
Icelandic Eve Online developed by CCP. 

In the Nordic countries, Sweden 
and Finland are the largest countries 
in terms of turnover and employment. 
While the largest companies in Sweden 
focus primarily on large-scale console 

productions, the big five in Finland 
(Sulake, Sumeer / Digital Chocolate, 
Game Lion, Apaja and Universomo / 
THQ) work exclusively on mobile games 
or online based games. 

The Nordic region employs more 
people than any other large European 
countries such as France and Germany, 
but remains well behind Great Britain. 

Europe as a whole has grown and 
employs more than Japan. North 
America, however, remains the largest 
region for game development and in 
terms of staff numbers is twice as big as 
Europe. 

In North America, employment 

figures grew by 13 percent in 2008, with 
both Canada and the U.S accounting 
for almost 54,000 people in game de-
velopment. The largest state in the U.S. 
is California with 21,200 employed, fol-
lowed by Washington with 4700 people 
and Texas with 3300 people. 

The figures are compiled by the Nordic 
Game Program, which collected data 
from reports such Active Game Com-
panies in Denmark, Games Impact and 
Raise the Game. Additional data was 
derived from Neogames, Game Develo-
per Census and GDAA. 

International outlook 
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Battlefield H
eroes, EA D

ICE

Dirt Moto Racing, Resolution The Hunter, Avalanche Studios

Pepsi Music Challenge, Muskedunder Interactive Colosseum, Shortfuse Games
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