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Abstract 

According to Amit and Zott (2001), value creation in e-businesses hinges on four 

dimensions—efficiency, complementarities, lock-in, and novelty (Amit and Zott, 2001). We 

use this framework to investigate if it is possible for two rival multi-sided platforms to create 

a greater value by cooperating. Most theories related to multi-sided platforms focus on a 

hostile competing environment and a winner-take-all principle. Many companies look for 

ways to build up switching costs to lock in customers and get the snowball rolling toward the 

virtuous cycle. This has proved to be a successful strategy for many big companies such as 

Apple, Facebook, and Google. However, the main goal of a multi-sided platform is essentially 

to maximize the value of its platform. Some markets demand a higher degree of variety and it 

is unlikely that the market will tip toward any one platform (Shapiro and Varian, 1999). 

Therefore, it is relevant to discover if a platform can achieve a higher value by cooperating, 

even with its rival. Grounded in a case study of Xbox and PlayStation and the theory 

surrounding multi-sided platforms, we analyze how each dimension generates value.  

We first analyze each organization individually and then compare the two to find differences. 

After a comprehensive analysis, we get a clear picture of how each organization creates value. 

We use the information to discuss how the dimensions might be affected. Our research shows 

that it is possible to generate more value by cooperating. In the example of Xbox and 

PlayStation, they benefit from increased value on both sides of the platform. On the other 

hand, they will decrease the switching cost toward each other and have less control over 

players and third-party developers. Based on these findings, we conclude that multi-sided 

organizations should consider focusing on what differentiates them and work together where 

they have no sustainable competitive advantage.  
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Introduction 

The video game industry is often seen as a fractured and exclusive market 

(Superdataresearch.com, 2016). The market is divided into multiple categories such as 

console games, PC games, and mobile games. It is dominated by big players such as Activision 

Blizzard (Battle.net, 2016), Riot Games (riotgames.com, 2016), Sony PlayStation (PlayStation, 

2016), Microsoft (Xbox.com, 2016), and Valve (Steam.com, 2016). Each of these companies 

controls and delivers its services through its own exclusive platform. The platforms are used 

for multiplayer gaming, distributing games, and managing digital rights. They lure in 

customers by lowering entry barriers and providing access to exclusive content in order to 

increase the attractiveness of their network (Geek.com, 2016). When the customers start 

using the platform, they invest in all sorts of equipment or programs to increase the benefits 

offered by the platform. They do this to increase the switching cost, leverage externalities, and 

eventually lock-in customers. Each individual platform is often associated with a few big-

game titles, such as Blizzard with World of Warcraft (Worldofwarcraft.com, 2016), Valve with 

Counter-Strike (Counter-strike.net, 2016), Dota 2 (Dota2.com, 2016) and Riot Games with 

League of Legends (leagueoflegends.com, 2016), Xbox with Halo (Halowaypoint.com, 2016), 

and PlayStation with Uncharted (Unchartedthegame.com, 2016). The big exclusive titles work 

as a great promotion for the platforms. Securing one big title might determine the success or 

failure of the platform. Some platforms only feature a few games (Blizzard) while others 

leverage the long tail and feature thousands of games (Valve). Xbox recently opened up to the 

idea to allowing cross-platform multiplayer between Xbox One, PS4, and PC for the successful 

game Rocket League (Rocketleaguethegame.com, 2016). As PS4 is currently the most 

successful console in terms of sales, this deal might be more favorable to Xbox One, which will 

be able to tap into the larger installed base of PS4 (Shapiro and Varian, 1999). There might 

also be some technical obstacles as the two networks are very closed (Shapiro and Varian, 

1999). However, if they can overcome the technical obstacles, it will ultimately be up to PS4 to 

accept the offer. It will without doubt benefit the customers, as it increases their chances of 

finding other players than if they were restricted to one platform. But because PS4 is 

currently sitting on the largest installed base, it may feel that it is a bad deal to share this with 

the Xbox One community. 
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Both PlayStation and Xbox are categorized as a Two-sided market (Hagiu, 2014). They arise 

when two different types of users have the potential to gain from interacting with each other 

through a platform or a mediator (Hagiu, 2014). They are characterized by same-side and 

cross-side network effects that enable users to benefit when other users join the platform 

(Hagiu, 2014). This is also referred to as economies of scale (Shapiro and Varian, 1999). These 

effects can make the market “tippy” and the market might turn to a single technology, leading 

to a winner-take-it-all principle (Shapiro and Varian, 1999). Platforms will fight over users, 

making the adoption cost as low as possible. When the users are on board, they will 

“entrench” themselves by increasing the switching cost (Shapiro and Varian, 1999). This often 

creates a rivalry between competitors, as they have very little incentive to collaborate but 

much to gain from stealing users from one another. Therefore, they focus on making their 

own platform stronger by increasing the installed base and the switching cost (Shapiro and 

Varian, 1999). Until now, we have not seen any cross-platform multiplayer games between 

two direct competitors, with the exception of mobile phone games.  

 

This potential partnership between two very closed platforms is very interesting for four 

different reasons. First, the two platforms are closed and they would have to lean toward a 

more open platform to fulfill this partnership (eurogamer.net, 2016). Second, the two 

platforms have been rivals for more than a decade with very little historical cooperation 

(techu4ria.com, 2016). Third, theory tells us that such a partnership would decrease the 

switching cost between the partners (in this case their biggest rivals) and increase it toward 

anyone outside the partnership (Shapiro and Varian, 1999). Fourth, the two installed bases 

are not equal in size and one platform might benefit more than the other (ibtimes.com, 2016). 

Problem identification 

In this paper, we examine whether a multi-sided platform (MSP) should engage in a 

partnership with its rival and what the benefits and drawbacks might be. We find this 

particular case interesting because a fundamental strategy in the theory of MSP is to make 

users invest in the platform in order to build up switching cost (Shapiro and Varian, 1999).  In 

this particular case, the platforms would lower their switching cost toward their biggest rival, 

which at first glance does not make any sense. On the other hand, you want to maximize the 

value of your platform and opening up has potential value creation. Therefore, if it creates 
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more value than it erodes, it might be the right decision. To our knowledge there is no 

literature that addresses cooperation between two rivals MSP. Instead they focus on growing 

the installed base, network intensity and winner-take-all (McIntyre and Chintakananda, 

2014), which stands in contrast to cooperating with the rival. Therefore, we would like to 

examine the benefits and drawbacks of engaging in cross platform by analyzing how each 

platform creates value for its users. This will help us distinguish between how each value 

driver might be affected by partly sharing an installed base. Finally this will leads us to the 

conclusion if it would be beneficial for two MSP’s to cooperate together.  

Research question: 

How can cooperation foster value creation between two rival MSPs? 
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Structure of the Study 

The structure of our study includes six elements, as shown in Figure 1 below. 

 

 

Figure 1: The structure of our case study. 

In Section 1 of the case study, we introduce the research subject and describe the immediate 

situation of the case, which initialized our study. This part includes the problem introduction, 

identification, and the research question and outlines the delimitations of our case study. This 

section is purely descriptive, as it sets the frame for the study.  

Section 2 outlines the theory upon which the case study is based. It consists of the theoretical 

areas in MSPs, value-creation, and related theory in our study. Sections 2 and 3 explore our 

theoretical and methodological reasoning for the analysis to come. 

The third section presents all of the methodical considerations done before starting the 

process and how they would affect our study, together with a detailed discussion about how 
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we eventually obtained and used our data and how we structured and applied the theory in 

our study. This section, together with Section 2, is essentially our framework for the analysis. 

Section 4 presents the analysis and is split into three parts. The analysis is structured around 

the value creation model presented by Amit and Zott (2001). Every element in their model is 

analyzed in detail. Furthermore, we incorporate related theory in the four elements presented 

in their model. In first part of the analysis (4.1), we initiate an independent analysis of Sony, in 

terms of their console and platform PlayStation. In the second part (4.2), we do the same 

independent analysis, this time of Microsoft in regards to their console and platform Xbox. 

These independent analyses are important for fully comprehending how each of the platforms 

generate value. In the third and last part of the analysis (4.3), we initiate a comparative 

analysis of the two platforms. The comparative analysis draws upon the two independent 

analyses in order to analyze the elements that differentiate the two.  

Section 5 consists of our discussion focusing on the elements that will be affected by opening 

up their platforms by using analogies and other case examples. We further discuss the 

implications of our findings in this regard and reflect upon these in relation to literature, 

theory, methodology, and further research.  

The sixth and last section concludes our research. It contains an answer for our research 

question based on our findings, discussions, and reflections for the case study. Even though 

our study is structured by these six elements, our process has not been linear. We have used 

an abductive method, which for us entailed going back and forth between our analysis, data 

collection, and identification of applicable theory. The process is time-consuming but ensured 

that the necessary data were analyzed and collected in a framework that was fitted for the 

appropriate case study.  
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Delimitation 
The purpose of this paper is to examine why two rival MSPs should open their installed bases 

to each other. For this, we use the examples of Xbox and PlayStation. Both consoles are owned 

by large corporations whose activities extend beyond video game consoles. Due to the 

limitations of this paper, we have excluded all aspects of the companies except the video game 

console. We do include synergies across products, but only based on video game console.  

 

Gathering data for this project has been very difficult at times. Initially, we wanted to include 

Sony and Microsoft in the project, but this was not possible. First of all, they were not willing 

to share any information with us apart from what is already public. Second, they were unable 

to dedicate any resource to this project. Generally speaking, it is a very closed industry and 

every company we reached out to has turned us down. In an optimal scenario, we would also 

have liked to work closely with game development studios to get their insights. However, we 

managed to set up interviews with two individual developers from two different companies. 

In contrast to B2B, B2C has been much easier to gather data about. There are plenty of 

articles, forums, blogs, and players that can provide information. They are generally very 

happy to share their opinion. 

  



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 11 

Theory 

In the following section, we briefly discuss the literature and why we find it relevant. 

Two-sided markets 

MSP differ from traditional business models. In traditional value chains, value moves from left 

to right—to the left is cost and to the right is revenue. In two-sided networks, cost and 

revenue are on both the left and the right (Eisenmann, Parker and W. Van Alstyine, 2006). 

 

A good example of traditional MSP is a shopping mall, which is a platform for bringing 

retailers and customers together in one place. The retailers want customers who are ready to 

spend their money in their stores. The customers, on the other hand, want a broad selection of 

appealing products. The key objective of the MSP is to enable a direct interaction between 

these two sides. However, one will not join without the other, as they each attracted to the 

opposite side. This is a typical chicken-and-egg problem (Caillaud and Jullien, 2002). 

Therefore, the shopping mall must find a way to attract the two sides. The shopping mall can 

overcome this problem by first signing on the retailer side. The retailers are attracted to the 

demographics surrounding the shopping mall, such as number of potential customers, 

average income, etc. With the retailers on board, the next step is to secure a steady stream of 

customers. Customers might be attracted to the selection of retailers and the accessibility of 

the mall in terms of public transportation and roads. There might also be a couple of eateries, 

so that customers can buy everything they need without having to leave the mall for food. 

The mall is a very basic example of an MSP in terms of a platform that brings two sides 

together. This paper is more concerned about the digital MSPs that drive many large well-

known companies, such as Apple App store, Spotify, American Express, Ebay, Facebook, and 

Craigslist. When the Internet was commercialized in 1995, it opened up new possibilities for 

MSP. The Internet allowed people to communicate across the globe. You were no longer 

limited to the people in the local area, and economies of scale became much more relevant. 

Today, many of the largest Internet companies are MSP.  

 

Theoretically MSPs are technologies, products, or services that create value primarily by 

enabling direct interaction between two or more customer or participant groups (Rochet and 

Tirole, 2006). The role of the MSP is to provide the architecture for products, services, and 
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infrastructure in order to facilitate the interaction among the sides. The platform also includes 

a set of rules such as protocols, rights, and pricing terms that help govern the interaction 

(Eisenmann, Parker and W. Van Alstyine, 2006). On the most fundamental level, MSPs have 

two key features (Hagiu and Wright, 2015): 

 They enable direct interaction between two or more distinct sides. 

 Each side is affiliated with the platform.  

The platform provides the structure of the direct interaction, while each side retains control 

of the key terms of the interaction (Hagiu and Wright, 2015). The key terms could be pricing, 

bundling (Stremersch and Tellis 2002), marketing, or delivery of the good. When an 

interaction happens between the two sides, each side makes platform-specific investments 

that affiliate it with the platform, such as renting out an apartment on AirBnB. This 

investment can be a fixed asset fee (buying a video game console), resources (spending time 

on Facebook), or opportunity cost (driving to the shopping mall) (Hagiu and Wright, 2015).  

 

 Figure 2: MSP vs Re-sellers 

Source: Hagiu and Wright 2015 

The definition helps to distinguish between the reseller and the marketplace. Resellers act as 

intermediaries that buy from one side and sell to another, e.g. Zappos. Marketplaces act as 

intermediaries between two parties—where one side sells directly to the other side—and are 

thus an MSP, such as Airbnb. As a reseller, you take ownership and control over the products, 

thereby controlling the key terms of the interaction; hence, you are not an MSP (Hagiu and 

Wright, 2013). A marketplace allows the suppliers to exploit their local information, while 

resellers can exploit their own local information. There are three key factors that affect the 

baseline tradeoff between a reseller and a marketplace (Hagiu and Wright, 2013).  
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(1) Resellers benefit more from externalities across products because they internalize these 

externalities when they have control rights.  

(2) Marketplaces have low fixed cost of handling each additional product but a higher 

marginal cost of each additional sale of the same product.  

(3) Resellers can sidestep the chicken-and-egg problem, which is one of the major barriers for 

early stage marketplaces. Though choosing between a marketplace and a reseller can be hard, 

it is not often that we see a pure reseller or a pure marketplace. Most successful companies 

are something in between. For example, when Amazon started out, it bought books to resell 

them on its platform. After establishing a substantial amount of buyers, it transitioned into a 

more marketplace-like structure by opening up to independent suppliers and thus adopting a 

more hybrid approach (Hagiu and Wright, 2013). 

 

The theory of MSP is related to network externalities where there are noninternalized 

externalities among end users (Rochet and Tirole, 2006). These are often called feedback 

network effects. The effects can be positive or negative. Positive network effects create value 

on one side when the number of participating users increases, while negative effects decrease 

the value. A positive network effect makes the strong get stronger and the weak get weaker, 

leading to extreme outcomes (Shapiro and Varian, 1999). It can lead to rapid growth and 

make the market tippy toward a single technology, eventually leading to a winner-takes-all 

situation (Shapiro and Varian, 1999). 

 

Figure 3: Winner takes-all 

Source: Shapiro and Varian, 1999 
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There are two types of feedbacks—same-side and cross-side network effects. Same-side 

network effect or direct network effect happens when an increase in usage on one side 

increases the value of that side (Katz and Shapiro, 1985). For example, as a player you want to 

play with others players. Therefore, you are more inclined to join a platform if it has a lot of 

players and less inclined if there are only a few players. Cross-side effect or indirect network 

effect increases the value on the other side of the platform (Katz and Shapiro, 1985). Again, 

players are attracted to the games the platform has to offer while the developers are attracted 

by the players. 

The positive network effects are known as economies of scale. The term is widely known in 

microeconomics as the supply side cost advantage that organizations obtain due to the scale 

of operation. In the information economy, positive network effects create economies of scale 

(Shapiro and Varian, 1999). The positive relation between value and popularity is known as 

the virtuous cycle. The product becomes increasingly more popular and more valuable with 

each additional user. At the other end is the vicious cycle or death spiral, where the product 

loses value every time it is abandoned by a user (Shapiro and Varian, 1999). The network 

intensity varies among markets. Some markets have very high network intensity and tend 

toward a single dominant technology, while other markets allow multiple technologies to 

coexist. The intensity is driven by at least three aspects: (1) the value derived from interacting 

with a large base for a product; (2) the availability of complementary products; and (3) the 

strength of ties among users (McIntyre and Chintakananda, 2014).  

 

One of the main objectives of an MSP is to sustain and further grow the installed base. Firms 

do it by making users invest into the platform to build up switching cost. There are eight 

switching costs for consumers that comprise three higher-order switching cost types: 

procedural, financial, and relational switching costs (Burnham, Frels and Mahajan, 2003). 

These types of costs cover the loss that will be incurred if a user chooses to switch to another 

platform. The switching cost is accumulated for every investment that the consumer makes 

into the technology. The switching cost can grow or shrink over time, but it never stays still 

(Shapiro and Varian, 1999). The goal of the switching cost is to lock in customers. Lock-in is a 

stage where the switching cost is higher than the benefits of switching to another competing 

technology. Lock-in is a dynamic concept that grows out of the investments made, described 
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as the lock-in cycle. The lock-in cycle is made of four phases—brand selection, sampling 

phase, entrenchment, and lock-in (Shapiro and Varian, 1999). 

 

Figure 4: Lock-in cycle 

Source: Shapiro and Varian, 1999 

 When selecting a brand, the customers will start with the brand selection phase, move 

through each phase, and eventually end up in lock-in, if the switching cost becomes 

prohibitively expensive (Shapiro and Varian, 1999). Switching cost is the key to evaluating an 

installed base. In a highly competitive market where two rivals have similar qualities and 

products, the switching cost is equal to the present value of a given customer (Shapiro and 

Varian, 1999). 

Challenges in two-sided markets 

We have briefly mentioned the chicken-and-egg problem that young MSPs have to overcome. 

The problem they often have to face is that the opposing sides attract each other and 

therefore one will not join without the other. Some overcome this by getting the first side “on 

board.” For example, Amazon started out as a reseller. This allowed it to build up one side—

the consumers. After four years, it added another side for independent suppliers to sell 

directly to the consumers, thus tilting more toward an MSP. Besides the chicken-and-egg 

problem, there are three main challenges according to Eisenmann and Alstyine (Eisenmann, 

Parker and W. Van Alstyine, 2006). The first is pricing strategy, which plays an important role 

in attracting users to the platform. Determining how to price a platform can be complicated 
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and there are a number of factors that should be considered. Platform pricing depends on the 

following factors: 

 Ability to capture cross-side network effects and user sensitivity to price 

 User sensitivity to quality 

 Output cost 

 Same-side network effects  

 User brand value 

One profit-maximizing strategy is divide-and-conquer, where one side is subsidized and 

profits are made on the other side of the platform (Caillaud and Jullien, 2002). This strategy 

exploits the indirect network effects to subsidize one side and recover the cost on the other 

side. Many successful companies such as Facebook and Google utilize this strategy. 

Consumers are not charged any money for using their services. Instead they feed the platform 

with information that companies on the other side are willing to buy. Three main factors 

determine the pricing structures (Armstrong, 2006). First, the relative size of cross-

externalities on some sides might benefit more from positive cross-side network effects. The 

side that triggers the most positive externality is subject to aggressive targeting. The second 

factor is whether the fees are fixed or charged per transaction. Cross-side network effects are 

weaker with per-transaction charges because a fraction of the benefit of interacting with the 

other side is eroded by the extra payment incurred (Armstrong, 2006). Third, it makes a 

difference whether the sides are single-homing or multi-homing. If one side is single-homing 

and the other is multi-homing, it is natural to compete for the single-homing side. Platforms 

controlling the single-homing side have monopoly power over providing access, while the 

multi-homing side is subject to premium prices as suggested by the divide-and-conquer 

strategy (Caillaud and Jullien, 2002). 

The second challenge encountered by an MSP includes platform competition and the 

dynamics of winner-take-all (Eisenmann, Parker and W. Van Alstyine, 2006). This is a two-

step process. The first step is to determine whether the networked market is likely to be 

served by a single platform if the following three conditions apply (Eisenmann, Parker and W. 

Van Alstyine, 2006): 

 Multi-homing cost are high for at least one user side. 
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 Network effects are positive and strong, at least for the users on the side of the 

network with high multi-homing costs. 

 Neither side’s users have a strong preference for features.  

If the first step applies, the second step is to decide whether to fight for or share a platform. 

This is a kind of bet-the-company decision. The stakes are very high when there is room for 

only a few rival platforms. Companies often spend enormous amounts on upfront marketing 

and the total market size is smaller due to delayed adoption. First-mover advantage and 

preexisting relationships with prospective users can play a significant role. A shared platform, 

however, benefits from less intense rivalry and has faster adopters but mostly deals with 

controlling rights (Eisenmann, Parker and W. Van Alstyine, 2006).  

The third challenge is the threat of envelopment. Platforms often have overlapping user bases. 

One platform might add functionality as a part of multiplatform bundling. A standalone 

platform provider cannot respond to this value proposition, which leaves it with little to no 

choice apart from selling out to the attacker or exiting. However, there are a few options that 

standalone platforms can undertake to survive or defend themselves from envelopment. They 

can change their business model, find a “bigger brother,” or sue.  

Anyone launching a new technology faces two fundamental tradeoffs (Shapiro and Varian, 

1999). The first tradeoff is choosing between performance and compatibility. While it is 

possible to combine them, it is important to understand the two fundamental approaches to 

innovation. You can offer your customers an easy migration path by making a technology that 

is compatible with existing products. This strategy focuses on reducing switching cost but it 

also compromises on performance. The other approach is to offer a revolutionary product 

that evidently has better performance but lacks compatibility with existing products (Shapiro 

and Varian, 1999). For example, when PlayStation launched its first gaming console back in 

1994, it tipped toward performance, as it was built upon the new CD-ROM technology that 

differentiated from all other technologies in the market. However, when PlayStation 2 was 

released in 2000, it tipped toward compatibility; it was backward compatible with most 

original PlayStation games. The second fundamental tradeoff is between openness and 

control, i.e. choosing between proprietary control or opening up to future allies. Control will 

be more valuable if the technology takes off, but failure to open up might reduce your chances 

of success as customers might fear lock-in. The two tradeoffs are fundamental for the four 
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generic network strategies—controlled migration, open migration, performance play, and 

discontinuity (Shapiro and Varian, 1999). 

Business models 

Business model is a strategic way of thinking that has gained a lot of attention since the mid-

1990s. Since then, more than a thousand articles have been published and the term has been 

the subject of conference sessions and panels discussions (Zott, Amit and Massa, 2011). 

Despite the great deal of attention, researchers still do not agree on what a business model is, 

mainly because there is no consistent definition (Zott, Amit and Massa, 2011). The research 

stream within business model that has gotten the greatest amount of attention is e-business. 

E-business means “doing business electronically.” It refers to firms that conduct business over 

the Internet and includes e-commerce, e-markets, and Internet-based business (Zott, Amit 

and Massa, 2011). E-business researchers are organized around two complementary streams. 

The first describes generic e-business models and provide typologies. The second focuses on 

the components of e-business models (Zott, Amit and Massa, 2011).  

Both PlayStation and Xbox started out as offline gaming consoles but have since evolved into a 

product for which most of the features are provided over the Internet. Since both PlayStation 

and Xbox operate mainly as e-businesses, we find it suitable to adopt an e-business model. 

The business model literature is centered primarily around four themes (Zott, Amit and 

Massa, 2011).  

 Business model is a new unit of analysis. 

 Business model is a systemic perspective on “how-to-do” business. 

 Business model encompasses boundary-spanning activities. 

 Business model is about value creation and value capture. 

For this study, we have selected the fourth theme, which intends to explain the firms’ value 

creation, performance, and competitive advantage. We have adopted a model that suggests 

that value creation hinges on four independent dimensions—efficiency, complementarities, 

lock-in, and novelty (Amit and Zott, 2001).  
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Figure 5: Value creation 

Source: Amit and Zott, 2001 

According to its definition, a business model depicts content, structure, and governance of 

transactions designed to create value for the focal firm and for other business model 

stakeholders through the exploitation of business opportunities. “A business model elucidates 

how an organization is linked to external stakeholders, and how it engages in economic 

exchanges with them” (Amit and Zott, 2001). According to the study by Amit and Zott, there 

are several firm-centric views of how value is created, but these do not fully capture the value 

creation in networks. An example of this is resource-based view, which views the firm as a 

bundle of resources and capabilities (Amit and Zott, 2009). In a network market, there is an 

alternative way to obtain and own resources and capabilities. They can be obtained through 

partnerships and resource sharing. Amit and Zott view the business model as a structural 

template that describes the organization of a focal firm’s transactions with all of its external 

constituents in factor and product markets (Amit and Zott, 2009). This is an important factor, 
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because using a framework that does not fully capture the value of a network market will 

result in some crucial network-based aspects of value creation being ignored or missed. 

According to Amit and Zott, the business model acts as both an engine for value creation and 

an invaluable construct. It helps to understand the firms’ role in relations to other business 

model participants in the network in which it operates (Amit and Zott, 2009).  

Digital products 

A digital product refers to goods or services that can be digitalized (Hui and Chau, 2002). 

Selling digital products over the Internet is very different from selling them in a traditional 

market. Information is costly to produce but cheap to reproduce (Shapiro and Varian, 1999). 

This can make it a very profitable endeavor, but also one that should be carefully navigated. It 

requires understanding of important marketing mix elements, such as how the product is 

delivered and consumed. It is essential to classify a digital product to plan successful e-

commerce strategies (Hui and Chau, 2002). There are two dimensions of digital products—

product category and product characteristic. The three digital product categories are tools 

and utilities, content-based digital products, and online services. The product characteristics 

are divided into three intrinsic characteristics—delivery mode, granularity, and trialability.  

Value chain in Home Video Game Industry 

The industry is categorized by strong network effects and having buyers that are very 

sensitive to price and game selection (Tomaselli, Serio and Oliveira, 2008). Disruptive 

technologies are being implemented with each new generation to differentiate and reduce 

cost (Tomaselli, Serio and Oliveira, 2008). Platform providers are very dependent upon their 

partners in order to stay in the game. They seek to control the value chain with strategic 

partnerships (Tomaselli, Serio and Oliveira, 2008). There are two critical success factors in 

the home video game industry.  (1) Building the biggest possible installed base and game 

options; (2) hardware cost leadership and value chain management (Tomaselli, Serio and 

Oliveira, 2008).  Below is a mapping of all agents in the value chain of home video game.  
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 Figure 6: Value chain in home video game industry 

 Source: Tomaselli, Serio and Oliveira, 2008 

Recap of theory 

We apply the framework for value creation by Amit & Zott (2001) on MSP theory to analyze 

how value is created in MSP. The framework is supported by a number of theories. A detailed 

description of how we apply the theories is described later in the section “structuring the 

analysis”. 

 Classification of digital products (Hui and Chau, 2002),  

 MSP strategies (Shapiro and Varian, 1999) (Hagiu and Wright, 2013). 

 Challenges in MSP (Eisenmann, Parker and W. Van Alstyine, 2006)  

 Switching cost (Burnham, Frels and Mahajan, 2003). 
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 Bundling (Stremersch and Tellis 2002). 

 Pricing strategies for MSP (Caillaud and Jullien, 2002)(Armstrong, 2006). 

 Value Chain of the home video game industry (Tomaselli, Serio and Oliveira, 2008).    
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Research Methodology  

The research question guides us by setting the aim and objective for the research (Bryman, and 

Bell, 2011). We have confirmed that most MSP theories focus on a hostile competing 

environment and winner-take-all principle. We seek to explore if cooperation between two 

platforms can foster value creation. By applying a coherent and thorough methodology, we 

were able to close this knowledge gap and thereby conclude our research question. However, 

the aim was not merely to answer the research question but to do so with valid and reliable 

methods. Thereby ensuring that the created knowledge can be trusted and applied to similar 

research.  

Research Approach 

Our philosophical stance provides guidance, structure, and limitations to our decisions and 

research methods. This study and our worldview is impacted by the pragmatic philosophical 

stance. 

Our research question: How can cooperation foster value creation between two rival MSPs? - 

entails an exploratory research objective rather than a descriptive or explanatory objective, for 

which the pragmatic stance is suitable. Furthermore, the pragmatic philosophical stance 

correlates with our own beliefs and worldview with regard to the ontology. As pragmatic 

researchers, we belong to the more subjective ontology of pragmatic stances. It is important to 

distinguish between these, since it has a big influence on how we conducted the research and 

how we view the reality of the world.  

As Van de Ven (2007) explains, a subjective epistemology is adopted via the pragmatic stance. 

The consequences of the subjective epistemology are reflected in our view of valid and reliable 

data/knowledge and what we conclude to be factually true. It is important to keep these two 

things in mind when concluding on or criticizing our findings.  

The pragmatic philosophical stance is characterized by the relation of theory and praxis (Van 

de Ven, 2007). It is therefore natural to embrace the abductive mode of scientific discovery. 

The abductive mode is rooted in the pragmatic stance and is defined as: “Abduction is an 

inference to the best explanation. It starts from a set of facts and infers the most likely hypothesis to explain 

the phenomenon” (Van de Ven, 2007). We use the abductive scientific discovery mode 

throughout our study—from the beginning when we identified our research area all the way to 

the end when we concluded our research. Our approach can be described as a hermeneutic 
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spiral that goes back and forward between theory and observations, in order to generate 

knowledge continuously and finally conclude on what in reality guides action, which is known 

as the factual truth within pragmatism (Van de Ven, 2007). 

 

Figure 7:  Hermeneutic spiral.  

We found the iterative process of the abductive approach to be very applicable for our 

research. As we had limited knowledge about both the industry and the two case companies—

Microsoft and Sony—when we began our research. We therefore had to gather and structure 

information about them, while at the same time finding theoretical literature that could be 

applicable for this study. 

Theory about MSPs is often based on unique case studies and derives the best practices and 

theoretical guidelines. There is no definitive right way to build or operate a multi-sided 

company because every company operates as a unique case. This combination of theory and 

complex reality fits perfectly with the abductive mode of discovery and guides us in generate 

new knowledge about our research question.  

Research Strategy  

Due to the explorative nature of this study and because it “entails the detailed and intensive 

analysis of a single case” (Bryman and Bell, 2011), the appropriate strategy for this paper would 
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be that of a case study. Moreover, as our research focuses on a specific case and theory 

pertaining to multi-sided markets is often case-based, through books or articles on one or more 

unique cases, we found this strategy to be fitting. A case study is characterized by looking at 

one or more individual cases in real-life settings (Bryman and Bell, 2011) and can be defined 

as: “An empirical inquiry about a contemporary phenomenon, set within its real-world context especially 

when the boundaries between phenomenon and context are not clearly evident.” (Yin, 2009, p. 18). 

With this case study, we seek to show the relationship between a set of concepts, theoretical 

frameworks, and our findings, and thereby answer our research question. We are using and 

analyzing a single case, which includes two case companies—Microsoft and Sony—in order to 

draw clear conclusions from it. Thus, the case study consists of a holistic single case. The case 

therefore serves as the main unit of analysis in this study.  The past three generations of video 

game consoles have been dominated by three players—PlayStation, Xbox, and Nintendo. In 

this paper, we only focus on the first two, thereby excluding Nintendo. Nintendo is a major 

player in the video game industry. It has the best-selling console in the eighth generation, 

outselling both Xbox and PlayStation. It approaches the market a bit differently compared to 

Xbox and PlayStation, which is one of the reasons we have excluded it. Also, it does not share 

the same game library as its two competitors, which leaves the foundation for cross-platform 

very small. We also exclude other indirect competitors such as Apple TV and Razor Forge TV 

for the same reason.  

 

Since a case study is unique by nature, it can never be reproduced completely. Our findings are 

therefore limited to being fully applicable to this specific case, but does also provide beneficial 

knowledge for managers operating other multi-sided companies and researchers within MSP. 

Our theoretical applications can be applied to all similar cases and those methods can act as 

guidelines for other researchers in the MSP field.  

Research Time Horizons  

The case study is a cross-sectional study, as we focus on our case at one specific point in time 

“2016”. We use historical data to explain the case settings and give a more in-depth picture of 

the case.  
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Research Choices  

As discussed, the applied literature and research question address the phenomenon of 

exploratory nature. This suggests that the qualitative approach is suited for this case study 

(Bryman and Bell, 2011). Moreover, the exploratory nature of the qualitative research 

approach would be appropriate due to the fact that we had limited foreknowledge and insights 

about the industry and our case companies when initiating the case study. However, the 

applied literature also emphasizes that—depending on the type of analysis required within a 

specific arena in the case—quantitative data may be preferable. By using statistical data for 

such an analysis, one can analyze a specific area with high validity and reliability, often with 

more easily obtained data. 

Data collection is an important area in the MSP theory. Since theory within that area is mostly 

case-based, there is a high emphasis on getting valid and reliable data. The data for this case 

consist of both quantitative and qualitative data; therefore, a mixed method is adopted. By 

utilizing and combining the two data types and thereby triangulating the data, we increase the 

validity and reliability of the study by mitigating the limitations of using only one of the two 

data types. Furthermore, as we are pragmatic and as our objective is to find knowledge that is 

truthful in guiding action, we must look at both data sources in order to determine what guides 

action in reality. 

Primary Data 

In this research we used four different types of primary data collecting methods. Namely 

forums, written interviews, surveys and informal interviews. The majority of the total primary 

data come from forums and is therefore in a qualitative form. All data was collected in the 

period May to October 2016.  

Forums 

The majority of our data come from a range of publicly available forums. We were able to use 

different forums to access and collect a vast amount of information. Our primary data source 

was reddit.com and its many sub-reddits, where thousands of people interact with each other 

(a sub-reddit is a forum that carries out discussions about a certain topic, for example consoles, 

PlayStation 4, or Xbox One). Here we were able to view discussions about topics that relate to 

our study and start our own topics about a specific subject on which we needed information or 

opinions. In order to verify our data even further, we used a variety of different forums to 
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target different groups of people, as people from different forums can differ in their general 

opinions. An example of one of our own topics can be found here 

(https://linustechtips.com/main/topic/692206-cross-platform-between-xbox-and-

playstation/#comment-8877576). The data we obtained from these data sources are of a 

qualitative nature, as they often include in-depth discussions about specific areas and not a 

pool of quantitative data that could be used more statistically. The 13 used forums can be 

found in the following table.  

Site Link 

Reddit (including sub-reddits) https://www.reddit.com/ 

Xbox https://forums.xbox.com/en-US/home 

PlayStation http://community.eu.playstation.com/ 

The Verge  http://www.theverge.com/forums 

Linus tech tips https://linustechtips.com/main/ 

Tech crunch https://techcrunch.com/tag/forums/ 

IGN http://www.ign.com/boards/ 

Euro gamer  http://www.eurogamer.net/forum 

GameSpot http://www.gamespot.com/forums/ 

AVForums https://www.avforums.com/forums/ 

Polygon http://www.polygon.com/forums 

GiantBomb http://www.giantbomb.com/forums/ 

ArcTechnica http://arstechnica.com/civis/ 

 

Written interviews  

We were able to get in touch with two console game developers in San Francisco, who have 

experience in developing exclusive titles such as Halo Wars 2, as well as titles for both consoles 

such as Rise of the Tomb Raider. They agreed to answer a few questions via mail and instant 

messaging service (IMS) in October 2016. The questions were designed to be open-ended, in 

order to establish more dialog and thereby more qualitative data. As we were limited in the 

number of questions we could send them, we focused our questions on the complexity of being 

a multi-console developer, their opinions on cross platform gameplay, and the impact this 

would have on them and their industry. Questions such as: What are the complications when 

https://linustechtips.com/main/topic/692206-cross-platform-between-xbox-and-playstation/#comment-8877576
https://linustechtips.com/main/topic/692206-cross-platform-between-xbox-and-playstation/#comment-8877576
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developing for multiple consoles? and If PlayStation and Xbox were to allow cross platform gameplay, 

how would that impact the game development industry? were much enlightening. Even though the 

data provided some great insights on the supplier side, it mainly served as confirmation on 

data collected via forums, articles, and reports. The full interview guide and answers can be 

found in Appendix 1 and 2. 

Surveys 

As an alternative data source, we decided to construct a survey to obtain specific quantitative 

data that could either validate or disprove some of our hypothesis, that we constructed from 

our secondary data sources. The data collected from the survey were only used for that specific 

purpose (validation) and should only be considered as alternative data, since it is only a small 

fraction of the total data used in this study, for the consumer segment. Over 50 people 

participated in the survey and the statistical results can be found in Appendix 3. We posted 

threads on the forums we used for data collecting, asking if they wanted to participate in a 

simple survey. The data does not fully correlate with data from larger surveys from SuperData 

on what a typical gamer is like, in relation to age, gender etc. (SuperData, 2015). Since our 

data is slightly overpopulated in the age group 25-34 years, compared with their findings. This 

can be explained by the relative low amount of participants, which can be criticized for not 

being completely representing and too small in order to draw out accurate statistical data from. 

However, even though it is slightly overpopulated with a certain consumer group, then our 

main purpose with the survey was to validate on our other data sources, in regards to the 

attitude towards cross-platform gameplay. Where we found that 83% of everyone would 

support this and sees themselves benefitting from it. Which is such a high degree of support, 

that even thou it might be misconstrued a little, we find the results reliable enough to validate 

our hypothesis.  

Informal interviews  

The last primary data collection method which is used, is informal interviews—another source 

of qualitative data. The method is believed to provide some of the most honest answers and 

feedback from the interviewees, as there is little to no formal settings, which can at times 

accentuate answers that are less than truthful (Robert Wood Johnson Foundation, 2016). 

Which makes it one of the most valid interview methods. One of the drawbacks of this 

approach is that the interviews are conducted in this matter and no recordings or transcripts 
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are made; only the interviewers’ memory and recollection of the interview/conversation is 

usable, which can make the method less reliable. However, we found this method to be very 

useful for confirming several hypotheses we built when analyzing forums, e.g. the factors that 

are important for a customer when buying a console. Furthermore, this information source 

was only used for exactly that purpose and only as a secondary conformation to validate data 

collected in forums or reports. Some of the interviews were conducted while both of us were 

present while some were conducted individually. The interviewees are all listed in the 

following table sorted by date.  

Name Type of interview Duration Date 

Mikael Hansen Group 30 min May 14 

Morten Jeppesen Individually  20 min May 17 

Joachim Jensen Individually 20 min May 17 

Nicklas Kaspersen Group 30 min November 14 

Casper Aackersberg Individually 20 min November 14 

Kasper Lemke Individually 20 min November 14 

Rasmus Stjerne  Group 10 min November 15 

Jesper Keller Individually 10 min November 15 

 

We tried to contact both Microsoft and Sony, but they did not have any resources to 

participate in our study. We also tried to contact some Danish developers of Xbox and 

PlayStation games, but got the same results. We believe that these resources would have 

proved to be great data resources and would have improved the validity and reliability of the 

study. Since it would enable us to gather primary data about the two case companies, which 

would be tailored for our study. However, interviews from top management of Microsoft and 

Sony is available from reliable secondary data sources. Which made it possible to analyze our 

case from their perspective.  

Secondary Data 

A large part of our data comes from secondary data sources, in the form of written materials 

such as reports, books, articles, secondary interviews, and quotes. Secondary data tend to be 

readily available and can in some cases provide higher quality of data—especially quantitative 

data—compared to what is possible for a researcher to obtain. However, when using such data 
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sources, it is of upmost importance to ensure that the collected data are reliable and valid. We 

therefore embodied a critical mindset for every secondary data source that we used and all 

sources were evaluated on two main criteria—public recognition and the volume of data used. 

Only those data sources that fulfilled these criteria were viewed as reliable and valid data 

sources and all other data sources were excluded from the study. 

The majority of the secondary data used in the study are from reports and articles. The articles 

were from the following sites. 

Site Site 

TheVerge.com GameSpot.com 

IGN.com GiantBomb.com 

TechCrunch.com DigitalTrends.com 

Eurogamer.net CNet.com 

TechU4Ria.com TrustedReviews.com 

Ibtimes.com TomsGuide.com 

InvestorPlace.com Deloitte.com 

Polygon.com ArsTechnica.com 

TechRadar.com AListDaily.com 

RankingTheBrands.com GameAcadaemy.com 

Forbes.com Times.com 

Fortune.com Gamasutra.com 

TheGuardian.com Vareable.com 

Strategyanalytics.com Washingtonpost.com 

TechTimes.com Geek.com 

 

They all fitted both of our criteria, being recognized as among the leading tech news site and 

using several data sources for their articles. The different articles provided a mix of both 

qualitative and quantitative data, which were used in the analysis. As for the reports, we used 

SuperData, NewZoo, and Deloitte, since they also fulfilled both criteria and could provide us 

with relevant data for our study. We used the reports as our primary quantitative data source, 

since these data sources could provide us with more reliable and valid information for many 

quantitative aspects, than we would be able construct ourselves, such as average player 

information, industry data, etc.  
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Since we used secondary interviews and quotes, we made sure these come from sources that 

are public recognized for being trustworthy. Furthermore, we limited the data and only used 

interviews and quotes from CEOs or top management for the two case companies. These data 

are used very infrequently, as only limited data from this source were relevant for this study 

and could qualify as being from a reliable and valid source. Some of the natural limitations of 

this type of data were that it seldom fitted exactly with what we wanted to research. Ether it 

was in another context or were too inaccurate in relation to our research topic and therefore 

could not be used.  This is partially the reason why this specific data was used so infrequently. 

The other reason being that it was hard to know the accuracy of some of the data and therefore 

validate that it came from a reliable source. 

Structuring the analysis 

We extend the value creation model presented by Amit and Zott (2001) and use that as our 

framework for the analysis. Our extended model can be seen in Figure 8 below. It encapsulates 

the model presented by Amit and Zott, with incorporated theory, and at the same time 

presents how we structured our analysis.  

 

 Figure 8: Extended elements in value creation for MSPs.  

With regard to efficiency, we did not find it necessary to incorporate new elements, as we 

found the existing elements adequately comprehensive in comparison to the existing 

literature on the subject and in order to get a thorough analysis of the subject. However, we 
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did find the article Classifying Digital Products by Hui and Chau (2002), which presents their 

framework for digital products with three main aspects—delivery mode, granularity, and 

trialability—  important for analyzing efficiency. We were able to do so without adding any 

new elements to the model, but by incorporating them into the existing element.  

We were able to segment complementarity into two main elements—bundling and synergies. 

We incorporated the four bundling strategies given in the article Strategic Bundling of 

Products and Prices: A New Synthesis for Marketing by Stremersch and Tellis (2002) under the 

main element bundling. Within synergy, we incorporated the existing elements of Amit and 

Zott’s model, which fitted perfectly for the purpose and would provide a comprehensive 

analysis within the realm of synergies. Bundling serves as a market-based strategy that 

directly adds value for the consumers and providers. Synergies serve as a more resource-

based strategy that adds value for the consumers and providers of the platform more 

indirectly. This is the reason we found it necessary to divide complementarity into two 

segments. 

Within lock-in, we found two main existing elements—switching cost and network effects—

perfectly suitable for thoroughly analyzing the lock-in effects. We did however, find newer 

and more in-depth articles about switching costs that had a more generalized framework for 

analysis. The article Consumer switching cost—a typology, antecedents, and consequences by 

Burnham, Frels, and Mahajan (2003) introduced a model about switching cost, which we 

incorporated into our main framework. Their model introduced three main concepts—

procedural switching costs, financial switching costs, and relational Switching costs. We found 

these elements more adequate for fully analyzing all switching costs compared to the 

elements presented by Amit and Zott. In their model, several factors such as personal 

relationship loss costs and learning costs were not explicitly covered; we found these 

elements necessary to fully understand and analyze the switching cost in our case study. With 

regard to network effects, we found the existing direct and indirect sub-elements suitable for 

a thorough analysis. A lot of new literature has been written on the subject of network effects 

since Amit and Zott introduced their model, but we found that all of the literature fit within 

these two main elements. Notable articles that helped us understand and analyze these 

network effects, among others, are: Competition among Intermediation Service Providers by 

Caillaud and Jullien (2002); Platform competition in two-sided markets by Rochet and Tirole 



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 33 

(2003); Competition in Two-sided Markets by Armstrong (2006); Competing in network 

markets: Can the winner take all? By McIntyre and Chintakananda (2014). All of these 

emphasize several important factors that should be incorporated and considered when 

analyzing the network effects. 

Regarding the last element, i.e. novelty, we did not find any need to incorporate anything 

other than the elements introduced by Amit and Zott. The elements cover everything that is 

new—new technology, services, structures, or payment methods—introduced by an e-

business in the industry. We found this suitable to fully analyze the element of novelty and 

therefore stuck to Amit and Zott’s definition. Novelty is something that can be different 

depending on what case is being analyzed, but the general element will remain the same, 

namely the new “something”. 

  



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 34 

Case description  

The case of Sony’s PlayStation and Microsoft’s Xbox involves four generations of gaming 

consoles. We use the case of these four generations to analyze the impacts of the different 

generations on their respective business models and value creation throughout the years. We 

focus on the current generation of consoles,—eighth generation, which includes PlayStation 4 

and Xbox One. The generation also includes other players, but we focus solely on PlayStation 

and Xbox. 

Sony introduced the PlayStation in December 1994 as a part of the fifth generation of 

consoles; it was the company’s first product in the console industry (scei.co.jp, 2007). It 

featured the new CD-ROM technology and took the market with a storm. It has sold over 100 

million units, making it the top-selling console of its time (scei.co.jp, 2007). Sony established 

itself as market leader in a time where many big players such as Apple, Commodore, Sega, and 

Atari were competing. Most of them failed; they either discontinued or went bankrupt. The 

biggest competitor at the time was Nintendo, who with their console Nintendo 64 only 

managed to sell about 30% of the units PlayStation managed to sell. Nintendo was followed by 

was Sega, with under 10% units sold (Wilson and Zackariasson, 2012). Sony then introduced 

the PlayStation 2 in March 2000, as its answer to the sixth generation of gaming consoles. The 

console continued the success of its predecessor and managed to sell over 155 million units, 
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making it the best-selling console ever; it still holds that record (Wilson and Zackariasson, 

2012).  

In November 2001, Microsoft introduced its first gaming console. It targeted exactly the same 

audience as the PlayStation and was therefore the first new competitor to challenge the 

success of PlayStation. The console featured some of the latest and best graphics and quickly 

launched a comprehensive online service and community called Xbox Live. The console had a 

built-in Ethernet port to support the online features. At the time, it was the only console on 

the market to feature such a type of technology built in as standard (Wilson and Zackariasson, 

2012). The Xbox managed to sell close to 24 million units, which was about 15% of the units 

of PlayStation 2 sold. However, even though it did not sell as many units, it still captured a 

large chunk of the console market and managed to establish itself as a genuine competitor to 

the PlayStation.  

Microsoft was quick to release its second version of the Xbox, called Xbox 360. It was released 

in May 2005, only four years after the first console, and was the first console to enter the 

seventh generation of consoles. It came with an upgraded version of the online service Xbox 

Live. It divided the service into a free version of Xbox and a premium subscription-based 

version called Xbox Gold. The subscription made it possible for gamers to play together 

online, buy music, and watch television programs. The Xbox 360 became a rapid success and 

was able to sell 84 million units, making it the best-selling console of the seventh generation 

(Wilson and Zackariasson, 2012). Sony launched its seventh generation console the 

PlayStation 3 in November 2006 in Japan and America. Later, in March 2007, it was released 

in Europe, almost two years after the Xbox 360. Even though it came later, it still managed to 

sell 83 million units, very close to the 84 million sales figure of Xbox. However, the reality for 

Sony was the loss of a big market share and it was no longer the solo market leader in the 

console industry (Wilson and Zackariasson, 2012).  

Both Sony and Microsoft introduced their eighth generation consoles in 2013—PlayStation 4 

and the Xbox One. They are the current version in the market. As of April 2016, the sales of 

PlayStation 4 are estimated to be over 100% higher compared to Xbox One, with 40+ million 

units and 20 million units sold respectively, making Sony the market leader again. However, 

the two consoles are very similar when it comes to the technology, services, and hardware 

they offer, making the rivalry between them more intense than ever. 
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It is and has always been impossible to play between the two platforms, which is a deliberate 

strategy for the two consoles to maintain control and to lock-in their respective user bases. 

The platforms differentiate by user base, complementary products, and exclusive games. 

Generally speaking there is a decrease in unit sales compared to previous generations. 

Speculators are wondering whether this will be the last generation of gaming consoles. Some 

claim that the console industry will be taken over by mobile games and smart TVs 

(investerplace.com, 2012).  



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 37 

Analysis 

In the analysis, we go through each of the four sources of value creation for PlayStation and 

Xbox (Amit and Zott, 2001). We analyze each of the sources in the following order: efficiency, 

complementarities, lock, and novelty. After analyzing the two platforms, we compare them in 

the final section of the analysis.  

Sony (PlayStation) 

Efficiency 

It is in Sony’s nature to make things better, either by radical innovations like the Walkman or 

through incremental innovations. The incremental innovations are often aimed at making 

things more efficient, either by increasing speed or selection range for customers or by 

reducing searching cost. The original PlayStation is one of its biggest successes in terms of 

incremental innovation—a gaming console that uses CDs, which is able to store more data 

compared to its predecessors and therefore provide better games.  

Search cost and speed 

B2C 

Sony launched its first PlayStation with a wide range of retailers, trying to promote it to a 

much broader audience than other game consoles at that time and focusing on making it 

available for a larger population (forbes.com, 1997). Sony introduced its online gameplay with 

some of its slim models of the PlayStation 2, which it then fully integrated in the PlayStation 3 

model. PlayStation 3 was launched with free access to most online services provided by Sony 

at that time (ign.com, 2013). For the players, it meant that they could play online together and 

even buy games online. These services lowered the consumer’s search cost for new games and 

made it simpler to play with friends. The online game store had the advantage of zero 

inventory cost, making it feasible to exploit a long-tail strategy.  

B2B 

Low search cost makes it cheaper for developers to distribute their games and sell directly to 

the customers in the online PlayStation store. This has drastically lowered the cost and 

complexity of distribution, as it shortens the value chain. There has been a massive increase in 

the indie development of games within consoles since the opening of the online store 

(gameacademy.com, 2013). The online store provides entry to a global market, which was not 



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 38 

possible before. Earlier, physical stores were not inclined to sell such games since they often 

lacked mass-market reach and could therefore be costly for the stores to stock. The online 

store is able to carry these niche titles as the associated cost is close to zero. However, 

PlayStation charges a fee for every sale on the store, making the transaction-based revenue 

stream profitable because of the low inventory cost. Thus, the indie developers have a global 

store where they can sell directly and try to make a living. It is not only the indie developers 

who have benefitted from the shorter value chain. Other developers have also greatly 

benefitted, as they are now able to reach the entire user base from one store. They are now 

less reliant on resellers than they were earlier. This is also why many resellers have closed 

their stores and are taking their business online (time.com, 2014).  

Selection range 

B2C 

Since the release of the first PlayStation, it has been Sony’s priority to appeal to a large and 

broad audience (Forbes.com, 1997). This has been prioritized because of the positive network 

effects that it brings to the platform. Ensuring that the PlayStation provides a broad selection 

range of games is a crucial aspect of appealing to a large audience. In order to provide a broad 

selection range, Sony tries to make it easy to develop games on its platform by providing 

game development kits. The kits are lowering the entry barriers and making it easier for the 

developers to take advantage of the platform (gameacademy.com, 2013). The development 

kits used to be costly for the developers; each would cost several thousand dollars. However, 

Sony has been handing out these development kits to indie game developers and larger 

companies on request. The reasoning was that they did not want the developers who did not 

have the capital to support such a kit to choose another platform. Today, the development kits 

are free and just require a signup process. This is a deliberate strategy in order to lower the 

adoption cost and thereby appeal to game developers. 

The PlayStation store makes the selection range for games much broader. It is possible to 

display all games in the store at no significant cost, thereby leveraging the long-tail strategy. It 

is possible for indie game developers to have their games made available online for the 

consumers at the PlayStation store (playstation.com, 2016). Before this, it was mainly large 

companies with big titles that developed and distributed games, because the stores would 

often carry only the most popular games to ensure sales at a decent price with margins. The 



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 39 

online store is partially the reason there are over 348 indie games for the PlayStation 4 alone, 

of which 222 are exclusive to the platform (finder.com, 2016). The significant lower cost of 

distribution has made it possible to make money from all kinds of games, irrespective of 

pricing. Although increase in the selection range is crucial for Sony in order to appeal to a 

broad audience, the quality of the games is something Sony also values highly. Sony, as a 

platform, must ensure that the quality meets its standard to maintain its reputation in the 

industry. A game with low quality, which does not comply with the terms of Sony, can be a 

poor reflection on the platform. Therefore, Sony reviews all games before they are released on 

the platform (Indie Game: The Movie, 2012). 

B2B 

Sony tries to place as many exclusive titles on the platform as possible in order to increase the 

selection range (Forbes.com, 1997). At the same time, it indirectly limits its competitors’ 

selection range by making the games exclusive to the platform. Getting exclusive titles often 

involves paying some sort of compensation to the game developers to make up for the lost 

opportunity cost (techtimes.com, 2015). This can be costly, especially if it is a big title. Game 

developers would generally prefer to be multi-homing in order to have the highest number of 

potential customers. Moreover, the cost related to being multi-homing is relatively low 

(Akash, Creative Assembly, 2016). It is therefore in the game developers’ interest to be on 

several platforms and thereby be non-exclusive. If they were to be exclusive, they would 

expect to be compensated for their potential loss. Such compensation deals often involve 

some sort of monetary compensation and marketing deals, as both parties have an interest in 

making the game a success (gamasutra.com, 2016). Making such a deal can help mitigate risks 

related to sales and marketing. Sony wants the game to be popular since it is exclusive to its 

platform and it will take extra effort to promote it. This is good news for the developers, who 

want to sell as many copies of the game as possible. Therefore, it is often observed that the 

exclusive titles get a lot of attention on the platform, such as being featured (gamasutra.com, 

2016). 

Symmetric information and simplicity 

B2C  

PlayStation has many features and offers consumers a wide range of services. These features 

and services are only valuable when the consumer has information about the features, finds 
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the service intuitive to use, and has a good user experience. Sony acknowledges the 

importance of this by continuing to improve the user experience of its platform. Sony has 

made it more intuitive to access and use the services, thereby increasing the value of the 

product. 

Sony does not merely focus on making information simpler and more accessible for the 

consumer. The volume of information available for the consumer continues to grow as well. It 

is now possible for a consumer to watch game trailers, read game reviews, and even try game 

demos—all on one platform. By making so much information about the games constantly 

available for the consumers, the potential selling points increase. All of these add up to the 

sale of more products. At the same time, customers have more information about the products 

to choose from and a chance to try out the games. This leaves the consumers better informed 

and increases their chances of buying the product. 

B2B 

Data and information about consumers are of high value for game developers, just as 

information about the games has value for the consumers. Game developers can get 

demographical information about their consumers and derive from that information an 

understanding of what consumers like to do most in games (playstation.com, 2016). This 

information can be used to improve activities such as marketing, future development, or 

fixing bugs in game. The live data that is now accessible the developers can also be used for 

better decision-making, such as when to push out new patches in order to ensure that the 

game remains attractive for the consumers. This increases the game’s life cycle and the 

potential revenue from that product.  

Sony has made an effort to streamline the publishing process of its games. It is now possible 

to self-publish without any process-related cost. The process itself is now streamlined to the 

point where you choose the wholesale price and release date yourself (Playstation.com, 

2016). Apart from the publishing process, Sony has made it simpler for the developers to 

advertise and market their games. They have a built-in PlayStation blog and the possibility to 

market their games directly via platforms like Facebook and Twitter (Playstation.com, 2016). 
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Scale economies 

B2C 

Sony has developed hardware for many years and is one of the largest organizations in the 

field of electronics development. This is to the company’s advantage, as it knows how to 

develop electronics in a cheap and efficient manner. This knowledge is useful for keeping the 

development cost down on the PlayStation and will ultimately reflect in the price payable by 

the consumer on the market for the device. Furthermore, the gaming platform is mass-

produced with a specific chipset, graphic cards, etc., which makes the marginal cost for these 

components very low for Sony (gamespot.com, 2013). Sony has positioned itself in an 

adventitious position in the market by making use of economy of scale through the purchase 

of large quantities of the same hardware and making use of scope economy by utilizing 

knowledge in related industries. As a result, Sony is able to offer some of the best hardware 

and software at prices almost unmatchable by its competitors. This benefits the consumer, 

who will be able to get hardware and software at prices almost close to what they cost for 

Sony to produce. Sony wants to keep the prices as low as possible, in order to keep the 

adoption cost low for the consumers (cnet..com, 2013).  

 B2B 

The advantage of cheap hardware also benefits the developers, as they are able to get for 

cheap the hardware they need to test out their games. This can be of particular value for the 

smaller self-publishing developers, whose budgets are often very limited. It is therefore 

important to keep the cost as low as possible in order to break even. Sony acknowledges that 

game developers have a high networking effect on their platform. Therefore, they continue to 

focus on making it cheaper and easier to be a game developer on the Sony platform 

(cnet..com, 2013). They leverage economies of scale in order to make cheap hardware and 

scope economy in order to draw on knowledge from related industries in which they have 

expertise.  

Complementarities  

Sony has evolved over time and is now present in many different industries. Its ecosystem has 

evolved both vertically and horizontally and today it is present in industries like music 

production and movie production. It started out by focusing on consumer electronics—Sony 

electronics has managed to create a large ecosystem in consumer and business electronics, 
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ranging from televisions, sound systems, and projectors to smartphones, tables, and much 

more (Sony, 2016). Sony is able to offer a large variety of bundles, complementary products, 

and services, as it focuses on industries that are either directly or indirectly related to the 

ones it operates in, thereby increasing its own presence in the whole ecosystem of its 

industries. Sony is then able to invest in every aspect of its industries and influence every 

aspect of these industries. When it comes to Sony’s gaming platform (PlayStation 4), this 

strategy enables the company to bundle products and services in many different aspects, thus 

increasing the value of its product.  

Bundling 

Sony takes advantage of many different bundling strategies in order to increase value 

perception for both customers and developers. This section discusses the main bundles 

provided by Sony for its PlayStation platform.  

B2C 

As a customer, you encounter a bundle when trying to buy the platform—you cannot buy the 

platform without also at least buying software, a hard disk, an HDMI cable, a headset, an AC-

adapter, a USB cable, and a controller (playstation.com, 2016).  

 

PlayStation box content 

Since it is impossible to buy the console without these accessories, it is considered a pure 

bundling strategy (Stremersch, S. and Tellis, G., 2002). The customer sees value in buying all 

these things together, because these are all needed to use the platform. This strategy provides 
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Sony with additional sales, as the customer has to buy several things together in order to use 

the platform. However, this is a pure bundling strategy only for the platform, which is the only 

thing you cannot buy separately. It is possible for the customer to buy all the accessories 

separately, which is classified as a product bundling strategy (Stremersch, S. and Tellis, G., 

2002). Bundling these things together and pricing the bundle much lower than the combined 

cost of buying each item individually lowers the entry cost for the customer, provided the 

customer does not have these items already. However, customers who already owns these 

accessories are forced to buy them again if they want to buy the platform; this increases the 

cost for these customers. 

Sony provides additional product bundling options when a customer is buying the platform. 

These options consist often of one or more games bundled together with the platform and 

basic or additional accessories like an extra controller, a charging station, or a motion sensor. 

They often bundle big game titles, which have an exclusive look, together with the PlayStation 

(Playstation.com, 2016). As a new PlayStation customer, you usually want to buy at least one 

game to play on it. When Sony offers these product bundles, it gets cheaper for the new 

customer to get both a game and a PlayStation, compared to buying these products separately. 

Again to lower the entry cost for the customer.  

Sony also offers additional product bundles when the customer wants to buy accessories. 

These bundles, which could include two controllers together or a controller with a charging 

cable, are available at a lower price point than the items separately (Sony, 2016). The bundles 

are not intended to lower the initial entry cost; instead, they make it cheaper and more 

accessible to buy into the ecosystem and increase the switching cost. By having a lot of 

accessories that are exclusive to the PlayStation ecosystem, the chances for the customer to 

switch to another platform decreases, since they are monetarily more invested into the 

platform.  

Whenever Sony releases new features, accessories, or products for the platform, it always 

introduces them in some kind of mixed bundle. Products like the PlayStation Camera were 

bundled with camera-specific games. This way, customers could get everything they needed, 

all in one package, at an initial lower price. Furthermore, the upcoming virtual reality bundle 

has just been introduced to the market. The virtual reality headset, cables, stereo headphones, 

a PlayStation camera, two motion controllers, and some demo games are bundled together, 

making it very cheap and easy for customers to get the virtual reality experience, compared to 
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other virtual reality products like the HTC Vive or the Oculus rift (wareable.com, 2016). Both 

of these products are more expensive and rely on an expensive computer setup to run. The 

practice of bundling and making the adoption costs as low as possible for products like 

PlayStationVR is partially the reason Superdata has estimated in 2016 that PlayStationVR 

would have the highest penetration rate in the virtual market (Superdata, 2016).  

The bundles all serve a common purpose—to lower the adoption costs. They either lower the 

initial cost for the customer when he or she is getting the system and the gear necessary to 

use it, or they lower the cost of PlayStation-exclusive accessories. Lowering the initial cost for 

the customer is a strategic move for Sony, which does not try to earn a large profit on selling 

the PlayStation. Reports estimate as little as $18 of profit for selling each PlayStation starting 

bundle (TheRegister, 2013). Having as low adoption cost for the customer as possible will 

increase the number of customers willing to buy and adopt the system. Furthermore, 

lowering the cost of PlayStation-exclusive accessories makes it cheaper for the customer to 

get more invested in the platform, which in turn increases the switching cost for the customer 

and makes it less likely for them to switch to another platform. 

B2B 

Sony does not have any extra exclusive bundles for developers. However, the PlayStation itself 

has everything needed to develop a game. All you need is the PlayStation and an SDK 

(Polygen.com, 2013). The bundles available for customers are also available for the 

developers. At the game developer conference in San Francisco, Kevin Krewell, principal 

analyst at Tirias Research, observed long lines for the PlayStation VR bundle release and said 

to the e-commerce times: “I suspect there’s a lot of developer interest, which will translate into a 

good amount of content” (ecommercetimes, 2016). These bundles are not just for the 

customers but also for developers, especially indie developers who operate at budgets that 

are often as low as customer budgets. By offering exclusive prices and product bundles for 

PlayStation, Sony increases the number of indie developers on its platform by making it 

cheaper for them to test games on its systems. The developers use computers and software 

like Unity (unity3d.com, 2016) to develop games and they only incur extra cost for developing 

for the PlayStation at the time of acquiring the platform for testing; even this price is lowered 

due to the existing bundles for the customers. Furthermore, price of developer kits for the 

PlayStation has been falling from around $10,000 for the PlayStation 3 to now being free for 

indie developers (Polygon, 2013). This trend is aligned with PlayStation’s strategy of not 
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trying to earn money on the initial product or service and making the platform cheaper to 

adopt, both for customers and developers, thereby increasing the total number of developers 

and customers who adopt the platform.  

Synergies 

As explained earlier, Sony operates in many different related industries, which makes it 

possible for the company to transfer and bundle many different products and services 

together, thus creating synergies between the products and making them more valuable for 

the customers. Furthermore, because of the many products and services with which Sony is 

involved, it can create new and improved revenue streams. This section discusses the 

synergies in different products, all of which increase the value perception for the PlayStation 

platform.  

B2C 

For customers, the synergy between the PlayStation and other products provides value. The 

PlayStation can connect to monitors with HDMI, analog, and optical output, and can thus be 

connected to all modern and older monitors and televisions. This is of great value for 

customers, who can use the monitors they already own or whatever they prefer. The 

PlayStation can connect to the Internet and use all its web services via either Ethernet or 

wireless 2.4GHz Internet (playstation.com, 2016). This provides the customer with several 

options for using the platform online, depending on availability and preference. Furthermore, 

the PlayStation can connect to external accessories through Bluetooth or USB devices such as 

a headset. Hence, product synergies are increased with a lot of different products. This makes 

the PlayStation connectable with many different components, and thus easier to adopt.  

The PlayStation controllers are multipurpose—they can serve as controller for the 

PlayStation as well as for Sony Xperia Smartphones or tablets. Enabling them to connect to 

and work with one another makes each individual product more valuable. This enhances the 

experience of the smartphone or tablet as a portable gaming device, thereby making it 

attractive to have multiple Sony products. In addition to the portable devices, the controllers 

can also be used for a couple of other Sony products such as Sony televisions, smart 

televisions, PlayStation TV, and Blu-ray (playstation.com, 2016). Cross-product synergies 

make it more valuable to have multiple Sony products by adding incremental value to each 

product. The controller is just one example of a cross-product synergy. Others products like 
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PlayStation Vita can substitute the controller for the PlayStation, making it more likely for 

customers to either buy a PlayStation Vita if they already own a PlayStation 4, or vice versa. 

The PlayStation platform has evolved from being a pure gaming system to an entertainment 

system (playstation.com, 2016). Apart from being able to play, you can now listen to music, 

browse the Internet, or watch movies. It has also added to the way you play and engage with 

the system. In addition to the original controller, there is a set of other controllers that allow 

you to engage with the entertainment system in new ways. These are motion and camera 

sensors that are used in games that require certain equipment or as an add-on feature to an 

existing game. Continuing to develop accessories and new ways to entertain are expanding 

the possibilities of the PlayStation platform. Instead of having multiple products or systems, 

everything is built into one system. Sony also provides special accessories for certain games 

like racing games, making the experience of playing such games more realistic by including 

paddles, gear boxes, and steering wheels. Furthermore, the new virtual reality set has been 

launched as an accessory to the PlayStation platform. This also will increase the perceived 

value for the customer, as the PlayStation will be able to play these types of games; i.e. the 

customer does not have to obtain any other gaming system in order to play games in virtual 

reality. This is a clear strategy from Sony, which wants the PlayStation to be a multi-gaming 

platform—able to play any kind of game-modes that the customer might prefer 

(PlayStation.com, 2016). Whether the customer prefers normal gaming with controllers, 

special gaming controllers (steering wheels etc.), motion based games, or virtual reality 

games, it is possible to do it with the PlayStation platform. This increases the perceived value 

for the customers, as the PlayStation platform is able to accommodate several gaming 

experiences with just some accessories.  

The PlayStation can serve several purposes, the primary being to act as a platform for games. 

However, it also works as a Blu-Ray and DVD player—it uses the chip reader for reading 

games to read movies and other media as well. If customers have a sound system connected 

to their television and PlayStation, it can also serve as a CD player for music. This makes the 

PlayStation more of a multipurpose platform and thereby increases its value for some 

customers. However, physical CDs or movies are a declining market and Internet services like 

Netflix and Spotify are seeing exponential growth (telegraph, 2015). Therefore, a reader for 

movies and music will have less value for the customers in the future. The PlayStation can 

connect to the Internet and the platform software allows for integration with products like 
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Netflix or Spotify. This ensures that the value of having a multipurpose platform continues, 

whether or not customers prefer CDs or online web services to listen to music or watch 

movies. 

Being connected to the Internet enables the PlayStation to offer a lot of different services. 

Communication, playing, and interacting with other people over the platform are just some of 

the most obvious and valuable services for the customers. This is why Sony’s revenue stream 

is centered on providing such services for the customers, with a subscription-based service 

called PlayStation Plus (Playstation.com, 2016). The online platform also comes with an 

online store that lets customers buy any game online on the actual platform and download 

and install it directly on the PlayStation (Tomaselli, Serio and Oliveira, 2008). This is very 

convenient for the customers, who can get the games almost on-demand. There is no longer a 

need to go down to a physical game store to buy a game; it can be bought online any time. 

Furthermore, the games available on the online store often come with a free trial. This is 

valuable for the customers, who can try out a game and see if they like it or not before actually 

buying it. PlayStation Plus is necessary if you want to interact and play with other players 

over the Internet. It also offers the customer free games that can be downloaded online, free 

upgrades, new expansions to the games they already own, several exclusive online offers, 

early access to some games, online storage for games, and the possibility to enter 

tournaments online. Sony provides a free 14-day trial period for its services so that players 

can check if they need all of the services. The 14-day trial period is a way for Sony to lower the 

initial cost of the player for trying it out. It is no secret that the players who play the most gain 

the most value out of the subscription, because there is no granularity (Hui and Chau, 2002)—

the cost is fixed no matter how much you play. However, since the price is relative low—DKK 

375 for a year or just above DKK 1 per day (Sony, 2016)—even more casual players often end 

up buying the subscription service because it provides so many benefits and is necessary for 

playing with friends.  

Beside the PlayStation Plus, the Internet also unlocks a lot of other interesting features, such 

as Netflix (Netflix.com, 2016) or Spotify (spotify.com, 2016), HBO (hbo.com, 2016), DRTV 

(drtv.dk, 2016), Viaplay (viaplay.com, 2016), YouTube (youtube.com, 2016), and internet 

browsing to name a few. These features are also used for other Sony products like televisions; 

the PlayStation TV from Sony is a small and cheaper product that also provides access to these 

services. These features can transform any television into a Smart-TV; customers can use all 
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of these services even if they own an older television without Internet access. With the 

PlayStation 4, all of this is included and the possibility to stream from TV is also provided. 

This increases the value of the platform, making it a multipurpose platform for games, TV 

channels, movies, music, and Internet browsing. Furthermore, it also provides access to the 

feature PlayStation Now (Playstation.com, 2016)—a subscription service like PlayStation Plus 

that also has a free trial period, but only for seven days. The service unlocks a nostalgic 

universe, giving the player access to hundreds of older games for earlier versions of the 

PlayStation. All these games can be played on PlayStation 4 through downloadable content 

(Playstation.com, 2016). This service was added by Sony as many customers were unhappy 

about that the new platform was not backward compatible with older games, which they still 

enjoy playing. 

B2B 

The basic synergies provided by the PlayStation and the many possibilities to connect to other 

devices are also of great value to the developers. The PlayStation is compatible with their 

existing equipment, such as televisions, routers, etc. The possibility to use multi-platform 

game engines like Unity to develop games for the PlayStation has great value for the 

developers, as they can use existing skills for game development, if they have any, e.g. if they 

have developed games for other platforms like Xbox or computers. 

The digital development has made it possible to deliver the digital product to the customer in 

a costless manner. Combining this with a high degree of trialability makes it possible for the 

developers to showcase their products at a very low cost. Players can try and experience the 

game before buying it. This makes it easier for the player to decide whether or not to buy the 

game. At the same time, it is also a great way to get feedback from players.  

The direct connection to the players via Internet connection allows developers to push game 

updates or bug-fixes out to players. This is of great value for the developers, as they are now 

able to fix gaming experiences or bugs for customers faster and thereby provide customers 

with a better experience, hence increasing the value of their service. Before this, the 

developers had to work harder to find all bugs in the game before launching, as it was not 

possible to fix them after release. Since the games were burnt into a CD, it was too expensive 

to distribute new versions to the customers. But now that everything is online, bugs can be 

fixed and pushed out to customers at very little cost. It goes without saying that finding and 

fixing bugs is still very important because it is a big part of the initial game experience. 
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Therefore, the developers still try to find all the bugs in the games before launching, because a 

game with bugs in it will not be received well by the customers. However, it is not as 

problematic now to launch with a few bugs in the game, as these can be fixed any time. This 

allows for a faster and cheaper launch for the developers. 

Furthermore, the connection allows developers to make new types of games, which are not 

centered around a story mode but around social and multi-player purposes, like the game 

Destiny which revolves around a first-person shooter (FPS) where you and your friends are 

pitted against an opposing team to see which team is the best at shooting.  

Lastly, online connection provides opportunities for developers to offer several services like 

online communities, tournaments, or loyalty programs within their games, all of which 

increase the value of their game for the customer. Generally, all the synergies provided by 

Sony with its platform are something the developers can take advantage of and thereby 

increase the value of their games. 

Lock-in 

In this section, we talk about lock-in, which is divided into switching cost and network 

externalities.  

Switching cost 

We have divided switching cost into three types—procedural, financial, and relations 

(Burnham, Frels and Mahajan, 2003). 

Procedural switching cost 

B2C 

When you intend to buy a PlayStation, you are faced with an economic risk based on the setup 

costs. Before you get your hands on the product, you will have to pay a substantial amount of 

money. In Denmark, a PlayStation costs around $299; this is a big amount of money but is still 

low enough to be an impulse purchase. Often, this is the amount you have to put down before 

you can start using the product. In some cases, it is possible to try out the product but in most 

cases, the consumer will just buy it right away. PlayStation has such a strong brand reputation 

that most people are already familiar with it. PlayStation is a well-established brand that most 

people are familiar with. It ranks 33rd among the top 50 most relevant brands in the world 

(rankingthebrands.com, 2016). PlayStation is associated with Sony—another very successful 

brand. People have normally tried or seen someone playing on a PlayStation; i.e. they have 
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some knowledge of how the video-gaming console works, which reduce the learning cost. 

That said, if you have not owned a PlayStation before, you will need to learn the system and 

get accustomed to operating the controller. However, you might end up with a product that 

does not meet your expectations, or you might find out that you do not have enough time to 

use the full potential of the product. Moreover, PlayStation 4 (newest version, 2016) does not 

support previous games made for older versions of the console, such as PlayStation 3, which 

forces you to buy new versions of every game.  

There are many resources—both online and offline—that can help you evaluate whether a 

PlayStation is the appropriate solution. In general, the product is covered in the media and 

there are many comprehensive guides that evaluate design, technical specs, prices, and much 

more (techradar.com, 2016). A big part of the console is social gaming, which allows you to 

play and connect with your friends. This might influence your decision-making, because you 

will be biased to choose the console your friends are using if you wish to play with them. 

Some games are also exclusive to a specific brand and there is trade-off between gaming titles 

across the videogaming consoles. 

Setting up a PlayStation is straightforward process. It can be bought at almost any brick and 

mortar electronic store. It comes with everything you need. To unlock its many extra features, 

you need an Internet connection, either by wire or wirelessly. There is a short sign-up process 

where you have to put in your name, email address, and eventually credit card information if 

you intend to buy anything through the online store. 

B2B 

Developers generally have high procedural switching cost because they invest so much time 

in learning about the platform. Developers range from small studios to large corporations 

such as Electronic Arts (EA.com) or Activision (activision.com). PlayStation has special 

contracts and has worked closely with the developers for many years. Developers need a 

development kit to develop games for the PlayStation network (PlayStation -3, -4, -Vita, and 

TV). The kit allows developers to access developer support systems and to self-publish games 

on the PlayStation Network. A development kit can be obtained by becoming a PlayStation 

partner, for which you need to go through an application process. SDK for PlayStation is now 

free, but it used to cost around $2500 (polygon.com, 2013). For big corporations, this is a 

small amount, but for a small developer such as an indie developer, this is a lot of money just 

to get started. The removal of the fee will help attract more individual developers with limited 
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budgets, such as indie developers. But if you compare the SDK to earlier versions, this is in the 

lower end, as PlayStation SDK for PS3 used to cost up to $10,000 (Polygon.com, 2013). 

The learning cost for developing games is high. Several programming languages are used, 

such as C++, and you need to know your way around game engines. Most developers know at 

least the basic level of programming before they attempt the development of videogames. 

Many games are developed with engines such as Unity3d (unity3d.com, 2016) and Unreal 

engine (unrealengine.com, 2016). Programming games requires very specialized knowledge, 

which you need to obtain before you can release any game on the platform. However, the 

gaming engines have significantly lowered the learning costs and made it easier to program 

the games. The engines are also very generic; they allow you to release games on multiple 

platforms without much hassle. 

Financial switching cost 

B2C 

One of the features of PlayStation that has gotten a lot of success in the past years is the 

PlayStation Plus subscription. You pay a small monthly fee, which gives you access to 

exclusive content and lets you play with your friends online in exclusive multiplayer games. 

You will also receive free monthly games, along with deals and discounts. Upon leaving the 

PlayStation network, you will have to give up all these extra benefits. That means all your free 

games will be lost and you no longer have access to these exclusive benefits. PlayStation also 

has its own loyalty program called Play On, which is a part of Sony’s loyalty program “Sony 

rewards” (Playstation.com, 2016). It is a comprehensive program by which you earn points 

every time you buy PlayStation products or any other Sony products. Membership is free and 

you can even get you own PlayStation credit card. You get access to special promotion offers 

and can use your points to buy other Sony products. 

The upfront setup cost for buying a PlayStation is just a part of what you may potentially have 

to spend on PlayStation games and accessories. For example, extra controllers cost upward of 

$60. These are necessary for most multiplayer games that are played on one console. Some 

players have as many as four of these and you can even get them in different colors. There are 

numerous other accessories that you can choose from, such as chargers, headsets, camera, 

and much more. You can also easily spend a lot of money in videogames, bought either 

physically in brick and mortar stores or online through websites or PlayStation Store. All 
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games and almost all accessories are exclusive to PlayStation and cannot be used for any 

similar console or videogame system. 

B2B 

The financial switching cost depends to a great extent on the developers. Today, most 

developers are multi-homing and release their games on multiple platforms. Developments in 

videogame engines have made it possible and simpler to release games across They will be 

given up all know-how and development hours invested into learning the specific platform, 

such as human capital. Some may have invested in platform-specific equipment or software. 

But compared to earlier, it is much easier to develop across platforms.  

Some developers are exclusive to PlayStation, while other big studios benefit from favorable 

contracts (Forbes.com, 2014). They are given special deals and promotions that help them get 

more exposure and sell more games. It is possible that if they choose to switch to another 

platform, they will not get the same benefits. They are much more invested in the platform, 

which makes their switching cost significantly higher. Also, if any developer leaves the 

platform, they will have to give up all PlayStations users as potential customers.  

Relational Switching Cost 

B2C 

The PlayStation network encourages playing online with other players—be it your friends or 

people you meet through the platform. Many games have a multiplayer mode that allows you 

to play with and against other players over the Internet. You can talk to players across the 

world using the built-in VoIP software that comes with the PlayStation. The PlayStation even 

comes with a headset that can be plugged directly into the wireless controller. Many players 

have a long list of friends that they have made during their history of playing. They have 

shared countless memorable moments along their gaming career. These friends are exclusive 

to the PlayStation network and are not easily transferred to another platform. Some players 

also like to associate themselves with the brand. There are so-called PlayStation fanboys who 

like to promote the brand and disparage the competitors (reddit.com, 2016).  

A major indicator of your success as a PlayStation customer is your achievement points and 

the trophies you accumulate while playing. These are very specific and unique challenges 

inside the games and you are awarded when you meet certain goals. Some of them can be very 

challenging—players can spend hours unlocking special achievements and trophies 
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(playstation.com, 2016). These trophies, collected over multiple games and years, represent 

one’s entire gaming career and can be extremely valuable to the players. If players choose to 

leave the platform, they will lose their entire history of accomplishments in the PlayStation 

network and all their saved games. 

B2B 

PlayStation-exclusive games such as Uncharted (unchartedthegame.com, 2016) are directly 

associated with the PlayStation brand. The developers have a long history of cooperation with 

PlayStation and making great games. It is very unlikely that exclusive game developers would 

change platform, as they benefit from special promotions and will lose their exclusiveness if 

they switch. Players often relate to them as a part of the PlayStation brand and most of them is 

owned by PlayStation-owned studios.  

Network externalities 

PlayStation benefits from both indirect and direct network externalities. When one player 

joins the network, it benefits all other players. An additional player will contribute to the 

community and it will be easier to find someone to play with. Having friends who have 

PlayStation consoles will automatically make a consumer biased in favor of buying a 

PlayStation, so that they can play together (reddit.com, 2016). Players also attract developers 

and vice versa. Players are attracted to the many games offered by the platform. Some players 

might prefer specific game genres while others may prefer multiplayer games. This is partly 

why PlayStation supports and makes special deals with developers to make them exclusive to 

the platform or obtain early release rights. Big titles that cannot be found anywhere else, such 

as Uncharted, make PlayStation stand out and attract customers to the platform. A large 

installed base makes PlayStation an attractive platform for developers. More players means 

more potential customers. Developers also benefits from direct network externalities, as they 

help develop the community and make it more attractive for developing engines such as 

Unity. 

Players normally only have one videogame console. It is possible to own several videogaming 

consoles such as PlayStation and Xbox, but it is much more expensive. This makes the players’ 

side primarily single-homing with potential for multi-homing (Eisenmann, Parker and W. Van 

Alstyine, 2006). The development of gaming engines over the last few years has made it 

considerably easier to develop to multiple platforms; therefore, they are primarily multi-
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homing. However, PlayStation approaches this by signing exclusive or early access rights, 

thereby making them single-homing. All exclusive games are legally bound by contracts to 

PlayStation, which makes them single-homing. The brand knows that players are attracted to 

the big titles. Therefore, it makes it easy for developers by lowering the entry barriers and 

making the platform more developer-friendly (fortune.com, 2014). PlayStation leverages the 

indirect network effect of players being attracted to the games. They subsidize the 

development side and make a profit on the players’ side to make up for the cost on the 

development side. This is a typical divide-and-conquer strategy (Caillaud and Jullien, 2002). 

Novelty 

PlayStation originated back in 1988 and was originally a joint venture between Sony and 

Nintendo (Game Over, David Sheff, 1993). As there could not be an agreement on how to split 

revenue between the two companies, Sony went on to pursue the project on its own. It 

released the first PlayStation in 1994, which challenged the Nintendo 64. PlayStation matched 

Nintendo in price but lacked in performance. However, PlayStation was using CD-ROMs and 

not cartridges like Nintendo. CD-ROMs were slower but could hold a lot more data and were 

cheaper to produce. This caused many videogame developers to choose PlayStation over 

Nintendo. While Nintendo had better graphical content, PlayStation was able to provide a 

much larger portfolio of games. Both consoles featured an equal number of high profile 

games, but PlayStation won the quantity game by having a higher number of titles. PlayStation 

also differentiated itself by marketing to a wider audience. Nintendo was mostly for 8–14-

year old kids while PlayStation was popular among 14–35-year old people (Forbes.com, 

1997). 

PlayStation was backed by Role-Playing Games Studios, which was attracted to the CD-backed 

hardware. Cinematics and story-telling is a big part of Role-Playing Games and the CD-ROMs 

had more room for that due to their larger capacity size. During that period, many influential 

games such as Final Fantasy (finalfantasyxv.com, 2016) were developed (Forbes.com, 1997).  

The success of the first PlayStation helped Sony build up a large installed base and eventually 

sell more than 100 million units (www.scei.co.jp, 2005). The first PlayStation was naturally 

followed by PlayStation 2, which was released a year before its competitors Xbox and 

Nintendo GameCube, making it the only up-to-date console in the market for one year. It came 

with a built-in PSX DVR that allowed users to play DVDs, which were very popular at that 
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time. The success of its predecessor helped in securing customers and attracting third-party 

developers. It went on to become the best-selling console of all time, with a sale of more than 

155 million units (theguardian.com, 2013).  

 Sony also went on to secure licensing for key games such as Final Fantasy X and Grand Theft 

Auto III, making them exclusive to PlayStation 2. Again, PlayStation 2 lacked in terms of 

technical performance in comparison to its competitors, but made up for this through its early 

release and large library of games. 

PlayStation 3 was released in November 2006, at the same time as Nintendo Wii. This time, 

PlayStation was one year behind Xbox, which had gotten an early lead. Xbox 360 also featured 

a comprehensive online gaming system that was not matched by PlayStation. Instead, 

PlayStation offered free online gaming on its platform. Nintendo Wii introduced a new and 

successful form of gameplay, which allowed users to interact with the game in a new way. 

This time, PlayStation provided a console with better technical specs and better performance 

than its competitors (ign.com, 2010). The new console also came with a built-in Blu-ray 

player—an upgraded version of the DVD player of the older models, which allowed even more 

data to be stored on the disc. Blu-ray was already finding success in the movie industry and 

Sony predicted that it would help boost the success of PlayStation 3 (gamesindustry.biz, 

2007). The company also expanded its library of exclusive titles from third-party developers.  

PlayStation 4 was released in November 2013. Until now, PlayStation had been pushing 3D 

graphic technology and introducing the latest hardware. But lots of programmers were 

struggling to learn it and push it to its limits (fortune.com, 2014). The newest version is 

focused on making a developer-friendly platform to provide the best software and service. 

Developers are now able to self-publish the games on the platform, thereby decreasing 

market entry cost for indie developers. It is heavily focused on social interactions such as 

sharing videos, interacting with other players online, and using online broadcasting such as 

Twitch.tv (twitch.tv, 2016). The controller came with a “share” button, which allowed users to 

instantly share experiences on social media. Sony has also introduced a new streaming cloud 

service called PlayStation Now. The service is subscription-based and largely based on the 

PlayStation 3 game library, which allow users to play games across Sony’s products. 

PlayStation is also testing a service called PlayStation Vue, which allows gamers to record and 

watch programs from major media companies such as CBS (cbs.com, 2016) and Fox 

(foxnews.com, 2016) (playstation.com, 2016). Finally, there is PlayStation VR, which is 
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powered by PlayStation and features a whole new way of playing videogames using virtual 

reality.  

Apart from the console, PlayStation has launched multiple handheld systems such as 

PlayStation Vita and PlayStation Portable (PSP), which compete with Nintendo DS. The Vita 

and PSP allow users to play and watch movies “on the go.” PlayStation has also launched 

PlayStation TV, which connects to television via HDMI.  
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Microsoft (Xbox) 

Efficiency 

The benefits of IT and software are often related to efficiency, whether it is in terms of 

searching cost, broader selection range, or speed. Microsoft is and has been a frontrunner in 

making things more efficient, especially via software. This is also true for its gaming console 

Xbox, which was launched with a lot of features that would make the gaming experience much 

more efficient for the players and the developers, thereby increasing the value of the platform. 

Search cost and speed 

B2C 

Microsoft introduced the online store “Xbox Game Store,” formerly known as “Xbox Live 

Marketplace,” together with the Xbox 360 back in 2005 (Microsoft.com, 2016). The online 

store had the purpose, among others, of greatly reducing search cost for the player. It was 

now much more convenient for players to get new games, as they did not have to go to a 

physical store to get it or order it online and wait for the game to show up in the mail. It was 

now possible for players to buy a new game online at the store and play it in just a couple of 

minutes, as soon as it got downloaded.  

B2B 

Lowering the searching cost for the consumers provides indirect value to the developers. It 

leads to additional sales and creates new business opportunities for developers, allowing 

even the more niche developers to distribute and sell their games. The online store welcomes 

almost all games to the platform, because they do not have to incur risk or invest capital in 

inventory in order to offer the games to the consumers. However, games have to pass a 

review before being published on the platform. The ease of distribution has definitely 

attracted a lot of indie games and there has been a big increase in the numbers. Today, more 

than 224 indie games are offered on the Xbox store (Microsoft, 2016). The increase in sales 

for both small indie and big titles is related to lower searching cost and the existence of the 

online store (ESA, 2015).  

Selection range 

B2C 

Microsoft is interested in having as many games on the platform as possible. A broad range of 

games is needed in order to appeal to a broad audience. Although Microsoft wants as many 
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games on its platform as possible, quality is still an important factor to consider. A bad game 

or experience for a customer could potentially harm future sales and the reputation of 

Microsoft. This is why Microsoft reviews all games before they are published on the Xbox 

store (Indie Games: The Movie, 2012). By reviewing the games for critical errors, playability, 

and approved content, Microsoft ensures a somewhat good quality of the games and 

experiences for the consumers on the platform. 

Microsoft distributes most of its games through its online store. The content is stored and 

delivered digitally to the players, which makes it very costless to have a broad range of games 

thereby leveraging a long-tail strategy. 

Being the platform with the broadest range of selection is a strategic position that Microsoft is 

trying to obtain. The goal can be hard to achieve since almost every game developer is trying 

to multi-home, because of the relative low cost of being on multiple platforms, compared to 

the loss of users associated with being on only one platform (Developer, Yuri). This is why 

Microsoft is trying to get exclusive titles and deals with developers, as an exclusive title would 

entail a broader selection range for Microsoft and a smaller selection range for its 

competition. Having access to big exclusive titles is of value to many consumers and is 

sometimes a decision factor in choosing the platform on which they want to play games. 

Microsoft has managed to get over 131 exclusive titles for their Xbox One platform. 

B2B 

As stated above, Microsoft wants to increase both sides on its platform and make the selection 

range of both games and players as large as possible. Microsoft is interested in getting as 

many consumers on the platform as it can, by focusing on making hardware and all other 

adoption costs as low as possible, in order to force prices down for the consumer and thereby 

increase the number of possible buyers for the developers’ products. Having a large consumer 

base makes it easier to attract game developers, who see the most value in the platform with 

the most users on it. It also helps in getting exclusive titles—this is something the game 

developers often have to be compensated for, as they potentially lose sales due to their 

absence on other platforms. However, having a lot of users on the platform decreases the 

amount of compensation needed in an exclusivity deal.  
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Symmetric information and simplicity 

B2C  

The online store is not just a faster and more convenient way for the consumers to buy 

games—it also serves as an information hub between the developers and the consumers. It 

has a high level of trialability (Hui and Chau, 2002)—, allowing the player to download the 

games and try the game before purchasing. It is also possible to watch game trailers and read 

reviews and game descriptions about a game before deciding whether or not to buy. 

Furthermore, there are forums where it is possible to access information and ask questions 

about games. Being able to access comprehensive information about games so easily is of 

value for the customers and leads to more sales, as they do not have to search for the 

information elsewhere. Microsoft puts in great effort to supply all the information that one 

might need to make a buying decision in a simple and easy manner. It is therefore much easier 

for the consumer to make a buying decision when all information is quickly and easily 

available, with little to no effort needed to buy the game after the decision is made. It is 

possible to get the information, buy the game they want, and play it on the same platform. 

Microsoft is not only trying to make the buying decision easy, fast, and simple. It also wants to 

make every value-adding feature as easy, fast, and simple to use as possible, because this has a 

great value for the consumer. For instance, using voice to communicate over the platform is 

made easy and simple as it provides more value for consumers when it is simple and easy to 

use. If it was available but complicated to use, some consumers would not use it simply 

because of its complicacy, and they would therefore not receive the value from that feature.  

B2B  

It is not only valuable for consumers to get information about the developers and their games; 

it is just as valuable for the developers to obtain information about the consumers. Having 

information about the kind of people who buy their product is of great value for the 

developers, as they can learn about their target group and use that information to optimize 

advertisements and future games, in order to target that group more specifically. 

Furthermore, live data is a valuable decision-making tool that can be used for a variety of 

decisions for the developers. For instance, if the number of active players is starting to 

decline, it may be a good time to push out a new update and make the game interesting again 

for the old players. Information about what the players are doing and what they find to be fun 
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in the game is of great value for the developers, as they can try to emphasize that aspect and 

add resources to develop it even further. 

Microsoft has, since the start of its Xbox launch, worked on making it more simple and easy to 

be a game developer. From better development kits and APIs to easier self-publishing with 

ID@Xbox (xbox.com, 2016), Microsoft is trying to make it more simple and attractive to be a 

game developer for its platform.  

Scale economies 

B2C 

Xbox is produced with the same hardware in large quantities and often for several years. In 

such cases, it is possible to negotiate highly attractive prices on some of the best hardware 

available. This lets the customers buy hardware at very low prices, because Microsoft does 

not intend to earn a lot on the hardware itself. Therefore, they can provide the customers with 

high performance hardware at low prices. Microsoft is more concerned about reducing the 

adoption cost for the consumers, while still supplying hardware that will give great 

performance for several years. Furthermore, Microsoft makes use of economies of scope by 

being in similar or related industries that increase the know-how of the company, especially in 

terms of competences within software development. It is possible for Microsoft to take 

advantage of this accumulated knowledge in its scope of business and thereby build better, 

faster and, cheaper software for its gaming consoles as well as in other related business areas. 

Microsoft is not just a software company. It also produces hardware, among other things, 

which helps to expand its scope into related products. Having experiences and competences 

in both the hardware and the software industry creates some unique dynamics, which 

Microsoft can exploit to its advantage. The involvement in both software and hardware makes 

it possible for Microsoft to combine them into a better product for the end user. 

B2B 

The benefits of economies of scale and scope affect the developers as well. A developer also 

gets the benefits of cheaper hardware to test on, which is great especially for smaller indie 

developers who do not have large budget for their development. However, the largest benefit 

of Microsoft’s large scale and scope for game developers is the company’s expertise in making 

digital platforms. Microsoft is one of the companies in the world with the most experience in 

operating a multisided platform (Windows OS), where developers can use Microsoft’s 
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platform to reach the end-user with their applications and services. This expertise is 

beneficial for the game developers; Microsoft knows how important it is to cater for the 

developers and make it easy and cheap to for them to develop for its platform. This is why 

Microsoft continues to improve its game developer tools and makes them better, to encourage 

game developers to create better games for the end users (xbox.com, 2016). Furthermore, 

Microsoft offers the game development tools for free, which is important for attracting 

developers to its platform.  

Complementarities 

As mentioned earlier, Microsoft is a successful software giant—it did not build its business on 

the gaming console industry. It started out as a software company but has evolved over time 

into both vertical and horizontal industries and areas. Today, Microsoft is still centered on 

software, but it also produces tablets, smart watches, and gaming consoles. Its success 

originates from the OS system Windows, which it built its ecosystem around. It has evolved 

and gone into related industries like tablets and developing operating systems for them, as 

well as for smartphones and watches. Microsoft started looking toward the gaming console 

market around 1998, as many game developers were moving away from the Windows 

platform, to develop games for the PlayStation platform or the upcoming PlayStation 2, which 

were expected to reach a massive audience (Povey, 2013). This encouraged Microsoft to look 

into the possibility of developing a gaming box that would run on its DirectX software, which 

it used for its Windows computers. The DirectX-box evolved into Xbox, and Microsoft has 

been able to apply its synergies and bundles of different software knowledge on this product. 

Furthermore, by expanding its software ecosystem into the console gaming industry, it is able 

to offer a range of different product bundles and synergies that increase each product’s total 

value for both customers and developers. 

Bundling 

B2C 

Microsoft takes advantage of many bundling strategies to increase the perceived value of the 

Xbox, for both customers and developers. This section introduces the main bundles offered by 

Microsoft for its Xbox platform. 
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Xbox uses a pure bundling strategy, just like PlayStation. Everything needed, including 

hardware and software, is bundled into one package.  

 

Xbox One box content 

The only thing missing is a TV in order to use the platform. Through the bundling strategy, 

Microsoft ensures that it also sells cables and controllers every time it sells a console. This is 

of value to the customers who are about to buy their first Xbox and do not have any of the 

necessary cables or controllers. By selling the accessories together with the console, Microsoft 

is able to sell them together at a lower price point compared to selling them individually. This 

translates to lower prices for the customers and thereby lower entry costs. This is only a pure 

bundling strategy in contrast to the actual console, which is the only thing you cannot buy 

without also buying the accessories. The accessories are also available for purchase in 

individual packages and are therefore classified as product bundles (Stremersch and Tellis, 

2002). 

Microsoft offers several additional product bundle options to the customer. Most of these 

bundles are for customers acquiring an Xbox. These bundles include bundles with the Kinect 

(a motion sensor for the Xbox), additional controllers, or exclusive bundles with a game and a 

special design for the Xbox. When acquiring the Xbox, customers usually want to buy a game 

with it that they can play on the platform. This is why Microsoft often bundles a big title game 
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together with the original console bundle, trying to lower the initial cost for customers 

looking for a gaming platform, who now get everything they need to start playing.  

Microsoft offers several additional product bundles for customers who need accessories for 

the platform. These include dual-pack controllers or controllers with rechargeable battery 

packs at lower price points compared to buying these individually. As the customer at this 

point most likely already has the platform, it does not lower the entry costs for the customer. 

However, it lowers the cost of getting more invested in the Xbox ecosystem. This is a strategy 

Microsoft uses in order to retain its customers and increase sales.  

All of the bundles serves the same strategic goal—to get as many people to adopt and stay on 

the Xbox platform as possible. Most bundles are product or price bundles with the purpose of 

lowering the entry costs for new customers. The customers already face high switching cost 

and are likely to stay on the platform as soon as they buy it. However, several bundles are 

offered in order to get the customer more invested in the platform, with either exclusive 

accessories or game bundles via their Xbox online store. This is strategic move to increase the 

switching cost for the customer and thereby decrease the likelihood of the customer to change 

platform. 

B2B 

All the bundles available for customers are also available for developers. However, Microsoft 

does not provide any special hardware bundles for developers. But the entry costs for the 

developers is still low; small indie developers in particular benefit greatly from the bundles 

intended for players, as they operate at lower budgets. Making it cheap to acquire the 

hardware and software needed is greatly valued by these developers. Microsoft provides 

developers with free development kits, as any Xbox One can be turned into a development kit 

for free with the launch of Windows 10 (xbox.com, 2016). This is expected to get indie 

developers more interest in developing for the Xbox as they can now develop games for 

multiple platforms in a much easier and cheaper manner (Xbox and Windows 10 computers) 

with the same APIs, thereby engaging with a larger audience and selling games across 

platforms. 
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Synergies 

B2C 

Microsoft has a large ecosystem of products and services, mostly related to software, which 

enables them to bundle and create synergies between the different products and services, 

thereby increasing the value for each of the products and services for the customers. This 

section introduces the synergies between the different products, which increase the perceived 

value of the Xbox platform. 

The Xbox provides synergies with other external products, which in turn creates value for 

customers. It connects to monitors with HDMI as its sole connection. Thus, any modern TV 

can be connected to the platform and display the content. Making HDMI the sole connection to 

monitors is a deliberate move by Xbox to make the device smaller. If the customer does not 

have a monitor with HDMI, external converters can solve this problem. The Xbox is able to 

connect to the Internet via Ethernet cable and wireless 2.4 GHz and 5.0 Ghz (xbox.com, 2016). 

This provides value for customers, who are able to connect to the Internet on any router. The 

connection itself provides several service options for the customer, as described later in this 

section. Furthermore, the Xbox is able to connect to devices via USB ports, several of which 

are present on the Xbox. Using USB connection for external devices enables most products to 

connect to the Xbox (as long as they have USB drives), which has great value for the 

customers. Microsoft has chosen to use the most popular technologies in the market, to 

ensure connection and synergies with the highest number of products. 

The introduction of Xbox One SmartGlass has created a cross-platform synergy with many 

other products (xbox.com, 2016). The SmartGlass lets the customer use most mobiles, tablets, 

or computers as the secondary screen. This creates more value for the products already 

owned by the customer, and at the same time creates more value for the Xbox platform as 

well. The secondary screen lets players see maps, stats, or other helpful information about 

their game all the time. Furthermore, Xbox, with Windows 10, is now able to stream games 

directly to a computer. This technology lets players use their mouse and keyboard as 

controllers if they prefer and take advantage of other computer services, while still being able 

to play the games available only for the Xbox platform. 
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The Xbox was initially intended to be a classic gaming console to recapture some of the 

gaming market that computers lost to the PlayStation. It has now evolved into a multi-gaming 

platform, with regular controllers as well as motion camera-based games. Xbox Kinect was 

introduced in response to the big success of Nintendo Wii, which featured motion-based 

gaming. It was another addition to the Xbox platform that proved successful and created 

additional value for the platform (washingtonpost.com, 2010). 

Furthermore, the Xbox has evolved into more than just a gaming platform—it is now a 

multimedia platform as well (xbox.com, 2016). Xbox One is able to utilize both Blu-Ray 

technology and DVD technology to play movies. This creates value for the customers, who do 

not have to acquire anything other than an Xbox in order to watch moves or play CD music. 

However, as observed earlier, this is a declining market—Internet services like Netflix and 

Spotify represent a growing market for customers who want to watch moves or listen to 

music. This translates into a declining value-adding feature in terms of Blu-Ray and DVD. 

However, the Xbox can connect to the Internet via Ethernet or Wi-Fi. The connection enables 

the Xbox to offer services like Netflix and their own music streaming service—Groove. 

Providing these relatively new Internet services ensures that the possibility of watching 

movies or listening to music via the Xbox is still available for customers, whether they prefer 

CD, Blu-Ray, DVD, or the new streaming services. 

The Internet connection to the platform makes several other services accessible via the Xbox 

One. Being able to play together and interact with other players is a valuable service for the 

customers—something Microsoft realized even with the first Xbox. This is why Microsoft 

introduced Xbox Live, and later Xbox Live Gold, a subscription-based access to the Internet 

with several services based on that connection. Some services became free when Microsoft 

introduced the Gold Subscription, though the core services of playing together and in-game 

chatting are still only available with the Gold Subscription. On becoming a Gold member, the 

customer can use the multiplayer option in several games, chat in-game, and get exclusive 

offers and free games. Having an Xbox Gold subscription also enables players to chat and play 

game with others via the new Windows 10 OS for personal computers, thereby creating more 

value for a computer running on Windows 10 and at the same time creating a bigger incentive 

to buy an Xbox or an Xbox Live subscription for people who already own a Windows 10 

computer (xbox.com, 2016). The synergy between the two platforms enables players to get 
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more perceived value out of each individual product. Game patches are often available for 

download only to gold members. Thus, one might only get the newest maps for a favorite 

game if the Gold membership is active, thereby providing a greater incentive to buy a 

membership to get more out of something in which the player already has invested. Making it 

possible to get these benefits after the player has invested in an Xbox is a smart move by 

Microsoft, since the players do not need to invest in the membership straightaway as an 

upfront cost, and therefore might neglect to factor in this cost when buying a gaming platform. 

The gold membership cost DKK 499 for one year. The price is perceived differently by 

different players. A player who uses the Xbox a lot gets relatively more value for money 

compared to a more casual player (xbox.com, 2016). Even for casual players, however, it can 

actually be beneficial to buy a Gold membership for all the benefits. For example, the game 

“WWE 2k16” is free with a Gold membership but costs DKK 550 in the shop (xbox.com, 2016). 

Thus, it is cheaper by DKK 51 to just buy the Gold membership compared to buying the game, 

and the player also gets all the other Gold benefits for a year. This is a clear strategy by 

Microsoft to get players to try the membership and all the benefits it entails, so that the player 

gets used to it and continues to buy it, thus providing a steady income stream for Microsoft.  

The Internet provides a couple of services that are free for the Xbox user. Services like “game 

demos” provides demo access to games before purchase, thereby making it possible for the 

player to try out a game before deciding whether or not to buy. This is something that is 

valued by players a lot, since they would not end up wasting money on games they do not like 

(reddit.com, 2016). Other entertainment services like Netflix, Twitch, and BBC (bbc.com, 

2016) I-player are also accessible via the platform. A normal television can be transformed 

into a smart television by connecting an Xbox to it. The same goes for sports services like MLB 

(mlb.mlb.com, 2016), NFL (nfl.com, 2016), and NBA (nba.com, 2016), which can be streamed 

via the Xbox. This can be a cheaper option to access and watch these sports shows for some 

users, compared to buying a TV packaged from a separate provider. Normal TV channels like 

NBC (nbc.com, 2016), CBS, and FOX are also accessible via the Xbox and can also be a cheaper 

option for some. Microsoft provides exclusive beta access to some games; these betas—free 

for anyone who owns an Xbox—can be downloaded through the Internet (xbox.com, 2016). 

These games are often available on several platforms, but the beta access is limited only to 

Xbox. For popular game releases, beta access can be almost as important as limited titles for 
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the console. This is a strategic move, since many new players often buy their console in order 

to play a specific game and an early beta of that game can be the factor that makes the player 

buy that specific console. Furthermore, it is possible to communicate free of charge via the 

Skype application on the console, making it possible to talk to friends while playing a game or 

watching television. 

B2B 

The developers also benefit from the synergies provided by the connection opportunities, 

which make it possible to connect to any modern monitor. Furthermore, it is beneficial for the 

developers to be able to not only connect to different hardware but also develop software 

from different game engines. This provides an opportunity for developers who have evolved 

their skills in game engines like CryEngine (cryengine.com, 2016), ShiVa (shiva-engine.com, 

2016), or Unity (unity3d.com, 2016) to easily switch from developing games for Windows or 

PlayStation to also develop for Xbox. Cross-platform development synergies are something 

game developers value, since they are easily able to develop and distribute their games to a 

larger audience (developer, Yuri). 

The online store lets indie game developers distribute their games at a low cost to the 

consumer. Some games are offered at prices as low as $1–2, which ensures larger quantity of 

sales. The online connection also makes different revenue models possible for game 

developers. The traditional model of generating revenue by selling games in stores is now 

often coupled with a lot of after-sales opportunities for game developers. In-game purchase 

and downloadable content (DLC) packages are seen in almost every major game now 

(gamestop.com, 2016). This provides game developers the opportunity to create new revenue 

streams and enables them to earn more money from each consumer over time.  

As mentioned, Xbox offers its consumers a free trial period for games. This is beneficial for the 

consumers but also for the developers, as it leads to more sales. A new game without a large 

marketing budget can benefit from the trial period, which can persuade people to try it out. It 

can offer a free trial period; if the game is any good and consumers likes it, it is likely that they 

will buy the full game, which would not have happened if there was no free trial.  

Availability of DLC packages is not the only synergy offered by Internet connection in terms of 

improving a game for the consumers. The developers are now able to offer their games and 
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improve them as time goes on, pushing out updates and bug-fixes at any time. It is therefore 

not as critical to find and fix all bugs before launching a game. This has both a positive and a 

negative impact on the games—the positive being shorter development cycles, as the testing 

phase of a game does not have to be as intensive, and the negative being that consumers 

might find bugs in games more often, especially newly released games, which can end up 

hurting the games’ reputation and future sales. 

The synergy between playing a game and being able to communicate and play together via 

Internet connection also allows developers to build new types of games, which are centered 

more on social experiences, playing together, and accomplishing in-game tasks with friends. 

The social aspect of playing with others is heavily trending in the gaming world at present. It 

does not only provide the opportunity to create new game modes and types, but also allows 

developers to create a community around their games, tournaments, and loyalty programs. 

Creating a community and more loyal consumers is of great value to the developers, as they 

will be able to get a better understanding of their customers and a much better relationship 

with them over time. 

Lock-in 

In this section, we talk about lock-in, which is divided into switching cost and network 

externalities.  

Switching cost 

We have divided switching cost into three types—procedural, financial, and relations 

switching cost (Burnham, Frels and Mahajan, 2003). 

Procedural switching cost 

B2C 

When buying an Xbox, you will be exposed to certain economic risks, just as when you buy a 

PlayStation. The newest version, Xbox One, costs about the same as a PlayStation, i.e. roughly 

$299 (gamestop.com, 2016). 

As in the PlayStation, there are numerous resources—both online and offline—that help you 

evaluate and compare the Xbox to its competitors. Most people have had the chance to try it 

beforehand at a friend’s house or maybe at the store. A large portion has owned its 

predecessor, the Xbox 360 or an earlier version, and therefore it is a natural upgrade. 
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Customers should also evaluate the kinds of games they want to play, because some titles 

might be exclusive to the Xbox and others to competitors. For example, Halo 

(halowaypoint.com, 2016) is exclusive to Xbox and Uncharted to PlayStation. Setting up Xbox 

is fairly simple process. It is easily connected to the TV using HDMI and gets its power from an 

AC power cord. It can work without Internet, but most people prefer to connect it to the 

Internet either with wire or wirelessly, in order to unlock the many extra features that come 

with it (reddit.com, 2016). The console comes with everything you need to get started. Once 

installed, you have to go through a simple sign-up process before you can start playing. 

 

Xbox is a well-established brand and ranks 36 among the top 50 most relevant brands in the 

world (rankingthebrands.com, 2016). Most people have some kind of association with its 

products. They have either tried or seen someone play on Xbox devices. Microsoft, one of the 

world’s most valuable companies, also owns Xbox. 

B2B 

Developers generally have a high procedural switching cost because they have to invest so 

much time in learning the platform. As in the PlayStation, some of the third-party developers 

are large corporations such as Electronic Arts (EA.com, 2016) or Activision (activision.com, 

2016). They have special contracts with Xbox and work very closely with the brand to develop 

key titles such as FIFA soccer (ea.com/fifa, 2016) and Call of Duty (callofduty.com, 2016). 

Xbox has ID@Xbox (xbox.com, 2016) for smaller developers, which allows them to self-

publish games on the Xbox platform. It only supports the newest version, i.e. Xbox One, and is 

completely free. It also allows developers to publish games on Windows 10. The kit gives 

developers full access to the same features that are available to first and third-party 

developers. As in the PlayStation, the learning cost for developing games is high. Several 

programming languages are needed and you need to know your way around game engines. 

Xbox is also supported by major game engines, such as Unity3d (unity3d.com, 2016) and 

Unreal engine (unrealengine.com, 2016). This is very specialized knowledge, which you need 

to obtain before you can release any games on the platform. However, these engines are very 

generic and can be used for almost any videogame platform. 
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Financial switching cost 

B2C 

Xbox has its own loyalty program called Xbox Live Rewards. Users earn points by spending 

money in the Xbox store, by completing in-game missions, or by taking surveys. The points 

can be turned into cash and deposited into your Microsoft account. You can use them to 

redeem rewards such as games, movies, or TV programs. 

 

The upfront cost of buying an Xbox is relatively low compared to what you may end up 

spending. In fact, Xbox make very little on the console itself. The real profits are made from 

games, subscription, and all the accessories you can get. Each game can cost more than $60, 

and these are very quickly accumulated (gamestop.com, 2016). There are many accessories to 

choose from. Extra controllers are needed if you want to play with more than one player on 

the console. Some additional accessories are needed if you want to play certain games like 

Kinect, which involve motion-sensing gaming. 

B2B 

The financial cost is very dependent on the individual developer. Small developers often 

develop games for multiple platforms because they are allowed to do so by videogame 

engines. If you exclude Xbox as a developer, you will be giving up a very large base of potential 

customers in the video gaming industry, which you probably cannot find anywhere else. You 

will also lose all the time, equipment, and development hours invested into platform-specific 

programming. Larger developers and companies holding big titles will encounter a bigger loss 

as they have higher fixed costs for which they need to make up and Xbox holds a very large 

portion of the total customer base in the market. If they cannot access all potential customer, 

there are fewer people to make up for all the cost. It is important to remember that the pricing 

for videogames are very fixed. This is why exclusive developers who are bound by contracts 

receive compensation for being exclusive (gamasutra.com, 2016). 

Relational Switching Cost 

B2C 

Xbox has its own system of achievements earned while playing games. There are thousands of 

achievements that can be accumulated as you play the game—some of them harder than 

others. It is valuable for the player as it shows his or her skill level and experience in the 
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community. The achievements earned are summed up in a “Gamerscore,” which illustrates 

how hardcore you are. The points, restricted to Xbox systems, cannot be transferred to any 

competing platform. 

Since its first version, Xbox has provided a very comprehensive online community called Xbox 

Live, where players can socialize and interact with each other. Player can chat via text or 

video and play videogames together in groups. Many friendships have been built through this 

community. The platform helps you keep track of your friends, so that you know when they 

are online and what they are playing. The list of friends can be very long and can represent 

years of friendship and memorable moments. The Xbox account is exclusive to Microsoft 

services—it cannot be integrated with any service outside Microsoft. If players leave the 

platform, they lose their friend list and find it hard to connect to everyone again.  

Players are also associated with the Xbox brand and the games. There are so-called Xbox 

fanboys who like to promote Xbox and its games (reddit.com, 2016). Some players are also 

very associated with the exclusive games. For example, the Halo series, one of the most 

popular games on Xbox, has an e-sport scene where professional gamers compete for real 

monetary prices.  

B2B 

Exclusive developers have a very strong connection with Xbox. Most of them are either 

subsidiaries of Microsoft or franchises owned by Microsoft (microsoft.com, 2016). These 

exclusive developers obviously have a very strong bond with Xbox, as players associate them 

with the brand. Many of the exclusive developers have a history of collaboration with Xbox. 

On the other hand, the third-party developers are also associated with the brand but not as 

exclusive. 

Network externalities 

Xbox benefits from both direct and indirect network effects. Players enjoy playing together 

and when a new player joins the platform it benefits all existing players. It makes it easier to 

find someone to play with and he or she will be able to contribute to the community. People 

who have friends with Xbox are also biased in favor of buying an Xbox so that they can play 

together and learn from one another. The same goes for developers, who attract new 

developers. It makes the Xbox expand the developer community. You can share any 

experience or problems and get feedback on it. Developers also attract players and vice versa. 
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Developers are attracted to a larger number of players, as it means more potential customers. 

Players are attracted to games provided the developers. This creates a virtuous cycle.  

Players owning an Xbox usually have only one gaming console. However, if we ignore the 

switching cost, players can easily switch to another platform by buying a PlayStation, for 

example. It is also possible to own both a PlayStation and an Xbox. Players may have more 

than one gaming console because they want access to exclusive titles or have friends on both 

platforms. It is very rare, however, for players to be multi-homing, due to the high costs. It is 

fair to say that players are single-homing with a possibility for multi-homing (Eisenmann, 

Parker and W. Van Alstyine, 2006). On the hand, developers are primarily developing for 

multiple platforms hence making them multi-homing. The development in videogame engines 

has made it significantly easier to develop games and led to an increasing number of game 

developers across the platforms. However, Xbox has multiple exclusive or partly exclusive 

titles that are legally bound by contracts to the Xbox platform. This makes these developers’ 

single-homing. Xbox leverages the indirect network effect that players are attracted to the 

games. They subsidize the development side and make a profit on the players’ side to make up 

for the cost on the development side—a typical divide and conquer strategy. 

Novelty 

The first Xbox—released in 2001—was the first console from an American company since 

Atari Jaguar (1996). The Xbox purported to compete against PlayStation 2 and GameCube as a 

part of the sixth generation. It was Microsoft’s first attempt at the gaming console market and 

was derived from Microsoft’s graphic API DirectX. Even though it sold far fewer units than the 

PlayStation, it still became successful (forbes.com, 1997). A large fan base and third-party 

developers gave it recognition. It was particularly popular for its online service Xbox Live, 

which was integrated in 2002. Xbox Live differed from its competitors as it required 

subscription while the others were free (gamespot.com, 2006). However, Xbox Live proved 

successful because it had a better performance and more advanced features. It also got a lot of 

success from the major exclusive title Halo, that was originally intended for Mac OSX and 

Windows.  

In 2005, Xbox released Xbox 360, which was the first video gaming console in the seventh 

generation of video gaming consoles (xbox.com, 2016). The early release allowed the 

company to gain a lead in terms of market share. It featured high-definition (HD) resolution 
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and enhanced Xbox Live services. Xbox Live, which previously required subscription, now had 

a “free” version to compete with PlayStation and Nintendo. It also had the ability to stream 

content from PCs, TV programs, and films, as well as to allow the purchasing and streaming of 

music. Finally, it added a motion-control system called Kinect and a built-in hard drive.  

Xbox One was released in 2013 as a part of the eighth generation of video gaming consoles. It 

places even more emphasis on internet-based features such as streaming and recording 

gameplay. It also allows developers to self-publish on the platform, making it easier for indie 

developers to publish their games. It also had a controversial Digital Rights Management 

restriction that allowed users to store their game in a virtual library, enabling them to play 

without a disc. This library could be shared with up to 10 family members and the Xbox had to 

be connected to the Internet at least once every 24 hours to synchronize the library. This was 

later dropped due to heavy criticism from consumers as it prevented the resale of games 

(theguardian.com, 2013). At present, Xbox games are also synchronized with PC and allow 

you to share games between the two platforms (xbox.com, 2016).  
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Comparison between Xbox and PlayStation 
Until now, the analysis has clearly shown that these two platforms are very similar in many 

ways. In this section, we compare Xbox and PlayStation to each other and highlight the 

differences between the two platforms. First, we carry out a general comparison, followed by 

each of the four sources for value creation.  

General 

The two platforms are indeed very similar in many ways. They have come a long way and 

have succeeded in an industry where many fail. They both used a Performance Play strategy 

to introduce their gaming console (Shapiro and Varian, 1999). This strategy focuses on 

introducing a compelling performance that is so much better that people are willing to switch 

to it. At the same time, they have a strong control over the user base. This is a very bold 

strategy that makes sense if you have no installed base to worry about. They both succeeded 

and were able to build a significant market share. When they had established themselves in 

the market, they both adopted a Controlled Migration Strategy (Shapiro and Varian, 1999). It 

allowed them to build upon their current installed base while offering new and improved 

technology. Both have continued in this direction but do not always offer the same level of 

compatibility. For example, Xbox One is backward compatible with most Xbox 360 games, 

while PlayStation 4 is not compatible with any of the previous games. Instead, you must 

subscribe to PlayStation Now to play PlayStation games from the previous versions.  

Both platforms use the same pricing strategy. They use a divide-and-conquer strategy to 

subsidize the development side and make profits on the players’ side (Caillaud and Jullien, 

2002). Generally speaking, there are strong and positive network effects for both platforms.  

The multi-homing cost is high on the players’ side and there is a high demand for variety. The 

players demand games in different categories; there is a constant need for new games and 

renewal. The two platforms may seem very similar, but this is only because they both adopt 

every successful innovation in the industry (Eisenmann, Parker and W. Van Alstyine, 2006) 

(Shapiro and Varian, 1999). The industry is constantly being changed by new ways to 

experience and play games, such as virtual reality, moving sensors, and such. The high 

demand for variety makes winner-takes-all very unlikely (Shapiro and Varian, 1999).  

Both of the companies behind the consoles are worth billions and their activities stretch 

beyond gaming consoles. They have established themselves as pioneers in the console 
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industry, and they continue to set new boundaries for what is possible. To challenge them, 

one would need not only an enormous budget but also a unique approach to be able to grab 

even a little bit of the market. Therefore, the risk of being enveloped is very little (Eisenmann, 

Parker and W. Van Alstyine, 2006). 

Efficiency  

 PlayStation Xbox 

Search cost and speed Online store  

Online gameplay  

Online game reviews and 

trailers 

Online forums 

Testing of games 

Online store 

Online gameplay 

Online game reviews and 

trailers 

Online forums 

Testing of games 

Selection range 1194 games 

60 million active users 

20.8 million PlayStation Plus 

subscribers (eurogamer.com, 

2016) 

867 games 

48.8 million active Xbox Live 

accounts (eurogamer.com, 

2016) 

Symmetric information 

and simplicity 

All information at your 

fingertips 

Easily available information 

Good UX for available 

features 

All information at your 

fingertips 

Easily available information 

Good UX for available 

features 

Scale economies  Mass-produced console 

Great deal of knowhow 

within hardware production 

and its ecosystem 

Mass-produced console 

Great deal of knowhow 

within software development 

and its ecosystem 

 

The two platforms are almost mirror images of each other when it comes to value creation in 

terms of efficiency. They offer the same value for both the developer and the producer when it 

comes to search cost and speed. The game developers are able to rapidly distribute their 

games via the online stores, which is offered by them both. The consumer on the other hand is 
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able to test and buy the games at the online store without much hassle and download them 

directly to their private console. It also takes no time for the consumer to get information 

about a game in order to make a buying decision. Game reviews, trailers, and forums are 

available on both platforms. It is even possible on both platforms to try out the game before 

deciding whether or not to buy it. 

The factor that differentiates the two consoles in terms of efficiency is clearly the selection 

range. PlayStation has 327 more games available for the consumer to play. That makes its 

platform more attractive for the consumer, which is partially the reason it also has 11.2 

million more active users on its platform. This in turn makes its platform more attractive for 

game developers. These networking effects amplify each other, which is why the PlayStation 

is outperforming the Xbox by its selection range of both games and players at the moment.  

Both consoles offer a good user experience and it is difficult to say if one is better than the 

other, as that is just a matter of opinion. Both consoles make information easily available, 

along with the different features offered. Besides making easily available the information, 

features, and everything else they offer, both platforms also put in a great deal of effort to 

make as much information available on their platforms.  

Sony and Microsoft produce their consoles at great scales and sell them in many countries 

around the world. They produce the same console at the scale of millions, often for several 

years at a time, which enables both of them to produce the machines at much lower prices 

than many others would be able to. But there is no comparative advantage of economy of 

scale between the two, as they both produce high-end hardware at low prices. Even though 

the two companies come from two different industries—Sony from hardware and Microsoft 

from software—they both have great knowledge about the other’s domain. The scopes of the 

two industries overlap with each other and they both therefore have experience in both 

manufacturing hardware and producing software at a scale that gives them no comparative 

advantage over each other. 

Complementarities  

 PlayStation Xbox 

Bundling Pure bundling 

Product bundling 

Price bundling 

Pure bundling 

Product bundling 

Price bundling 
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Mixed bundling  Mixed bundling 

Synergies  Large product ecosystem 

High connectivity 

Multimedia platform 

Large software ecosystem 

High connectivity 

Multimedia platform 

 

The two consoles are both sold as pure bundles with the minimum items required in order to 

use them. New console owners get everything they need in one box to get the system up and 

running at a very low price. At the same time, this is also a way for platform owners to push 

out extra products to the consumer. Not everyone would be interested in buying a headset, 

but they get it anyway because it is part of the bundle. Apart from the pure bundle, both 

companies provide some additional product bundles, often selling the console with an 

exclusive game, a big title such as FIFA, or some extra hardware like an extra controller. By 

doing so, the companies lower the adoption cost for the consumer and at the same time 

increase the switching cost. 

Both companies have a large ecosystem and takes advantage of this by bundling different 

offerings on their platforms. For example, Sony uses a mixed bundling strategy with some of 

its headphones and the console while Microsoft also uses a mixed bundling strategy by 

bundling in several of its software solutions in the platform, such as Skype and Internet 

Explorer. Furthermore, both companies use pricing bundles—e.g. letting users buy two 

controllers together cheaper than buying them separately at higher prices. In general, both 

companies use all bundling strategies in order to lower adoption cost, increase switching cost, 

and provide increased value for their consumers. 

Sony and Microsoft each have a large ecosystem, which makes it possible for them to create 

synergies between several products and services. Microsoft is able to use its computer 

operating system and mobile operating system to enable the use of those devices as a 

secondary screen via Xbox One SmartGlass. Furthermore, they use the same GUI as their 

computer operating system to create a unified user experience across their devices, such as 

Windows 8 or 10, to make it easy for the user to navigate the systems. Sony, on the other 

hand, is able to utilize some of its other products, such as the PlayStation controller for Sony 

Xperia smartphone, to enrich the value of having both. 

Connectivity is relatively high for both platforms; however, the PlayStation has a slight edge 

as it allows VGA and is compatible with older TVs, while the Xbox only connects to modern 
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TVs with HDMI. Both platforms serve as multimedia platforms as well as offering streaming of 

content such as music, film, and TV, while at the same time offering the possibility to use the 

device as a Blu-Ray player. This makes both platforms multipurpose platforms that can serve 

several needs within a family, not just gaming-related needs.  

Lock-in 

 PlayStation Xbox 

Price $299.99 for PlayStation 4 

$60 for a new game release 

$299.99 for Xbox One 

$60 for a new game release 

(gamestop.com, 2016) 

Consoles sold 83.8 million PlayStation 3 

Estimated 40 million 

PlayStation 4 

84 million Xbox 360 

Estimated 20 million Xbox 

One (ibtimes.com, 2016) 

Active users 60 million active users 

20.8 million PlayStation Plus 

subscribers (eurogamer.com, 

2016) 

48.8 million active Xbox Live 

accounts (eurogamer.com, 

2016) 

No data available for Xbox 

Gold subscribers 

Number of games 1,194  867 

Exclusive games 467 (Playstation.com, 2016) 131 (Xbox.com, 2016) 

Membership price $9.99/month 

$17.99/three months 

$49.99/12 months 

14-day free trial 

$9.99/month 

$24.99/three months 

$59.99/12 months 

One-month free trial 

Membership benefits  Online multiplayer 

 Six free games a 

month across all 

PlayStation platforms 

 Exclusive deals that 

offer big discounts 

 Access to extra perks 

such as beta programs 

 Online multiplayer 

 Four free games a 

month for Xbox One 

and Xbox 360  

 Exclusive deals that 

offer big discounts 

 Access to extra perks 

such as beta programs 
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and cloud storage and cloud storage 

SDK Free Free 

Self-publish Developers can self-publish 

on the platform 

Developers can self-publish 

on the platform 

Social Social profile 

Friend list 

In-game communication 

 Chat 

 VoIP 

Live streaming 

PlayStation Share 

Social profile 

Friend list 

In-game communication 

 Chat 

 VoIP  

Live streaming 

Gamification Social profile 

PlayStation Trophies 

Social profile 

Xbox Achievements 

Miscellaneous  PlayStation Now 

PlayStation Move 

PlayStation VR 

Xbox Play Anywhere 

Xbox One is backward 

compatible with Xbox 360 

games. 

Kinect 
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Xbox and PlayStation essentially have the same value drivers within lock-in. This is due to the 

very strong competition between the two. If one of them is successful with something, the 

other will immediately copy it and provide a similar solution. They both lock-in the customers 

by making them continuously invest in more equipment and games. The equipment and 

games cost about the same. Roughly the same number of Xbox 360 and PlayStation 3 have 

been sold. In the latest generation, PlayStation seems to be the most successful—having sold 

40 million of their newest version, which is double the number of Xbox One pieces sold, 

estimated at 20 million. PlayStation has the highest number of online users—60 million vs. 

48.2 million Xbox Live users. A total of 20.8 million people subscribe to PlayStation’s premium 

membership service, called PlayStation Plus. There is no publicly available data indicating the 

number of active users for the Xbox premium service Live Gold. These numbers seem to 

provide evidence for a prediction made by Strategy Analytics in 2015 that PS4 would 

outperform Xbox One based on the first-year sales. 

 

Source: Strategy Analytics, Connected home devices, 2015 

Both consoles have a large library of games, but PlayStation is ahead with roughly 40% more 

games and more than three times as many exclusive games. It is also indicated by media that 

PlayStation currently has the best exclusive games (techtimes.com, 2015). The premium 

subscription services offered by the platforms cost about the same for one month, but there is 
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decent amount of money to be saved when subscribing for three or 12 months with 

PlayStation (see table). The premium services at first glance seem to offer the same benefits. 

They both offer online multiplayer games, free games, exclusive deals, and access to beta tests. 

However, PlayStation offers two additional monthly games and the titles are often newer and 

bigger. On the developer side, it is entirely the same. The SDKs, handed out for free at both 

platforms, let you self-publish your games. However, PlayStation has more success in 

attracting exclusive developers, as it has three times as many exclusive games as Xbox. They 

both have almost the same social elements. They both have a social profile where you can add 

your friends to a friend list. There are plenty of opportunities to engage with your friends, 

both inside the game or on the network itself via chat or VoIP. Finally, they both have some 

kind of gamification system in which players are awarded for their accomplishments and can 

engage with the system by using motion sensors (PlayStation move and Kinect). 

At first glance it does seem like PlayStation is outperforming the Xbox. It has a higher number 

of users and games, making it more attractive in terms of network effects. There is an ongoing 

battle for exclusive game titles, in which PlayStation is currently ahead. The titles attract new 

gamers and new gamers in turn attract new developers. 

The switching costs for the two platforms are similar. The costs of equipment and games are 

the same and they have the same drivers for the procedural and relational switching costs.  

Novelty 

PlayStation Xbox 

Released CD-ROM, which was cheaper to 

produce and allowed more data storage 

First to launch a comprehensive online 

network Xbox Live 

Attracts a broader spectrum of games that in 

turn attract a wider audience 

Xbox was the first console to have a built-in 

hard drive 

Released PlayStation 2 one year ahead of Xbox 

and GameCube 

Released Xbox 360 one year ahead of 

PlayStation 3 and Wii 

PlayStation 2 had an in-built DVD player First American console since Atari (1996)  

PlayStation 3 had an in-built Blu-ray player Always has state-of-the-art technology 

Always has state-of-the-art technology Continuously attracts the biggest gaming titles  
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Continuously attracts the biggest gaming titles  

 

Both platforms are known for setting new standards and bringing state-of-the-art technology 

to the market. They are engaged in constant rivalry and each is quick to copy any successful 

moves of the other. PlayStation initially got success through CD-ROM, which allowed more 

data to be stored and was cheaper to distribute. It attracted a wider group of developers that 

could target a broader segment of gamers.  

PlayStation 2 was released one year ahead of its competitors GameCube and Xbox, which gave 

the company a head start. The console was so popular that it was actually hard to find in any 

store and sometimes would be auctioned on sites like eBay (ebay.com, 2016), where people 

would pay a premium price for it. The console was also backward compatible, which allowed 

the company to tap into the installed base of the original PlayStation. The console also 

featured an in-built DVD player at a time when DVD players were expensive. This allowed 

PlayStation 2 to find its way into the living rooms of people, thereby exposing more people to 

gaming.  

Xbox was released in 2001 to compete against PlayStation 2. It took certain learnings from 

PlayStation’s experience and recognized that it was important to have an attractive gaming 

library. Xbox gained strong third-party support and even bought its own gaming studio 

Bungie to ensure a satisfactory gaming library. Xbox also gained success from Xbox Live, 

which was unmatched by PlayStation 2. It was also the first console to feature a built-in hard 

drive, thereby acknowledging the need for storing game data and content from Xbox Live. 

Although Xbox had initial success, it was still new and could not keep up with the sales of the 

more established PlayStation, which still remains the best-selling console today 

(theguardian.com, 2013). 

Xbox 360 was released in 2005, beating the PlayStation 3 by almost one year. This time, Xbox 

got the head start. It gained initial success and expanded the established Xbox Live System. 

PlayStation 3, launched in 2006, had a built-in Blu-Ray player—an upgraded version of the 

DVD player of the previous model. This generation was also influenced by the success of the 

Wii console by Nintendo, which had motion sensors that could simulate real-world events 

during gameplay. PlayStation Move and Xbox Kinect would eventually copy the success of Wii 

by creating similar solutions. 
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For the first time in their history, the two platforms released their consoles—Xbox One and 

PlayStation 4—within a couple of month of each other, giving neither of them a head start. 

This time there was more focus on social elements such as sharing videogaming experience 

on social networks or live streaming. PlayStation 4 had a direct share button and a new touch 

pad to add a new way to interact with the controller. Compared to previous generations, this 

was more like an incremental innovation to improve performance.  

Summary 

In this section, we have a complete summary and comparison of the four value-creation 

sources. According to the findings, the major differences are in terms of: 

 Interface 

 Selection range and exclusive games 

 Accessories 

 Premium service 

 User base 

 Synergies 

These are the major differences between the two platforms. In many ways, the two platforms 

are solutions to the same need and they are very much alike. They do not always have the 

same solution, such as PlayStation Move vs. Kinect. They will quickly copy and adopt any 

success of their rivals, e.g. Xbox Live. However, one thing that is hard to copy is the availability 

of exclusive games. Currently, it seems that PlayStation is winning the war for exclusive titles. 

This might be why it is gaining a lead in number of users, with double the number of Xbox One 

users. Finally, they have different synergies, as the two companies behind the brands are 

different. Microsoft excels in software and Sony in hardware.  
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Discussion 

Based on our analysis, we now discuss the potential benefits and drawbacks of allowing cross-

platform development. In addition to the analysis, we discuss analog cases.  

Exclusive titles 

There is a clear picture that the two rivals—Xbox and PlayStation—are increasingly 

competing for exclusive titles. PlayStation is leading the race with 467 exclusive titles 

compared to the 141 on Xbox. PlayStation 3 has less than half of that number. It currently sits 

on 212 exclusive titles, while Xbox 360 has 184. PlayStation has more than doubled the 

number of exclusive games since the last generation. The history of PlayStation tells us that 

the game library is one of the key factors to success. While the fight for exclusive titles has 

been going on for the past generations, it does seem to have intensified in the current 

generation. The platforms put in a lot of effort in attracting titles and making sure they are not 

available on the competing platforms. Even if they cannot get exclusivity, they try to get timed 

exclusivity, i.e. the game is exclusive for a certain period of time but will later be available on 

competing platforms. Looking at reviews of the two platforms, it can be confirmed that 

exclusive titles are an important factor when deciding between the two. Five reviews from 

influential Internet blogs were studied; all five list game library as a major factor 

(techradar.com, digitaltrends.com, cnet.com, trustedreviews.com, tomsguide.com, 2016). 
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Mobile App market 

Another market somewhat similar to the gaming console market is the mobile app market. 

Mobile applications serve many purposes, with categories such as productivity and 

information retrieval. A very popular category, namely gaming, can be compared to the 

console market. The Google Play and Apple App Store essentially function in the same way, as 

they are also both MSP. The mobile games might differ in type and style, but there are, 

without doubt, lessons to be learnt from the mobile app market.  

 

Source: Newzoo, 2016 

 The size of the global gaming market is currently about is $99.6 billion and is expected to 

grow to $118.6 billion by 2019 (newzoo, 2016). The mobile app market is the fastest growing 

segment in the global gaming market—growing more than 23% YoY, compared to 4.5% YoY 

growth of the console segment (newzoo, 2016). It currently takes up 27% of the market while 

console holds 29%. But it is expected to grow to 34% by 2019, mainly taking shares from the 

gaming console market, whose share will fall to 26%. It is important to note that the mobile 

game industry is not expected to “eat” the console industry; rather, they are expected to co-

exist. Instead, it is expected to grow faster and thereby grab a larger market share 

(deloitte.com, 2016). It would therefore be reasonable to look at the mobile industry and why 
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it is outgrowing its industry partners. There are a couple of differences between the mobile 

and the console market: 

 Mobile market has a higher installed base 1.75 billion vs. 200 million.  

 Mobile games have considerably lower entry barriers. 

 The have different business models—freemium vs. asset sale/subscription. 

 They serve different user groups. 

These are some of the major differences between the two industries. Keeping these 

differences in mind, there is still a lot to learn from the mobile game industry. 

When looking at the top-five charts for games on both Apple App Store and Google Play Store, 

some clear similarities are found. Currently, the same games top the charts on both platform.  

Apple App Store Google Play store 

Clash Royale Pokémon 

Pokémon Clash Royale 

Mobile Strike Mobile Strike 

Game of War Game of War 

Clash of Clans Clash of Clans 

Source: Sensor Tower, 2016 

What is interesting about these top five games is that they are all cross-platform. Players on 

the Apple App Store can interact and play with players on Google Play Store. This means that, 

ceteris paribus, the players have a free choice between the two platforms and are less 

influenced by the choice of their friends. Instead, the platforms create value in different ways 

and leave it to the game developers to choose whether they want to make their game cross-

platform or not. Many developers choose to make their games cross-platform to make their 

potential audience as big as possible. Also, it has never been easier to develop to multi-

platform games and the entry cost has never been lower. Finally, open platforms are growing 

faster than closed platforms (Shapiro and Varian, 1999). It is easy to imagine that a cross-

platform game will grow faster and retain its users longer. There are many more potential 

users, and most of the successful games have a social element. The social element plays an 

important role especially at the time of growing the user base for a game. Players will invite 

other players if they can play together. They will also play for longer periods if they can play 

together with friends. For example, one of the players we talked to was once playing a mobile 
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game with his two friends (Morten, 2016). Two of them were playing on the iOS platform 

while the third guy was playing on Android. At first, all three players enjoyed the game and 

joined a “guild” where they could socially interact with other players. The first two players 

were able to join the same because they were playing on same platform while the third one 

had to join on his own platform. The added social element made the game even more exciting. 

However, after some time the third guy eventually got bored with the game. One of his main 

reasons was that he could not participate in the same social events as the first two guys and 

was thus unable to follow their progress. He quit the game while the two others continued to 

play. The two others guy also eventually got bored with the game, but played for a significant 

longer period. The point here is that the social element played a big role. There was 

opportunity to interact with other players on both platforms, but being able to socialize with 

someone you knew from real life added significant extra value, so much so that the platform 

was able to retain the users for a longer period despite having a smaller user base.  

The mobile game market is just one part of the app stores, which in turn are just one part of a 

smartphone. There are so many more aspects to be considered when deciding on a new 

smartphone. But what is important is the learning that can potentially be transferred to 

consoles. Cross-platforms mobile games top the lists and retain players for a longer period 

(Morten and Casper). 

Degrees of opening up 

There are different extents to which platforms can open up. Both platforms have a very strong 

position in the market and are very controlled (Shapiro and Varian, 1999). They are very 

similar in terms of generic strategies (Shapiro and Varian, 1999). They are both somewhere in 

between Controlled Migration and Performance Play. They try to push the limits of new 

technologies but still have to build on their current installed base. Therefore, they sometimes 

have to sacrifice performance for compatibility. However, there is no doubt that they are both 

very controlled. This section tries to highlight the benefits of moving toward a strategy of 

slightly more openness, but by no means one of complete openness, such as Open Migration.  

In the analysis, we highlight the many ways in which the two platforms create value for their 

users. Based on the analysis there is a clear indication that allowing cross-platform gameplay 

would create value for the users.  In this section, we introduce three different ways of creating 

value through cross-platform gameplay and discuss each of one of them.  
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1. Allowing players to choose cross-platform. 

2. Allowing people to signal and communicate together in-game. 

3. Allowing players to join the same lobbies and VoIP systems.  

The first would be the absolute minimum, which would leave it to the players to choose if they 

want to play cross-platform or not. It could be a special game mode or a simple toggle button 

to switch cross-platform on or off. This level could be relevant if the game developers are 

worried about the differences between the two consoles. One console might be superior in 

certain circumstances—it will be up to the player to decide. Both Xbox and PlayStation 

already use this in cross-play with computers (gamespot.com, 2016). 

The second and third are based on in-game communication. The first one allows players to 

communicate in-game using signals such as predefined messages. The predefined messages 

are mostly positive. They let players communicate, engage with, and complement one 

another. Communicating in-game is often a very important aspect of the gaming experience. 

Some kind of communication is often a necessity for providing the basic game experience, 

though sometimes it can easily be ignored depending on the game type e.g. tetris (tetris.com, 

2016). This leads to the third factor, where people are able to join lobbies together. This 

allows them to join premade parties where they can communicate using VoIP and play games 

together. Communicating with VoIP allows players to engage and socialize at a higher level. It 

is faster and allows players to speak together, as though they were in the same room. Both 

PlayStation and Xbox come with a headset in the box, which enables players to socialize in 

this way. There is no doubt that this is an important social element. The question is whether 

the companies would restrict this to their own platforms. 

Complications in cross-platform 

The benefits of cross-platform are evident, but some challenges are also involved. For one, 

PlayStation and Xbox will hand over the decision-making power to the game developers. It 

will now to be up to the developers to choose if they want a cross-platform or not. This is not 

necessarily bad, but companies will be surrendering power to developers. Second, PlayStation 

and Xbox are built upon two different systems and connecting them might cause some 

difficulties. Things will be complicated because you will need to take two platforms into 

consideration. Processes like testing, accommodating different interfaces, and the use of 
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native languages will increase the complexities of the platforms. Both PlayStation and Xbox 

allow for cross-platform with PC. But PC is an open platform, i.e. much more straightforward 

to incorporate. In an interview, Sony CEO Shunei Yoshida says: “Connecting two different 

closed networks is much more complicated, so we have to work with developers and 

publisher to understand what it is they are trying to accomplish” (eurogamer.com, 2016). 

However, in the same interview, he also indicates that it is not technical issues that are 

preventing the cross-network play between PS4 and Xbox One; rather, the technical part is 

just one aspect: “[…] and the technical aspect could be the easiest. We also have to look at 

policy issues and business issues as well.” Both Xbox and PlayStation are very large 

corporations; it will take some time to figure out the ramifications of allowing cross-platform 

with each other. Xbox is very keen to get started and has taken the first step by allowing 

cross-platform in the game Rocket League. It has already enabled its platform to support 

cross-platform (techcrunch.com, 2016). It is inviting Sony to join it, especially in the Rocket 

League game (ign.com, 2016). Until now, Sony has remained positive and the vice-president of 

Rocket League Jeremy Dunham is certain that they will eventually join in. “At the risk of 

sounding naïve, I do think it will happen. Whether or not it’ll be soon is another question. The 

sooner the better for us, and for our fans, and fans of other games […] I do think it’s inevitable, 

I think the industry is going to get there, because I don’t see the downsides from it” (ign.com, 

2016). 

Downside of cross-platform 

Allowing cross-platform across these two big platforms surely comes with many positive 

benefits, as have been highlighted. The analysis focuses on value creation for the players and 

developers. However, value creation does not necessarily create value for the platform itself. 

The potential downside of engaging in such a partnership should therefore be considered. The 

two platforms will reduce their switching cost toward each other, while increasing it toward 

all other platforms. Social groups often tend to pick the same console so that they can play 

together, share information, and learn from each other (reddit.com, 2016). One selection 

influences the choice of the others and people in groups tend to all have the same console. It is 

possible that the cross-platform will affect this social behavior (Jesper). Irrespective of the 

platform, players will have the possibility to play with each other. Therefore, they can pick a 

platform more freely and would be less influenced by the choices of their peers. However, 
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there is still the element of learning, and exclusive games will still influence decision-making 

when choosing the next console. 

Highly committed players sometimes own both consoles, so they can play with their friends 

no matter what console they might have. This is a potential economic loss for the two as some 

players might only buy their favorite console of the two. It will still be necessary to have a 

specific console if you want to play exclusive titles. This could favor PlayStation, which has 

almost four times the number of exclusive titles as Xbox.  

The timing of the Xbox PR is also suspicious. Xbox has been known to be against cross-

platform gaming, while PlayStation has had cross-platform with PC since PlayStation 2 

(gamerant.com, 2016). Xbox is a bit careful about disclosing its numbers, but it seems that 

PlayStation 4 is outperforming Xbox, with a twice as big installed base. Xbox took the first step 

toward cross-platform between the two, but did it without notifying PlayStation (xbox.com, 

2016). It was thus able to gain good publicity for taking the first step and at the same time 

make PlayStation the bottleneck. But it seems that Xbox has more to gain from cross-platform 

as it is currently lagging behind. The two platforms essentially have the same value drivers, 

but it seems the market is tipping more toward PlayStation, as it is growing twice as fast. This 

could be an indication that Xbox is currently losing, and this is a way for the company to gain 

cheap publicity and renew its platform. At the same time, buyers might want to give Xbox One 

a second look. It is also a way to engage with and get support from developers. Big studios 

such as Blizzard (blizzard.com, 2016) and Psyonix (psyonix.com, 2016) have already made 

public statements following Microsoft’s announcement indicating its interest in cross-

platform (arsetechnica.com, 2016). These public statements are what Microsoft was hoping 

for when it made the public statements. There have been multiple public confirmations that 

the technical hurdles have been overcome. This makes Sony look like the only obstacle, as it 

can only be business or policy issues blocking the cross-platform. More developers will be in 

favor of cross-platform; with the support of the community, the pressure on Sony will 

increase and cross-platform might eventually become inevitable.  

Spillover effects 

Allowing cross-platform play will also help in growing the community. The current rivalry 

divides the installed base into exclusive groups instead of one united user base for the 

industry. This makes it more complicated to coordinate and promote events, as they must 
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address each console individually, e.g. e-sport. This industry has grown very fast in the past 

few years (fortune.com, 2015). E-sport is a competition on electronic systems such as PC or 

consoles. It has seen explosive growth in popularity and is getting increasing media coverage. 

It helps promote and bring attention to games (alistdaily, 2014). A good example is the FIFA 

interactive world cup (FIWC) (alistdaily, 2014)—an annual videogame competition officially 

organized by FIFA. Millions of football fans from around the world compete and fight for the 

title of the world’s best FIFA player. Until 2015, it was not possible to play cross-platform. A 

top player would have to practice on both consoles because there are so many tournaments 

on one or the other and sometimes even both. However, in 2015, the FIFA interactive allowed 

both platforms to compete. This has significantly increased the number of participants. In 

2015, 2.3 million players from all over the world participated in the world cup tournament 

(fifa.com, 2016). 

Summary 

Below, we have mapped out some very key players who will be affected by cross-platform. 

Based on this model, we will discuss how each of them is affected positively or negatively.  
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We have analyzed and discussed the value creation in the two platforms. It therefore makes 

sense to aggregate everything and discuss the potential benefits and drawbacks. There are a 

number of benefits of PlayStation and Xbox opening up for cross-platform. These are: 

 Increased value for players 

 Increased value for third-party developers 

 Growing installed base 

Players will benefit from a larger installed base. They will be able to engage and play with 

players from the opposite platform. This will bring about an increase in value in different 

ways. Players will benefit from a larger player pool when searching for games. That means 

less waiting time and more players to engage with. They will be able to play with friends who 

use the opposite platform. The community will unite around one game instead of being 

separated into one for each of the two platforms.  

The positive feedback from third-party developers already suggests that they will benefit 

from cross-platform. Instead of marketing their game to two separate platforms they can 

bring them together in one game and deliver a unified experience. The increased value 

created for the players will benefit the third-party developers due to the cross-side effects. 

The same-side network effect should attract more players, thereby creating more value on the 

developers’ side due to the cross-side effects.  

It could be argued that cross-platform is inevitable. Making games cross-platform should help 

amplify the network effects and thereby increase the installed base. This could be necessary 

at a time when the console industry is facing increased pressure from the videogame industry. 

The global game market is estimated to grow 6.6% up to 2019, while the console industry 

only grows 4.5% a year. It is losing market shares to the booming mobile game segment, 

which is growing at 23.7% a year. Also, now that the topic is on everyone’s tongue, many large 

third-party developers such as Blizzard and Psyonix will be interested in the development of 

the topic (gamespot.com, 2016). 

While there are a number of benefits, there still remain a couple of downsides of engaging in 

cross-platform. These downsides are: 

 Negative value for exclusive developers 

 Less control and lower switching cost 

 Loss of revenue from multiple consoles 
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Naturally, allowing cross-platform with the opposite platform does not directly influence 

exclusive developers because they have no affiliation with other platforms. But as this is 

beneficial to third-party developers, it might be more attractive to go this way. This holds 

potential risk, because exclusive games are weapons used by Xbox and PlayStation for 

attracting players. Studios might reconsider being exclusive if the benefits of being so is 

eroded due to cross-platform. 

Cross-platform means less control for the platform owners and more control for the third-

party developers. This is not an optimal scenario for platform owners at a time when the 

entertainment industry is fighting for ownership (superdata, 2015). Both platforms are 

known for having high proprietary control that help retain their players—what could be 

worse that lowering your switching cost toward your biggest rival? Allowing connection 

between the two platforms will eventually test the competitive advantage between the two 

companies. 

Finally, there is a potential for loss in revenue for both platforms, as there would be less 

initiative to buy both consoles. This has little effect as generally only very hardcore players 

buy more than one console. Most people who own both platforms buy them for the exclusive 

titles (giantbomb, 2016; reddit, 2016). 
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Final remarks 

Determining value creation in the two platforms is a complicated matter. The two platforms 

are very much alike, except for a few minor differences. Based on our findings, we can 

conclude in this case that the positive effects outweigh the negative ones. PlayStation and 

Xbox should share their installed base with each other. There is a significant potential for 

value creation for players and third-party developers, who will benefit from larger player 

base as the game is not split into different consoles. Most of our data are based on publicly 

available information, a survey, and a couple of interviews. It would be interesting to conduct 

additional interviews with the platform owners. This would provide us with internal data 

with regard to how cross-platform may affect their business policies. If such data were 

available, we would be able to get a better understanding of the full impact of allowing cross-

platform between the two brands.  
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Conclusion 

The objective of this Master’s thesis is to explore - how can cooperation foster value creation 

between two rival MSPs. To do this, we adopted the model for value creation in e-business, as 

given by Amit and Zott (2001). The model suggests that the value creation hinges on four 

interdependent dimensions—efficiency, complementarities, lock-in, and novelty. We applied a 

modified version of the model to a case study of Xbox and PlayStation to analyze value 

creation in the two organizations. 

We first analyze the two organizations individually to find out how each creates value based 

on the four dimensions. After a comprehensive examination of the two platforms, we then 

compare them to each other. The analysis shows that that the two organizations are very 

much alike but also differ from each other in some ways. An important finding is the high 

need for variety that exist on the player side. This makes it very unlikely that winner-take-all 

and it is therefore more likely that the two platforms will continue to co-exist.  

The two platforms are characterized by having significant switching cost. When players buy 

into the platform, they are quickly locked-in by multiple types of switching cost. The switching 

cost decreases every time a new generation of videogame consoles is introduced. At this time, 

players will have to invest in a new state-of-the-art technology, which has limited 

compatibility with previous technology. However, players will still be biased because of 

procedural and relational switching cost. 

The two organizations have both used know-how and previous success to penetrate the 

videogame industry. Sony, which owns PlayStation, used its experience in hardware to 

introduce the CD-ROM while Microsoft, which owns Xbox, used its experience in software to 

provide a comprehensive online network that was unmatched by competitors. Despite their 

initial success, the two organizations eventually went on to learn from each other and copied 

every successful move by the rival. They essentially have the same value drivers. There are 

some small differences that will make one stand out from the other and determines who 

succeeds. They differ from each other in terms of interface, synergies, selection range, 

accessories, premium service, and user base. Among these, the selection range is the most vital 

factor due to the exclusivity that differentiates the two platforms.  

After the analysis, we discuss the positive and negative effects by engaging in a cross-platform 



 Copenhagen Business School 

Winther 2016/17 

Christian Carlsen      Master thesis 

Mikael Varle      

 

 96 

between PlayStation and Xbox. We identify the benefits as increased value for players, 

increased value for third-party developers, and a growing installed base. On the other side, we 

have drawbacks such as negative value for exclusive developers, less control and lower 

switching cost, and loss of revenue from multiple consoles.  

Our findings show that the positive effects outweigh the negative ones. The positive effects 

are generally very strong while the negative ones are weak. There is a big potential for value 

creation for players and third-party developers, who will benefit from larger player base per 

game when the game is not split into different consoles.  

Our research show that there is potential for value creation through cooperating between the 

two rivals. It can amplify current value creation and thereby increase the total value of the 

platform. Value creation hinges on multiple dimensions—an organization might consider 

focusing on what differentiates it and work together where there is no sustainable 

competitive advantage. Our finding adds to the current theory of MSP. Based on current 

literature, there is little to no incentive to cooperate as two MSPs. Based on this case study, 

cooperating can create additional value.  
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Appendix 
 

1. Developer 1 
QUESTIONS ABOUT VIDEO GAME DEVELOPING 

 

1. What is your role in your company? Animator 

2. How many years of experience do you have in developing games? 2 years 

3. Have you developed games for PlayStation or Xbox? Both 

4. What games have you been involved in? Rise of the Tomb Raider is the only one I can 

talk about 

5. What are the complications when developing for multiple consoles? As an animator, it 

doesn’t affect my job. The character/environment artists may be more impacted since 

they use up much more resources than animation. I’m guessing this because if different 

platforms have different amounts of memory, art/lighting/vfx would be more affected. 

6. In the past decade what has been the major game changers within game development? 

Mobile games is a whole new market that didn’t exist. Micro-transactions, art has 

improved hugely. Motion capture has allowed animations to be produced much 

quicker.  

7. If PlayStation and Xbox were to allow cross platform gameplay, how would that 

impact the game development industry? It would present some business issues. 

Platforms are always looking for exclusives because it makes their platform more 

desirable. First part games get a lot of money from the Sony/Microsoft. A few well 

established studios would have to completely change their business model. These first 

party games also push the industry forward because of all the money they get to 

innovate. These relationships are also beneficial for the Sony/Microsoft because they 

work closely with the developers and make their tools/platform better.  

8. What are the benefits of allowing cross platform gameplay? Players have more people 

to play with online. Developers/publishers don’t have to worry about not having 

enough people playing on a specific platform (I’m not sure if this is a current concern). 

There would have to be a common networking solution (like an API) which would 

make development easier and more uniform. 

9. What are the risks of allowing cross platform gameplay? The games would be 

developed for the lowest common level. Since games would have to work across 

multiple systems, you obviously can’t develop for the higher level, so I think we would 

see that games run better in single player, than in multiplayer. Single player would push 

the console to its limits, while multiplayer would only push the limits of the weakest 

console. Players would probably complain about this.  

10. Do you think it would have a positive or negative influence in the video game console 

industry if cross platform gameplay was available? I think it would be positive, but I 

would worry about the lack of competition among the consoles to create the best online 

experience. 

11. As a developer, do you generally prefer to be exclusive to one platform or do you prefer 

multiple platforms? Why? I don’t get to make these choices so I’m not very well 

educated in the pro’s cons. 
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12. Do your company have a close cooperation with Xbox or PlayStation? If yes, in what 

way? My studio (Crystal Dynamics) has traditionally developed for all platforms, but 

Rise of the Tomb Raider was a timed exclusive. I am not aware of the details of that 

specific relationship, but obviously in that type of situation, Microsoft would have to 

make it financially worth it for the studio to limit its profits with exclusivity/limited-

time-exclusivity.  

2. Developer 2 
QUESTIONS ABOUT VIDEO GAME DEVELOPING 

 
1. What is your role in your company?  

My name is Akash and I work as an Environment Artist at Creative Assembly. 
 

2. How many years of experience do you have in developing games? 

I have close to 3 years of experience working on AAA games for consoles. 

 
3. Have you developed games for PlayStation or Xbox? 

Yes. Worked on Rise of the Tomb Raider for Xbox One/ PS4 and currently working on 
Halo Wars 2. 

 
4. What games have you been involved in?  

Rise of the Tomb Raider, Halo Wars2, Move Street Cricket for PS3. 
 

5. What are the complications when developing for multiple consoles?  

In the earlier days, it was usually because of different architecture in the consoles. With 
the case of PS4 and Xbox one, they both use a Jaguar x86 architecture which is similar 

to PCs and thus, easy to make games for both the consoles as they don’t require any 
extra dev time to port to either one. The only thing that will take time is to account for 

the slight hardware differences and optimization.  
 

6. In the past decade what has been the major game changers within game development?  

It has become extremely complex and time consuming. As the lines between video 

games and reality blur, the rise in visual fidelity comes at the cost of development times. 
 

7. If PlayStation and Xbox were to allow cross platform gameplay, how would that 

impact the game development industry?  

It will definitely make the consumers happy. Take Rocket League for example, a game 
that is cross platform between PS4 and PC and I think Xbox and PC. People love that 

as there are always enough players online to play with. I don’t think the developers 

have anything against cross platform, its usually the console manufactures who like to 
have exclusives and as such, implementing it depends on say, Sony and Microsoft. 

 
8. What are the benefits of allowing cross platform gameplay? 

Larger player base per game as they are not split into different consoles and also if that 
happens, it doesn’t matter what your friend plays on, you can always play with him 

with either of the consoles. 
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9. What are the risks of allowing cross platform gameplay? 

For a game developer, I don’t see any risks. For a console manufacturer, I think the 

biggest risk will what people want and what console they end up with. This can change 
the balance of a particular console of either being a best seller or not selling at all. 

  
10. Do you think it would have a positive or negative influence in the video game console 

industry if cross platform gameplay was available? 

I do think it will be a positive influence as I don’t see any negative sides to doing 

something like this. Taking Rocket League as an example again, when they announced 
Cross Play, Phil Spencer, head of Xbox, openly supported it and the whole gaming 
community had a very positive reaction too. 

 
11. As a developer, do you generally prefer to be exclusive to one platform or do you prefer 

multiple platforms? Why? 

Well, multi platforms as that will sell more and that means more profits. Also, a larger 

audience can see and appreciate your work and nobody is held back from an experience 
just because he/she didn’t have that console. 

 
12. Do your company have a close cooperation with Xbox or PlayStation? If yes, in what 

way?  

Currently, we are making Halo Wars 2 which is a Microsoft exclusive. Well, they own 

the franchise so yeah, we are working for Microsoft  
 

3. Survey 
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