Investor’s guide:
How to invest with confidence
in the games industry
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INVESTING I N G A M ES

The greater Stockholm region is considered as one of the leading European
regions for game development with everything from leading AAA development
to mobile games and indie developers.
This guide targets readers who have an interest in and the ambition of investing
in games, would like to get more insight into the games industry.
The purpose of the guide is to kickstart a learning process by empowering the
reader with the basic knowledge and tools to embark on a journey exploring
one of the world’s fastest-growing industries, thus becoming a confident and
experienced investor in the domain.

Contents
Why Invest In Games?

3

A brief industry overview

3

Global trends boosting the gaming industry

4

Segments and characteristics

7

Understanding the value chain

9

Understanding different revenue models

How to Invest in Games

10

11

Craft your investment strategy

12

Form your exit strategy

12

Investor’s checklist

13

Hands-on questions

16

Important events in the industry

This guide has been created in collaboration with EG Invest. Cover photo: Shutterstock.

18

03

W HY INV ES T I N G A M ES ?

Why Invest In Games?
A brief industry overview
P HOTO: SHUTTERSTOC K

Today, video games have a central function as an influential and powerful source of entertainment. Gaming is, in
its countless different forms, improving the quality of life
of billions of people around the world by fostering social
connections, relief and joy. In the short term, the effects
of the Covid-19 pandemic have boosted the growth of
the market as consumers are spending more time on
gaming than ever before. However, it is believed that
these short-term changes in behavior will to some degree
persist even after the Covid-19 crisis. The industry has
been enjoying a steady growth since long before the
effects of lockdowns around the world and will continue
to do so in the near future.
Aggregated revenue in the video games industry is
expected to reach just short of $160 Bn in 2020 and
grow at a CAGR of 7.7% for the coming years.

Global market Revenue Forecast
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Source: Newzoo Global Games Market Report 2020 1)

Glossary

1)

DAU

Daily Active Users

MAU

Monthly Active Users

DLC

Downloadable Content

RPG

Role Playing Game

F2P
Console

PC

Free To Play

Mobile
gaming

games on mobile phones
and tablets

FAANG

Facebook, Apple,
Amazon, Netflix, Google

Gaming platforms e.g.
Xbox, PlayStation and
Nintendo Switch
Personal Computer

https://newzoo.com/insights/trend-reports/newzoo-global-games-market-report-2020-light-version/
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Global trends boosting the gaming industry
The popularity of video games grew largely during the
1980s and 90s, a time when kids and young adults
were the targeted consumer groups. Many consumers
in these target groups are now in their peak of spending
power and view video games as a natural way to relax
as part of their leisure time. It is not unlikely that this
first gaming generation will enjoy gaming over the rest
of their lives, continuing to pass their interest down to
the next generation. A comparison between specific
age groups shows a clear pattern over the percentage
of gamers in the population. The youngest age groups
are approaching levels of 100% participation in monthly
game interaction as visualized below. As consumers
grow older, the proportion of the global population
in some form interacting with and playing games will
theoretically approach 100% in line with the growth in
global digitalization.

Global player forecast
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Besides the demographic shifts, there are other macro-
economic trends that enable the steady growth of the
video game industry. Improved global living standards
due to economic development results in a broader
adoption and availability of the components needed to
partake in the video game industry. These are mainly
mobile phones but also other hardware and internet
access. These trends in growth are especially visible in
the countries around Southeast Asia.
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Source: Redeye Gaming Guide 2020 2)

100%

Market share 4%
Market Cap 6 $Bn
YoY Growth 10.3%

Europe
Market share 19 %
Market Cap 29.6 $Bn
YoY Growth 7.8 %

North America
Market share 25 %
Market Cap 40 $Bn
YoY Growth 8.5 %

In 2020, the total number of people who play some
sort of video game is estimated to be 2.7 billion. An
ever-growing proportion of gamers among the total
world population ensures a steady growth factor for
the industry

Total market
Market Cap 159.3$Bn
YoY Growth 9.3 %

Middle East & Africa
Market share 3%
Market Cap 5.4 $Bn
YoY Growth 14.5%

Asia-Paciﬁc
Market share 49 %
Market Cap 78.4 $Bn
YoY Growth 9.9 %

Source: Newzoo Global Games Market Report 2020 1)

1)

https://newzoo.com/insights/trend-reports/newzoo-global-games-market-report-2020-light-version/

2)

https://www.redeye.se/research/788132/redeye-gaming-guide-2020
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Segments and characteristics
The $160 billion video games industry is generally
divided into three main segments: PC, console and
mobile gaming. These segments have different characteristics from a user, trend and financial point of view.
Globally, all segments are on an upward trend regarding
engagement and revenue.
The mobile gaming segment which includes tablets and
smartphones makes up approximately 58% of the total
gaming market and accounts for the steepest growth
curve with around 13.3% YoY. In addition to the rapid
global adoption of mobile phones there are many other
reasons why the mobile market is expanding faster than
the other platforms. While a consumer needs to make
additional investments to be able to partake in the
console or PC gaming market, mobile gaming is just a
click away when you already have a phone.
The eight most popular genres within this segment are
Casual, Puzzle, Arcade, Action, Racing, Strategy, Card/Board and Adventure. You have probably heard of
Candy Crush Saga, which is the highest revenue generating mobile game of all time. It belongs to the Casual-
Puzzle genre, in a “Match 3” format.

Games Market Per Segment 2020
Tablet
Market share 9%
Market Cap 13.7 $Bn
YoY Growth 2.7 %

Console
Market share 28 %
Market Cap 45.2 $Bn
YoY Growth 6.8 %

Total market

PC

Source: Newzoo Global Games Market Report 2020 1)

1)

The PC games segment is growing at a similar pace as
the console market in 2020. PC gaming can be divided
into two sub-segments: “browser” and “downloaded/
boxed”, with the former meaning games played through
a web browser on a homepage and the latter being a
downloaded game or a game installed from hardware
like a DVD. The PC browser game segment’s revenue
continues to decrease as more gamers convert to mobile
gaming. In 2020, browser revenue will decline by
13.4% year on year. Downloaded/boxed PC games
however is growing at a rate of approximately 6.7%
year on year, generating $33.9 billion in 2020.
New ways of gaming

The Virtual Reality (VR) and Augmented Reality (AR)
segment saw an estimated 16% revenue growth between
2018 and 2019.

Market Cap 159.3 $Bn
YoY Growth 9.3 %

Market share 23 %
Market Cap 36.9 $Bn
YoY Growth 6.7 %

The second largest segment is console with a growth
rate of approximately 7% YoY, estimated to generate
$45 billion in revenue in 2020. This segment has experienced a slow-down during the past two years mainly
due to fact that the next generation of consoles is due
to launch in late 2020. The new generation of consoles
is on track to significantly change the landscape of the
video games business. Partly thanks to “cloud gaming”
made possible through 5G and other technological
innovations, this latest generation of consoles will be
a catalyst for new subscription-based business models.
These new models mean that games will no longer be
bought in the form of physical copies. Instead, players
will subscribe to a Netflix-like service and play games
from a library, on demand.

Smartphone
Market share 49 %
Market Cap 63.6 $Bn
YoY Growth 15.8%

New AR games have struggled to gain momentum and
popularity: Niantic’s successful AR game Pokémon Go
from 2016 still accounts for an estimated 81% of total
AR revenue. The VR segment has had ups and downs
over the years, often seen as having failed to match
its expectations and potential. 2019 gave VR a muchneeded boost with the arrival of the VR hardware Oculus
Quest, leading to an impressive 41% revenue growth.
With large companies such as Facebook with their
Oculus VR hardware and Valve producing VR games the
popularity of and interest in the segment has picked up
again.

https://newzoo.com/insights/trend-reports/newzoo-global-games-market-report-2020-light-version/
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Understanding the value chain
Gaming Industry value chain

Developer

Distributor

Publisher

Consumer

Retailer

Developer

Video Game Development Process

The value chain in the video games industry starts with
an idea and vision of a game. A developer is a person or
more often an organization who programs and designs
the game from idea to playable, sellable product.

The video game development process is a production
pipeline including three main stages: pre-production,
production and post-production. The exact details and
order of each component in the process might differ
from studio to studio. A generic and common structure is
presented below.

Publisher

A publisher can do various things and might, depending
on company strategy, specialize in different operations.
A publisher is likely more interested in financing individual game development projects rather than investing
capital into game development studios. The operations
of a publisher can include overseeing and orchestrating
the following:
• 
game development to different degrees depending
on if games are developed internally from scratch or
acquired
• game development financing
• game marketing and advertising
• market planning and pricing strategy.
Distributor/Retailer

Distributors and retailers are game vendors that distri
bute games as either physical copies in physical stores
or digital copies on digital platforms. The more traditional physical format is currently in the process of being
transformed and replaced by the more modern digital
version. All console manufacturers have their own platforms such as Microsoft’s Xbox Live Marketplace, Sony’s
PlayStation Store and Nintendo’s Nintendo eShop.
Mobile games are more likely to be distributed via
various mobile app stores whereas PC games are distri
buted via a wide variety of different platforms, some
of the more prominent ones being Steam, Epic Games
Store and Battle.net.

1.	Pre-production This phase is about defining the
cornerstones of the game: what the game is about,
why it should be made and what it will take to make
it.
• The Game Design Document (GDD) – A GDD is an
iterative document that includes different aspects of
an idea or concept, genre, gameplay, story and character, monetization strategy etc.
•	
Prototyping – A game prototype is a raw sketch built
to test and showcase functionality, user experience,
gameplay, mechanics etc.
2.	Production The production phase is the longest stage
and usually ranges from one to four years. This phase
has several milestones as described below.
• First playable – from the prototype developed in
pre-production, a playable version is created to
provide a better idea of the look and the gameplay.
• Vertical Slice – a fully playable game sample that can
be used to showcase when pitching the game.
• Pre-Alpha – in this stage, much of the content is developed.
• Alpha – once completed, the game contains all the
main features and is fully playable from start to finish.
• Beta – content and assets are integrated at this point
and the focus is now optimization.
• Gold Master – a final version of the game, ready to
be published and sold.
3. Post-production The development process continues
after the game has been shipped for distribution.
Developers will then work on fixing bugs, creating
patches and in many cases developing downloadable
content (DLC) that can generate revenue even after the
first sale of the game.
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Understanding different revenue models
Full game / Premium

Hybrid models

This is a traditional business model where a customer
buys and pays for the whole game up front. This business
model stems from traditional physical distribution when
games were installed and sold on hardware (mainly
CDs). With this revenue model, 70% of the lifetime
revenue is generated in the first months of the release.

With the rise of “free-to-Play (F2P)” within mobile gaming
in particular, more and more companies are transitioning towards hybrid models. Typically, hybrid models
involve successful premium games offering new content
sold as expansions or micro-transactions to capitalize on
the game’s popularity. Often referred to as “games as a
service (GaaS)”.

Extra content

New objects or game maps for example are released
as paid add-ons and DLC after the launch of the game.

Video Games industry
per segment and revenue model
Free-to-Play PC

Freemium/F2P

Market share 15%
Market Cap 21.8 $Bn

This revenue model has dominated the mobile games
market and makes up about 85% of the global games
market. The model includes a free to play version (usually
with limited functionality and access) and a complete
version accessible for a fee.

Premium PC
Market share 10%
Market Cap 14.5 $Bn

Premium
Console
Total market
Market Cap 144.1 $Bn

Market share 26%
Market Cap 36.8 $Bn

Subscription/Cloud gaming

A new revenue model soon to be rolled out on a large
scale globally. Comparable to a “Netflix for games”
where consumers pay a subscription fee and get access
to a library of games.

Free-to-Play Mobile

Free-to-Play
Console

Market share 48%
Market Cap 69.4 $Bn

Market share 1%
Market Cap 1.6 $Bn

Source: Newzoo Global Games Market Report 2020 1)

1)

https://newzoo.com/insights/trend-reports/newzoo-global-games-market-report-2020-light-version/
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How to Invest in Games
In recent years it has been hard to overlook the rapid
development of the tech industry. The growth and
popularity of the sector from an investor’s perspective
is fueled by the giant FAANG companies on the New
York stock exchange. Looking at the tech sector from a
broader perspective, an explosive rise of video game
companies on the startup, IPO, M&A and stock market
scenes is evident. The many success stories emerging
from the tech industry rapidly attracts eager investors.
The challenges investors often see when looking at video
game companies could be their fast progress, evolving
business models and the need for new generations of
customers.
These challenges may make it hard to grasp the value of
companies within the gaming sector. It is therefore particularly important to know and understand the operations,
value creation and opportunities of your investments
to the most detailed level possible. So what does that
mean when it comes to the video games industry, and
how should you act in order to reach a minimum level of
knowledge before you decide to invest in games?

Craft your investment strategy
Investing in video games companies often comes down
to knowing their product. The product is usually a portfolio of games, or a one-hit wonder game responsible for
more or less 100% of revenue generation. This product
difference is best explained by using examples. One
such case is Epic Games and their immensely popular
title Fortnite. This product is often referred to as a “games
as a service” (GaaS) game. GaaS means the product
will receive continuous updates and content. The user
in turn will continually pay for this service, which means
revenue will be earned over time. Another example is
Take-Two Interactive, known for their Grand Theft Auto

(GTA) and Red Dead Redemption games series. The
revenue stream in this case is more tied to a certain
game release. Take-Two Interactive uses the more traditional business model referred to as “premium game”
or “buy-to-play” (B2P), which means you pay once in
order to access the full game. In this case, the revenue is
instead bound to and dependent on a successful game
release.
The knowledge to be gained from this insight helps us
to decide when and where to invest. When selecting
a video games company to invest in, it is important to
know their main revenue model. The companies that
follows a GaaS revenue model are most attractive to
invest in when their services are in the spotlight and
building popularity among consumers. The companies
that follow the more traditional B2P revenue models are
usually most attractive to invest in a couple of months
before the release of their next game.

Form your exit strategy
Knowing what to invest in also means you should have
a clear exit strategy, and following the strategy above
gives a good understanding of when to exit. If a GaaS
company fails to deliver new content, they are likely to
lose popularity and in turn lose revenue – follow the
news and the market to find indications of consumers
being unhappy with the service. Exit if the indications
point towards a loss of popularity.
As for the B2P companies, follow the development of the
game release. If critics and consumers loudly express
their disappointment or excitement with the game, it
serves as a good heads-up to anticipate the level of
success of the game release. Exit if the indications point
towards a failed game release.
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Investor’s checklist
1. Committing to an active investment

5. Understand the financials

a. The games industry is an ever-changing
business. Keep yourself up to date on the next
generation of platforms, games and technology
and follow new trends closely. Your investment
may change fundamentally in a matter of
days: knowing the reason helps when taking
quick decisions. Aside from generic financial
news sites, there are some informative news
sources focused specifically on the video games
industry.
i. https://www.gamesindustry.biz/

a. Familiarize yourself with the financial targets
of the company and analyze the probability of
success in achieving those.
b. Cash flow and burn rate. If investing into a
game company that is building its first product
it is important to be aware of the burn rate and
the time until product release.
c. Important KPIs to use in the breakdown of a
company’s business model and revenue forecasts are:
i. Monthly Active Users (MAU)
ii. Monthly Paying Users (MPU)
iii. Revenue per MPU
iv. MAU acquisition cost
v. MPU acquisition cost
vi. Conversion rate (MAU to MPU)

2. Understanding business models
a. Business models in the video games industry
differ significantly in terms of how and when
the company generates revenue and cash
flow. Knowing when and how the company is
expected to generate its revenue is key in order
to perform reasonable valuations using relevant
KPIs and understand when to invest and when
to exit. On the other hand, different business
models have different effects on the cost side of
the Profit & Loss statement and operations drive
different types of costs. It is vital to understand
how costs are distributed and what they are
expected to yield for a specific business model.
3. Knowing the product

6. Evaluate the team
a. You need to be confident with the team behind
the company and trust their experience. Get to
know the team behind your investment. Knowing
that the team with its experiences and resources
can deliver on their promises is essential.
7. Analyze the Intellectual property

a. The product, often the games developed by
the studios, is the main and sometimes the only
driver of revenue. One thing that all revenue
models have in common is the fact that they
are all totally dependent on the popularity of
the game among consumers. Releases of new
games or updates are usually surrounded with
a lot of uncertainty regarding the popularity
of games. It can be fruitful to investigate and
analyze the community and market consensus
on upcoming games. The cliché “buy on rumor,
sell on news” is not uncommon as a reference to
video game companies that are in the midst of
releasing new games. Investors should be aware
of the risk of over-hyped game releases and
judge impacts of specific games on the overall,
long-term value of companies in a conservative
manner.

a. Transactions (purchase and licensing) of intellectual assets like names of games, graphical
elements, sound and source code are very
common in the video games industry. Unlike
markets for physical components, markets for
intellectual assets require some more attention
when transacted. Transaction of a trademark
for example requires supporting documents and
changes in public directories. Before you invest
in a video games company, understand which
Intellectual Property Rights (IPR) the company
owns and controls and the effect that situation
has on the company’s opportunities to generate
revenue. The Swedish Patent Office presents
valuable insights on IP management for game
developers and elaborates on the importance
of an IP strategy. Investors can use the insights
as a foundation for an IP analysis of a potential
investment.

4. See the horizon

8. Stay humble and reasonable

a. Companies that have a planned future and clear
commitments are in it for the long run. You can
feel more comfortable with and trust an investment knowing that the company has a rigorous
pipeline of game projects.

a. The video games industry has been soaring
lately. Many companies have gone through a
revaluation due to many different reasons. The
stock market is proactive in the sense that the
value of listed companies is to a large degree
dependent on expected future performance and
yield. There are fundamental growth trends in
the industry but with higher expectations on
companies, the risk for disappointment has
risen. As with all investments, do not take
historical returns as warranty for future returns.
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Hands-on questions
Here are some more hands-on questions to consider when evaluating a potential investment target:
1. Committing to be an active investor
a. What are the most influential trends in the
industry/segment?
b. What are the most anticipated upcoming
games releases in the industry/by your targeted
company?
c. What is the consensus on the upcoming games
releases?
d. What are the biggest headlines in the industry?
e. How are answers to the questions above
affecting the operations of the investment target?
2. Understanding the revenue models
a. What business/revenue model is the targeted
company deploying?
b. When is the company expected to generate
revenue?
c. Through which channels and by which means is
the revenue affected?
d. What are the costs associated with the business
model?
3. Knowing the product
a. On which platform is the company operating?
b. What does the development and launch pipeline
of games look like?
c. What is the consensus regarding the company’s
games and future releases?

4. Understand the financials
a. Use the proposed KPIs and benchmark them
towards peers
b. What KPIs does the company track on a regular
basis?
c. Why does the company use these specific KPIs?
d. What is the company’s plan to improve the
KPIs?
e. What is the cash balance and cash forecast of
the company?
f. Is the company profitable?
g. If yes, are the profits expected to grow? In line
with which financial targets? Are they reasonable?
h. If the company is not profitable and cash flow is
negative, when will the company need to raise
more funds?
i. When is the company expected to break even?
Is the path to that goal reasonable?
j. Are any substantial investments planned in the
near future?
5. Evaluate the team behind the company
a. What experience do the team members have?
b. What experience exists within management?
c. What experience exists on the board of directors?
d. What does the ownership structure look like?
e. What are the incentives/driving factors for the
people in charge?
f. Are the people in charge capable of executing
the planned operations to achieve their financial
goals?
6. Intellectual Asset Analysis
a. Which IPs does the company say they own?
b. Which IPs does the company license in?
c. Which IPs does the company license out?
d. Which Intellectual Property Rights do the
company own? Keep in mind: it is not
uncommon for there to be a discrepancy
between what the company thinks they own and
what they actually own, according to national
and international IPO databases.
e. Search databases, e.g. TM View (the EUIPO
database)
f. Does the company have an Intellectual Asset
Strategy?
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Some of the important events in the industry
2 Sweden

Online

5 Croatia

Game connection

Invest in Games

Pocket Gamer

Nordic Game Conference

PAX

Sweden Game Conference

www.game-connection.com
www.pocketgamer.com
www.paxsite.com

https://dataspelsbranschen.se/invest-in-games
https://conf.nordicgame.com/
https://swedengameconference.se/en/

Twitchcon

www.twitchcon.com

3 Finland

https://gdconf.com

4 Germany

www.chinajoy.net/cjdhen/

8 Japan

Gamescom

Tokyo Game Show

www.gamescom.global

https://expo.nikkeibp.co.jp/tgs/2020/en/

2
4
1

China joy

www.gstar.or.kr/eng

E3

Game Developers Conference

6 China

G-Star Korea

www.slush.org

https://e3expo.com

https://rebootdevelopblue.com

7 South Korea

SLUSH

1 USA

Reboot Develop Blue

3

5
6

7

8

The investor guide is brought to you by:

The Baltic Game Industry – Empowering a Booster
for Regional Development (BGI) aims toward boosting
the game industry in the Baltic Sea region (BSR),
increasing the capacity for innovation and transferring
the game industry in the region into a global player
with worldwide competitiveness.
baltic-games.eu

Invest Stockholm is the official investment promotion
agency of Stockholm, owned by the city of Stockholm.
The Stockholm region covers 56 municipalities and
attracts more than 50% of the total foreign direct
investments into Sweden. Our team will provide tailormade information and advice for companies wanting
to establish a new business in the region, as well as for
companies wanting to expand an existing business. For
investors we assist you to identify relevant investment
opportunities within the region. Invest Stockholm participated in the “Baltic Game Industry” project with support
from Interreg.

Contact us

Follow @investstockholm on social media
invest@stockholm.se
investstockholm.com
Invest Stockholm Business Region AB

P.O. Box 16282
SE-103 25 Stockholm, Sweden
Phone + 46 8 508 280 00
invest@stockholm.se
investstockholm.com

