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Video games: NewGen gaming on its way!

Following the success of its previous edition, IDATE is pleased to announce the release of its
new market report on the video games industry. A cyclic business, and one whose
organization continues to be dominated by a handful of heavyweights, the sector’s future is
nevertheless poised for an upheaval as the number of access modes increases, as mobiles
take on a growing role, as PCs continue to evolve, and as gaming habits and usage are
changing…

Beyond that, the goal of this report is to analyse the industrial stakes that this sector represents for all
of the information technologies’ industry’s players: video games, which are just now emerging from
their status of niche market, are seeking to conquer all existing technical platforms, and are becoming
a central component of all the major media (TV, telephony, internet…).

Conducted by IDATE’s team of reputed experts, this market report supplies in-depth analysis of:

•  Game publishers’ strategies: development strategy and business model, publishing and
distribution, specific platform strategies, development of gaming based on the web and on mobile
phones…

•  The terminal wars: the battle between console manufacturers, the new gen console challenge,
developing games for TV…

•  Online and network gaming: state of affairs and future prospects, massively multiplayer games,
Flash games, tournaments…

•  Mobile gaming: state of the current offering and players involved, gaming services, market
prospects, value chain…

•  The markets’ development: drawing on a base of key data required to monitor the sector with
precision, calculation of the value of the video game market in 2003 and forecast value up to 2008
(in Europe, the US and Japan)

• This report also provides you with the results of our exclusive survey of over 400 gamers

The next technological turning point expected in 2006

A global market worth close to 24 billion EUR in 2004, which is likely to pick up steam to reach
a value of 34 billion EUR by 2006.

New generation consoles are scheduled for release in 2006, bringing with them a range of
technological features that developers will need to absorb. This naturally involves accelerated learning
on the new development tools supplied by console manufacturers. In the past, this step has
sometimes been underestimated, a fact which had a considerable impact on production budgets.

But the technological advancements and their budgetary impact are not the only elements that game
designers have had to integrate. Software sales in the video game sector are highly seasonal, and
hardware sales are affected by the consoles’ lifespan. This last element has now become a key factor
in the business. The video game market is driven by console sales and, almost simultaneously by the
sale of the games themselves.

A console’s lifespan is between 5 and 6 years. Sony, however, is attempting to prolong this longevity
by recycling their PlayStation into PSOne, their PS2 into PSX. The Japanese giant thereby hopes to
be marketing the latest version of their console for 10 years.

The release of each new home console means a new catalogue of games, the new titles taking
advantage of the machine’s new technological features. When a console is launched, 20 to 40 new
games are marketed alongside it. The catalogue grows only gradually, and cannot be considered
consequential until roughly 18 months after the console’s release. During the fifth year of a console’s
shelf life, software sales begin to drop, and gamers are by that time beginning to look forward to the
release of the next gen console within the two coming years.
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The sales cycle for games generally runs the same course as for the consoles themselves, but 6 to 12
months behind. Added to this, the growth curve of the console software market is longer than the
curve for hardware sales.

Publishers and developers are caught in the consoles’ growth cycle, and must conform to the
demands of a market which is increasingly competitive from a design and publishing standpoint:
quality of the products, time to market, production costs, ubiquity of licences, increased marketing
budgets… Technological leaps require players along the value chain to adapt their marketing tools,
the size of their investments, their distribution structure… A great many players were incapable of
adapting their operations, and either closed up shop or were taken over by the few lucky survivors.
The most critical year for the industry was in 2002. Of the 52 operations in the industry, over half
involved shutting down a business.

The PC gaming software market is growing slowly but steadily. It will continue to expand in the coming
years since personal computers continue to be the sole platform for several categories of gaming:
massively multiplayer games (although they are beginning to emerge on home consoles as well, e.g.
Final Fantasy), real time strategy games which need a keyboard to be played, Flash games, online
titles for casual gamers… But consoles are establishing themselves more and more as the leading
edge gaming platform, even among gamers who own a PC. Because of this, we can predict that when
the next generation of consoles and games is released, households will elect to devote a sizeable
share of their entertainment budgets to them, at the expense of other forms of entertainment and PC
games. This market could therefore experience a seasonality opposite to the one experienced by
consoles.

Estimated worth of the video game market, worldwide 2003-2008 (million EUR)

2003 2004 2005 2006 2007 2008

Home console market
(hardware)

 7 453.3  5 096.7  2 773.3  8 281.7  12 673.3  13 426.7

Home console software
market

 10 300.0  9 805.0  9 175.0  11 475.0  13 780.0  15 150.0

Handheld console
market (hardware)

 1 521.2  1 596.5  3 803.1  4 674.8  4 795.6  3 939.0

Handheld console
software market

 2 741.0  3 611.2  5 087.9  5 725.0  5 868.6  5 501.5

PC gaming software
market

 3 525.0  3 849.0  3 953.0  3 930.5  3 657.0  3 493.5

Total  25 540.5  23 958.4  24 792.3  34 087.0  40 774.5  41 510.7
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