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What Are We Talking About

Virtual goods are one of the most important
monetization strategies for game developers
today.

In this presentation, Bill goes in depth on the
metrics, measurements, and merchandising
secrets that developers and executives alike
need to understand and master in order to run
a successful virtual economy.



Agenda

= Metrics and Measurements
* Merchandising



Principle #1: Don’t Panic

e It's a beast

* Tons of information out there

n 0 n“ * Mostly anecdotal

P A N I““ » What works for other people

might not work for you

A typical implementation has a lot
of data.

 Key thing is to not be afraid and
to focus on things you understand




Principle #2: ARPU Mostly Useless

» Come from telcos

 Gives you a score

» Doesn't tell you what to fix
* Isn’t incremental

» Applies to the brethren as well
(ARPPU, ARPAU, AMPU, ...)




Principle #3: Use Process Metrire

One day, Bill was interviewing a junior systems
administration candidate. “What was your uptime at
your previous company?” he asked.

After much thought, the candidate said “I don’t know.
| think it was pretty good.”

Later, Bill was speaking to Greg, his VP of Engineering.
“What was going on there? How could he be
responsible for an SLA, or even be a person in an
organization with an SLA, and not know his uptime?”

“That’s the number you want, “ Greg replied. “It is not

the number he lives with. He watches CPU utilization, 1O wait on disks, latencies and ping
times. Those things, he knows. SLA is a summary for business, contracts, and
management. But it's not day-to-day running of things.”

And Bill was enlightened.



Principle #4: Expect to Tune

* You release a game

— Then you change it
* Then you change it more

= Why would your
economy be different?
* You need metrics that

help you tune your )
economy




Principle #5: Don’t Compare

AT THE URINAL

everything looks bigger with one eye closed

How-am-l doing-compared-to
those-other guys?
Conversion percentages are all
over the map

— 2% for social in the US

— 12% for MMO in Korea

ARPUs are all over the map too
Market is evolving

Based on

— Country

— Demographic

— Application Type

— Degree of socialness
— Genre

— Specific application



Principle #6: Ask Measurable Questions
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One Currency or Two?

One of the first challenges that any would-be virtual economy encounters is the
currency cardinality question: Should | have one currency or two?

Typically, a paid virtual currency (where the user purchases the currency with
real world money) is crucial from a monetization standpoint, but | get a lot of
project teams asking me whether or not they should also include a reward
currency (where the user earns currency for completing specific actions). It's an
important question and should be answered early in the product development
cycle. Here's how | help teams think through a number of benefits and
trade-offs.

The key selling point of having a single virtual currency is to minimize
complexity of the experience for the end user (and even the production team).
This is the usual ‘less is more' argument.... After all, another currency is more
cognitive overhead for the user. First, it's simply easier for users to leam about
and use a single currency than multiple currencies. Second, it's easier for the
developer to represent the catalog, price items, review account balances, et
cetera in a single currency. If keeping the experience as simple and
straightforward as possible is the key driving force in the determination, then a
single-currency system usually wins the day.

However, it's important for the developer to understand that the simplicity also
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= “Will using two currencies lead to greater engagement?”
= “Will using two currencies lead to greater monetization?”
= “Will using two currencies increase the total lifetime value of

the user?”
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Principle #7: Be Very Skeptical

= People need to be trained in how to shop?

®eno Twofish Blog » Blog Archive » One Currency or Two?
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Most Visited

= Really?

includes things like:

itself. Thi

e driving session frequency — get 100 points a day for showing up
« driving engagement — stay on this treadmill for 5 minutes and get 100 points

« driving viral uptake — get 100 points for inviting a friend n I a e a I I y re a I I y’?
H

e driving user feature awareness — get 100 points for using feature Y

« and many more

Each of these has an evident primary value, but the overall reward scheme also

has the macro benefit that it trains users that time spent accrues value. This

means that unlike surfing the web, or watching the television, time spent in this

world improves your virtual net worth. It's not empty calories. It's a valuable ?
activity! This is a key psychological difference in how these experiences L O re a y H
function. And one that can be used to great effect when used properly. It's not J

unlike the same leveling mechanic that keeps people glued to World of Warcraft

— every virtual fiend killed brings you that much closer to virtual greatness.

Another benefit of a reward currency is that it effectively works as training
wheels for using paid ies. Reward ies help to the
model understand how the system works in a low-stakes fashion. They're
playing with monopoly money, not real money. And they don't have to pay
anything to start trying it out.

For younger demographics, reward currencies are essential. In any kid-focused
experience there’s going to be some portion of the audience that simply has no
means of putting money into the system. Letting them participate in the
commerce activities nonetheless can help close the gap between the have's
and the have-not's and take the sting out of their sadly unfunded situation. And,
before you send these paupers away, remember that community is likely a core
part of your appeal. Everyone adds value just by showing up, even if they don’t
or can't pay today.

The challenges with a reward currency are that you have to be smart about the
circumstances under which you award value. Make it too loose or frequent, and
Q Find: (Q Next | Previous ) (O Highlightall ) [ Match case
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Principle #8: Experiment ...

GSB news—Why Business Needs More Random Experiments (@)
Q

close window

800 quepasa | Earn QPoints easily, just by using Quepasa

-om/economy/ store/qpoints.

@ POINTS

About:

QPoints are the Quepasa virtual currency awarded for Just using our web site!

The QPoints are sed to buy virtual gifts in the main virtual gift store on quepasa.com. QPoints are not "real” currency and have no
monetary value - they are our way of rewarding users who love Quepasa.

You can use your Qpoints o send s t all your frends on quepasa! Fay 4 \ -

StwenLevﬁ,co«MdFmskumiuﬂdmchdlﬁBedaCaﬁamPrkeMspe&sto

How do 1 ear Qpoints?

ction QPoints | Daiy Totals allowed / rles about at a brown bag lunch October 10.
Log in 20 ONCE per day (Photo by Lioyd Degrane)
Visit community 10 Once per Communities you have joned per day
Vote in contest 5 Unlimited - Specific Voting rules for specific contests apply H
; . ) N
Invite friend to Join Quepasa [ 10 100 QPoints for 10 invites Per day why BUSIneSS Needs MOre Random EXperImentS
Pay Games s Once per Game per day (awarded ater 2 min o gamepiay)
Share proie 10 100 Qpoints or 10 per cay
oore oo commmy |20 Y — Most businesses make decisions without good feedback mechanisms, sald Steven Levitt, Alvin H.
Upload Song s Daily total of 25 Qoints or 5 songs. Baum Professor in Economics and the College and director of the Becker Center on Chicago Price
Upload Video s Dty max of 25 QPoints or 5 videos Theory. The “easy parts” of business - manufacturing, inventory, and logistics - all contain
x4 Piend i o Coch e rond o d (ko S0, 10 o ey} . feedback, Levitt told a full house during a brown bag lunch discussion hosted by the Becker Center
[EX=T oL iid e AV at Charles M. Harper Center October 10.
“The beauty of those types of activities within a firm Is you get immediate feedback,” he said. “You
can figure out whether you're doing something wrong and respond to It.” For example, the
production line at a Big Three automaker Is able to reduce the number of errors on a new vehicle
by 86 percent within a month and limit them to only a few errors within about two more months,
Levitt sald.
The “hard problems"” are advertising, pricing, and less defined processes such as new product
introductions, he sald. "These are activities that usually go on In a firm without any real, accurate
quantitative ways of measuring whether or not what you're doing Is working,” Levitt said.
“Pricing may be the best example of all,” he said. "Firms don’t set prices In the way economists y 1
© Find: (Q ) ((Next | Previous ) (O Highlightall ) []Match case 4
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Principle #9: Reporting is Not Analysis

= People are not
moments in time

= People are time series

= Good reporting does a
lot.

IN A NUTSHELL

A Desktop Quick Reference

= But ... at the end of
the day, you're going
to have to grapple with
O'REILLY" the raw data

Joseph Adler
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Principle #10: Data Comes From Many Places

If 19 knowm Hhey Wanted me o
Gse allthis 'l"f'v'-JI c::uk) n.::er
have asked for it !

o T e
!——-, e

= AN
(¢ \ ‘§ — $ ™

Transactional
measurements

Click streams

Platform
measurements

Virality measurements
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Principle #11: Don’t Over React

* You'll have lots of data. But you
need to think of it as time-series
data, not snapshot data.

* You're looking to maximize
expected lifetime value of the user.

« If you double prices, and double
short-term revenue but quadruple
churn, you’ve probably made a
mistake .

 Be aware that data has to be
interpreted.
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Principle #12: Measure Everything

How else will you know what works?

LWUIIDI .
ElementsAnalytics

“Iive gamer-conpany
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Explors [ oo Cash In By Payment Type And Source Currency

B Cash In Reports
> Average Revenue Per Active User Oswapaxes ™ Hide empty rowicols O Hierarchy Export |w| _Properties
» Average Revenue Per User
- Average Revenue Per User Visible Data | Chart
Currency Per User
» Average Revenue Per User Visible Measures
currency Per Active User » Total Source Currency » Average Source Currency
» Cash In By Payment Gateway Paynlum Type RealCurrency  Date 2 Purchase Orders Amount Amount
Cash In By Payment Gateway And EEiie L -2010
Demographic +July
> Cash In By Payment Gateway +June
Provider BT
Cash In By Payment Provider And -
Demographic +April
» Cash In By Payment Type And +March
Demographic Mobile Payment ~ USD 42010
> Cash In By Payment Type And Paypal usD 42010

Source Currency

Cash In By Payment Type And User
Visible Currency

» Cash In By Source Currency
Cash In By User Visible Currency
Cash In Percentage By Currency

Cash In Percentage By Payment
Gateway
https://mytribe.telement: .
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Agenda

= Metrics and Measurements
= Merchandising
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Principle #1: Don’t Think Too Much

p—

Observe |

Decide

* If you spend months before
launch worrying about pricing,
you're wasting your time

* Most pricing and bundling
decisions are going to be revised
over time.

» What promotions and what

payment methods work is
inherently empirical
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Principle #2: Go Slow on Deep Analysis

» Don’t worry about price
optimization for a while.

« Worry about the user experience
(read: “can they find the store”)
and about embedding commerce
into the fabric of your game.

» Once people are in the habit
of buying, people are in the
habit of buying.

* Build in multiple points of
commerce

« Make sure you have an empirical
framework in place.
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Principle #3: Make It Easy

* The end-user experience can be
overwhelming

* How do | find the storefront?
* Bundles make shopping easier.
« Sometimes you’re Amazon.
» Sometimes you’re a soda machine.

 Contextually suggest things to
people.
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Principle #4: Use Virtual Currencies

* Real Money - Virtual Currency -
Virtual Goods

* Lots of strong psychological
reasoning here

* Larger piles of money

» People don't take it as
seriously

* You can give away virtual currency
(cf: slide on training users)
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Principle #5: Use Loyalty Currency

» Tons of information about this out there.

ﬂ }ﬁ/ * Key points:
PR

) » Rewards the users

\ 4 » Trains the users to buy stuff
i k * Nice gifting vector for social behaviors

» Separate the currencies

* Fraud vector issue

» Cannibalization issue

22



Principle #6: Reward Good Behavior

» Give away loyalty currency

/ *Make sure it's being spent (training
4 users)

%k « Loyalty currency is free to manufacture, but
' valued by the user

* Give it away!
» Buy 500 gold coins today and receive

10% off your next purchase in the
weapons store
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Principle #7: Recommend Stuff

DU N You
Hke Feges
Wl"ﬂ-l‘rf—//w’?

» What do people buy?

* Either they already know what
they need

 Or they’'ve seen something they
desire

* Or you recommend it to them.

» Recommendations don’t have to
occur in storefronts.

» The technology that generates the
recommendations isn’t that important.
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Principle #8: Train Users

* Free gold for joining

* Or letting people “owe” the game
» Suggesting purchases
 When someone creates an account and
plays for the first time, are they away of
purchases ?

@ ° Tie commerce to the game

*“Now that you're a level 10 wizard, save
30% on potions at ...”

*Part of breaking the money mindset

25



Principle #9: Control Inventory

Tnmt
1

« Stuff has to go away
« Consumables are part of this
» Secondary exchanges are part of this

* Pawn shops (the world buys things
back for a discount) are part of this

* Trade-in offers are a key part of this
* Remove inventory
* Monetize
* Fit into promotions strategy.
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Principle #10: Customize Storefronts

/\ * Club Penguin does a great job of
this

AM“.Y * The big generic store of all stuff is

SHO STORE great for power users who know

what they want to buy.

» And for people who enjoy
spending time browsing
storefronts.

* Everyone else gets lost

27



Principle #11: Treat People Differently

1=-DISC EDITION

» Level 1 versus Level 10
» Mage versus Fighter

Why are they seeing the same
goods and inventory ?

-~ -

) x P | V“).'i'\\“ ( 3 N, >
- \ l' '/" » 7

Btk

™
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Principle #12: Localize Money

In important markets, offer people
the financial instruments they’re
comfortable with

* Most games are:

Credit cards, Paypal, Mobile
-USD, EUR

*This leaves money on the table

*Not just a question of “supporting”
more

*You need to default to the right
thing.
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Principle #13: Offer Discounts

Buy One,
Get One

No Limit! Hurry!
Offer Expires Soon!

* Buy One, Get One Free is the most popular
promotion mechanism out there

» Second is “X% off when you spend > Y”
* Two levers:

* Item prices
 Currency prices

 Currency discounting is underutilized
* Buy 500 diamonds, get 250 free
* Helps with training people to spend

*Personalize, or at least cohortize, discounts
30



