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Foreword 
Fred Hasson

The games industry currently enjoys
high profile amongst players, business
people and governmental agencies.
Indeed, the industry’s role in UK
regional economic development is
now well appreciated in public policy
circles. The support now being given
by the DTI and the regional
development agencies is welcome.
However, targeting that support is a
key challenge for all stakeholders.

It was refreshing, therefore, when
one of the many approaches to Tiga,
the trade association of independent
developers, to give information and
advice on the sector, seemed to offer
genuine value added to our members.

The observations and recommendations
contained in the report are based on a
sound methodology – the notion of
the value chain. The relevance to the
games development sector is obvious
and attractive: when a new industry
evolves the value chain is simple,
though often chaotic; over time more
links are added to the chain and the
dynamics change presenting new
challenges and pressures. 

The charts and analysis in this report
are drawn from data collected through
traditional questionnaires and one-to-
one interviews with pivotal figures in
the region’s diverse games
development community. Games
businesses are given a real
opportunity to compare their activities
and performance against others in the
sector. This is critical not only to reflect
on what might be seen as best
practice, but also what might be
‘future practice’ necessary to meet
the challenges of the next decade
with the same creativity, acumen and
success as the previous one. The
development sector has given the UK
a reputation for innovation and
creativity in a wild global market, but it
is facing some fundamental
challenges to its traditional business
models because of rapidly changing
economics.

I believe this report is a ‘must read’ 
for policy makers from outside the
industry seeking to develop their
comprehension of what is going on
and inform action based on an
understanding of where the pressure
points are.

Tiga fully endorses this benchmarking
approach for business development.
Nor should the industry hide from the
contents. But this is the tough bit,
trying to meet the challenges whilst
keeping the company solvent and and
profitable. Tiga is supporting proposals
to extend the work not only across
the UK, but also to the other major
games development continents
including the Americas and SE Asia. 
It is important to monitor trends over
time to give real insights into industry
dynamics and challenges, so as to
effectively confront them.
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part one
Introduction and 
Key Findings

Raphael Kaplinsky and
Andrew Grantham 
CENTRIM, University 
of Brighton
November 2003

1. Context and Objectives
Game development businesses have
an acute awareness of the challenges
they face as the age of next-
generation consoles, global
consolidation and the relative
weakness of UK publishing. Whilst
the retention of a share of the key
assets, Intellectual Property (IP),
generates a need for developers to
generate new funding models –
independent of publishers – that can
facilitate business consolidation and
product development. Ignoring such
trends would reduce the UK
development sector to one that
merely assembles the components 
of games rather than one that is at
the cutting edge of character
development, quality and exciting 
and imaginative gameplay.  

The pace of globalisation has
sharpened the competitive challenge.
Without a strong commitment to the
innovation of scarce knowledge-
intensive inputs into production, the
South East region is unlikely to be
able to deliver sustainable income
growth for its population.

New media, allied to the creative
industries and to the Information and
Communication Technologies (ICT)
sector, provides an opportunity for this
virtuous path of economic growth,
and is ideally suited to the highly-
skilled population and strengthening
infrastructure of the region. Within the
new media sector, the Electronic
Games Industry (EGI) represents an
important avenue for expansion. The
region already has a number of
dynamic EG businesses, but as with
other areas of economic activity, it is a
sector facing major competitive
challenges, both from within the UK
and from abroad. 

Sustaining innovation in the electronic
games sector is thus an important
objective. This Report into the EG
sector is designed to support these
innovative processes by:

x identifying the strengths and
weaknesses of the South East EGI;

x identifying gaps where support can
be provided by SEEDA and other
local and national government
agencies, and business support
and networking organisations such
as Wired Sussex;

x developing Key Performance
Indicators that individual EG
enterprises, or a group of
businesses, can use to assist 
them in their competitive
upgrading.

The focus of this Report is on the
Software Development link in the EG
value chain, the major sector of
activity in the UK EG value chain (and
particularly in South East region). This
Report is based on detailed interviews
with 15 EG firms in the South East
region – five in Oxford, four in
Brighton and Hove and six in
Guildford. To the best of our
knowledge these represent the three
main ‘clusters’ of EG developers in
the region. 

Discussions with these businesses
addressed two main issues:

x the threats and opportunities that
they faced, allied to their strengths
and weaknesses;

x the collection of data that
adequately reflects the competitive
and innovation challenges facing
the EGI. The definition of these
data categories follows from an
earlier pilot-investigation conducted
with the support of the EG industry
association, Tiga, in Guildford in
2001. It also draws on lessons from
academic and policy analysis on
strategic upgrading in a range of
other sectors.

The Report is in five parts. Part 1
comprises a review of the major policy
action-points that arise from this
industry analysis. Part 2 describes the
methodology and analytical framework
used in the development of these
policy-action points. Part 3 reports our
major findings. Part 4 briefly addresses
sub-regional characteristics of the EGI
industry (Brighton and Hove, Guildford
and Oxfordshire), and Part 5 provides
benchmarking data not included in the
Main Report.

An important caveat needs to borne in
mind in reading this Report. Unlike in
more traditional manufacturing sectors
like automobiles, for example, the EGI
is a young industry that is experiencing
the pains of rapid growth. It is not a
sector that is used to a benchmarking
process, to structured programmes of
continuous improvement, or to
participation in learning networks.
Each of these three activities has 
been shown to be of key strategic
importance in other sectors.
Therefore, data availability is patchy,
and businesses may not be convinced
of the importance of structured
measurement, comparison and joint-
learning. We hope that the substance
of this Report and its means of
communication with the EGI sector
will facilitate this process of
competitive upgrading (See Part 2 for
definitions) and facilitate cooperative
alliances ensuring the industry’s
successful dynamism. 

Finally, we are grateful to our
respondents from the EGI for their
cooperation in producing this Report.
The support from Fred Hasson, CEO
of the independent games developers
association, Tiga, has also been
invaluable. 
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2. Key Action Points
The key action points that are identified
below follow from the value chain
analytical framework utilised to
explore the EGI’s competitive
positioning described in Part 3. It also
reflects the views of key industry
informants both in and outside of the
15 companies where interviews were
conducted with managers. 

Seven linked Action Points are
described briefly here as a starting
point for a dialogue between
stakeholders including the EGI, 
central government, regional
development agencies such as
SEEDA and business support and
networking agencies such as the
‘Wireds’ and Business Link. The
Action Points are linked to:

x Finance
x Publishing
x Strategic positioning
x Management specialisation
x Benchmarking and CI
x Learning networks
x Training

2.1 Finance
Leisure software development is
subject to increasing competitive
pressures. In large, part of this is
because of the central funding role in
the sector by the publishers (most of
which are non-UK owned and are
based in the US, France and Japan).
Developers are unable to fund the
increasingly costly development cycle
for new generation games and hence
retain control of key character and
franchise intellectual property (see
next column). 

Three Finance Initiatives to assist the
local EGI can be identified:

1. Tax Credits for R&D. 
There is near universal praise and
acclamation for Tiga’s initiatives over
R&D tax credits (treating games
development as R&D rather than
production activity). This was also one
of the essential actions arising out of
the recent Spectrum/DTI report
(Spectrum-Strategy-Consultants
2002). This research reaffirms the
perceived importance of accessing
these tax credits. In addition, there is
a need to extend alternative
development funding mechanisms
such as Single Project Funds
(completion bonding) that have
successfully been used in the UK film
industry (Jennings 2001; Spectrum-
Strategy-Consultants 2002). 

2. Business Incubation
Business incubation has proved to 
be an important strategy for industry
development in other sectors,
particularly in innovation- and
knowledge-intensive activities.
Incubation involves, amongst other
things, the provision of subsidised
accommodation for new start-ups
(‘incubators’); nurturing of new talent
or creativity through setting up
satellite teams, business units or
independent companies; and also,
critically, co-location of a range of
collective business services. Two
types of emerging businesses can 
be identified as gaining from working
in business incubators (for example
http://www.ukbi.co.uk/). 

x The first are those that comprise
spin-offs from existing EG
businesses, or businesses started
by skilled developers who have
been laid-off by existing
companies. This, for example, 
is a major factor in the
development of high technology
clusters throughout Europe such 
as Cambridge in the UK and 
Göteborg in Sweden (of which
software companies are significant
in number). 

x The second are the growing
number of self-employed skilled
workers in audio and graphics who
are playing an increasingly
important role in the evolving
specialisation of the EGI. The key
challenge, however, is the
willingness of experienced
development personnel to assist
these new start-ups across the
range of activities that make up the
games development cycle. For any
incubation enterprise, highly skilled
and experienced (technical,
administrative and financial) support
staff will need to be part of the
initiative – a building is not enough
(and may not always be necessary),
hence the emphasis on incubation.

3. Venture Capital 
VC has an important potential role to
play in loosening the control of the
publishers over the developers,
particularly in the current stock market
environment that discourages flotation
as a source of investment income.
However, as is well known, the EGI 
is poorly understood by the financial
institutions. The recent Spectrum
Report puts the onus on games
development businesses to improve
their communication to financial
institutions rather than the financial
institutions themselves getting to grips
with the sector and its particular
business model (Spectrum-Strategy-
Consultants 2002). There is scope,
therefore, for some form of dialogue
between the venture capital and EG
sectors.

The issue of funding is an issue for
all stakeholders in the EGI including
central government, regional
development agencies, financial
institutions and industry representatives;
including publishers and developers.



2.2 UK Publishing
There is a view in the EGI that the
control which the publishing sector
holds – limiting both the growth of the
software development sector and its
orientation – arises to some extent
from the foreign ownership of
publishers. This is believed to result in
foreign publishers biasing contracts
towards home studios, and the
distinctive, innovative and often quirky
nature of ‘Britsoft’ is lost in the
process; similar cries are also heard
from the film industry, of course,
where the same (generally US)
control over distribution is said to limit
the commercial potential of national
capabilities. Currently, UK publishers
are both under-resourced and are
believed to be generally poorly-
managed, making commercial
decisions on the basis of familiarity
rather than competence.

Home markets are crucial to
development companies, and
although most foreign publishers have
their European bases in the UK, the
cultural differences are often under
appreciated (Aoyama and Izushi
2003). Moreover, the recent DTI
mission to the US and France
(TerKeurst 2003) made the link
between training and ‘the current lack
of world-class publishers to take on
this role’ (p7). Publishers, moreover,
partner large-sized developers rather
than being mutual enemies (such is
the ‘them-and-us’ terminology often
circulating UK industry functions).
Certainly in the US, partnerships
benefit from close geographical
proximity between developers and
publishers.  

Consequently, there is scope for an
initiative to promote British publishing.
One of our respondents suggested
explicitly that such an initiative could
be taken through the Lottery Fund
which was used to promote the UK
film industry. 

The nature of the relationship
between the developers and
publishers is an issue for the EGI
industry representatives, together
with central government departments
with the support of regional
development agencies.  

2.3 Strategic positioning
During the research, we interviewed a
number of senior management staff
with an acute understanding of the
challenges confronting the EGI.
Nevertheless, we detected a number
of areas where more attention might
beneficially be given to strategic
positioning (as occurs in all other
dynamic sectors). The problem is
compounded for the EGI sector by
the fact that many directors in
companies have their origins in coding
within the sector itself. Consequently,
they may not be adequately aware of
the debate and tools available for
strategic positioning that have been
developed in other sectors. As
external observers, we witnessed
strategic weaknesses in many of the
businesses in regard to a dynamic
strategic view on:

x their ability to capture the
dynamism of the complete games
value chain such that companies
fail to develop a strategic capability
that targets ‘functional upgrading’
and ‘process upgrading’ to
complement their existing focus on
product-upgrading (see Section
Part 3 over page);

x IP, including the registration, reuse
and sale of creative and
middleware IP;

x outsourcing, including the
possibility of outsourcing abroad;

x the trade-offs between outsourcing
and various types of middleware
modules;

x the way in which what is called
‘disruptive technical change’ (see
below) may affect industry
structure, and hence business
strategies.

2.4 Management specialisation
As can be seen in the body of the
Report, most of the regional games
development business is managed in
structures where more attention
should be given to the evolution and
maturation of managerial specialities;
this does not argue for ‘silo-
management’, but rather for a greater
degree of specialised knowledge,
noticeably in market research and
sales. 

For both strategic positioning and
management specialisation,
experience from other sectors
suggests that, at least at the outset,
the development of these activities is

best undertaken within the
businesses themselves, drawing on
external expertise. When trust
between companies grows, there
may also be scope for strategic
reviewing in a network. Business
support agencies should play a
significant role in promoting processes
of strategic review within the regional
EGI.

2.5 Benchmarking and 
continuous improvement
In recent decades there have been 
a number of business initiatives for
developing the efficiency and
effectiveness of businesses. 
Total Quality Management, lean
manufacturing, and ‘kaizen’ dominated
business process thinking in the
1980s and 90s. However, they were
traditionally targeted at manufacturing
where routinised work patterns lent
themselves well to measurement and
improvement. Initiatives ranged from
the rigid application of just-in-time
inventories through to bottom-up
ventures like continuous improvement
where employees were encouraged
to take ownership over their own
workspace and make improvements
based on their particular knowledge of
the intricacies of the processes
involved.

In more recent years, the joint
activities of benchmarking (using
structured measures of process,
product and performance) and
continuous improvement have driven
forward competitive strengthening in
a range of industries and public
services. This includes the use of tools
(such as team-working, quality-at-
source, ‘foolproofing’, and modular
production) which are not conceptually
difficult to understand, but which
require the development of structured
routines. It also requires a culture of
measurement and comparison. 

On the basis of our interviews, and
comparing these with the
development of routines in other
sectors, we conclude that the EGI
sector may lack both the knowledge
and competence to engage in these
processes.They are seen as
unnecessary. This is in part because
they are not always intellectually
challenging and also because in many
sectors (including engineering), such
routines are thought to be
inappropriate for the creative
enterprise (for example, new product
development). Their absence also
follows from the relative
underdevelopment of specialised
management noted above.
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Working with key industry informants
we have developed a range of key
performance indicators or benchmarks
which can be used to enhance
competitive improvements in process
(quality of product, cost of production,
reliability in delivery), in product
(reducing product lead-time, entering
new markets) and function
(insourcing, outsourcing and
competitive repositioning within the
chain). 
A selection of these are appended 
to this Report in Part 5.

What’s lacking is:
x the recognition by the EGI that

these benchmarks can be used
and refined in the process of
enhancing competitive
performance;

x comparative information on Key
Performance Indicators in other EG
clusters, both in the UK and
abroad.

The value of benchmarking, and 
how it can be linked to competitive
upgrading, should be raised with the
sector. All business support agencies
should play a role in fostering both the
collection and dissemination of
benchmarking data. It is important
that this involves an ongoing process
of benchmarking since the
competitive frontier is moving forward
relentlessly. It is not just a case of
achieving static ‘best practice’ but
rather moving forward into ‘future
practice’ (TerKeurst 2003).

2.6 Learning networks
Learning networks, in which
businesses meet regularly in order to
share experience, has been a major
driver of change in many sectors and
countries, particularly when:

x industry participants are
predominantly SMEs;

x businesses are geographically 
co-located.

The effective development of
networks involves a large degree 
of trust – to foster a process of ‘co-
opetition’ – and this has to be built-up
over time. Specifically, there is
considerable scope for
complementing benchmarking and
continuous improvement processes
within businesses with a process
whereby local companies meet and
share non-confidential experience.

Learning networks can be invaluable
in making steps towards competitive
upgrading. Business support agencies
can play an important role in fostering
these networks, in part through a
process whereby feedback of EGI
benchmark data is undertaken
through groups of businesses. 
Tiga and the ‘Wireds’ already have
expertise here, as do the Business
Links. Indeed, SEEDA and the South
West of England Regional
Development Agency have funded a
learning network managed by
Business Link Wessex in conjunction
with The Learning and Skills Council
(see www.platowessex.co.uk/index.asp).
These are networks that could be
used to address ‘upgrading’ or a
range of games development
business agendas and imperatives.

2.7 Training
To our surprise, few of the EGI firms
we interviewed either had structured
training programmes or saw the
benefit of developing training courses
that would contribute to improvement
in their competitive performance. 
The extent to which this is typical of
knowledge intensive/creative
industries in general is not clear.
However, our findings suggest two
activities:

x bringing together key industry
managers to discuss whether the
industry really does not have
training needs in a forum that
includes local tertiary training and
education bodies;

x investigation into the attitudes of
electronic games clusters in other
UK regions and other countries
with regard to training.

There is clearly potential for dialogue
between electronic games
businesses to discuss their own
training and other educational needs;
subsequently, training and educational
providers should be incorporated to
ensure provision is pertinent and
continuously relevant.

3 Conclusion
Despite very rapid growth and
sustained profitability, there are
reasons to be concerned for the
future of the EGI in the South East of
England region. There are a number of
threats – some due to internal
competition in the sector, some due
to the overweening power of the
publishers, some due to technological
change, and some due to new
entrants (including those in low-
income countries).

The sector already benefits from 
the relatively low-cost labour of
enthusiasts. But as its labour force
ages, and as accommodation costs 
in the three locales increase, this
salary structure may not be durable.
(Moreover, it may well be, as
suggested below, that the over-
reliance on ‘technologically-informed’
males is a disadvantage to the sector
as it seeks to widen its market
potential). 

All of this adds up to the need for
structured change. The influential
economist writing in the 1950s,
Joseph Schumpeter, made an
important distinction between
invention (having the good idea) and
innovation (commercialising a good
idea). The EG industry encapsulates
both – new ideas, and making money
from new ideas. But the economists
and business analysts of the late
twentieth century have shown that
invention and innovation are not
enough. To be successful, it is also
important to develop processes to
manage innovation.

The management of innovation is not
rocket science, which is perhaps one
of the reasons why it does not draw
the attention of senior managers in a
knowledge-intensive sector such as
electronic games. Innovation
management comes from the
realisation that new products and
services are the product of the
convergence of a number of factors
including:

x scientific/technological knowledge;
x technological skills;
x organisational capabilities; and,
x meeting customer needs as

expectations.

Essentially, innovation management is
the cradle that supports these factors
simultaneously. It is a critical input.
Based on our detailed interviews with
15 games development businesses,
as well as our knowledge and
experience of other sectors, it is fair 
to conclude that the management of
innovation should be significantly
strengthened throughout the sector.
There is much that the EGI can learn
from other sectors in this regard. The
first step on this road is to begin a
process of dialogue.
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Why the value chain framework 

is a useful way of assessing

competitive dynamics.

1. It puts the focus on systemic
efficiency – a chain is only as strong as
its weakest link. For example, if a
games developer is linked into a chain
in which a major console fails (for
example, Sega’s Dreamcast), its
future will be threatened however
good its product.

2. The key to profitability is the ability
of the business to protect itself
against competition; namely, to
benefit from barriers to entry. In most
manufacturing value chains, the
barriers to entry are weakest in the
production link of the chain (Chinese
businesses have been particularly
successful at challenging European
manufacturers). Consequently, the
strategic industry participants are
moving into design, branding and
marketing. 

As we shall see, there are reasons to
believe that in the EGI the most
vulnerable link in the chain may well
be that of software development,
precisely the activity in which local
(and UK) businesses specialise.

3. It gives a new and more
comprehensive and dynamic structure
to the challenge of competitive
upgrading.Traditional core-
competences approaches focused on
the upgrading of products and
processes within the business. The
value chain perspective both widens
this beyond the business – upgrading
within the chain through close inter-
firm collaboration – and adds a further
dimension, that of functional
upgrading.This describes a
competitive response to falling
barriers to entry of moving to other
links in the chain (for example, from
production to design in manufacture)
or even of moving to other chains
altogether (Figure 2.2).

For example, Nokia upgraded
progressively through the last century
from processing primary materials
such as wood pulp and rubber into
design and manufacture of mobile
phones. The upgrading process is
continuous. Many telecommunications
and high technology companies are
pursuing strategies of developing high
value activities that are customer-
rather than product- focused. This
means offering turn-key products and
services such as training and project
management.

4. Once upgrading is systemic and
each chain is recognised as being as
strong as its weakest link, it becomes
clear that companies in one link
emerge as ‘value chain governors’.
Most people are aware of the
influence of the major food retails
such as Walmart and Tesco over
growers, distributors and packaging
suppliers. There are many other
examples such as Toyota in the motor
industry; national broadcasters in TV
production and Dell in office computer
hardware. In each case, the ‘governor’
sets the parameters to which each
link in the chain has to perform.
After a brief description of the
methodology used in this study, this
value chain framework will be applied
to our analysis of the EGI Sector
showing how it illuminates the task of
competitive positioning (Figure 2.3).

Part two
Analytical Structure 
and Method

1. Analytical Framework
For many years the challenge of
innovation was seen in terms of
capability-building at the level of the
firm. A common framework used 
was that of building core
competences, defined as capabilities:

x possessed by the firm that were
unique;

x that were desired in the
marketplace;

x that were difficult to copy.

There is much that this framework of
competence and capability-building
has to offer. But in recent years it has
come to be supplemented by a wider
perspective that recognises the
primacy of inter-firm linkages in the
attainment efficiency of systems. 

There are a variety of systemic
frameworks that have been generated
of which the Value Chain Framework
is particularly powerful. The value chain
comprises the full set of activities that
are involved in the conception, design,
production, branding, marketing and
recycling of a given product or service.
Crudely-put, it takes the form
represented in Figure 2.1.

Design Production Marketing

Figure 2.1: 
Simple value chain
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Retail = 356 

Distribution = 93 

Publishing = 254 

In-house Development, UK Publishers = 83 

In-house Development, non UK Publishers = 155 

Independent UK Development = 219

UK Value of PC & Console Software Market 2001 (£m)

Figure 2.4: 
UK Value of the PC and Console Software Market 2001Source: (Spectrum-Strategy-Consultants 2002)

Design Production 

Competitive Pressures 

Competitive Pressures 

Marketing

Figure 2.2: 
Value chain showing competitive pressures on low-entry-cost links

Figure 2.3: 
Functional upgrading in the value chain

2. Methodology
The target of this study was the 
EGI in the South East of England
(excluding London). We were able to
identify three clusters of companies,
in Brighton and Hove, Guildford and
Oxford. A pilot-study was conducted
on the Guildford cluster in autumn
2002, designed to generate the Key
Performance Indicators that drive
profitable production in the EG sector
and to test a basic questionnaire on
industry dynamics. The initial
questionnaire was then revised, and
fifteen companies were contacted in
the first half of 2003, split between
the following clusters:

Cluster No. Companies

Guildford 6
Oxfordshire 5
Brighton and Hove 4

Telephone approaches were made to a majority of games developers in the
three cluster areas after being advised by Tiga and business support agencies
including business member support agencies of the South-East Media
Network. Participating businesses contributed by completing a questionnaire.
Additionally, the businesses in Oxfordshire and Brighton and Hove also
supported an interview with a researcher lasting between one and two hours –
key personnel from the Guildford companies had already been interviewed in
September 2002 as part of the pilot. Interviews in Oxfordshire and Brighton and
Hove were conducted between February and May 2003. 

These fifteen companies account for the significant share of electronic games
software development in the south east region. However, their distinctive
feature is that with few exceptions, the businesses in this sample are trading
successfully. We did not interview any failed businesses and know of at least
one large in-house developer which has ceased trading.

However, a word of caution. The total value of sales of the 15 businesses in 
our sample is probably less than £30m. As Figure 2.4 below shows, this is 
a small fraction – something less than 15% – of the UK’s total electronic games
development sector. Care should, therefore, be taken in generalising the results of
our study. Without comparison to a larger sample of UK businesses it is difficult to
know what niche the South East clusters fill, or their relative dynamism and size.



The EGI Value Chain
Since its origins in the late 1970s, 
over the past 20 years the electronic
games value chain has become global,
extended and complex.This process
of specialisation has largely arisen as a
consequence of the development of
increasingly powerful hardware – PCs
and consoles. 

The early 1990s value chain is
represented in Figure 2.5. It reflects a
world in which a specialised
development sector had emerged,
and the onset of a division in
publishing between cross-platform
global publishers (such as EA) and
console producers. 

Part two
Analytical Structure 
and Method

Over the decade of the 1990s, 
the major developments were the
growing influence of console
producers, the extended development
of independent publishers, the
growing division of labour in games
development, and the emerging
power of retailers (Figure 2.6).
Moreover, given the growing size of
the EG sector, there has also been an
increased cross-fertilisation with other
publishing media (films and games
such as Tomb Raider; books and
games such as Harry Potter). 

Games for enthusiasts; increasingly complex; increasing money value

Consoles: globalisation; expensive (requiring) new tools, new skills, entry barriers

Developers Publishers
Inc. Console 

Distributors Independent
retailers

Customers 

Figure 2.5: 
Games Value Chain early 1990s – the Rise of Consoles

High money value; mass market; 'hit' dependent

Consoles: powerful; high quality; relative low price

Developers 

Finance
Middleware
Graphics

Audio
Other services

Publishers
 

Other media:
films/books
 

Distributors Chain
retailers

Customers 

Packaging
Peripherals
 

Competition

 
Opportunity
 

Other UK Clusters
India, Eastern Europe

Figure 2.6: 
The Current Games Value Chain

Who, if anyone, controls the EGI value chain? In the current phase, the major
governors of this chain are the publishers.They set the parameters which all
other parties have to perform to, and act as the major gateway to the
consumers. In addition, they provide the majority of funding for games
development and, with few exceptions, control the character intellectual
property which is so powerful in the marketing of computer games. This may
change as the power of the retailers grows (a phenomenon affecting branded
products in virtually all consumer goods sectors), and as new disruptive
technologies (notably mobile platforms and online gaming) emerge. In later
sections, the room for manoeuvre which games developers have in the context
of this dominant power wielded by the publishers is discussed. 
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Part three
Findings: 
The Management 
of Innovation

1.1 If it ain’t broke why fix it ....?
The researchers did not seek detailed
financial data from the companies but
instead used employment growth as
a proxy for business health. 

In aggregate, employment grew
rapidly. Between 1999 and 2003, the
numbers employed rose by a factor of
more than seven, from 423 to 3,017
(see Figure 3.1). (However, it should
be noted that we did not interview
failed businesses, so this positive
picture applies to the health of the
firms in our sample of fifteen, rather
than to the industry as a whole). 

This growth in size appears to be
associated with growing profitability
as well. A number of businesses
provided a view on whether profits
were falling, static or rising. Although
the sample is small, there is more
than a suggestion of sector trading
confidence. This is corroborated in the
interviews. For example... 

…it’s so manic at the moment
because we are going through
another growth period, we have to
change. The last couple of times it has
happened, we’ve sat there and we’ve
panicked. I think now we are all very
very busy, but we’ll recognise that this
is a growth period we are going
through, and it will be difficult and we
have to look at how that works, and
how we are going to deal with that.

Another reassuring indicator is the
apparent stability of the operating
environment. Key Performance
Indicators (KPIs) were identified in 
the first round of pilot interviews,
assessing the requirements of major
buyers. Businesses were then asked
to rank these KPIs on a scale of 1 (=
not very important) to 5 (= very
important), and were then asked to
estimate what buyers’ (publishers’)
requirements would be in three years’
time.

The results are shown in Figure 3.2.
This describes a demanding world –
buyers want a large number of
attributes in their developers. But it is
essentially a static picture. That is,
with the exceptions of greater artistic
talent, and the need to develop
capabilities for new platforms
(particularly online gaming), the
environment appears to be pretty
stable. 

...it’s so manic at the moment because we are going
through another growth period, we have to change.

Table 3.1: 
Profitability trends
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Figure 3.1: 
Index of employment in three clusters 
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Artistic Talent

Efficiency
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Developing own 
middleware

Developing own 
franchise/character IP 

Entering 
publishing On-line 

marketing 

Extending activities into
unrelated industry 

Developing for other types
of platforms

On-time delivery

Track record- working for
leading publishers

Financial viability 
of business

Figure 3.2: 
KPI importance  

Number of firms reporting 1999 2000 2001 2002 2003 (est)

Falling profits 0 1 1 1 1
Static profits 2 1 1 2 1
Rising profits 0 2 3 5 6

In these circumstances – sustained growth in a stable environment – one might
ask whether there any great need for the leisure software development sector to
re-examine its innovative trajectory and the way in which it manages its innovation?16.17
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1.2 But challenges loom... 
There are a number of reasons why
the industry would be cautioned
against complacency. Before exploring
these, the experience of other sectors
suggests that the relatively comforting
picture represented in Figure 3.2  
(on relatively stable Key Performance
Indicators) needs to be tested against
other indicators. It is not uncommon
for a group of industries to
misperceive the stability of their
environment, partly because ‘buyers’
are seldom polled and partly because
many threats are what is termed as
disruptive, that is they come from
outside existing industry structures.
On the first point, there is an acute
knowledge particularly amongst
‘super developers’ (see below for a
definition) of what the publishers are
looking for. 

Sometimes it isn’t perfect and you
need to work with other people’s
systems and ways of working.
Certainly our [approach] would be to
sign up to that kind of change control
process and procedure because we’re
convinced it’s the best way to get
them what they want. Part of that
needs to be negotiated …you just
have to make the case that
concentrates in a sensible fashion.

Microsoft are going to be a force to
be reckoned with, whether you
believe in the x-box as a platform or
not. They are the first publisher I’ve
come across who’re very intelligent in
their approach towards virtually
everything, very data driven, and
incredibly able to learn. I’ve never
come across a monolithic organisation
that was so willing to completely
change its mindset in the pursuit of
profit and success. I’m most
impressed.

However, the publishers act as
intermediaries between developers
and gamers themselves. This leads on
to the second point. Disruptive
technologies, in this case wireless and
online (and in future a combination of
the two) have the potential to shift (or
extend) the market away from
console enthusiasts towards less
serial players such as female mobile
users. Christensen’s (Christensen
1997) classic example is from the
computing industry. The move away
from 8 inch to 5 inch low capacity disk
drives was against the perceived
‘engineering’ wisdom, but satisfied
the less demanding needs of the
expanding consumer and business
market. 

Moreover, on the basis of our existing
knowledge base, a number of factors
threaten industry margins, growth and
stability:

Price pressure is becoming intense at
the same time as project lead times
are shortening. As one developer
reported:

…at the moment, any new team
coming to a publisher would be asked
if it can do it for half the budget, and in
half the time.
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New generations of technology are
leading to a significant jump in scale.
This is reflected in the average size of
teams which grew in the sample from
17 in 2001, to 21 in 2002, 23 in 2003
and a projected 29 in 2005. Electronic
Arts estimate that development costs
will double (to $12-13m) with the
transition to PS3 (TerKeurst 2003). 

As if these scale considerations in
production were not enough, there
are challenging increases in the cost
of pitching (Figure 3.3).

Figure 3.3: 
Rising costs of pitching for development work



This is compounded by an uninspiring
pitching-to-signing rate due in part to
competitive pressures (Figure 3.4). 

Also identified as important is the
need for leisure software developers
to have the capability to produce for a
range of platforms (Figure 3.5).

A further source of competitive
pressure and opportunity is the
challenge posed by modules of
software being written in areas with
lower costs, notably (as reported in
our interviews) in India and Eastern
Europe: 

…our strategy is very much growth of
the number of projects, without
growing headcount, at the same time.
So we’ve started to outsource quite a
lot…to other companies of the UK
and companies in India. I think that’s
going to become an increasing part of
the business, both for us and for other
developers.

Low level. Basic stuff, let’s get it out
there, let’s do it cost-effectively and
then we can concentrate on what we
are good at. 

The other side of the same cost-coin
is the tendency for some of the more
ambitious games developers to be
lured to the US where salaries are
much higher; however, quality of life
issues make other UK and non-UK
locations attractive, too:

Australia could possibly be a big
attractor. I know a lot of long-time
developers that will never work in
London again purely and simple
because of the nightmare.

And

If I was on my salary living in
Sheffield…I’d have a lovely quality of
life. A lovely house, I’d have a car, the
works. And I’d have a beautiful city to
play in.

At the same time, a number of firms
are beginning to target the
routinisation of software modules as a
way of reducing costs and lead times,
either by buying-in middleware or by
systematically building on prior
experience with previous games.
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Low level. Basic stuff, let’s get it out there, let’s do it
cost-effectively and then we can concentrate on
what we are good at. 

Finally, there is a threat posed by disruptive technological change (c/f Christensen
1997). There is widespread experience from other sectors (for example,
computer disk drives noted above) that radically new technologies tend to
disrupt industry structure and to favour new entrants unless existing firms are
strategic and adept. In the EGI sector, new technologies are emerging that have
this potential – for example, online gaming challenges both the retailers in the
chain, and the console manufacturers; similarly, mobile platforms (which depend
on games of a lower complexity, the classic entrance for disruptive technology)
are widely used by young females whose interest in the technology is limited;
yet the leisure software industry, as we shall show below, is populated by
technically competent young male developers.

There is no question that online is definitely the future, the big question is that
people keep getting the timing wrong. It might still be ten years away. It’s
definitely the future.
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2. AAAA’s strategic response
Faced with these competitive
pressures, we observed a number of
strategic trajectories in our sample of
businesses. Essentially five paths
have been adopted by the companies
in our sample as a way of coping with
these competitive pressures 
(Table 3.2). 

Super developers seek to be global
players with marketable brand
(demonstrating reputation and
capability). They work-for-hire (but may
be selective in the publishers they
work for), have multiple platform
capabilities and have either a growth
strategy or have employed one in the
past to reach a critical or optimum
size. Original character/franchise IP is a
medium or long-term objective.

Original IP developers are the closest
to the ‘bedroom coders’ of previous
development eras. Although not
exclusively so, they tend to be small,
one-or-two project businesses. They
focus on original ideas which they
pitch to publishers using prototypes.
However, they also accept work-for-
hire assignments in order to subsidise
their development work and maintain
the integrity of project teams. Some
of the developers of this type do not
have declared growth strategies. They
may equally be satellites of larger
parents or lone operators.

The work-for-hire category is the least
exclusive and is highly populated.
However, it is a model adopted in the
past by current super-developers as
part of a growth and development
strategy. Work-for-hire developers may
seek to work on particular products or
franchises and, moreover, may select
projects with a view either to develop
or enhance their brand.

Australia could possibly be a big attractor. I know a lot
of long-time developers that will never work in London
again purely and simple because of the nightmare.

Figure 3.6: 
Revised typology of games businesses in SE England

Service companies are defined here by the near-absence of intellectual
investment in the game under development (e.g. features, gameplay), unlike the
work-for-hire category that seeks to build specific capabilities. Service providers
charge for work done irrespective of the title or client. 

Other/Specialist niche developers focus on particular platforms or game genres.
These include (exclusively) mobile and online developers. 

This typology of business strategies suggests more specialisation in the industry
than is in fact the case, and in reality (as Figure 3.6 displays), almost all
businesses have overlapping strategies. It is to be expected that as the industry
continues to mature and grow, a more strategically-focused structure will
emerge.

Table 3.2: 
Types of games businesses in SE England and their characteristics

Business Type Description

Super developers Development companies that are ‘platform 
agnostic’, have capabilities across platform types 
and seek to affect revenues by developing own IP 
in the short/medium term. 

Original IP developers Original IP developers Businesses in which the 
short/medium term objective is the development 
of own IP either self-published or through 
established or emerging publishers.

Work-for-hire Businesses that compete for games development 
contracts from publishers and have no short-term 
interest in developing original intellectual property (IP).

Service providers Companies that have no title development 
interests. They provide services to developers and 
publishers throughout the development cycle.

Specialist/niche developers Developers who specialise in a particular platform 
or genre.
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Related to the evolution of the
electronic games industry is the
relative lack of specialisation in the
sector.This follows directly on from
the fact that many businesses have
grown very rapidly from a small base,
and that in general they are managed
by expert games developers who
have had little exposure to business
management skills. As a consequence,
there is little specialisation of
management (Figure 3.7), a gap that
is particularly lacking in regard to sales
and market research. Upgrading the
professionalism involved in these
activities would make games
development better informed in 
terms of the KPIs of major buyers 
(the publishers), expectations of final
consumers, and about the potential
new disruptive technologies. The
recent DTI-industry Mission to the 
US found that publishers are giving
increasing weight to the managerial
specialisation and strength of their
developers (TerKeurst 2003), a factor
that appears to be relatively under-
recognised by the UK developers
interviewed.

2.1 Process innovation: containing
costs and shortening lead times.
As seen in Part 2, one of the three
major types of innovation to enhance
competitive positioning is to enhance
process capabilities.This is both a
matter of costs, and reduced lead-
times. 

In terms of a functional breakdown of
costs (Figure 3.8), the three primary
activities are those directly related to
games production, notably
programming (28%), art (27%), and
design (11%)  It is perhaps significant
that management costs are so low
(8%), reflecting the absence of
specialised managerial inputs.
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Women just don’t go on programming courses.

0 
1 2 3 4 5 6 7 8 9 10

 
11

 
12

 
13

 

100 

60 

80 

20

40 

Pecentage Overrall Costs: Labour

Company

Figure 3.9:
Labour as a percentage of overall costs

The cost structure of the sector is
dominated by labour, which in most
cases accounts for between 60 and
80 percent of total costs (Figure 3.9).
Key characteristics of the labour force
are as follows:

The labour force profile of the EGI is
that of an industry biased towards
young male software writers,
effectively working on games which
they would like to play themselves.
(The average age of software
developers is 28, and women
comprise less than 1% of lead
designers and company directors, and
significantly less than 10% of the
overall labour force). 

There’s a shortage of applications, 
I would think that’s because of a
shortage of skills. Women just don’t
go on programming courses.

There are strengths and weaknesses
here:

x Strength – high levels of
commitment, long hours.

x Weakness – their products are
aimed at a young male audience,
thereby excluding large swathes of
potential players (for example, the
girls using mobile phones, or
mothers acting as the gatekeepers
to electronic games purchases in
the home). 

Employee turnover in the industry, at
8.3% per annum is low. 

There are distinct skills shortages. In
particular, interviewees said that the
limiting factor in recruitment is the
scarcity of coders (female coders are
rare). Skilled game designers are also
noted as being scarce. Designers may
become critical in the future as
developers focus on product
upgrading such as improved gameplay
(recognised by businesses in the
sample as a key variable in what
makes a good game).

And the way to do that [improve
product quality] – they can’t make
better graphics – it’s the gameplay.
The target there is game designers.
That’s a skill that we need.

Poaching is probably more common than is reported. Recruitment agencies are
widely used amongst companies in the sample. Others provide recruitment
incentives to employees to recommend appointments. Moreover, business
clustering does generate migration between companies. Poaching may also be
facilitated by clusters of businesses: 

getting everybody together for drinks is a good idea especially if someone like
[…] is willing to put in 5 grand behind the bar…the danger of that again is
poaching…

There are a number of factors that influence the cost and efficiency of labour in
games development. 

Salary levels, which as Figure 3.10 shows, have a median range of between
£25K and £30K, seemingly below earning for comparable tasks in the
commercial sector outside London (Table 3.3). But at the same time, these
salaries are also well above the levels of software programmers in Eastern
Europe and India. One company in the sample that is outsourcing ‘low-level’
coding to India claims that the hourly rate is less than half that of UK labour.
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Labour can also be made more
effective through training. However,
this is a sector where training is far
from systematic (Table 3.4). Only
three of the 15 businesses have a
training budget, and all but three
depend on on-the-job training, even
within the company. Few sectors
devote as few resources to training 
as the EGI, particularly those at the
knowledge-intensive end of the
industry spectrum. Moreover, the
recent Industry-DTI Mission to the 
US shows the growing investment in
training and HR development
emerging in the US (TerKeurst 2003).

Table 3.4: 
Training approaches within games businesses across sample 

Training budget

Attending off-site courses

Internal off-the-job training

1 2 3 4 5 6 7

No No No No Yes
£10,000

No Yes
£36,000

-- No No No Yes
managers
/developers
/other staff

Yes Yes
managers
only

-- No Yes
developers

No Yes
developers
/other staff

No No

Training budget

Attending off-site courses

Internal off-the-job training

8 9 10 11 12 13 14 15

-- No Yes
developers
only (Sony/
Microsoft
courses)

No Yes Manage-
ment only

No Rarely (for
admin)

Yes No No OJT On job
training
(OJT) health
& safety,
project
manage-
ment,
interview
techniques

OJT &
HR
manager

OJT
OJT

Table 3.3: 
Commerce sector salaries levels compiled from survey of advertisements at: www.topdogjob.com.

Post Commerce 
Basic Salary 
(outside London)

Head/Sr Systems Development/
Lead Developer £35-70k £36-50k
PC Systems Developer (PV)/
Developer £22-35k £26-35k
Program Manager/
Art Director/Producer £35-45k £35-50k
Project Manager/
Lead developer/Lead Designer £30-45k £26-38k
Systems Analyst/
Engineers £30-40k £22-32k
Systems Administrator/
Technician £30-35k £18-27k
Systems Tester/
Games Tester £15-30k £14-22k

Games Development
Basic Salaries (SE
Sample)

Yes No No No 12%
payroll bill

No but
have HR
manager

No No
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We can’t think of a business model to do that without
getting involved in customer support and all that...

A further route to cost saving is the
use of middleware.This can either be
sourced from outside of the industry,
or sourced from previous games
development. The advantage of
buying-in middleware is that it saves
the cost of writing new software, and
it speeds up game development. As
Ben Wibberly of Babel Media notes in
his contribution to the DTI mission,
GTA-Vice City sold 81/2 million copies
in three months having taken just nine
months to make almost entirely using
bought-in middleware (TerKeurst
2003). Working with middleware
modules can thus significantly
improve process efficiency; it is a form
of mechanisation. On the other hand,
using middleware poses dangers:

x middleware may lead to a situation
whereby games lose their
distinctiveness and merge into a
blurred and bland sameness;

x middleware may reduce
developers to mere assemblers of
modules (rather than systems
integrators);

x the use of middleware shifts
complexity; upfront work
associated with ‘in-house
middleware’ development is
substituted by end-of-project
integration work towards the end
of the project when there is little
slack and flexibility;

x the extended use of middleware
modules involves a more complex
industry division of labour in the
establishment of new and more
complex relationships with
specialist service providers; for
example, sound and graphics.

A further disadvantage of selling
middleware (only two of the sample
firms did this) and/or buying it in is the
cost of servicing customers’ needs;
close interaction may be important
and this can be costly. As one
developer put it:

We can’t think of a business model to
do that without getting involved in
customer support and all that…
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Figure 3.12: 
Level of post project reviews within electronic games businesses

It is well-known from other industries that both cost saving and shorter lead
times arise from optimal (and dynamic) team organisation and processes of
continuous improvement, allied to internal and external benchmarking. Again, as
in the case of commitment to training, we were struck by the apparent
complete lack of attention given to these activities. It reflects a culture of ‘doing’
rather than one of ‘measurement and reflection’ and it should be noted that this
makes the electronic games industry an outlier to the use of these important
innovation tools which has driven progress in many sectors, both in the UK and
abroad.

One possible target of cost/time-overruns is post-project analysis. As can be
seen from Figure 3.11 below, some of the causes of these overruns are
external (both at the customer end and with suppliers) and some are internal
(for example, incomplete planning). 

Systematic post-project review and analysis can be used as a way of stretching
performance, but generally only when undertaken by project teams. It is,
therefore, disturbing that in general the review process seems to be confined to
the Board level, suggesting that for most businesses improvement is seen as
something that requires action in the external world (by customers and
suppliers) rather than by changes in internal routines.
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2.2 Product Innovation: Enhancing
the businesses’ product offerings
No matter how effective process
organisation may be, the key to
survival in the EGI sector is an
adequate product offering. Here the
games development sector is
confronted by the need to:

x produce for increasingly complex
consoles;

x produce games on budget and on
time;

x use the publishers character and
franchise IP, to generate own-IP, or
to access cross-media IP; 

x achieve all of these objectives in an
original and attractive way.

Most of the businesses try to cope
with market pressures by developing
the capability to produce for a number
of platforms, particularly for Microsoft
(Xbox) and Sony (PS2), as well as to
prepare themselves for the new
generation of online games (Figure
3.13). However this capability is not
always matched by activity, a perhaps
costly investment in unused capability
by some companies.

A second way of ensuring against
risks in the market for games
products is to spread these risks
across a number of different product
offerings; this of course is a route
open only to larger companies, and is
one of the major reasons explaining
the endogenous growth of electronic
games businesses, rather than the
establishment of new one-team
development businesses (Figure 3.14).

One area where the games
developers have been successful is in
keeping the average period of games
development in check – it fell
marginally from 20 months in 2001, 
to 19 in 2002, and to a projected 18
months in 2003 – despite the growing
complexity of games. Yet,
performance was differential amongst
the companies – with a similar
product portfolio, some managed to
get games out of the door in 18
months, whilst others took 24
months (and in one case 36 months).
There is clearly much that can be
learnt, therefore, about the
management of project lead-times,
once again pointing to the need for
structured processes of
benchmarking, post-project review,
and continuous improvement.
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Finally, the ability to produce games
which publishers will pay well for
(rather than squeezing the games
developer) is reflected in ownership 
of intellectual property. In general, the
strongest product offering will come
when the developer owns the
intellectual property, and this is the
more likely when the intellectual
property in question is sought after,
innovative and deemed lucrative.
However, as Figure 3.15 shows, few
businesses hold intellectual property,
particularly creative intellectual
property. (We return to this issue in
discussing functional innovation
below).

2.3 Functional upgrading: moving
links in the EG value chain
Given the existing and likely squeeze
on games developers, the standard
responses are to upgrade internal
processes and products. One of the
key insights that emerges from the
value chain framework is the need to
undertake these improvements in the
context of much closer inter-firm
cooperation, and this was one of the
key lessons brought back from the US
in the recent DTI-sponsored mission. 

But the lesson which clearly emerges
from the experience of other value
chains is that there may be greater
mileage in functional upgrading; that is
in moving to different links in the
electronic games value chain. 

Functional upgrading is in general 
the most difficult agenda which
businesses confront, and one which 
is usually addressed only after
successfully tackling process and
product upgrading. The key to better
value chain positioning lies in targeting
some of the activities of the
publishers, the value chain ‘governors’
who currently inhabit the most
profitable links in the chain. In this
respect it involves competing for
space with the publishers, and
requires a different approach to the
close supply-chain co-operation in
process and product upgrading.
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Figure 3.15: 
Ownership of intellectual property by EG businesses

Fra
nc

his
e/ 

 

Bran
d 

Cha
rac

te
r 

Opt
ion

ed
   

Fra
nc

his
e 

Gen
re

-  

sp
ec

 en
g 

Grap
hic

s 

Aud
io 

Phy
sic

s Al 

Creative Middleware

1.0%

0.0%

0.8%

0.6%

0.4%

0.2%

Sales of IPs

A
ve

ra
ge

 IP
s 

pe
r f

irm

Figure 3.16: 
Sale of intellectual property amongst developers

From the perspective of the games
development sector, value chain
repositioning is constrained by three
major strengths of the publishers; that
is, their control over:

x intellectual property (particularly
character IP);

x the finance to fund expensive and
inherently risky games development;

x access to the final market.

As we have seen, the performance of
the games development businesses
does not suggest a strong portfolio of
IP.  The absence of IP ownership
(Figure 3.15 above) and IP sales
(Figure 3.16 above) suggests, further,
that few games developers are
targeting IP as a source of future
market strength.



Part three
Findings: 
The Management 
of Innovation

The finance required to fund future
games development is growing
rapidly, particularly in the transition
between generations. This is a major
problem for the development sector,
perhaps the single most important
obstacle to sustained profitable
development. (Linked to access to
final consumers, it is also directly
analogous to the plight of the UK film
industry). In the absence of public
funding (for example, through the
Lottery Fund/Film Council, tax-breaks
on R&D and through the BBC as in
the film industry), corporate funding
can access four major sources: private
investors, venture capital, banks and
by flotation on the stock exchange.
Ranking the importance of these
options on a scale of 1 to 5 (least
important to most important), it is
evident from Figure 3.17 that:

x none of these sources are deemed
to be a major source of finance;

x whereas private investors may
have been a source of funding in
the past, this is decreasingly the
case;

x the industry seems to be hinting at
– albeit weakly – a future linked to
a revived stock market or venture
capital interest.
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Figure 3.17: 
Sources of corporate funding

Much more so than the movie side of it. Effectively,
one movie can cost 30 million; one game is going to
cost you 3 million. You can make 10 games...

In the face of this bleak market for corporate finance, the alternative is to finance
the development of individual games by using internal sources, or by being
financed by publishers (Figure 3.18). In general, whilst conceptual development
seems to be more likely to be self-funded, work on the games itself appears to
be most reliant on funding from publishers, either as work-for-hire, or as an
advance. Neither of these avenues gives the developers much scope to develop
the IP that is an important source of long-term profitability. However, Single
Project Funds – also known as completion bonding – is being championed by
Tiga and if available, may be leveraged extensively in the future.

Structural changes to the industry may also be a mechanism for change. The
case for change and the enhancement of British publishing was put to us by
two different successful developers:

One of the things I’d like to see is something that is fundamentally designed to
change the state of the industry. I’d like to see the lottery fund one two or three
new British publishers. Like they did with the film money…If there were three
franchises to bid for, I’m sure there would be some developers that would try
and get those. That would absolutely fundamentally change the nature of the
landscape of development and publishing in this country. Much more so than
the movie side of it. Effectively, one movie can cost 30 million; one game is
going to cost you 3 million. You can make 10 games…

More and more people are going to look at the ‘completion bonding route’ for
software development for actually funding software development. We’ll get
somebody like […] basically taking on a project, they’ll fund it through a financer
group, and when it’s done they will go and sell it to publishers…The reason we
don’t work with publishers any more is we don’t think they are forward thinking
enough. They want the next big IP…they are only interested in making a stack
load of money, they can’t focus on a game. If they don’t get a game they won’t
even try selling it. As our marketing department is at […], it’s very much a case
of ‘you guys know marketing, we know games development…That is basically
what a marketing company is there for. Publishers are losing focus on that fact,
which is why it is so difficult for developers to sell into publishers. At the end of
the day, the whole publishing order needs looking at seriously.
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Figure 3.18: 
Sale of intellectual property amongst developers
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You’re paying an animator £80,000 a year, you don’t
want him building chairs.
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Figure 3.19: 
Proportion of businesses buying in production tools

You’re paying an animator £80,000 a year, you don’t want him building chairs.
Anybody can build chairs, you want them doing the character design, you want
them doing level creation…If you are doing that, then what is your problem
about putting low-level coding and art in India?

Only one of the sample businesses had targeted this repositioning as a form of
corporate strategy, although a number of businesses do provide services to
publishers (for example, localisation), and this may be the forerunner of a future
trend. Key barriers to this form of transfer include security (how do you
guarantee that code does not slip into the hands of competitors?), logistics and
the dominant business model of complete in-house coding.
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Figure 3.20: 
Proportion of businesses buying in services

The third and final way in which
publishers block the expansion of
games developers is by controlling
access to the final market.This occurs
partly through their hold over IP, and
partly (in the case of the consoles)
over technology. However, two
technological developments pose the
possibility of change – interactive
gaming and mobile platforms. In both
cases, enterprising games developers
– perhaps acting in consort – can
develop new and innovative links with
end customers, retailers, ISPs and
Telecom companies. This is already
common for developers of games for
mobile devices. There are high-profile
examples of companies selling
directly to gamers over the internet
(though these are not cutting-edge
console titles). More work is required
on this to gauge the full potential, but
it is certainly within the purview of
many developers in this study (even if
it is only in reference to those
companies that are experimenting
with these alternative models). 

A final form of value chain
repositioning open to games
developers is not to move into
publishing (where barriers to entry
might be overwhelming) but to
specialise and become a supplier to
other games developers. Middleware
suggests a possible option here –
although there are caveats on its
commercial potential – but an
increasingly complex and knowledge-
intensive electronic game value chain
is likely to require a range of more
specialised inputs. Figures 3.19 and
3.20 show that this outsourcing is
already well-established in the games
development sector, but this seems
to be outsourced primarily to self-
employed freelancers. Enhanced
outsourcing may be associated with
the transfer of some of the simpler
routine coding to low-cost producers
in India and Eastern Europe. 
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Part four
Sub-regional
Determinants 
of Location

With a total number of only 15
businesses, broken into three sub-
regions, it is difficult to point to clear
sub-regional trends. 

However, as Table 4.1 shows, the
Brighton and Hove cluster tends to
have a larger firm size. However, as
the largest employer is privately-held,
this does not result from the
apparently disproportionate presence
of wholly-owned subsidiaries in the
region. The surveyed businesses in
the Oxfordshire region are relatively
small. This is partially explained by the
presence of two niche developers and
one super developer whose strategy
involves using freelancers (keeping
the overall headcount down). The
Guildford companies are a mixture of
large and small businesses, one of
which is a single-project set up.

As was shown in Part 2 earlier,
accommodation is not a major cost-
driver.There is also no clear pattern
between the three regions, with the
intra-region variation greater than the
inter-region variation.

So, if neither accommodation nor
ownership pattern appears to explain
the location of businesses in these
regions, what does? Bearing in mind
the caveat about small business
numbers, it is possible to suggest
primary reasons for location. With a
broad-brush, the following factors
appear to be important issues in each
region.

The presence of businesses in the
Guildford cluster is most easily
explained. With possibly one major
exception (a wholly-owned subsidiary
close to its technology parent), directly
or indirectly the companies have
some history with Peter Molyneux’s
Bullfrog studio. Typical of the
responses to the question of ‘why
locate in Guildford?’ is the following:

Frankly because we were here. 
We used to work for […] which is
down the road. But also, there is 
quite a collection of talent here,
anyway, and there’s a good
connection to London.

This is an insightful response as it
shows that a number of factors
typically determine location. Access to
talent in a high-technology region is a
key clustering effect and the many
spin-offs from Bullfrog have not
relocated out of the region. The
proximity to London and airports is
also important, but this is true of the
other clusters, too. 

You say to people ‘would you like to live in Brighton
earning the same sort of salary as you did in London,
cheaper houses, better quality of life, by the sea, nice
working environment, barbeques on the beach in the
summer’. Yep’.

Table 4.1: 
Business size and ownership by sub-region

Table 4.2:
Accommodation costs (£/sqm  )

Businesses in the Oxfordshire region seem to have grown organically, either
because an entrepreneur had stayed on after university, or because the
founders come from the area. Oxford itself, moreover, is a good place to do
business; though this, argued one respondent, has become less of an issue
post-September 11 (as fewer Americans are willing to fly). Three of the
businesses in the sample are located in Banbury which is not an obvious
location for games developers. However, the region as a whole seems to be
more important than a particular town:

Round this area we’ve got [Developer A] and [Developer B]…if you then take in
Oxford you’ve got [Developer C], [Developer D], and [Developer E]…Oxfordshire
and Warwickshire is probably one of the biggest growing areas because it’s not
as expensive to actually get office space. This isn’t Guildford and London…it’s
cheaper to live out this way. There tends to be a lot more universities around the
Midlands area than down on the South East Coast. It’s not going to matter too
much where you set up, but you need to ensure that when you do set up, it’s
attractive enough for other people to come and join you.

Moreover, 

There is a clustering effect in that it is easier to poach people from other
companies, pure and simple because they don’t have to move.

Brighton and Hove is the only area where electronic games businesses seem to
have consciously chosen a new location due to its attractions. Synergy with the
culture and leisure sector is probably a key factor here:

You say to people ‘would you like to live in Brighton earning the same sort of
salary as you did in London, cheaper houses, better quality of life, by the sea,
nice working environment, barbeques on the beach in the summer’. Yep’.

However, the caveat is housing costs:

More recently, it gets a bit tougher because of house prices. There’s not a lot I
can do about that. It is a bit of a bitch.

Cluster 

Guildford 6 45 4 1 1
Oxfordshire 5 24 4 1 0
Brighton and Hove 4 77 2 2 0

No.
Companies

Employees-
average
2002

Private Wholly-owned
subsidiary

PLC
Ownership

Sub-Region Two years ago

Brighton and Hove 15 15
65 65
0 14

Guildford 10.8 10.8
11 21
9 10.8
25 23
19.6 19.6

Oxfordshire 0 10
60 90
14 17.2

Now

2
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Part five
Industry Benchmarks 
for Continuous
Improvement

Benchmarking key performance
parameters and using this to drive
structured programmes of continuous
improvement had its origins in the
Japanese auto and electronics
industries. Since the 1990s, these
techniques for managing innovation
have spread rapidly to other sectors,
including to public services.

To be effective, benchmarks have to
be relevant to the specifics of a sector
– for example, just-in-time production
in the auto industry requires control
over inventories which can be
particularly costly in this sector. 
(A Swedish hospital used the same
approach to reduce the waiting-time
of its outpatients, showing how
industries can learn from each other). 

After consultation with key industry
informants in the EG sector, and
following a pilot study conducted in
Guildford in 2002, a number of
benchmarks were identified which are
relevant to the electronic games
development sector.These are
presented below as a background
resource to the industry.

A word of caution first, however.
Unless benchmarks are used in a
directed manner to tackle the key
gaps in each business’ portfolio, and
unless the benchmarks are allied to
structured programmes of continuous
improvement, their use may cause
more harm than good.Thus, the list of
benchmarks which is presented
below, should be seen just as a list,
an aide to a more structured
programme of change management.
For this reason they are not organised
in terms of priorities, but merely
presented in terms of subject-
headings.

Moreover, Continuous Improvement
is a bottom-up concept. Everyone
involved in the organisation, and/or
throughout the value chain, has the
potential to take ownership of
processes and to develop them (strict
procedures are often cited as reasons
for not engaging in Continuous
Improvement). CENTRIM has
considerable experience in fostering
Continuous Improvement in SMEs at
both operations and R&D/creative
levels (see, for example, (Caffyn and
Silano 1997; Caffyn and Grantham
2003)). The authors would be happy to
direct readers of this report towards
CI resources for use in business
improvement.
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Appendix 1.1: 
Business Size : The Brighton and Hove businesses 
tend to be larger than those in Guildford & Oxfordshire
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Appendix 1.2: 
Process Upgrading

games sector
Basic Indicators

games sector
Process Upgrading
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Appendix 1.3: 
Average Ages : Development staff are largely under
30 years old. Directors are under 40.

Appendix 1.4: 
Process : Team Size
Team size is increasing (and converging) towards
introduction of next generation consoles.
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Appendix 1.7: 
Process : Salaries
Average salaries range between £28k and £48k.

Appendix 1.8: 
Process : Employment Profile
Staff turnover averages 8.3 per cent.
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Appendix 1.9: 
Process : Training
On-job training is the primary training method. Off-site training 
is management-focused or provided by console manufacturers.

Appendix 1.10: 
Process : Buying in Middleware
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Appendix 1.5: 
Process : Post-Project Reviews
Post-project reviews typically focus on practical aspects of game
design such as features and style.

Appendix 1.6: 
Process : Employment Profile
Most females are concentrated in admin and art; freelancers
growing trend esp. art, design, audio and testing.
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Appendix 1.11: 
Process : Buying in Production Tools

Appendix 1.12: 
Process : Buying in Services
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Appendix 1.13: 
Process : Re-use of IP

Appendix 1.14: 
Process : Pitching Costs
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Appendix 1.15: 
Process : Cost of Office Space
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Appendix 1.16: 
Product : Pitching
Pitching to publishers is critical. In securing a contract
to develop titles uncertainty remains.

Appendix 1.17: 
Games Sector : Functional Upgrading

games sector
Product Upgrading
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