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Gaming Industry

Is the video gaming industry profitable? Why (not)?
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Gaming Industry (Global)
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Gaming Industry (Global)
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Note: 2021 is the latest available data. 2022–2026 values are forecasts.
Source: PwC’s Global Entertainment & Media Outlook 2022–2026, Omdia
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Gaming Industry
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Buyer power and opportunity and power of complements are strong.

• Buyer power is strong

• Low switching cost → low retention

• Especially true for casual games

• Opportunity and power of complements are both strong

• Social networks

• Gaming consoles © Y
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Competitive Advantage

What is Zynga’s most important competitive 
advantage and weakness? Were they 
sustainable/easy to remedy?

How are Facebook and Zynga related? How should 
Zynga manage the relationship? 
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Zynga leveraged 
Facebook, social 
virality, and a low-
cost VP to build 
strong network 
effects quickly and 
cheaply.
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Competitive Advantage in Games

10© Dan Garon & Yizhou Jin 2025; do not post or share.

WTP→ Customer Life Time Value (LTV); Cost→ Cost Per Install (CPI)

Days from acquisition (time)

LTV

Customer 
Acquisition Cost

Profit!

Break even date

$

Dynamic thinking
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High CPI or low LTV

© Dan Garon – Not for Distribution

LTV curve flattens
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Customer 
Acquisition Cost

$

Days from acquisition (time)

LTV

Spend never profitable
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Zynga’s Three R’s - #1 Reach
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Low CPI → Social Virality

Source: Zynga IPO deck, 2011.
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Zynga + Facebook
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How much did Zynga save 
by acquiring customers 
through FB?
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Zynga + Facebook
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▪ How much did Zynga save by acquiring customers through FB?

− In 2011, revenue was about ~$1 bn, paid FB ~$300 mn in commissions + 
some mutually beneficial advertising relationships

− MAU is about 200mn

▪ About 100mn acquired in 2011

▪ $3 per customer!

▪ Much lower than the typical spend ($10 – 100)© Y
izh

ou
 Ji

n 2
02

5



Zynga’s Three R’s - #2 Retention
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Increasing retention by harnessing network effect.

▪ Each incremental new user makes the 
platform better for every existing user

▪ Strong network effects make it extremely 
difficult for users to leave a platform

− As a corollary, it is extremely difficult to 
compete against any platform with strong 
network effects © Y
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Zynga’s Three R’s - #2 Retention
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High LTV / WTP by increasing retention

▪ Your greatest source of
leverage is generally
reducing outflows 

▪ A massive flux of installs is
never enough to build 
anything of long-term value 

▪ Zynga grew through
retention, not virality! 

DAU

Outflow

(Installs) (Reactivations)

(Lapsers and Deaths)
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Pop Quiz
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Understand Retention

If 100k players installed NFL Showdown on April 20th 
and 45k play on April 21st…

What is the Day-1 install retention for NFL Showdown?

If 15K of the April 20th installers play on April 27th…
What is the Day-7 install retention for NFL Showdown?

45%
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Biggest Myth in Games / Apps
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Setting the right KPI: virality matters little compared to retention

Us
er

s

Time

90%

30%

D365 Retention

0%Average Game

10%

Strength of Network effects matter for both 
adoption and retention!
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Zynga’s Three R’s - #3 Revenue
Effective monetization.

Source: Zynga S-1 filing 2011.
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3 Rs as KPI (Lecture 3)
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Zynga did not do so 
well pre-empting 
pressure from FB, 
which later greatly 
slowed down its 
investment/leadership 
in game development
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Why didn’t Zynga build its Own Platform?
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They did but faced high barriers to entry and intense rivalry.

▪ Facebook changes 
algorithm; traffic 
drops 30% overnight!

▪ Recruited top gaming 
CEO to pivot us to 
mobile games 

▪ New strategy → hit 
games 
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