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Can Anything Stop the Growth of the Video Gaming Industry? 

Industry experts wonder if there is a ceiling on the never-ending demand for video games 

 

Video Games are a big business - So big, in fact, that most people don’t realize that video 

gaming is the largest entertainment segment by revenue. Did you know that, in 2018, revenue from 

video games was almost three 

times that of films at the box 

office?  

 

GlobalData predicts that the 

video games market could 

become a $300 billion industry by 

2025. Fortnite, developed by Epic 

Games, made $2.4 billion in 

revenues in 2018; Dungeon 

Fighter Online by Nexon and 

League of Legends by Tencent 

made $1.5 billion and $1.4 billion 

respectively in 2018. A survey by Electronic Entertainment Design and Research (EEDAR) found 

that 67% of Americans play some form of video game. The five-year stock appreciations of three 

leading pure-play video gaming companies is displayed below. 

The integration of both software and hardware are instrumental to success for technology 

companies and have made businesses like Slack, Netflix, and Tinder possible. The video gaming 

industry is no exception to this reality: from simple, two-dimensional Pong to hyper-realistic first-

person shooters, video games have come a long way from their table-top counterparts and are 

likely to go much farther.  
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A study of the video gaming industry reveals that its best practices are at the intersection of 

those of technology, media, and telecommunications. Examining various cases involving how 

‘winners’ and ‘losers’ have adapted to - or created - change can yield insight into broadly 

applicable lessons. 

 

Video games could generally be split into two use-cases: mobile and non-mobile. From 

Bejeweled on early flip-phones to the social-centric games manufactured by Zynga and King, like 

Farmville and Candy Crush, mobile gaming exploded and competed for screen-time on-the-go 

against eBooks, the news, and social media. Their broad appeal was fueled by low-friction free-

to-play payment models and shorter per-session time commitments, as opposed to console and PC 

based games like Mario and Call of Duty. Today, with popular games like Minecraft and Fortnite 

adapted for increasingly powerful mobile devices, this distinction is becoming blurred - but the 

impact of free-to-play as a business model cannot be understated. EEDAR reports that 90% of 

people who have played video games in the last year had played on mobile, compared to 52% on 

laptop and 43% on console. 

 

Fortnite was released in July 

2017 as a traditional PC/console 

offering of the Battle Royale format, 

where the goal is to eliminate all 

competitors in a shrinking arena that 

is randomly populated with weapons. 

Player Unknown’s Battlegrounds, or 

PUBG, was released in March 2017, 

the first to popularize the Battle 

Royale - but chances are you haven’t 

heard as many people talking about it. 

Last month, PUBG’s population 

peaked at 750,000 people, having 

fallen from an all-time high of 3 

million players in late 2017. At the 

same time, Fortnite achieved a 

population of 10.8 million people. 

 

Why has Fortnite done so much better than Battle Royale? Fornite, developed by Epic Games, 

pivoted halfway through its software development to a games-as-a-service model instead of selling 

one-off games. Video games had long sold in a similar way to the first enterprise software, installed 

or accessed via purchased discs or cartridges. However, just as software-as-a-service changed 

enterprise by simplifying distribution and unlocking the subscription business model that allowed 

for predictable recurring revenue, it will do the same to the video gaming industry. Current 

examples of software-as-service include Xbox Game Pass, World of Warcraft, and other games 

constantly generate predictable revenue - and cash - to fund further content. 

 

 

Global Video Games Market Revenue by Game Type 



   

Rush Street Capital | 125 S. Clark Street, 17th Floor | Chicago, IL 60603 

Across the board in the video games industry, the free-to-play model has also proven highly 

profitable, and Epic Games has embraced it with Fortnite. This is another primary factor in the 

success of Fortnite compared with Battle Royale.  Whereas PUBG (Battle Royale) costs money 

upfront, anyone can download and try Fortnite at no cost - not even a subscription - and hence, 

effectively no friction. From there, players can opt to purchase cosmetics or premium content, 

where Epic Games has made record-breaking profits. According to Matthrew Hadrahan, Editor-

in-Chief of GamesIndustry, the dominant business model in 2018 was free-to-play, which 

accounted for 80% of all digital games revenue - around $88 billion in total, of which 62% was 

earned in Asia. The digital premium games market was much smaller than free-to-play, but at 

$17.8 billion in annual revenue, up 10% over 2017 and dominated by Western territories: North 

America and Europe contributed four of every five dollars spent on premium games in 2018. 

 

The value chain for both mobile and traditional video gaming has remained relatively 

unchanged other than the pursuit of vertical integration by larger corporations. The most common 

scenario is for studios to develop games that are then marketed and sold via marketplace platforms 

like Steam, Valve’s PC gaming marketplace, or the Apple App Store. These platforms not only 

reduce friction, but also add value for consumers by adding accountability as a trusted middleman 

and by implementing review systems. 

 

So, what exactly makes a video game successful? There’s no simple answer, and no simple 

definition of success. Is it critical acclaim? Cash generation? Cultural impact? Warcraft and Tomb 

Raider have inspired literal movies. Mario was the keynote theme of Japan’s 2020 Olympics 

announcement. In the United States, Grand Theft Auto has been castigated for inspiring crime. 

One common theme, they have all made a lot of money. 

 

 Like in any business, the customer is always king and the most important thing for video 

game developers and video game companies is to give the people what they want. Every successful 

video game either provides a new concept or approaches an old concept in a way that is better than 

its competitors on the market. And, sometimes, that means providing something that people didn’t 

even know they had wanted in the first place. The yet-to-be-released video game Star Citizen 

raised $212 million in crowdfunding with more than 2.2 million backers at the end of 2018, and 

that number only continues to grow. That’s within 10% of what Bernie Sanders’ 2016 Presidential 

Campaign had raised. It’s hard to quantify or forecast popularity. Fads and trends come and go - 

an influencer endorsement, flawed update, or social media gaffe could instantly make or break a 

game’s prospects overnight. Replayability, community, and story are all x-factors as well. With 

constant content updates, Dungeon Fighter has been going strong for over 14 years; franchises like 

Madden annually release with slightly tweaked content. 
  

Finally, virtual reality and augmented reality have the potential for immense growth. The 

former generally required dedicated hardware, like the headsets produced by Oculus or Microsoft; 

the latter simply takes a smartphone, as demonstrated by the ultimate success of Pokémon Go. 

Virtual reality adaptations of existing titles, and exclusive offerings, are becoming more and more 

commonplace as its hardware is becoming more accessible. Pokémon Go was a viral sensation - 

and although its population stuttered as hype subsided in the short-run after its release, it has shown 

enduring popularity worldwide. 
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As virtual reality becomes more and more accessible, and as Pokemon Go continues to lay the 

groundwork for future augmented reality games, the next decade will be an exciting time for video 

gaming. The facts are clear - video gaming is big, and will only continue to get bigger. People will 

always want to consume entertainment. On the supply side, the rule of the video gaming industry 

is to provide a strong product while exploring ways to reduce friction. On the demand side, people 

have their own reasons for playing, whether it be out of boredom, desire for social interaction, or 

alienation from the real world. 

The industry is already the largest entertainment sub-vertical by revenue, and that’s unlikely 

to change. As mobile gaming continues to proliferate, the industry’s addressable market continues 

to grow. While the basic concepts behind the games remain the same - collect these items, kill the 

bad guys, identify the patterns - distribution and presentation are constantly evolving.  

 

The industry itself has advanced its place in society. Nobody would consider video games to 

be a passing fad: Fortnite is in the public discourse. And it’s important to note that the elementary 

school students already hooked on Fortnite will be running their own households in thirty years. 

While individual companies may rise and fall - after all, who had heard of Epic Games three years 

ago - it’s safe to say that this is an industry that promises continued growth and innovation. In fact, 

there seems to be no stopping the insatiable demand for video games globally. 

 

About Rush Street Capital  

Rush Street Capital was founded in 2014 to cater to middle market companies and 

has been successful by way of devoting tremendous resources to behalf of our 

clients for all their investment banking needs. Rush Street Capital specializes in 

assisting companies and private equity firms with their investment banking and 

capital raising needs that occur under tight time frames. We cater to a diverse pool 

of clients providing innovative solutions to complex problems and transaction 

types, resulting in a proven track record of success and accountability. 
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