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Figure 1.2
Willingness to pay and total revenues. a. Flat fee revenue model. b. Virtual goods revenue model.
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Rate of content delivery over time in different game categories
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Box 2.2
Marginal analysis

Suppose a company is selling ships in order to make money. The company has sold 3
ships, and made $300 million. It is commonly understood that the total revenue is $300
million and that the average revenue per ship is $100 million. What economists add to
this picture is not so commeon, and this is the added revenue of each ship sold—the mar-
ginal revenue per ship. Suppose the first ship was sold for $130 million, the second for $90
million, and the third for $80 million. Then we say that the marginal revenue per ship
looks like this:

Ship Marginal Revenue per Ship
1 $130 million

2 $90 million

3 $80 million

Social scientists’ notion of margin refers to the additional effect of an action, as in, “The
marginal effect of the second ship was to earn an additional $90 million in revenue.”

Economists often analyze marginal effects rather than totals or averages. The reason is
simple: marginal analysis tells you what to do. Our company in the example must decide,
ship by ship, whether to continue producing and selling. The CEO may have woken up
this morning and said, “This company will be profitable.” But this is a global commitment
or aspiration, not a decision. The actual decision to sell happens in the moment, locally
in terms of time and space. With each sale, the company must decide to build and sell
another ship, or not. The decision then comes down to benefits and costs. The CEO must
ask, “"How much more money will we make if we sell another ship? And how much more
money will building that ship cost us?” If the local cost—the marginal cost, the cost of
building an additional ship—is greater than the local benefit—the marginal revenue, the
money to be made from selling another ship—then the company should stop production.
In essence, marginal analysis is how the CEQO takes the company’s global goals—to make
money—and turns them into practical decisions: “If this particular ship does not make
money, don't build it.”
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Y: Utility
Marginal utility as a function
of portions eaten
X: Portions eaten
Figure 2.1

Marginal utility of eating portions of winberry ice cream

Y: Utility

Total utility as a function
of portions eaten

X: Portions eaten

Figure 2.2
Total utility from eating portions of winberry ice cream
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Utility
Marginal cost as a function
52 of portions eaten
Portions eaten
Figure 2.3

Marginal cost of eating ice cream

Utility
Marginal cost as a
33 ' function of portions eaten
i
]
]
1
]
1
]
]
E Marginal utility as a
! function of portions eaten
]
1 2 3 Portions eaten
Figure 2.4

Marginal utility and marginal cost of eating ice cream
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Box 2.3
Consumption of virtual missiles in EVE Online

In EVE Online, owners of missile-firing battleships have a choice: they can carry either
torpedoes or cruise missiles. For a long time, the two were approximately equally popular.
In December 2007, the developers changed the torpedoes’ attributes, making them more
powerful but decreasing their range. Players reacted to this immediately. Most people
started to prefer cruise missiles to torpedoes. As a result, the demand for cruise missile
launchers shot up as the demand for torpedo launchers sank. This is illustrated in figure
2.5, which shows the market prices of these two weapons over a period of two years. On
the day the change was made, the price of cruise launchers doubled, while the price of
torpedo launchers fell 80 percent. Within a couple of months, the prices had stabilized in
a new equilibrium.

In terms of volume, the average number of cruise launchers sold per day increased from
around 1,000 units before the change to 1,800 units immediately after the change, to over
3,000 units by late 2008, The daily sales of torpedo launchers fell from around 1,000 units
before the change to fewer than half that immediately after the change. It then slowly

rebounded to approximately 1,500 units per day by the end of 2008 as the economy grew.

The players’ reaction to the change revealed their preference clearly: most prefer to fire at
their enemies from a distance!
200
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Figure 2.5
Price of missile launchers over time
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Figure 12.2
An inflow, a stock, and an outflow
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