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Behavioral Strategy Analysis of an Internet Game Company

Zhengyi ZHANG

Waseda University Graduate School of Social Sciences Postdoctoral Program

Abstract: This study employs a vertically differentiated product model to conduct comparative analysis of
traditional PC games and emerging online games through numerical simulations. By incorporating network
externalities, the analysis characterizes the gaming industry’s key features, specifically exploring how online
game firms strategically leverage network effects to maximize profits. Findings suggest that stronger network
externalities enable firms to charge higher prices and earn greater profits. Furthermore, network effects” magnitude
significantly influences firms™ decisions about product quality: higher externalities incentivize higher-quality game
development to capture increased profitability. Market size also crucially shapes firms’ quality strategies, with larger
markets justifying investments in superior game quality. Additionally, the study reveals a negative relationship
between development difficulty and profit margins, implying that greater complexity in game development may
lead firms to opt for lower-quality offerings to maintain profitability.
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