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Abstract Virtual Worlds (or, VWSs) are an intriguing field of research. In particular,
VWs appear to create new opportunities for integrating the business of the firm with
Information Technology (or, IT). This article is a first attempt to address the topic of
how owning and maintaining a VW can impact on the business models of firms and on
the literature on business models, and VWs are examined in order to understand the
relationship between them. A qualitative methodology is proposed to sketch a radar
map framework, which is able to identify value drivers and the subsequent impact
on elements of value proposition. Although they need to be tested and verified, the
findings provided in this work might offer support for firms looking to VWSs as a new
way to implement a winning business model. Finally, suggestions for empowering
future research are proposed and examined.

Keywords Business model - Virtual worlds - Drivers of value - Qualitative
approach - Radar map

1 Introduction

In the last five-years, the Internet has radically changed. Such a pattern cannot pass
unnoticed, since both academic and business worlds have shown great interest in
such changes. Indeed, whilst the suppleness and ubiquity of interconnected computa-
tional networks have led the Internet to become the standard platform for communi-
cation [39], the constant improvement in ICT has shown the way forward to a “new
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Web”. Authors like Tapscott [77] and O’Reilly [57] describe such a shift in terms of
“Web 2.0”; in particular, Tapscott and Williams [77] claim that:

We’re all participating in the rise of a global, ubiquitous platform for compu-
tation and collaboration that is reshaping nearly every aspect of human affairs.
While the old Web was about Web sites, clicks, and “eyeballs,” the new Web is
about the communities, participation, and peering (p. 19).

Therefore, it makes sense to speak about forms of “Social Software”, which put the
power of creating, sharing and collaborating with “peers” [10] in the hands of every-
one. A large number of platforms embodies these principles; Youtube, Wikipedia,
Slideshare, Facebook, Linkedin and many others arose in a relatively short period of
time, and each one filled a human need for sociality, which is shared by most Internet
users.

The evolution of the Internet has also been characterised by the birth and de-
velopment of so-called Virtual Worlds (henceforward, VWSs). As a matter of fact,
many of these digital environments appeared on the web, due to computational
advances and growing interconnectedness. Digital environments offer a graphical,
three-dimensional representation that simulates the real world, in which users are
identified by a digital version of themselves: the avatar [18]. Initially discarded as a
sort of ephemeral fashion, VWs have become very popular, attracting the attention of
millions of users, who spend remarkable amounts of time and money on them. Pages
are replaced by—digital—places.

It can be said that the Social Software/Virtual World combination changes behav-
iours, patterns of usage and perceptions of a large number of Internet users. There-
fore, both Social Software and VWs represent how the Internet is evolving. Quite
obviously, firms are worried about how to deal with the challenges posed by the dig-
ital environment but at the same time, they cannot ignore the business opportunities
that are turning up.

In this article, attention is focused on the spread of VWs, the second thread of
Internet evolution. In particular, this work can be seen as a preliminary step in a
long-term research project aiming to explore the challenges connected with VWs
and the way they are related to business models [2, 3, 6, 7, 14, 15]. Indeed, these
relations might lead to a potential shakeout of existing forms of e-business, leading
to new models. For instance, some authors [14, 15] have examined the approaches
firms adopted to implement their business models within a specific VW, using the
Second Life case study. Although such a choice might appear limiting, it was justified
in view of the unique user-generated nature of Second Life, which permitted many
companies to join the VW with a relatively small investment. However, these studies
did not address the question of which features of VWs can be identified as relevant for
business models. This open question is the starting point for our work. Specifically,
the aim of the article is to try and understand under what conditions business models
that hinge on VWs may find new sources of value. The work may be considered as
part of an ongoing research project.

The paper is structured as follows. In the next section business models in the liter-
ature will be examined, focusing in particular on e-business. In the third section the
objective is to determine the main features of VWs and introduce a brief classification
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of them. In the fourth section a case-study methodology will be used to support the
results of our study on VWs. We will also draw a graph radar framework to map the
salient characteristics of various VW categories. In the last section, we will discuss
the major findings of our work, defining the pros and cons of our approach. We will
also try to suggest directions that VWs/business models might take in the future.

2 The concept of Business model: a literature review

In recent years, e-business models have been one of the strong points in business and
computer science literature [27, 64]. Nevertheless, a standardized and accepted def-
inition of the concept has not yet been given. From time to time, both practitioners
and academics have examined the topic of business models from many different per-
spectives. Gordijn, Osterwalder and Pigneur [32] argue that the notion of “business
model” in the literature may refer to:

e Taxonomies [70, 79], which distinguish among e-shops, malls, auctions, virtual
marketplaces, pay-per-click and so on. Such an approach was used as a launching
pad for a thread of research which tried to reconstruct a taxonomy of the main
e-business models [47, 68, 69, 83]. This notion led to the identification of a finite
number of business models;

o Conceptual models of the way we do business, in which business models describe
a meta-model [28, 59] or a reference model [35, 47] for a specific industry [41, 44,
53, 69, 73, 87]. This notion resulted in the identification of a potentially infinite
number of business models [1, 4, 5, 22, 49, 59, 65, 74, 82].

Diversity in the definitions available [47, 50, 83] poses substantial challenges to
itemizing the nature and components of a model, as well as to establishing a cri-
terion for distinguishing good models from bad ones. It also leads to confusion
in terminology, in so much as business model, strategy, business concept, revenue
model, and economic model are used interchangeably. In order to avoid this “melting
pot” of definitions, a basic principle can be stated: the business model describes the
value creation logic that permeates a company’s processes. Osterwalder, Pigneur and
Tucci [61] claim that a business model offers a cross-section of a certain number of
elements, which are:

e The value that a company offers one or more segments of the market;

e The structure of the company and the partner network that allows a firm to generate
and monetize value;

e The relationship with capital, in order to generate profits and sustainable revenue
streams.

Therefore, it appears consistent to consider a business model as a tool that arranges
components and dynamic relations which create both value for the customer and
profit for the company [1].

Moreover,.the Internet’s rapid.growth has led to an increase in the complexity
of the business landscape, forcing companies to conceive forms of e-business. As a
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general rule, the e-business model that appears in the literature describes organisa-
tions and how they have changed through Internet innovation. Stihler [74] identi-
fies the ways in which Internet business models can support innovation, including:
value innovation (anti-virus software—e.g. Norton); architecture innovation (build-
to-order—e.g. Dell); innovation through coordination (auctions or brokerage—e.g.
eBay); revenue model innovation (targeted advertising—e.g. Google); and revolu-
tionary business model innovation (open source—e.g. Wikipedia). Simply put, the
Internet has compelled firms to integrate off-line and on-line policies. As a result,
new business models have stemmed from dismantling and reformulating companies’
value chains. For instance, it is worth remembering the separation between physical
flows and information flows of products, the birth of new players of intermediation—
infomediaries and metamediaries—and the separation of physical networks from cog-
nitive networks of relationships.

The main result has been that the Internet has enriched the options and the channels
by which companies could access the market. This has led to rethinking traditional
business models, so that they would be able to fit with the specificities of online,
digital space. In addition to pure play business models [68], the competitive arena
saw the birth of hybrid business models, also known as “multi-channel commerce”,
“bricks-and-clicks” or “clicks-and-mortar” [85]. Moreover, this process matched the
transformation of the traditional consumer into a hybrid consumer, who was able to
bridge offline and online spaces [12, 80, 83]. Whilst, during the dot.com bubble, many
firms were persuaded that moving all activities online would result in the maximiza-
tion of their competitive advantage, nowadays the same goal is obtained by means
of a combination of web and physical channels. Germane to this trend appears to be
the emergence of the “virtual community” model. Broadly speaking, virtual commu-
nities started out as a spontaneous social phenomenon, but they soon awakened the
interest of businesses. For example, early in 1999 Hagel [34] stated that the virtual
community business model would prevail on the Web. Meanwhile, the diffusion of
Web 2.0 social software [57] and VWs reinforced the strengths of the community-
based model. In fact, interaction, collaboration and knowledge sharing among com-
munity participants became easier and more widespread. Therefore, this evolution of
the Internet suggests that it is reasonable to hypothesize both the hybridization of ex-
isting business models and the development of new models specifically linked to the
characteristics of VWSs [3, 6, 7, 54, 84].

The large number of approaches and the differences in methodologies [42] yielded
a patchy framework in the business model literature. Indeed, almost every author de-
velops a different proposal that adheres to a different ontology [2]. Hence, analysing
and understanding what a business model properly represents should require clear and
unambiguous statements. Pateli and Giaglis [64] reviewed the contributions of the
scholars by means of a framework based on six analytical features: definitions, com-
ponents, taxonomies, representations, change methodologies and evaluation models.
The strength of this model lies in the fact that it allows for the comparison of different
approaches and theories. As a result, it has been possible to underline the lack of con-
sensus on a shared definition of business model, due to the fact that the perspectives
embraced by scholars stemmed from heterogeneous, disconnected theoretical fields.
In the same way, Shafer et al. [72] reassembled the components of business models
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Fig. 1 Evolution of the business model concept towards ontologies and applications [Gordijn, Oster-
walder, Pigneur, 2005]

into an affinity diagram which depicted four categories: strategic choices, creating
value, capturing value, and the value network. Finally, according to Chesbrough [20],
there are six parameters that depict the business model function: value proposition,
target market, value chain, revenue mechanism, value network or ecosystem and com-
petitive strategy.

The ways in which business models are represented are also varied. This is due to
the fact that business models are usually described by means of a mixture of infor-
mal textual, verbal, and ad hoc illustrations. Tapscott et al. [76] used the term “Value
Map”, which depicted all key classes of participants (partners, customers, suppliers)
and value exchanges (tangible and intangible benefits, knowledge); in the same vein,
Alves and Roque [2] integrated the concept of business model with the concept of
value net, as defined by Parolini [63]—a set of networked groups of activities that
can be carried out by different actors; Gordijn and Akkermans [29-31] adopted an
e-value ontology that included: actor, value object, value port, value interface, value
exchange, value offering, market segment, composite actor, and value activity; Os-
terwalder and Pigneur [60] conceptualized an “e-Business Model Ontology”, which
was the formalization of relationships, vocabulary, and semantics of the fundamental
elements in the e-business model domain. Finally, Methlie and Pedersen [53] drew a
model where revenue system, governance form and strategy interact with the service
features.

However, research into the business model is still an ongoing process. The his-
torical changes in approaches and key concepts are described in a recent article by
Gordijn, Osterwalder and Pigneur [32]. The authors have suggested a scheme to
analyse the evolution of business model research in the literature. The five phases
defined below (Fig. 1) show how the focus of authors has shifted from taxonomies to
conceptual tools as well as specific business applications.

Although the phases are not in chronological order, the frame is consistent with
the way the business model research evolved. Gordijn, Osterwalder and Pigneur [32]
affirm:

During the first phase, when the term business model started to become promi-
nent,.a.number of authors suggested.-business model definitions and classifica-
tions [77, 79]. In the second phase authors started to complete the definitions
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by proposing what elements belong into a [sic] business models. At first, these
propositions were simple shopping lists, just mentioning the components of a
business model [22, 47, 50, 65]. Only in a third phase followed detailed de-
scriptions of these components [ 1, 35, 82]. In a fourth phase researchers started
to model the components conceptually culminating in business model ontolo-
gies [28, 59]. In this phase models also started to be more rigorously evaluated
or tested. Finally, in the ongoing fifth phase, the reference models are being
applied in management and IS applications (p. 2).

Nowadays, the fifth phase has recently taken on greater importance, since the
merging between technology and business affects how innovation is implemented
in companies [21] and their capacity to gain competitive advantages.

In their work, Pateli and Giaglis [64] highlighted two relevant insights into the
ways business model research should look in the future. First, they emphasized the
necessity of examining new frameworks and applying fresh methods, in order to avoid
an excessive immobility. Academics and managers are progressively recognizing that
surviving and flourishing in a high-tech market depends on the capabilities of the firm
to modify their business and change the way of creating value. For instance, Afuah
and Tucci [1] and Hamel [35] turned their attention to previously unknown factors to
measure the potential or the performance of the business model. And secondly, Pateli
and Giaglis [64] found that the evaluation criterion domain is perhaps the less mature
business model research area:

The majority of the criteria proposed in the literature are derived from generic
theory and are mostly driven by financial indicators (for example, profitabil-
ity and margins) that are very difficult, if possible at all, to measure ex ante
(pp. 343).

On the other hand, we are concerned that finding “better” value indicators will not
resolve the problem. The critical point is that taxonomies focus on revenues and not
on other sources of value, such as reputation or knowledge. It seems that the definition
of what value is perceived to be should receive more attention. In short, does it make
sense to speak about value generated for the customer when this is limited to what
may be expressed with money? The question is anything but trivial. Since in online
contexts people can be both consumers and producers of content [77], the way they
assess the value of products might change. Therefore, the business model should
evolve in order to explain:

e How companies can access immaterial value, which is difficult to assess;
e How it is possible to involve proactive users in production processes.

New markets in which these questions may find answers are emerging, and we find
VWs may be the most fruitful among them.

3 Virtual worlds: towards new e-business forms?

In_the 21st century, ficms have been forced to find a way to renew their activities,
laying the foundation for the rise of e-commerce, e-business, e-learning and similar
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formulas. In the online competitive landscape the birth of VW5 is the new challenge
for firms. A large and growing number of Internet users is willing to invest time
and money in these online platforms. The intensity of the phenomenon has caught
the attention of scholars, practitioners and companies. Many authors [36, 48, 62]
have hypothesized that the rise and growth of VWs resembled the Internet in the
nineties, from a sophisticated application for computer fanatics to a vital instrument
of everyday life. At the same time, it is evident that VWs posed different challenges
compared to any other IT application. Indeed, VWs are a special form of media.
Since the medium is the message [52], VWs create value by means of an appropriate
“language”. Therefore, VWs cannot be conceived as traditional e-business platforms
[10, 14, 56, 71]. When VWs are platforms able to favour the creation of new forms
of business model, the VW features and specifications should be carefully examined.

The clear identification of what VWs actually are is linked to the evolution of com-
puter and web-based applications. Indeed, the forerunners of VWs were the MUDs—
Multi-User Dungeon, or Domain—which were created in 1978 by Richard Bartle and
Roy Trubshaw [43].

The crossover between original MUDs and computer games allowed a different
kind of human-machine interaction, as digital images have progressively replaced
words and led to a visual-based dimension of digital space [23]. The dramatic evolu-
tion of computer capabilities has reinforced the shift from words to images and it has
also promoted the change in interfaces. As a result, digital environments have become
increasingly detailed and realistic, and the patterns of interaction resulted in being
more complex. The result was the birth of the so-called MMOGsS in the nineties—
Massive Multiplayer Online Games [26, 51, 88]—namely computer games which
exported the playability through the software over the net, changing the meaning of
playing [8, 78].

Although the link between VWs and MMOG:s is extremely close, the former is not
a simple replica of the latter. Distinguishing one from the other is important, because
of the way their structures affect the users’ perception. In this sense, videogames
have no-neutral structures, since software developers control almost every feature of
the platform. To some degree, it might be reasonable to consider MMOGs as a subset
of VWs. In order to define areas of overlap, as well as characteristics of differentia-
tion between VWs and MMOGs, the contribution of a certain number of authors has
been examined. Manninen and Kujanpidi [51] outlined the founding characteristics
of MMOG:s as:

e The world has underlying, automated rules that enable players to carry out changes
to 1t.

e Players represent individuals in the VW. This is their character and all interaction
with the world and other players is channelled through characters.

o Interaction with the world takes place in real time. When you do something in the
world, you can expect feedback almost immediately.

e The world is shared, so there are other participants that act and play in the virtual
world.

As aresult, MMOGs are at least to.some degree persistent, constantly up and running.
On the other hand, these principles are not in contrast with those defined by Edward
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Castronova, the so-called father of the virtual economy. Indeed, Castronova stated
[17-19] that VWs are three-dimensional, digital environments in which a great num-
ber of people interact with each other by means of an avatar—a digital representation
of the self. The founding features of VWs are:

e [nteractivity: it exists on one computer but can be accessed remotely (i.e. by an
Internet connection) and simultaneously by a large number of people, with the
command inputs of one person affecting the command results of other people.

e Physicality: people access the program through an interface that simulates a first-
person physical environment on their computer screen; the environment is gener-
ally ruled by the natural laws of Earth and is characterized by scarcity of resources.

e Persistence: the program continues to run whether anyone is using it or not; it
memorizes the location of people and items, as well as the ownership of objects.

These areas of overlap emphasize the difficulty in setting a clear boundary between
MMOGs and VWs. Such a situation is a consequence of the merging of technological
and social features that can hardly be separated [14, 40, 75]. A useful, though partial,
classification is based on different degrees of how player experience is structured.
MMOGs are sold as packaged goods bundled with a gaming service platform: digital
content is pre-developed by a professional team, which also determines the system
of rewards and, thus, the achievements the player can have access to [26, 33, 51].
In contrast, VWs are loosely defined: the developer deals mainly with assuring the
optimization, fixing software bugs, creating a digital space for the needs of the com-
munity of users and the maintenance of the service. Furthermore, the in-world sys-
tem of rewards is usually determined by VW users and not by developers. Dougherty
and Lastowka [25] built their classification on a similar theoretical background, as
they distinguish between Game Worlds, like World of Warcraft, Everquest, City of
Heroes, Pirates of the Burning Sea—gameplay based on achievement, predetermined
player’s task, traditional revenue models, content creation processes performed only
by developers—Social Worlds, like There.com, Habbo Hotel, Whyville—gameplay
based on socializing, player’s task partially pre-determined, revenue model based
on advertising and/or sales of virtual properties, customization of content (and not
creation) performed by users—and User-Generated Worlds, like Second Life, Mul-
tiverse, Active Worlds—mixed gameplay, player’s task self-determined, content cre-
ation processes activated by the users. However, it should be pointed out that this is
a flexible classification, as even in this case different VWs tend to overlap and share
common characteristics by their very nature. Far from being a limitation, we con-
sider overlapping a resource, as it confirms that VWs are a type of Internet-based tool
flexible enough to be customized by firms attending to their own needs.

To a certain degree, the core distinction between MMOGs and VWs should be
found in the different processes of sense-making [81] that take place: in MMOGs,
such a process is centralized, as it is built upon a developer’s vision; in VWs it is
decentralized, seeing that it is built upon a social construct [11] determined by a com-
munity of users. Cagnina and Poian [15] drew a framework (Fig. 2) able to explain
such a social construction.

Looking at the frame on the vertical dimension, technology—the set of structural
conditions that defines the characteristics of digital interactions—and the content
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Fig. 2 A framework for VWSs. The enactment of the environment [Cagnina, Poian, 2007]

creation—the way users manipulate the technology in order to satisfy their needs—
are the conditions sine qua non: VWs cannot exist without them [15]. Although
they are separated dimensions they are connected by feedback mechanisms, since
the changes in technology lay the foundation for new production of content, and con-
sequently, new content nurtures the demand for new advances. It should be noted that
within the creation of content not only the activities carried out within the VW, but
also those carried out from the real world to VW must be considered [2, 33, 37, 45].
On the horizontal level, two meaningful analytical dimensions are claimed to exist:

e [Interactivity deals with all the actions, processes and feedback that are set up be-
tween users, hardware and software. Indeed, interaction can be defined as one of
the most important and distinguishing technical characteristics of the aforemen-
tioned social media. In particular, the design and functionalities embedded in in-
terfaces influence learning-by-doing processes and skills acquisition, which are the
foundation for the phenomenon of User-Generated Content [46, 55, 80]. Therefore,
the process is both social and technological.

e Immersion refers both to a technological [13, 38] and social [16] meaning. The
latter refers to the process of involvement and the motivation experienced by the
users, whilst from the technological side, immersion can be seen as a “sensory
immersion that had a positive impact on telepresence and on brand attitude, self-
reported product knowledge and on purchase intention” (40, p. 9).

The process leads to the enactment of the environment [58, 81], that is to say, an
environment in which the experiences of the users, in terms of interactivity and im-
mersion, affects and, at the same time, is affected by the dynamic process of sense-
making. As a matter of fact, VWs embed editing programs that make it possible to
create 3D digital objects,.to.modify the scripting language or even to embed digital
content, videos or music, which is enjoyable in streaming.
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4 Defining business models through VWs

The concept of business models emerged in the nineties due to the diffusion of IT
and the boom of the Internet. In the industrial age, the primacy of production and the
search for efficient assembly lines affected even academic thought. Tools and theoret-
ical frameworks such as the value chain [66] and the five forces framework [67] filled
the need for understanding the industrial context. The technological advances, repre-
sented by the spread of IT, and by the maturity reached by the Internet, dramatically
changed such a scenario. Features such as the stability of the environment and the
sequentialization of processes are no longer feasible in a context in which technology
drives firms towards competitive advantages that relate to flexibility, global thinking
and dematerialization [63].

As stated in the second section, the business model literature entered a phase of
evolution when companies tried to manage and integrate the technological changes
into business proposals. In particular, the exploitation of online potentialities led to
the identification of the so-called e-business models, in which the business arrived on
the Web. However, since the pace of technological development differs from business
adaptation, the former produces changes that are not immediately understood and
acknowledged by the latter. This occurred during the dot.com bubble in the nineties,
but it is occurring nowadays in the transition phase from Web 1.0 to Web 2.0 [57, 80],
and it will continue at a growing pace for VWs.

As noted by Pateli and Giaglis [64], new ways of evaluating business models
are needed. The focus on financial flows is limited and sometimes produces a dis-
torted evaluation of firms’ efforts. Weill and Vitale [82] remarked that e-business
should leverage on firm’s intangible assets, which are recognized as ongoing busi-
ness processes, customer perceptions, and IT infrastructure, whilst Chesbrough [21]
and Dahlander and Wallin [24] highlighted the importance of communities as com-
plementary assets to activate innovation processes. In the same way, Benkler [10]
claimed that “commons-based peer production processes” have emerged, namely
processes in which mass participation in projects cannot be explained by the direct
presence of monetary return. Nonetheless, peer-based, collective approaches can be
applied most effectively to create information, knowledge, and cultural content. The
sharing of knowledge, awareness, reputation, relationships, loyalty, customers skills
are factors that are more and more important for firms [80]. The problem is twofold:
to recognize new, previously untapped sources of value; and to find how they yield
value for the firm. Such a problem has been studied for community-based business
models, in which the benefits granted by increased coordination and collaboration
translate into cost savings and increased revenues only in the long-term [46]; that is
to say, the business model factors that affect a firm’s success in its early stages change
at a more established stage [48]. As a result, the ability to drive conversion and par-
ticipation, as well as the capability to integrate customers in companies’ value chains,
is crucial [34, 85].

The rise of VWs in the business model playground is significant. Many authors
[17, 26, 40, 48, 56, 88] have emphasized the nature of the interaction enabled by
VWs, which is claimed to deliver more engaging and intense experiences to final
users.. Therefore, it seems.valuable to.use the engagement generated by a VW to
commit users on the business model of the firm. A few important hints are:
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e VWs embody a community: the aggregation of users into communities is a typical
trait of VWs, which originates from their interactive nature [10, 17, 51, 78]. As
a consequence, VWs embody the same advantages as business models based on
communities, for instance in terms of learning processes [56] or the production and
sharing of digital content [48], and at the same time, they offer firms a powerful
platform to interact with.

e VWs create a system of micropayment: the existence of a marketplace and a virtual
currency makes it possible to create an easy way to implement a micropayment sys-
tem [76], which is the basis for some sort of premium services, like the Freemium
business model [70]. Virtual items are graphical metaphors for packaging behav-
iours that people are already practising [37]; as a consequence, people are ready to
give them real value [33, 45, 84].

e VWs fulfil the desire of users for identity: when they surf the net, most people
do not use their faces or real names, but create a different identity, by using a
nickname and an avatar [8, 10, 17, 18, 78]. Therefore, VW participants can perform
a process of “avatarization”, in which they can construct a digital identity that may
be either the same or totally different from the real identity [14, 15]. Such a process
reinforces people’s commitment to creating a digital identity [8, 83], which can
give more information on users’ interests.

These aspects may be used and combined to reinforce the business proposal of
the company. For example, firms can use VWs to reinforce their brand awareness
and presence, as in Second Life, where numerous companies own islands, or the
replica of MTV shows in a VW; on the other hand, many opportunities still remain
untapped. For example, after the initial scepticism, IBM launched a complex pro-
gram that aimed to reach an interoperability between internet applications and digital
worlds; in doing this, the ICT company collaborated with both Linden Lab (the owner
of Second Life) and Hipihi (the Chinese counterpart): from forms of e-collaboration
and e-learning, we are moving towards v-collaboration and v-learning, where the let-
ter v stands for virtual.

In such a scenario, our aim is to provide a tool to make order within various VWs.
Our basic assumption is that the variety of available VWs implies that when a firm
plans to exploit a VW to implement a business model, it must choose the VW that
best suits its own needs: that is to say, different VWs do not suit a business model in
the same manner. In particular, we are concerned with the problem of defining some
mapping criteria for VWs, in order to identify significant sources of differentiation.

5 A qualitative approach for mapping VWs

The previous section addressed the open question of the relevance of VW5 for the cre-
ation of new forms of business model. Various authors [7, 14, 15, 33, 36, 54, 84] have
turned their attention to understanding how firms may innovate their business models
joining a VW owned by a third part company. Unlike them, this work is aimed at ad-
dressing another part of the problem.: how. firms may advance their business models
developing and running a proprietary platform. Creating a VW suitable for a business
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proposal may be very difficult. As a matter of fact, the heterogeneity of digital en-
vironments emphasized in previous sections has impeded the creation of taxonomies
and ontologies that helped to shape the business model landscape. Therefore, the goal
of this work is to create an analytical framework able to highlight the main drivers of
potential value which are not usually considered by business models. That is to say,
the attention is on those sources of value that companies fail to explain, due to the
disproportionate attention given to short-term financial flows [48].

The research has its roots in qualitative methodology. We have collected infor-
mation through external observation and case studies. As a distinctive subject of
research, it seemed appropriate to collect data and information available on the In-
ternet. In particular, we obtained data from VW sites, which are usually run by the
developer/publisher, and fan sites—forums, blogs, wikis and so on. The information
collected permitted us to gather evidence on a number of different VWs, which are
shown in Table 1.

In order to better understand the characteristics of each world we have indicated
in the columns:

Name of the VW.

Type (based on the classification adopted by Dougherty and Lastowka [25]).

Targeted audience.

Type of avatar—custom, when the changes relate only to aesthetic embellishments,

such as dresses; modifiable, when avatars have skills or characteristics that can be

modified, such as strengths or power.

e Free content creation—the level of content creation the VW’s owner grants to final
users.

e Revenue model.

Moreover, we also examined selected academic publications, in order to compare
and check the adequacy of our approach. The main reason that led us to prefer a
fully qualitative approach rather than a quantitative one lies in the fact that VWs are
difficult to encapsulate in a quantitative framework, due to the great variety and the
areas of overlap among VWs.

Identifying the proper drivers of value a business model should aim at and im-
proving the understanding of how value can be generated and managed are relevant
topics for the research. Accordingly, it is necessary to be aware of the perceptions and
behaviour of players, as well as of the goals and choices performed by firms. Whilst
some authors have actually looked at these topics separately, we propose an approach
that is able to join them.

As far as the insights connected to the playing experience are concerned, there are
a certain number of valuable studies of players’ behaviour in VWs [33, 45, 86]. The
most complete of these is the study of VWs conducted by Nick Yee [86]. The long-
term research project of this author produced relevant findings, in particular about
the motivations of players. Moving from the limits of the so-called Bartle test [9],
Yee created one of the first frameworks able to fully explain players’ behaviour [86].
In this original test, Richard Bartle divided players into Achievers—players that give
themselves game-related goals,.and. vigorously set out to achieve them, Explorers—
players that try to find out as much as they can about the VW, Socializers—players
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Table 1 Characteristics of VWs. A preliminary categorisation

Virtual world ~ Type Use Type of avatar Free content ~ Revenue model
creation
Active User- Everyone Custom Yes Free access,
Worlds generated subscription fee
Barbie Girls Social Young girls  Custom No Free access,
Selling Items
City of Game Everyone Modifiable No Packaged software,
Heroes Subscription fee
Club Social Kids Custom No Free access,
Penguin subscription fee
Entropia Game/User- Everyone Custom Partial Free access,
Universe generated Pay per item
Eve online Game/User- Everyone Custom Partial Subscription fee
generated
Everquest Game Everyone Modifiable No Packaged software,
Subscription fee
Forterra Game Business Not modifiable ~ Partial Contract
Systems
Gaia Online Game/social Everyone Custom No Free
Habbo Hotel Social Kids Custom No Free access,
Pay per item
Kaneva Social Everyone Custom No Free access,
Pay per item
Multiverse User- Everyone Custom Yes Contract
generated
Neopets Game/Social ~ Everyone Custom No Free access,
Subscription fee
Pirates of the ~ Game Everyone Not Modifiable  Partial Packaged Software,
burning sea Subscription fee
Second Life User- Adults only  Modifiable Yes Free access,
generated premium accounts
The Sims Social/game Everyone Custom No Packaged software,
Online Subscription fee
There Social Everyone Custom Partial Free access,
subscription fee
Ultima Game Everyone Modifiable No Packaged software,
Online Subscription fee
vMTV Social Everyone Custom No Free
‘War of Game Everyone Modifiable No Packaged software,
Warcraft subscription fee
Whyville Social Kids Custom Yes Free,

Pay per item

that use the game’s communicative facilities, and Killers—players that use the tools
i i o other players [9]. Extending the concept,
et of relations, which may be aggregated
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Table 2 Motivational components of play in MMOGs [ Yee, 2005]

Achievement Social Immersion

Advancement Socializing Discovery

Progress, Power, Casual Chat, Helping Exploration, Lore, Finding

Accumulation, Status Others, Making Friends Hidden Things

Mechanics Relationship Role-Playing

Numbers, Optimization, Personal, Self-Disclosure, Story Line, Character History,

Templating, Analysis Find and Give Support Roles, Fantasy

Competition Teamwork Customization

Challenging Others, Collaboration, Groups, Appearances, Accessories,

Provocation, Domination Group Achievements Style, Colour Schemes
Escapism

Relax, Escape from RL,
Avoid RL Problems

in 10 main components and grouped into 3 classes. Yee’s findings are summarized in
Table 2.

This division is very useful, but for our purposes, it explains only part of the issue.
Indeed, not every kind of VW is characterised by the predominance of play; as a
consequence, the risk of inferring misleading analytical drivers is real. Moreover, the
perception of players may be in contrast with the goals and needs of the firms that
own and develop a VW.

A more firm-centric picture is offered by Arakaji and Lang [6]. In their work, the
authors explored how firms can determine effective innovation strategies for design-
ing and building VW environments. The authors [6] pointed out that “peer-based
social production models challenge the traditional proprietary business paradigm by
leveraging new technology-enabled organizational forms” (p. 34). These could be
seen as different ways of designing VWs, whereas the gap between totally closed—
totally open VWs is filled by hybrid models. Some of them favoured proprietary own-
ership by appropriating most of the value that is generated by the user network, whilst
the rest favoured collective ownership by sharing most of the added value with the
community of users. In order to evaluate the opening, Arakaji and Lang [6] proposed
that firms should take into account eight key factors, which are:

Investment Risk.
Development Risk.
Coordination Risk.
Motivation Risk.
Control Risk.
Security Risk.
Governance Risk.
Culture Risk.

The authors highlighted how a suitable strategy of VW design may mix elements
of both.open.and.closed.models, . depending on how each choice interacts with the
aforementioned factors. Consequently, the effectiveness of the design choice could
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be evaluated on the basis of the coherence between firms’ goals and key factors. On
the other hand, such a perspective failed to take into account the factors that may
affect the commitment and engagement of the VW’s participants.

In our work, we try to identify which drivers a firm should manage to create a
successful business model, recognizing the need to bridge approaches that focus on
users and approaches that focus on firms. When looking at understanding how to de-
velop a VW, we have to take care of the dimensions that yield value to both users and
developers. Since we are interested in bridging what drives players and developers,
the approaches of Yee [86] and Arakaji and Lang [6] have been reframed. Therefore,
we need to understand how the choices of implementing both developer-driven and
user-driven environments may bias the value proposition carried on by the VW. Thus,
we propose a framework that represents what drives the process of VW creation. Six
main drivers of value are identified and described as follows:

e Achievement—this refers to the structure of goals users can (or have to) pursue dur-
ing the in-world experience. The freedom of defining a structure of goals is biased
by the choices of development design. Usually, the achievement is the stronger
push in playful games, since the goals are clearly defined, starting from the struc-
tural decision imposed by the developer, whilst they can be loosely defined in so-
cial games and user-generated environments. For example, the gameplay based
on fights PvP—player vs. player—or PvE—player vs. environment—and avatar
power-levelling is a typical trait of MMOGs, and characterises the experience of
players. On the other hand, players can determine for themselves the set of goals
within the VW; this typically happens when users have the capability of (even par-
tially) creating content, as in Second Life, Active Worlds, Entropia Universe or Eve
Online. Within the business model, the issues posed by the structure of achieve-
ments are important to articulate a valid and proper playing experience, so we
derive the first hypothesis:

Hypothesis 1: the playing experience is positively affected by the achievement
driver

e Control—this aspect refers to the implementation of forms and mechanisms of
intervention, controlling and monitoring the behaviour of the users. Typically, in
proprietary, gaming-based VWs like World of Warcraft or City of Heroes, this as-
pect s firmly in the hands of developers, who are unwilling to cope with unplanned
situations. Indeed, in many social VWs too, the respect for guidelines of netiquette
is fundamental, in particular when kids are involved. For example, the developer of
Habbo Hotel, Sulake Corporation, implements a system that enables active moder-
ation, user education and automatic language filtering. On the other hand, it is com-
mon for users to manage this important feature, as in Second Life or Multiverse.
Therefore, the control driver makes it possible to deliver thrust and confidence.
Within the business model, the issues posed by the controlling and monitoring are
important to observe how users perceive and approve a company’s governance, SO
we obtain the second hypothesis:

Hypothesis 2:the VW governanceiispositively affected by the control driver
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e Creativity—the creativity driver refers to the availability of instruments that per-
mit final users to develop content related to the VW. It is possible to distinguish
between in-world content, which refers to any of the digital items in the VW, and
out-world content, which refers to all the content that relates to the VW but that can
be accessed without connecting into it. In user-generated content VWs, in-world
content is critical, since users, who have access to specific, user-dedicated develop-
ment tools distributed for free, are the main developers of the world. On the other
hand, creativity is fundamental for every VW, since the production of out-world
content, such as blogs, photos and forums, nurtures the growth of the community.
When content is created by users, developers’ commitment is lower and cost sav-
ings can be obtained, for instance, when the digital environment is co-developed
by users (reduction of development costs) or when users create their own commu-
nities and forums (reduction of post-sales costs). Within the business model, the
issues posed by the level of creativity are important to integrate VW users into the
company’s value chain, so we obtained the third hypothesis:

Hypothesis 3: the integration of users in a company’s value chain is positively
affected by the creativity driver

e Sociality—The sociality driver refers to the availability of tools and channels
through which social relationships are established with other people. Many VWs
offer a function of chat, ranging from MMOGs like Everquest to social worlds like
Whyville, and recently, the VoIP—Voice over Internet Protocol—functions have
been integrated. The types of social exchange can be varied, and they are not lim-
ited by geographical boundaries. VWs make it possible to integrate several forms
of socialization, thanks to the sharing of experiences. For instance, meetings and
forms of collaboration can be held on VWs: companies like IBM and Intel already
do this, exploiting the possibilities offered by Second Life. Within the business
model, the issues posed by socialization are important to establish and evaluate the
relational capital created through the VW, so we derive the fourth hypothesis:

Hypothesis 4: the relational capital is positively affected by the sociality driver

e Realism—the driver of realism deals with the capacity of the VW to create real
value for users. When a digital environment is “real”, users are willing to join and
be members of it. It is important to note that “realism” must be correctly under-
stood. Indeed, realism cannot be conceived as strict adherence to the real world—
such a concept would be meaningless, since every VW with a fantasy background
would be excluded. Rather, the notion of realism adopted here refers to the fact that
the characteristics implemented in the platform, such as background, graphic style,
pattern of interaction, must be coherent in respect to the users’ experience. Sim-
ply put, elements such as the respect for physical laws, the abundance of graphic
detail, the respect for historical context or the alignment with a set of cultural as-
pects reinforce users’ involvement. For example, Pirates of the Burning Sea is a
MMOG that allows players to live the experience of sailing in the Caribbean seas
during the historical period of piracy, playing as a British, French or Spanish na-
tional commander or a buccaneer. Within the business model, the issues posed by
areal digital environment are important,in creating the conditions to reinforce the
sense of immersion in the VW, so we derive the fifth hypothesis:
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Hypothesis 5: the sense of immersion is positively affected by the realism driver

o Membership—Finally, the membership driver is presented. Membership deals with
the sense of being a part of a community. In VWs, membership reinforces the sense
of being immersed in a community, thanks to both the close interaction between
people and social relationships and the organization of in-world events. Further-
more, membership favours e-learning, as witnessed by the VWs created for spe-
cific business activities, such as Multiverse and the programs of Forterra Systems.
Within the business model, the issues posed by membership are important in cre-
ating loyalty and commitment among users, and in finding new ways of communi-
cation as well; so we obtained the sixth hypothesis:

Hypothesis 6: loyalty and commitment are positively affected by the membership
driver

Although a unique relationship between drivers of value and areas of value cre-
ation is claimed, it is fundamental to point out that the reality is more complex, since
each driver may affect multiple areas. For instance, sociality is a factor that impacts
on immersion and playing experience, whilst membership affects the creation of so-
cial capital. Therefore, the framework simply predicts which is the more significant
relation between a specific driver and potential areas of value creation. The topic of
understanding every relation that links drivers of value to areas of value creation will
be discussed in the last section.

The second step we took was to establish a range of values for each value driver.
A range of values between 0 and 10 has been hypothesized, on the basis of the ob-
servation we collected from web sites, blogs, forums and communities. A value close
to ten means strong commitment to managing the driver, while users are marginally
involved in it. A value close to one means little commitment of the developer to the
driver, which is managed by users. A medium value indicates a hybrid form, one
in which developers and users adopt some forms of collaboration. Finally, when the
value reaches zero, it means that neither developers nor users are committed to con-
trolling the driver; thus, its impact cannot be controlled. The final step has been to
create a graph radar map for a series of significant VW cases. Such a process implies
a certain degree of subjective evaluation in order to design the framework. Whilst this
choice appears to be consistent with the process we follow, it implies that any general
principle must be weighed up very carefully.

Below are reported the radar maps of six VW cases (Figs. 3, 4, 5, 6, 7, 8).

These samples include the most well-known types of VWs: user-generated worlds,
social worlds, serious games and MMOGs. User-generated worlds are represented by
Second Life, the most famous among these types of platform. Habbo Hotel, run by
Sulake Ltd, which can rely on a monthly basis of 9.5 million active subscribers (up-
dated in Sept 2008), and vMTV, which is held by the well-known MTV broadcast,
are successful social worlds. Forterra Systems is a society that specialized in offering
VWs structured as serious games, which are used to train employees, simulating hos-
pital situations or simulating critical situations and so on; finally, there are MMOGs
such as World of Warcrafft, the planetarium phenomenon that peaked at more than 10
million paying subscribers.in January. 2008, and Eve Online, an original Sci-Fi-based
MMOG that enables a complex eco-socio-political system of in-world governance.
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Fig. 3 Second life Graph radar map

‘With our approach, radar maps can be compared in order to unveil differences and
analogies among VWs. As expected, there are no identical frames, because VWs are
very different from one another. Below we report some significant findings about the
frameworks.

e Impoverished development. In the case of a user-generated world (Fig. 4), the focus
on creativity, sociality and membership comes at the expense of achievement and
control. The design choice made it possible to outsource the development phase to
users, in accordance with the attention paid to membership and sociality: people
invest time in improving their skills, reinforcing their loyalty and commitment,
sharing their results with other members. Lack of concern about achievement and
control yields poor playing experience and anarchic development of the world.
These aspects explain, for instance, why in Second Life a high churn rate coexists
with a community of very active users.

o Difficulty in integrating users. It seems there is a trade-off between control and
creativity (Figs. 3, 5, 6, 7). Such an incompatibility derives from the juxtaposi-
tion between how to improve the offering and how to let users customize and
modify it. The latter may be insufficient in supporting the former, creating poor
experiences. Probably, this occurrence depends on the fact that the management of
this trade-off requires.the development of technical and managerial competences.
‘When not dealt with efficiently, such a mismatch reflects an excessively rigid struc-
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ture of governance, which hampers the integration of users into the company’s
value chain. In effect, this is one of the problems that firms are facing nowadays.
Specific VWs for specific goals. When a VW has been created for a specific, well-
defined purpose, firms tend to concentrate their efforts on a limited subset of value
drivers. For example, in the case of Forterra System products (Fig. 6), the levels of
sociability and membership are very low, because they are not functional in respect
to the characteristics of the platform and aims of the firm. As a consequence, when
the focus is on realism, achievement and control, the playing experience should
be developed as a complete training tool. Far from being a limitation, this could
suggest VWs are flexible platforms that can support a firm’s activities.

In order to maintain analytical coherence, we were concerned to outline the critical

points and potential flaws embedded in our approach. Two important criticisms are

posed:

o Lack of generalization. The methodology we followed led us to define a framework

able to show the connections between driver value and sensitive areas. Whilst valu-
able information can be obtained from the comparison of radar maps, nothing can
be said about general rules. Indeed, this research paper is a preliminary step to-
wards an understanding of the relationships between VWs and business models.
As a consequence, we have defined several hypotheses for research, but we need
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to test them. More data should be collected, in order to enhance the robustness of
any findings.

e Lack of performance measurement. The radar map framework helps to support
the decision-making process performed by the firm, since it identifies drivers of
value and the areas in which these drivers have relevant effects. However, nothing
can be said about the quality of the relationship. Indeed, the framework does not
explain what the best combination of developer/user effort is. Therefore, the values
in the framework help us to define how to approach a specific driver—ranging
from company-driven vs. user-driven—but it does not measure the efficacy of the
performance yielded by the combination of firm/user involvement.

6 Conclusions

VWs are starting to be accepted amongst academics and practitioners, since they en-
able the convergence of social and technological aspects. Accordingly, we have tried
to provide a contribution that is able to shed more light on the evolving relationship
between business models and VWs. More specifically, the aim of the paper has been
to offer some guidance to firms interested in exploring business opportunities pro-
i i i articular, we start from the assumption that
identify non-monetary sources of value.
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To a certain degree, these assumptions are consistent with the idea that persistent,
digital online worlds are driving us towards new business models. We followed a
qualitative approach that led us to hypothesize the existence of a set of value drivers,
which are claimed to affect in turn the design of a hypothetical business model. De-
spite the conceptual simplicity, we believe the framework we propose is analytically
useful. Firstly, the framework appears to be able to identify untapped sources of value,
whereas traditional revenue-centric models lack this ability. Moreover, the framework
sees users as being an active part of the process. Nowadays, technological advances
have allowed people to become developers of the Internet. Such logic permeates the
framework, in view of the fact that the possibility that some value drivers might be
managed by users is recognized.

On the other hand, we must note that this work is part of an ongoing research
project. We are trying to build a set of instruments that will fill our theoretical tool-
box. In keeping with this assumption, we are also aware that preliminary indications
provided by this work must be tested. In particular, a research agenda may be struc-
tured as follows:

e Enhance our database regarding VWs, through public information and data, by
interviewing VW _developers and owners, collecting metrics, making on-line sur-
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e Testing our initial assumptions. In particular, we need to verify the significance of
the identified drivers of value, as well as the significance of the relation between

drivers and impacted areas.

o Finally, we plan to improve the detailed level of the analysis, trying to deconstruct
all the relations that exist among value drivers and between value drivers and af-
fected areas. Despite the fact that the framework suggests a single connection—
such as achievement and playing experience—it seems more realistic to support
the existence of a number of connections. Therefore, mapping the whole set of
connections appears to be a reasonable path to follow in order to achieve the com-
plete knowledge of the phenomenon.

Whatever the attention of scholars is, on firms joining an existing VW or develop-
ing a proprietary one, future research about the relation between VWs and business
models should deal with two relevant topics:

e How the virtual environment fits with the needs and strategies of firms;
e How it is possible to appreciate the impact on collaboration between firms and

users on the development of the

world.

In regard to the first issue, it must be noted that companies have little knowledge of
VWs. Since VW5 are linked to a different cultural background—digital entertainment
is.very-far from business.activities—the research should help companies to improve
their knowledge of digital environments and to find new uses for these technologies
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in their businesses. In line with the second issue, it must be noted that it is now
possible to detect if some of the development issues surrounding VWs are dealt with
by collaboration between users and professional developers. What is not possible
here is to verify what degree of collaboration is better. Indeed, we have observed
that there are many possible combinations of involvement of users and developers on
value drivers, but we are not able to measure the performance of each combination.
This is a common flaw of research on business uses of VWs, and research should try
to address this open question.
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