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Online gaming & eSports
Why this theme?
Shifting demographics, consumer
preferences and more refined
business models are driving
digital gaming towards greater
accessibility, competing with
traditional media entertainment
in a battle for consumers’
attention.

Digital gaming encompasses a broad variety of gaming and
entertainment sources including video games played over mobile
phones, dedicated consoles and personal computers or laptops. It
also encompasses the growing eSports segment, which consists of
viewership of people playing video games, usually streamed over the
Internet or sometimes broadcast over television.

Why does it matter?
Digital gaming and eSports
offer an opportunity to gain
exposure to a high growth industry
which is likely to benefit from
evolving spending preferences of
Millennials and Gen Z.

While dedicated consoles and PC games have been the key market
segments historically, over the past few years, mobile games have
emerged as a key growth driver. Today, they account for nearly half of
total industry revenues. The robust growth in mobile gaming revenues
has been driven by advertisement revenues through ads embedded in
free games as well as the growth of the Freemium business model.

What does this mean for
investors?
This report looks at the key longterm and near-term drivers for
potential outperformance of
digital gaming companies.

Based on industry estimates, the global video games market is worth
over USD 150bn, nearly three times the size of music industry revenues.

The increased penetration of gaming on smartphones has also led to
an exponential increase in the number of “gamers” globally.

The global digital games market is worth over USD 150bn,
nearly thrice the size of the music industry
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Mobile gaming has seen stellar revenue
growth in 2020

Global digital gaming revenue has been
growing rapidly across all geographies

Video game revenues by device

Video game revenues by geography
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Long-term growth drivers
In our assessment, the industry benefits from robust structural
drivers, which should support rapid growth over the
coming 3-5 years. Some of these drivers include:
1. Increasing mobile penetration – While smartphone penetration is high in developed
countries, there is still room for smartphone adoption to increase in emerging markets.
According to industry estimates, the current number of mobile gamers is around 2.5bn,
with only a fraction of them actually spending money on games. As smartphone
penetration increases in the developing markets, which have a higher proportion of
younger population, the number of mobile gamers is expected to increase substantially
in the next few years.
2. Lower hardware costs – Over the past decade, video games are increasingly played
on mobile phones rather than dedicated consoles, which reduces the upfront cost of
hardware purchase. This reduces the barrier to entry for new gamers and has been a
big driver for the rapid increase in gamers over the past few years. Additionally, with
technological innovation, the cost for entry-level smart phones has declined, a trend
that is likely to continue, helping bring more potential gamers into the fold.

Gen Z is now the dominant demographic
cohort

Gen Z income is projected to grow rapidly
and potentially surpass that of millennials
by the early 2030s

Breakdown of the world’s population by age groups

Projected global income for Gen Z and Millenials
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3. Demographic tailwind – The Gen Z cohort, or people born between 1996 and 2016, now
accounts for nearly 2.5bn people, much higher than the Millennials cohort – estimated
at 1.7bn (Source: UN). An increasing proportion of Gen Z is joining the global workforce,
increasing their earning power, which is estimated to match or outstrip total earnings of
Millennials by 2030 (Source: Euromonitor).
Gen Z spends a substantially higher time on their mobile phones and playing video
games, compared to older generations. According to Deloitte’s Digital media trends
survey, close to one-half of millennials and Gen Z pay for both a gaming and video
streaming service, suggesting gaming has increasingly become integral to consumers’
entertainment experience. Additionally, Gen Z has a much greater propensity for
watching eSports compared to the older generations and, according to some surveys,
may even prefer them over watching traditional sports.
While this shift in preferences may seem dramatic at first, they are certainly not
surprising. Over the past few decades, shifts in generational preferences of Baby
boomers, Gen X and Millennials have been key drivers in the growth and decline of
multiple industries.
4. Shift to online sales – Virtually all game sales for mobile gamers happens online.
Outside of mobile gaming, over 80% of sales have transitioned to online channels (as
opposed to buying physical disks of games earlier). The shift to online sales channels
has removed the barriers to purchase that existed in the past.
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Why now?
In addition to the structural factors outlined earlier, we believe
a confluence of positive drivers should help the industry grow
rapidly in the next 12-24 months.
1. Change in consumer behaviour – The pandemic has curbed global travel, increased
social distancing and led people to stay at home more than ever. Even in a postCovid-19 world, changes to the way we shop, dine and entertain ourselves are likely
to endure, with the convenience offered from the infrastructure put in place during
the pandemic now becoming a necessity. More people are spending time on digital
entertainment, including games. The rise of games with a social element has also
helped with greater user engagement. At the same time there has been a growth in
online streaming of eSports, with a number of traditional sport powerhouses such as
NASCAR increasing their focus on eSports as well.
2. 5G and cloud gaming – Faster internet connections and a progressive roll-out of
5G networks will lead to lower latency in playing games online, enhancing the user
experience. Cloud-based gaming, while still in nascent stages, has the potential to
disrupt the gaming market as it would mean that even users with the most basic
hardware/smartphones would be able have a good user experience playing the latest
games (which may have previously required more advanced hardware) across multiple
devices.
3. Better business models – Historically, the upfront cost of purchasing games has
been a key factor deterring gamers from playing more games. However, over the
past few years, mobile game companies have seen success through the adoption
of the “Freemium” model. Under this model, the games are free to download, which
increases the number of players and also increased ways of monetisation including
advertisements, in app purchases or even a regular gaming subscription to the latest
games. Consumers can buy digital goods (such as new weapons, special characters)

GAMING-AS-A-SERVICE MODEL
Gaming-as-a-service is a continuous revenue model, where
monetisation can be continued after initial purchase or download.
A few channels include:

Subscription

Microtransaction

Season Passes

Gamers pay an
ongoing fee to play.
Especially popular in
MMO games such as
World of Warcraft

Gamers can purchase
additional features
such as weapons, loot
boxes, additional lives
for small amounts

Offers players access
to new content,
updates and even
earn in-game rewards

Source: Standard Chartered
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at low prices, while companies benefit from
higher margins as these digital products cost
virtually nothing to produce. This model has been
successful since the small purchase price offers
lower barrier to spending for a player and they
cost the game company virtually nothing as they
are digitally created goods. According to a study
by Google, in recent years, the total revenue
generated by top Free-To-Play (F2P) games has
dwarfed the revenues for the top 10 paid games.

5. Barriers to entry – Increasing complexity in
developing games has led to a nearly tenfold
increase in game development cost over the past
two decades, with costs for developing some
games running as high as USD 100mn. The costly
barrier to entry reduces the competitive pressure
on the established game publishers, helping them
better defend their margins.

4. Strong margins – Admittedly, valuations for most
large firms in the industry are elevated both in
terms of P/E or P/B ratios, especially after their
strong performance over the past 12-18 months.
However, we believe that the strong revenue
growth potential justifies the high multiples to a
certain extent. Additionally, the dominance of
digital sale channels has meant that on average,
large video game publishers have been able to
generate strong gross margins in excess of 50%
through console and PC game channels for the
past few years. Mobile game sales are almost
purely through digital channel, which further
boosts the overall margins for game publishers.
Additionally, the dominance of digital sales
channels means that game publishers are able to
add new gamers at negligible costs, which further
boosts their margins (compared to the physical
channel).

Dominance of digital sales channels helps boost margins for video game publishers
Distribution margins for Consoles and PC games

DIGITAL DISTRIBUTION

83 %

market share

Channels:
Mobile: Apple iOS, Google Android
Console: Sony's PlayStation Store, Microsoft Store
PC: Valve's System, Epic Games Store

70-85 %
gross margin

GAMERS

PUBLISHERS
PHYSICAL DISTRIBUTION
Channels:
GameStop, Amazon,
Walmart, BestBuy

17 %

market share

40-50 %

Activision Blizzard,
Electronic Arts,
Ubisoft, Nexon

gross margin

Source: GlobalX ETFs, NewZoo, Standard Chartered
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Key risks
Elevated valuations
As highlighted earlier, the strong recent run in digital gaming stocks has left valuations
elevated. With average P/E ratios hovering around 50x, in the near-term, stock prices are
likely to be highly sensitive to revenue growth and progress on improving profitability.
Cybersecurity risk
Major game publishers, distribution platforms and eSports broadcasters host valuable user
data. Potential data breaches could dent user confidence or even lead to legal risks for the
companies involved.
Regulatory risk
Potential changes in regulations which curb the development of new games or the amount
of revenue they can earn may lead to slower-than-expected market growth for game
developers.
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Bank is the private banking division of Standard Chartered Bank (Hong Kong) Limited. Ghana: Standard
Chartered Bank Ghana Limited accepts no liability and will not be liable for any loss or damage arising directly
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into account these factors before making a commitment to invest in an investment. To unsubscribe from
receiving further updates, please click here. Please do not reply to this email. Call our Priority Banking on
0302610750 for any questions or service queries. You are advised not to send any confidential and/or important
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Bank is also an authorised financial services provider under license number 44946 issued by the Financial Sector
Conduct Authority of the Republic of South Africa. Jersey is not part of the United Kingdom and all business
transacted with Standard Chartered Bank, Jersey Branch and other SC Group Entity outside of the United
Kingdom, are not subject to some or any of the investor protection and compensation schemes available under
United Kingdom law. Kenya: This document is being distributed in Kenya by, and is attributable to Standard
Chartered Bank Kenya Limited. Investment Products and Services are distributed by Standard Chartered
Investment Services Limited, a wholly owned subsidiary of Standard Chartered Bank Kenya Limited (Standard
Chartered Bank/the Bank) that is licensed by the Capital Markets Authority as a Fund Manager. Standard
Chartered Bank Kenya Limited is regulated by the Central Bank of Kenya. Malaysia: This document is being
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document. Nigeria: This document is being distributed in Nigeria by Standard Chartered Bank Nigeria Limited
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investment. To unsubscribe from receiving further updates, please click the link at the bottom of this email or
send an email to clientcare.ng@sc.com requesting to be removed from our mailing list. Please do not reply to
this email. Call our Priority Banking on 01-2772514 for any questions or service queries. The Bank shall not be
responsible for any loss or damage arising from your decision to send confidential and/or important information
to the Bank via e-mail, as the Bank makes no representations or warranties as to the security or accuracy of any
information transmitted via e-mail. Pakistan: This document is being distributed in Pakistan by, and attributable
to Standard Chartered Bank (Pakistan) Limited having its registered office at PO Box 5556, I.I Chundrigar Road
Karachi, which is a banking company registered with State Bank of Pakistan under Banking Companies
Ordinance 1962 and is also having licensed issued by Securities & Exchange Commission of Pakistan for Security
Advisors. Standard Chartered Bank (Pakistan) Limited acts as a distributor of mutual funds and referrer of
other third-party financial products. Singapore: This document is being distributed in Singapore by, and is
attributable to, Standard Chartered Bank (Singapore) Limited (Registration No. 201224747C/ GST Group
Registration No. MR-8500053-0, “SCBSL”). Recipients in Singapore should contact SCBSL in relation to any
matters arising from, or in connection with, this document. SCBSL is an indirect wholly owned subsidiary of
Standard Chartered Bank and is licensed to conduct banking business in Singapore under the Singapore
Banking Act, Chapter 19. Standard Chartered Private Bank is the private banking division of SCBSL. IN RELATION
TO ANY SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO IN THIS DOCUMENT, THIS
DOCUMENT, TOGETHER WITH THE ISSUER DOCUMENTATION, SHALL BE DEEMED AN INFORMATION
MEMORANDUM (AS DEFINED IN SECTION 275 OF THE SECURITIES AND FUTURES ACT, CHAPTER 289 (“SFA”)).
THIS DOCUMENT IS INTENDED FOR DISTRIBUTION TO ACCREDITED INVESTORS, AS DEFINED IN SECTION
4A(1)(a) OF THE SFA, OR ON THE BASIS THAT THE SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT
MAY ONLY BE ACQUIRED AT A CONSIDERATION OF NOT LESS THAN S$200,000 (OR ITS EQUIVALENT IN A
FOREIGN CURRENCY) FOR EACH TRANSACTION. Further, in relation to any security or securities-based
derivatives contract, neither this document nor the Issuer Documentation has been registered as a prospectus
with the Monetary Authority of Singapore under the SFA. Accordingly, this document and any other document
or material in connection with the offer or sale, or invitation for subscription or purchase, of the product may not
be circulated or distributed, nor may the product be offered or sold, or be made the subject of an invitation for
subscription or purchase, whether directly or indirectly, to persons other than a relevant person pursuant to
section 275(1) of the SFA, or any person pursuant to section 275(1A) of the SFA, and in accordance with the
conditions specified in section 275 of the SFA, or pursuant to, and in accordance with the conditions of, any
other applicable provision of the SFA. In relation to any collective investment schemes referred to in this
document, this document is for general information purposes only and is not an offering document or prospectus
(as defined in the SFA). This document is not, nor is it intended to be (i) an offer or solicitation of an offer to buy
or sell any capital markets product; or (ii) an advertisement of an offer or intended offer of any capital markets
product. Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by the
Singapore Deposit Insurance Corporation, for up to S$75,000 in aggregate per depositor per Scheme member
by law. Foreign currency deposits, dual currency investments, structured deposits and other investment products
are not insured. This advertisement has not been reviewed by the Monetary Authority of Singapore. Taiwan:
Standard Chartered Bank (“SCB”) or Standard Chartered Bank (Taiwan) Limited (“SCB (Taiwan)”) may be
involved in the financial instruments contained herein or other related financial instruments. The author of this
document may have discussed the information contained herein with other employees or agents of SCB or SCB
(Taiwan). The author and the above-mentioned employees of SCB or SCB (Taiwan) may have taken related
actions in respect of the information involved (including communication with customers of SCB or SCB (Taiwan)
as to the information contained herein). The opinions contained in this document may change, or differ from
the opinions of employees of SCB or SCB (Taiwan). SCB and SCB (Taiwan) will not provide any notice of any
changes to or differences between the above-mentioned opinions. This document may cover companies with
which SCB or SCB (Taiwan) seeks to do business at times and issuers of financial instruments. Therefore, investors
should understand that the information contained herein may serve as specific purposes as a result of conflict
of interests of SCB or SCB (Taiwan). SCB, SCB (Taiwan), the employees (including those who have discussions
with the author) or customers of SCB or SCB (Taiwan) may have an interest in the products, related financial
instruments or related derivative financial products contained herein; invest in those products at various prices
and on different market conditions; have different or conflicting interests in those products. The potential
impacts include market makers’ related activities, such as dealing, investment, acting as agents, or performing
financial or consulting services in relation to any of the products referred to in this document. UAE: DIFC Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference
Number ZC18.The Principal Office of the Company is situated in England at 1 Basinghall Avenue, London, EC2V
5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and Prudential Regulation Authority. Standard Chartered Bank, Dubai International
Financial Centre having its offices at Dubai International Financial Centre, Building 1, Gate Precinct, P.O. Box
999, Dubai, UAE is a branch of Standard Chartered Bank and is regulated by the Dubai Financial Services
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Authority (“DFSA”). This document is intended for use only by Professional Clients and is not directed at Retail
Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to
clients who qualify as Professional Clients and Market Counterparties and not to Retail Clients. As a Professional
Client you will not be given the higher retail client protection and compensation rights and if you use your right
to be classified as a Retail Client we will be unable to provide financial services and products to you as we do
not hold the required license to undertake such activities. For Islamic transactions, we are acting under the
supervision of our Shariah Supervisory Committee. Relevant information on our Shariah Supervisory Committee
is currently available on the Standard Chartered Bank website in the Islamic banking section at: https://www
.sc. com/en/banking/ islamic-banking/islamic-banking-disclaimers/ UAE: For residents of the UAE – Standard
Chartered Bank UAE does not provide financial analysis or consultation services in or into the UAE within the
meaning of UAE Securities and Commodities Authority Decision No. 48/r of 2008 concerning financial
consultation and financial analysis. Uganda: Our Investment products and services are distributed by Standard
Chartered Bank Uganda Limited, which is licensed by the Capital Markets Authority as an investment adviser.
United Kingdom: Standard Chartered Bank (trading as Standard Chartered Private Bank) is an authorised
financial services provider (license number 45747) in terms of the South African Financial Advisory and
Intermediary Services Act, 2002. Vietnam: This document is being distributed in Vietnam by, and is attributable
to, Standard Chartered Bank (Vietnam) Limited which is mainly regulated by State Bank of Vietnam (SBV).
Recipients in Vietnam should contact Standard Chartered Bank (Vietnam) Limited for any queries regarding
any content of this document. Zambia: This document is distributed by Standard Chartered Bank Zambia Plc,
a company incorporated in Zambia and registered as a commercial bank and licensed by the Bank of Zambia
under the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.
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