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     Development of game software can be undertaken even by comparatively small groups of 

people, and numerous firms ranging from small enterprises to major companies are engaged in 

development. R&I applies its rating methodology for game software to large and medium-size 

companies that maintain a certain level of operations through continuous business activities. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     The industry's products and services are electronic data and electronic media on which data 

have been recorded. For this reason, distribution costs are not very significant, and the market 

extends worldwide. Viewed globally, the market is relatively large, and substantial growth can 

continue to be anticipated in the future. While growth potential is considerable, volatility for the 

market as a whole is comparatively high, with the market shrinking sharply during recessionary 

periods, for example. Products and services demanded by customers can sometimes change 

dramatically due, for instance, to changes in information technology and trends. Competition is 

severe, with various large and small products and services being launched daily, and when viewed 

at the level of individual products and services, customer continuity and stability are low. 

     Game software development is a labor-intensive industry that requires large numbers of 

people. Development of a single product or service typically takes several years, and development 

costs are incurred upfront. The certainty of recovery of the funds invested in each development 

project is difficult to estimate accurately. 

     Based on comprehensive consideration of these points, R&I judges game software to have a 

high degree of industry risk. 

 

(1) Market size, market growth potential and market volatility 

     The market is divided broadly between two platforms. One is consoles for dedicated game 

software terminals or for personal computers, and the other is mobile devices such as smartphones. 
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The market is relatively large, estimated to be around the one trillion yen level in Japan and to 

exceed 10 trillion yen worldwide. Considered globally, the market is expected to achieve tremendous 

growth in the future as well, in tandem with increases in disposable income and leisure time. On 

the other hand, game software is not a daily necessity, and the market contracts when the economy 

weakens. 

     Just as the spread of smartphones has remarkably changed the venues and devices for 

enjoying games and increased the number of players, the market's structure can be altered 

appreciably by technological innovations. Market volatility is comparatively high. 

 

(2) Industry structure (competitive environment) 

     While the continuous creation of hit titles that incorporate new technologies and the latest 

trends requires investment in information technology and a large-scale development organization, 

the development and sale of game software itself can be undertaken by one individual or an 

organization of several people. Barriers to entry are low, and an enormous number of businesses 

develop products for specific regions and platforms. With various large and small products and 

services being introduced to the market every day, there are numerous examples of comparatively 

young firms that have taken the market by storm. The turnover among market players is relatively 

severe. 

     Prices for products and services stay within a range from several hundred yen to about 10,000 

yen. Preferences are extremely strong, and the deciding factor for purchases is a product or service's 

appeal in terms of how interesting it is for gamers to play, while price has relatively low importance. 

For console games, however, sales of new titles are affected by the distribution of low-price, 

second-hand titles. In addition, the content industry encompassing products other than game 

software such as toys, animated cartoon, movies and music, and products and services for leisure 

activities such as dining out and sightseeing, are vying with the game software industry for a share 

of customers' time and money. The competitive environment can be said to be severe. 

 

(3) Customer continuity and stability 

     Because the burden to finance individual products and services is relatively small, customers 

typically purchase products and services from several companies. While preferences are strong, it is 

difficult for any specific company to achieve a monopoly over customers' time and money. 

     Improving the convenience and comfort of products and services helps earn customers' 

support. Because changes in information technology and trends transform customers' demand, 
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however, products and services become obsolete relatively quickly. Customer continuity and 

stability are low. 

 

(4) Capital and inventory investment cycles 

     Equipment and facility upgrades do not entail large investments. On the other hand, the 

research and development (R&D) spending burden is heavy. Game software development is 

labor-intensive, and personnel costs substantively account for the bulk of expenses incurred for 

development. Although development periods vary greatly, ranging from about one year to several 

years, in many cases development generally extends over a protracted period, with costs incurred 

upfront until sales commence. While development costs are sometimes recorded as assets, in most 

cases they are recognized as intangible assets that are not versatile, and as long as the game 

software is not commercialized, such assets are non-marketable. Companies also face the risk of 

product value plummeting rapidly when customers' demand changes. Although some demand can 

be anticipated for a product or service that uses intellectual property (IP) such as a widely 

recognized brand mascot or character, it is difficult to accurately estimate the certainty of recovery 

of the funds invested in each development project. 

 

(5) Protection, regulations and public aspects 

     As an overall characteristic, the content industry sometimes attracts social criticism of its 

product and service content, sales methods, advertising and other industry practices. There is a 

potential that companies will be compelled to revise their business development whenever the 

industry stumbles into such circumstances. 

     In China, government approval is necessary when game software is placed on the market, and 

regulations can affect sales. In many countries, however, particularly the advanced countries that 

form the core of the games market, there are no protection measures or regulations that greatly 

affect creditworthiness. 

 

(6) Cost structure 

     With numerous staff required for product and service development, the game software 

industry is labor-intensive and has a heavy fixed cost burden. Even when sales grow, marginal costs 

are small and substantial profits can be anticipated, On the other hand, flexibly constraining labor 

costs during a declining sales phase is difficult, because headcount reductions will degrade 

development capabilities. Furthermore, advertising expenses and fees for distribution platforms 
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are linked to sales, but there is little room for negotiating rates. The cost structure has little 

flexibility. 

 

2. View of individual firm risk 

     In contrast to industry risk, which highlights the standard risks of the industry of which the 

subject firms are a part, the business risk of each company will differ depending on the individual 

firm risk as explained below. 

 

(1) Development capabilities and depth of IP 

     With advances in information technology, the products and services demanded are constantly 

changing. Being acutely attuned to changes and incorporating them into content creation is 

indispensable for retaining customer loyalty. While a certain amount of demand can be expected for 

products that are part of a series utilizing IP that has already attracted fans, the commercial value 

of IP gradually decreases in many cases. Expanding IP depth by creating new content and 

refreshing the lineup has therefore become a vital approach. Provided it has the capability to 

generate attractive content and maintains sufficient IP depth, a company can stabilize earnings. 

This is the most critical point for judging a game software developer's competitiveness. 

 

(2) Sales capabilities 

     Products and services demanded by each country and region vary. Additionally, even within a 

country, different platforms call for different products and services. To reliably capture earnings 

opportunities, a company must establish sales channels for regions and platforms where it can 

effectively present the appeal of its products and services. R&I believes securing various sales 

channels will lead to stable business operations. 

 

(3) Development project management structure 

     In game software development, delays in development and the erosion of development assets 

directly translate into earnings volatility. A company can enhance earnings stability if it has 

created mechanisms enabling it to appropriately manage development progress on a timely basis, 

while investing resources commensurate with its sales targets for products and services. 

 

(4) Status of other content businesses 

     R&I evaluates a company's businesses other than game software that use content, such as 
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toys, video and music works, and pachinko/pachislot machines. R&I treats businesses where the 

creation and use of characters and images can produce a competitive advantage without the use of 

substantial tangible fixed assets as content businesses. 

     When a company can utilize IP in businesses other than game software, it is able to broaden 

opportunities to appeal to customers and diversify earnings channels. As a result, it becomes easier 

to tie customers to the company's products and services, which in turn mitigates earnings volatility 

risk. Fostering content businesses other than game software is an effective strategy for stabilizing 

earnings. While the extent to which each non-game business affects R&I's business risk evaluation 

will differ for each company, the greater the impact, the greater the weight in its evaluation. 

 

II. Evaluation of Financial Risk 

     For the game software industry, R&I emphasizes the following financial indicators in view of 

the business characteristics. 

 

(1) Earning capacity 

Operating margin 

     Game software development does not require large-scale capital investment, and the main 

outlays are development and labor costs. Therefore R&I focuses on operating margin. Some 

companies amortize development costs over a period of time, while others record them immediately 

as an expense. Viewed over several periods, however, there are no major differences. 

 

(2) Scale and investment capacity 

Operating income, equity capital 

     These are key indicators for evaluating the ability to respond to changes in the operating 

environment. R&I focuses on the level of operating income to assess investment capacity, while 

emphasizing the amount of equity capital as a buffer against asset erosion risk and reported losses. 

 

(3) Debt redemption period 

Net debt to operating cash flow ratio 

     A game software company should basically be debt-free, because development takes 

considerable time and the probability of recovery of invested funds is difficult to estimate. For 

companies that do not record development costs as an asset and therefore do not incur amortization 

expense, R&I uses operating cash flow, rather than EBITDA (earnings before interest, taxes, 
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depreciation and amortization), to assess the debt redemption period. 

 

(4) Financial profile 

Equity ratio 

     Once it creates a hit title, a company can generate substantial profits and increase equity 

capital, which is characteristic of the industry. Given the degree of industry risk, R&I considers that 

a game software developer should have a high equity ratio. 

 

III. Rating for Game Software Industry 

 

 

 

 

Importance Indicator Importance

Development capabilities and depth of IP ◎ Earning capacity Operating margin ○

Sales capabilities ◎ Operating income ◎

Development project management structure ○ Equity capital ◎

Status of other content businesses ○
Debt redemption 
period

Net debt to operating cash flow ratio △

Financial profile Equity ratio ○

Note) Importance is indicated by ◎: extremely important, ○: important, or △ relatively important.

Issuer Rating

Individual Firm Risk Financial Risk

Scale and 
investment capacity

Industry Risk: High

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
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