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Abstract 
 
The video game industry has been among the most popular and profitable global entertainment sectors since the 1980s. 
Featuring a diverse array of products and consumers, industry trends are varied and change frequently. Microsoft 
Gaming established themselves in the industry in the early 2000s with the Xbox gaming console and have since 
purchased another industry leader in Activision Blizzard. Frequently changing economic conditions introduce a 
challenging landscape when deciding how Microsoft Gaming should invest financial resources to increase company 
profitability. By utilizing the accounting method internal rate of return (IRR), this paper analyzes the financial 
landscape of Microsoft Gaming with industry factors and offers suggestions for investment. 
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1. Introduction 
Microsoft Gaming is a gaming and entertainment division of Microsoft, a leader in personal computing, operating 
systems, applications, and cloud computing. Upon entering the market in 2000, they successfully launched multiple 
hardware models under the Xbox brand and established several immensely successful video game franchises including 
Halo, Forza Motorsport, Gears of War, and Fable. In 2023 Microsoft purchased Activision Blizzard, another industry 
leader in the gaming industry with a large portfolio of financially successful and leading brands including Call of 
Duty, Overwatch, Diablo, and Warcraft. As the video game industry continues to evolve, Microsoft has positioned 
itself with a diverse portfolio of profitable games. However, as development costs continue to rise and profit estimates 
fluctuate due to economic conditions, additional investment requires sound financial analysis to maintain company 
profitability and health. The purpose of this study is to analyze the economic data of Microsoft and Activision Blizzard 
to recommend potential areas of investment and consolidation for Microsoft serving as the parent company of 
Microsoft Gaming, post-acquisition of Activision Blizzard.  
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Utilizing publicly available 10-K filings, Activision Blizzard annual reports, and industry data, while assuming 
estimated development costs of operating expenses, and monetization rates. This study will exclude confidential 
internal Microsoft data. Focus will be on synergies in cloud gaming, subscription ecosystems, and cross-platform IP 
leverage to produce a portfolio-level capital allocation recommendation across Microsoft's Gaming divisions. 
 
1.1 Objectives 
This study focuses on evaluating the economic performance of Microsoft Gaming from FY 2022 through FY 2024, 
focusing on the economic evaluation of Microsoft’s gaming portfolio post-Activision Blizzard acquisition. Console, 
PC, mobile, and cloud-gaming segments will be included in the comparison of Microsoft's financial trends versus the 
global industrial growth patterns, specifically examining Activision Blizzard franchise performance and contribution 
to Microsoft. Investment options across existing IP, new IP, mobile games, Game Pass, and hardware will be assessed 
using internal rate of return (IRR) and net present value (NPV) based replacement analysis for project ranking, 
classified into invest, maintain, and divest categories as they are tied to economic return and strategic fit.  
 
The study will measure alignment of the Activision integration and its alignment with Microsoft’s long-term 
ecosystem strategy, finding synergy potential with Game Pass, Azure cloud gaming, and cross-platform distribution, 
contribution to competitive positioning, and overall fit with Microsoft’s shift toward recurring revenue models and 
high-value IP leverage.  
 
2. Industry and Market Overview 
The global video game market, since its establishment, has grown to become one of the fastest-growing industries in 
entertainment due to advances in technology, digital distribution, and an increasing consumer base across 
demographics and regions. Major segments that make up the market include console gaming, PC gaming, mobile 
gaming, and the more recent cloud gaming platforms. Of these, mobile gaming represents the largest share of global 
revenue, amid widespread smartphone adoption and the profitability of free-to-play models supported by 
microtransactions. 
 
Long product life cycles and high IP value, together with the ability to generate recurring revenue through DLC, live-
service updates, and subscription ecosystems, further shape the industry. Publishers are increasingly moving toward 
live-service models characterized by stable, high-margin cash flows. Additionally, cloud gaming and cross-platform 
integration continue to dissolve historical boundaries between hardware ecosystems, enabling wider distribution and 
player accessibility. 
 
Overall, the video game market remains highly competitive, innovation-driven, and sensitive to consumer preferences, 
the quality of content, and network effects. The nature of competition in the gaming market, dominated by a few large 
platform holders and publishers, is based on exclusive content, proprietary ecosystems, and global distribution 
capabilities. The main competitors in the industry to this day are: 
 
Sony (PlayStation) as they are the Global market leader in console hardware, underpinned by strong first-party studios 
and exclusive franchises. Sony retains the dominant share of premium console sales and enjoys high engagement on 
its subscription service. Nintendo, on the other hand, is known for its distinctive hardware innovation and very 
lucrative flagship IPs, including Mario, Zelda, and Pokémon. The Nintendo business model is highly differentiated 
and favors creativity over raw hardware power. 
 
Microsoft/Xbox mainly competes on ecosystem breadth, cross-platform integration, and subscription services. Before 
the deal, Microsoft was number two in console sales, but much stronger than Sony in PC gaming and cloud 
infrastructure.  
 
Tencent, Take-Two, EA, Epic Games, and other major publishers make strong competitors in both PC and mobile 
spheres, with deep portfolios of live-service and free-to-play titles. 
 
Competition happens at many levels at once: hardware platforms, cloud streaming infrastructure, first-party content, 
third-party publishing partnerships, subscription ecosystems, and mobile market share. Success is often tied to the 
control of influential IP, network effects from active user bases, and the capability to continuously create high-quality 
content. 
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2.1 Post-Acquisition Market Position of Microsoft 
The acquisition of Activision Blizzard greatly shifts Microsoft's competitive position through its impact on Microsoft's 
scale, content portfolio, and market reach in console, PC, and, especially, mobile gaming. Franchises added to 
Microsoft's portfolio, such as Call of Duty, World of Warcraft, Diablo, Overwatch, and Candy Crush, greatly improve 
its standing in almost every key category of gaming. 
 
Key outcomes of the acquisition include: 
 
1. Strengthened First-Party Content Portfolio 
Microsoft now owns some of the most lucrative and globally recognized IP in the industry. This strengthens the value 
proposition of Xbox Game Pass and improves Microsoft's bargaining power in content negotiations and platform 
strategy. 
 
2. Entry into Mobile Market at Scale 
Through Activision Blizzard’s mobile division, the makers of Candy Crush, Microsoft gains immediate access to one 
of the most lucrative mobile ecosystems in the world. This reduces Microsoft's historical dependence on console and 
PC markets while diversifying its revenue base into the highest-growth sector of gaming. 
 
3. Greater Competitive Pressure on Sony and Other Publishers 
Control of the annual Call of Duty franchise-one of the best-selling titles globally-provides Microsoft with a 
formidable strategic asset. Even as regulatory commitments assure cross-platform availability, Microsoft benefits from 
revenue share, subscription bundling, and ecosystem integration. 
 
4. Better Cloud Gaming Experience 
Microsoft's cloud gaming service can boast a more competitive catalog with a large library of high-demand titles. This 
fact, combined with the infrastructure provided by Azure, positions Microsoft for a possible long-term leader in the 
field of cloud-based game distribution. 
 
5. Short-Term Integration Costs but Long-Term Strategic Gain 
Offsetting the very significant integration costs, restructuring, and amortization expenses related to the acquisition, 
the strategic long-term benefits—ownership of IP, mobile expansion, and subscription growth—put the company in a 
much stronger position to compete across the full gaming value chain. 
 
3. Methodology 
The study takes an internal rate of return (IRR)-based economic evaluation of proposed projects and portfolio 
components using publicly reported financial data and industry benchmarks to estimate cash flows and put them into 
a comparative ranking of initiatives by economic return, risk level, and strategic alignment while considering scenario 
to account for uncertainty in costs and revenue projections. The new hardware device year 0 costs are prone to cost 
fluctuations for hardware components in a volatile market while a new AAA IP project considers the development 
costs for new and original art assets and software applications in a highly competitive industry. IRR is the rate (i*) at 
which the net present value (NPV) of an investment is zero (Newnan et al. 2020, Al-Odeh et al. 2016). It is to be noted 
that NPV, PV, or present worth (PW) are synonymous. When negative and positive cash flows (CFs) of the investment 
from time t = 0 to n have been estimated, IRR (i*) can be determined by solving this equation: NPV(i*) = PW(i*)benefit 

– PW(i*)cost = 0 =∑
=

−+
n

t

t
t iCF

0
*)1( .  IRR can also be obtained using the IRR function in Microsoft Excel. 

Alternatively, the data can be analyzed using the NPV method which is used to measure the value in the present of 
future incoming cash compared with cost (Shou 2020). NPV provides an assessment of the soundness of an investment 
at a predetermined minimum attractive rate of return (MARR), the rate of return (i) a company wishes to achieve. 

NPV can be determined (Badar et al. 2020, Al-Odeh et al. 2012) as NPV(i) = ∑
=

−+
n

t

t
t iCF

0
)1( or using the NPV 

function in Excel. A positive NPV indicates that investment alternative is good. If NPVs of alternatives are negative, 
a safer alternative investment is likely the desirable choice. 
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4. Data Collection and Analysis 
Following primary data sources are used in this study: 
• Microsoft Form 10-K filings (FY 2022-FY 2024)  
• Activision Blizzard annual reports (pre-acquisition financials)  
• Industry market data  
• Earnings releases and segment disclosures for gaming revenue and cost trends  
 
The financial data is analyzed using the IRR method which is used in financial analysis to estimate a project's value 
for investment purposes (Jiang 2016). IRR is often used to compare multiple projects with an existing baseline project 
for replacement analysis and can be modified with a higher or lower desired rate of return to provide industry and 
product specific guidance. Table 1 presents CFs in millions of USD and corresponding IRR and NPV at MARR of 
15% for different project types in Microsoft Gaming divisions as a summarized portfolio analysis. The IRRs have 
been shown in Figure 1 as well. 
 
Table 1. Cash flows in USD in M and corresponding IRR and NPV at MARR of 15% for different project types in 

Microsoft Gaming divisions, a summary of portfolio analysis 
 

Project Type Year 0 
(2025) 

Year 1 
(2026) 

Year 2 
(2027) 

Year 3 
(2028) 

Year 4 
(2029) IRR NPV 

Existing IP 
Sequel -120 80 60 40 25 32.41% 35.53 

New AAA IP -250 50 90 120 80 12.46% -13.83 
New Mobile 

Game -40 20 25 25 20 42.22% 24.17 

Game Pass 
Expansion -150 100 140 160 180 76.07% 250.9 

New 
Hardware 

Device 
-500 100 120 150 140 0.75% -143.6 

 

 
 

 Figure 1. IRR for different project types in Microsoft Gaming divisions 
 
The data shown in Table 1 for this research utilizes publicly disclosed financial filings required by publicly traded 
corporations. However, several prominent organizations in the gaming industry are not required to provide financial 
data as privately held companies. Additionally, intense industry competition frequently leads to strategic opacity in 
financial reporting, as firms seek to protect proprietary information from rivals. Accurate operating cost estimation 
can be difficult to obtain as there are several factors involved such as employee compensation, retirement and well-
being costs, and others that may be difficult for a business to predict. Financial figures used in calculations are from 
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publicly available financial filings although acquisition is likely to change some internal costs (Activision Blizzard 
2022, Activision Blizzard 2023).  
 
The cost assumptions are based on industry practices and trends is that development will take between 2-4 years 
depending on the type of game being produced. Cost estimates are intended to include all development, labor, and 
marketing costs which can fluctuate based on market and company conditions. The larger the project and scope, the 
longer the development time, which is one of the costs incurring each year. The estimated benefit of a non-multiplayer 
title will be the highest in the first year with successive years seeing a reduction in the benefit to match industry trends. 
Multiplayer titles will see benefit increase each year as new revenue streams and consumers are “onboarded” to the 
product. 
 
Based on Microsoft’s 2024 FY report Table 1 and other financial filings, data indicates high-return potential from 
Game Pass expansion and moderate-return from mobile-driven content, but stable returns from established IP 
refreshes and live-service updates. Low-return, high-capex profile for hardware development returned 0.75% on 
investment showing an allocation choice ideally leading toward long-term recurring revenue vs one-time sales mix. 
For MARR of 15%, profitability index (PI) can also be calculated for the high-return Game Pass expansion and low-
return hardware device. Note that positive CFs in Table 1 are inflows. (Microsoft Corporation 2023, Microsoft 
Corporation 2024a, Microsoft Corporation 2024b).  
 
PI = (Present Value of Inflows) / Initial Investment  
PI_Game Pass = 400.94 / 150 ≈ 2.67  
PI_Hardware = 356.37 / 500 ≈ 0.71.  
 
Variability in subscription growth rates, user churn, and ARPU affecting Game Pass returns impact cash flow along 
with mobile and cloud adoption speed. Risk around delays, cost overruns, launch underperformance scenarios of new 
product creation exist, compared to established IP and hardware to expose the organization to risk of supply chain 
disruption, component cost volatility, and demand softness. 
 
5. Discussion 
5.1 For Increased Investment  
Core gaming franchises and established IP within Microsoft’s portfolio is a mix of console, PC, mobile, and live-
service titles combining legacy brands such as Halo, Call of Duty, and Diablo, as well as the supporting content 
ecosystem. Delivery is integrated through Game Pass, Xbox network services, and cross-platform distribution, 
deriving revenue from base game sales, DLC, microtransactions, subscriptions, and live-service updates.  
 
Microsoft, for fiscal year 2023, saw decreased revenue of approximately 5% for gaming and 11% for hardware 
verticals (Microsoft Corporation 2023). For fiscal year 2024, gaming revenue was up approximately 39%. With Xbox 
content & services up 50% after a 44 point contribution from Activision Blizzard (Microsoft Corporation 2024a). 
Global gaming market revenue should nominal growth of .6% year-over-year in 2023, but rebound in 2024, primarily 
driven by the mobile gaming share with revenue of $90 billion annually (Newzoo 2024). Activision Blizzard 
specifically contributed to Microsoft Gaming’s revenue in FY24 Q2 by adding $2.1 billion (Game World Observer 
2024). Monetization drivers have been found in downloadable content (DLC), microtransactions, subscriptions, and 
live-service updates with stable demand patterns established for popular IP and more volatility in new release content.  
 
For each product type, development costs are assumed to be lower for existing brands while estimated sales are higher. 
For new brands, development costs are much higher while sales are lower at first. All sales estimates include 
downloadable content sales or subscription costs. Video game development, like all software development, utilizes 
existing assets when possible. Creating entirely new products requires additional development costs as opposed to an 
iterative approach of utilizing existing assets and data. Game Pass financial data was difficult to obtain but the 
assumption is that there is very low development cost as other companies products are licensed to appear on Game 
Pass. Some titles on Game Pass are developed by Microsoft in previous cycles. The cost of Game Pass centers on 
licensing and marketing costs which are low compared to other investment areas and the recurring monthly 
subscription revenue is more stable as the product represents a diverse portfolio of games and a better value compared 
to single titles. These factors contribute to the highest IRR.  
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Microsoft’s desire to shift to a recurring revenue model is supported in financial outcomes and sources of said 
outcomes being primarily driven by repeatable services, such as microtransactions and subscriptions. Additionally, 
this approach supports Microsoft’s “Cloud-first Strategy" by facilitating expansive demand as the need arises rather 
than maintaining significant architecture overhead during periods of less activity. Specifically, Microsoft, through the 
purchase of Activision Blizzard, established their foothold in the high-growth mobile market through the acquisition 
of popular IP such as Candy Crush. This trend of recurring billables has allowed migration from the hardware-lifecycle 
model to a more sustainable OPEX model.  
 
Microsoft, through the acquisition of Activision Blizzard, has invested in the high-return, ecosystem-driven areas of 
Game Pass, mobile, and live-service. This model allows for stable funding versus the cyclical hardware-dependent 
model. To continue this success, Microsoft must focus on portfolio decisions on maximizing recurring revenue, 
leveraging acquired assets, and reinforcing the long-term Microsoft ecosystem-based strategy (Game World Observer 
2024). 
 
5.2 For Sustained Funding (Maintain)  
Revenue for fiscal year 2024 was up about 50%, primarily driven by the Activision Blizzard integration. Established 
IP shows lower volatility than new releases which may require increased marketing costs and see reduced profit from 
increased competition and other factors. Mobile and Live-Service segments remain high and show resilience, as 
evidenced by multi-year reporting. Competitive risk from Sony, Nintendo, and others persists, but Microsoft, along 
with Activision Blizzard, have strong and established IP, reducing their risk compared to new-market entrants. 
Existing IP provides stable, recurring monetization without requiring large upfront investments like new IP creation 
would be due to lower development costs.   
 
It is recommended to continue stable investment in established franchise and live-service ecosystems due to their 
acceptable IRR while maintaining development pipelines focused on updates, expand, and sequels that use established 
brands to support cross-platform engagement, and ecosystem lock-in, while avoiding major increases to capital 
allocation unless backed by clear demand data, cost efficiency, or strategic necessity. Game Pass investment has 
potential to be variable as third party companies may change their business strategy for a variety of reasons, decreasing 
the games Microsoft licenses to Game Pass customers (reducing the value add of the product for consumers) or 
increasing the costs to license their products. Regardless other firms may benefit from Microsoft investment to bring 
their titles to Game Pass. 
 
5.3 For Divestment or Wind-Down  
Industry challenges manifest in declining console hardware revenue as evidenced in Microsoft's FY23 report showing 
hardware sales down 11%. Additional challenges are found with high capital requirements to develop new hardware 
and slower unit sales growth industry wide as players shift toward services, PC, and mobile ecosystems. Finally, 
challenges are found in long development cycles with uncertain consumer adoption, significantly increasing risk of 
exposure. Additional economic factors in the form of raw materials and components costs, economic instability, and 
consumer spending habits can create unstable financial outlooks for the development of computing hardware. 
 
Rather than focusing on hardware dominance, Microsoft’s long-term strategy needs to be centered on cloud, 
subscription, and cross-platform access as the industry trends toward platform-agnostic access for popular IP.  
Opportunity could be found in redeploying hardware-based IP to Game Pass, expanding to mobile, or simply shifting 
content creation to higher IRRs. Compared to software, DLC, microtransactions, and subscriptions, hardware margins 
are low and pose a significant financial risk from inventory, supply chain, and component cost constraints.  
 
Based on industry factors and financial analysis, it is recommended that Microsoft consider the costs associated with 
development of new console hardware and a shift to lightweight, cloud-first devices to allow for minimization of 
hardware support and the associated costs and prioritization of software, mobile, subscription, and cloud gaming. It is 
not realistic or possible to decrease the cost of the hardware product in an effort to increase the IRR. 
 
5.4 Consolidated Economic Decision Model  
Prioritization will be set by IRR-based ranking of all proposed initiatives with scoring across economic return, strategic 
alignment, and relative risk using standardized assumptions for development cost, operating cost, and multi-year cash 
flow categorized into invest, maintain, and divest based on combined quantitative analysis.   
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5.5 Priority Research Extensions 
The present study has not considered risk analysis in terms of sensitivity, probability modeling, risk-adjusted interest 
rate, Monte Carlo simulation, real-options, etc. Sensitivity analysis should be performed in a future study with the 
development cost variable as a focus as it represents the most volatile cost in the study. A Monte Carlo simulation 
would analyze multiple outcomes for varying revenue streams of each product and strengthen the research. 
Changing the data estimates and using accounting risk analysis concepts and simulations for hardware costs and 
estimated profit, while incorporating external industry factors (which could lower profits, etc) is a focus of future 
research. 
 
6. Conclusion 
The study found strong economic performance in subscription, content, and mobile-driven segments with a modest 
negative return on hardware. It is recommended that Microsoft pivot its strategy to leverage established IP from 
Activision Blizzard for the purpose of increasing market share in the operational, recurring gaming ecosystem as it 
has proven greater returns than the cyclical hardware focused model.  
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