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Tuomas Henttonen

EXPLORING VIRTUAL WORLDS: KEY SUCCESS FACTORS IN VIRTUAL
WORLD MARKETING

OBJECTIVES OF THE STUDY

Major virtual worlds such as Second Life and World of Warcraft have already attracted
millions of devoted users. The potential of virtual worlds is tremendous as the technology and
applications develop further. The growing user base and special characteristics of virtual
worlds make them increasingly attractive, especially for a marketer. Because of the special
characteristics of virtual worlds, new ways to connect with customers can be developed and
customers can be provided with virtual experiences that efficiently contribute to their
learning.

METHODOLOGY

The objective of this thesis was to determine the key success factors in virtual world
marketing. As a fairly new phenomenon, virtual worlds have not yet received much attention
in marketing research. Therefore, an exploratory approach was taken and qualitative methods
of virtual ethnography were used. For the data collection, more than 1,100 pages of blog
entries, including comments, were downloaded. In addition, participant observation methods
and interviewing were used.

RESULTS

The findings of this study suggest that in virtual worlds, marketers have to provide value for
customers in order to attract their attention because of the reciprocal nature of the interaction
in virtual worlds. In addition, companies have to learn how to manage communities because
communities play a critical role in virtual worlds. In order to foster customer learning and get
more input from customers, marketing applications used should be highly interactive.

KEYWORDS

Virtual world, virtual world marketing, Internet marketing, interactive marketing, virtual
ethnography, virtual communities
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TUTKIMUSMATKA VIRTUAALIMAAILMOIHIN: MARKKINOINNIN
KESKEISET MENESTYSTEKIJAT VIRTUAALIMAAILMOISSA

TAVOITTEET

Virtuaalimaailmat, kuten Second Life ja World of Warcraft, ovat kerdnneet jo miljoonia
aktiivisia kayttajia. Kaikella todennakdisyydelld virtuaalisten maailmojen suosio tulee
kasvamaan vield entisestdankin teknologian ja sovellusten kehittyessda. Yha kasvavat
kayttdjamaarat ja virtuaalimaailmojen erityispiireet tekevét virtuaalimaailmoista yha
houkuttelevempia — erityisesti markkinoinnin ndkékulmasta. Erityispiirteidensd takia
virtuaalimaailmat soveltuvat erinomaisesti yrityksen ja asiakkaien vélisen vuorovaikuksen
edistamiseen ja asiakkaiden oppimista edesauttavien virtuaalisten kokemusten luomiseen.

TUTKIMUSMENETELMAT JA AINEISTO

Taman tutkielman tavoitteena on kartoittaa, mitkd ovat virtuaalimaailmoissa tapahtuvan
markkinoinnin keskeiset menestystekijat. Koska tutkimuksen kohteena oleva ilmid on vield
ldhes tuntematon, tutkimukseen valittiin eksploratiivinen l&hestymistapa ja tutkielman
empiirinen osuus toteutettiin  kvalitatiivisin  tutkimusmenetelmin. Tutkimusta varten
analysoitiin 1100 sivun verran blogikirjoituksia kommentteineen ja suoritettiin havainnointia
merkittdvimmissa virtuaalimaailmoissa soveltamalla virtuaalisen etnografian menetelmié.
Lisaksi tutkimusta varten suoritettiin asiantuntijahaastattelu.

TULOKSET

Tutkimuksen perusteella virtuaalimaailmassa tapahtuvan markkinoinnin pitdd tuottaa
asiakkaalle arvoa, jotta yritys saisi asiakkaiden huomion. Lis&ksi yhteisdjen rooli on
virtuaalimaailmoissa merkittdvda, minka takia yrityksen pitdd osata johtaa niitd. Jotta
vuorovaikutuksesta ja asiakkaiden oppimisesta saataisiin suurin hyoty, markkinoinnissa
pitéisi pyrkid mahdollisimman interaktiivisiin ratkaisuihin.

AVAINSANAT

virtuaalimaailma, markkinonti virtuaalimaailmoissa, Internet markkinointi, interaktiivinen
markkinointi, virtuaalinen etnografia, virtuaaliset yhteisot



1. Introduction

1.1 Background

One day in the near future, virtual worlds might change our lives dramatically. In today’s
integrated world, virtual worlds offer an interesting new way of interactive communication
that is not dependent on location. For some people, virtual worlds are already their most
important vehicle of social interaction. As the technology and applications develop further,
there are unlimited possibilities waiting. In the future, virtual worlds will not be similar to
Metaverse in Neal Stephenson’s science fiction novel Snow Crash; instead, virtual worlds of

the future will be much more fascinating and advanced.

Virtual worlds offer a new kind of environment for marketing. Although marketing activities
have already taken place in virtual worlds, virtual world marketing has not yet been studied
extensively in the field of marketing research. Considering the potential of virtual worlds,
marketing in them may require rethinking of marketing messages and channels (Hemp 2006).
From the marketing point of view, virtual worlds offer several challenges. Being a completely
digital environment, a virtual world differs in various ways from the traditional marketing

environment.

Numerous virtual worlds already exist; of these, Second Life is the most well-known, at least
to marketers. The emergence of Second Life as a noted virtual world marketing environment
started in 2006 when some major companies launched marketing activities in Second Life
(see, for example, BusinessWeek 2006 or New York Times 2006). In 2006, Wired referred to
Second Life as the “coolest destination on the web” and a place where visitors were “sure to
have a memorable stay” (Wired 2006). Second Life got millions of new visitors in a short
period of time. The company behind Second Life, Linden Lab, was also doing well. In early
2007, Linden Lab was already valued at more than US$5 billion (Reuters 2007a).

However, after the initial excitement died down, the media started to take a more critical view
of Second Life. Only slightly more than six months after its first article, Wired published an
article titled “How Madison Avenue Is Wasting Millions on a Deserted Second Life” in which
it stated that Second Life was “just slurping up corporate dollars and delivering little in

return” (Wired 2007). After a while, Second Life was not considered that interesting anymore.



For example, Google searches on Second Life dropped considerably toward the end of 2007
(see Appendix I1). Companies started leaving Second Life after the first excitement.
Eventually, by the end of the year, virtual world consulting companies had started to lay off
employees (Reuters 2007b).

Even though the hype around Second Life is over by now, virtual worlds are still relevant for
a marketer. Even in Second Life, tens of thousands of users are still online every hour, not to
mention the millions of users addicted to other virtual worlds. Millions of users spend
countless hours every week in virtual worlds away from traditional leisure activities such as
watching television. Someday, virtual worlds might become an even more significant form of
entertainment than film, TV, and non-role-playing games (Hemp 2006). For the first time a
study revealed that young people were already using the Internet more often than they were
watching television (MarketingWeek 2007).

Virtual worlds are not necessarily interesting for what they are now but for what they might
become (Castronova 2005). As a relatively new phenomenon, virtual worlds are still fairly
undeveloped and far from their true potential. Virtual worlds have much more to offer than
plain entertainment or social networking. Applications of augmented reality will bring virtual
worlds closer to the physical world. Already, various applications of virtual worlds are on the
market, such as an indoor cycling application that allows the user to train in a virtual world by
using a cycle trainer with a real race bike as a control device (Tacx 2008). In the future,
virtual worlds might play a significant role in various important areas of society such as

education or health care. Sooner or later, virtual worlds will change the world as we know it.

1.2 Research problem and objectives

The objective of this study was to determine factors in success of virtual world marketing by
exploring virtual worlds and virtual world marketing. After conducting observation and an
expert interview, the research problem was formulated as follows: What are the key success

factors in virtual world marketing?



The subquestions were as follows:
1. What are virtual worlds?
2. What are the special characteristics of marketing on the Internet?
3. What is virtual world marketing?

The research problem was examined from the perspective of a company using methods of
virtual ethnography. For the data collection, blog entries were downloaded. In order to narrow
the field of this study, the aim was to focus on consumer marketing taking place inside a
virtual world. The goal was to form a model that would clarify which issues to tackle when
operating in virtual worlds. Since the area of research is still fairly unexplored and extensive,
another objective was to build a basis for further research on virtual world marketing.
According to the literature review, the factors in success of virtual world marketing have not
yet been researched.

1.3 Limitations

Since virtual worlds have not yet received much attention in marketing research, much of this
study is based on the literature on marketing on the Web. Web and virtual worlds share many
characteristics in common, including being interactive virtual environments on the Internet.
However, there are also some major differences between them. For example, in virtual worlds
all users are represented as avatars. As a result, users have a visible presence in virtual worlds,
whereas in Web environments, users are not normally able to directly observe other users.
However, in spite of some differences, research on the Web offers a good foundation for

research on virtual worlds.

The research findings of this study are based on ethnographic methodology. The data were
downloaded from various blogs. Most bloggers about virtual worlds are avid users; some are
professionals such as representatives of virtual world consulting companies or journalists.
Therefore, to some degree, the data might be biased and not representative of average users.
However, average users are not totally excluded, as comments left on blogs are made by more

average and avid users than the professionals.



Virtual worlds are a reasonably new phenomenon that might still experience considerable
change. In some aspects, this study might already be outdated in the near future as the
technology develops further and new innovations occur. Some of the literature cited in this
research is already referring to virtual worlds that were quite different from the virtual worlds
of today.

1.4 Structure

The structure of this study is as follows. Chapter 2 starts by defining the concept of virtual
worlds. The special characters of virtual worlds are identified. Three major worlds, Second
Life, World of Warcraft, and Habbo Hotel, are presented in detail. The chapter concludes by
categorizing the virtual worlds into four groups to facilitate and clarify the differences in
virtual worlds. Chapter 3 deals with Internet marketing. First, marketing on the Internet is
discussed in general, followed by a discussion of special characteristics of virtual worlds
marketing. The concepts of telepresence, flow, and virtual experiences are presented. Chapter
3 discusses the role of consumer learning in virtual worlds marketing. Chapter 4 presents the
methodology used in this study and describes in more detail how the study was conducted.
Chapter 5 explores virtual worlds, virtual world marketing, and factors in its success based on
empirical data and a literature review. Chapter 6 discusses virtual world marketing on the

basis of results of the study. Finally, chapter 7 concludes the thesis.
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2. Virtual worlds

2.1 Introduction to virtual worlds

People have always been fascinated with the idea of a parallel world. The theater in ancient
Greece can be considered a virtual presentation of a world, and the game of chess simulates a
virtual battle (Lastowka & Hunter 2004; Castronova 2005). In the 16™ century Thomas More
wrote about an imaginary island of Utopia where everything would be better than in the world
at the time. Now, as technology has improved, instead of just imagining virtual worlds, people
are able to enter them, and people do not have to be alone in virtual worlds; because of the

Internet, virtual world users can share the experience with other people.

Virtual worlds are a new medium in which users communicate and interact in real time
(Steuer 1993; Catterall & Maclaran 2001). Social factors play an important role in virtual
worlds. In virtual worlds, avatars mingle with each other and create new relationships. Virtual
worlds already have millions of users, and the user base is expanding. Avid users can spend as
much as 20-30 hours in virtual worlds each week (Castronova 2005). One motivation for
spending time in virtual worlds is they are free of some of the limitations of the physical
world. In some virtual worlds users can, for example, fly all over the place, choose what their
avatar looks like, and build fancy mansions without the constraints of the physical world.

At the moment, most people spend time in virtual worlds for entertainment or for social
networking. However, thousands of people already make their living in virtual worlds. Most
of these are Chinese gold farmers who work in a virtual world earning virtual currency to
exchange for real-world currency®. It has been estimated that there are already 100,000 gold
farmers in China (New York Times 2007)

Virtual worlds are also a very profitable business for the companies behind them (Hsu & Lu

2004). To take an example, in 2007, revenues for World of Warcraft in 2007 were estimated

! Gold farming is a remarkable business, especially in World of Warcraft. Gold farmers play online games to
acquire gold. Some gamers buy gold from farmers in order to buy better weapons and other equipment needed in
the gameplay. It has been estimated that only in China gold farming produces virtual goods with a value of $1.8
billion in worldwide trade (New York Times 2007a). Gold farmers also provide services to advance avatars by
acquiring experience points for the player.
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at more than a billion dollars, with operating margins higher than 40% (BusinessWeek

2007a). In the future, virtual worlds might become a major industry.

In the following sections the characteristics of virtual worlds are discussed in more detail, and
three virtual worlds, Second Life, World of Warcraft, and Habbo Hotel, are presented.
Finally, in the last section, virtual worlds are divided into four categories on the basis of

certain characteristics.

2.2 Definition of virtual worlds

The concept of virtual worlds has been defined in countless ways. By some definitions, virtual
worlds can even refer to all computer based environments such as Web sites. The definition in
Wikipedia defines the concept of virtual worlds appropriately for this study and reflects the
common view of the definition of virtual worlds. According to Wikipedia (2007a), a virtual
world is “a computer-based simulated environment intended for its users to inhabit and
interact via avatars” that are “represented in the form of two or three-dimensional graphical
representations of humanoids.” Most virtual worlds have a three-dimensional environment,
however, the difference between two-dimensional and three-dimensional environments might
sometimes be unclear. The Habbo Hotel, for example, is a two-dimensional environment that
visually resembles a three-dimensional environment. Interactivity is one of the most important
features of virtual worlds. In virtual worlds users are able to see the other users as avatars and
the actions of a user affect other users (Castronova 2001). Personal computers are normally
used to access virtual worlds. However, virtual worlds can also be accessed by other devices

such as mobile phones.?

The special characteristics of virtual worlds distinguish them significantly from other media.
Real-time communication and interaction especially distinguish virtual worlds from
traditional media such as newspapers that do not allow users to interact with the sender of the
message. The presence of avatars distinguishes virtual worlds from other social media on the
Web such as MySpace or Facebook (Interview). One major difference is that on Web sites,

users are not able to see other users on the site at the same time. Users are able to perceive the

2 For example, Ironstar Helsinki has launched a virtual world running on a mobile phone (Ironstar Helsinki
2007). Virtual worlds will also enter console markets when Sony launches Home, a virtual world for PlayStation
3 (BusinessWeek 2007).
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presence of other users only indirectly, for example, if they add some content such as text or

video to the site.

Some offline video games are visually quite similar to virtual worlds. However, offline games
are not virtual worlds, because there are no other players in the game world at the same time
as the user. All players in game worlds are in separate worlds, and when the player closes the
game, the world no longer exists until the player restarts the game. According to Castronova
(2005), a virtual world is a persistent world that continues to exist and execute its rules
whether someone is in it or not. Even though an avatar is not logged in, a virtual world

persists and remembers locations and the ownership of objects (Castronova 2001).

However, the line between virtual worlds and online games is sometimes blurred. In a way,
some online games such as Team Fortress can also be defined as virtual worlds. In Team
Fortress, multiple players are playing in the same game world and continuously interacting
with each other. Players use the text chat or voice for communication and have different kinds
of avatars depending on the role they play and the team each player has chosen. However, the
degree of persistence distinguishes Team Fortress from ordinary virtual worlds. In Team
Fortress, players are able to log out of the game and join the same game a bit later. Similar to
most virtual worlds, the virtual environment on the server will run while the player is away.
However, the life span of online games is normally very short, and a game in Team Fortress
usually lasts for only an hour or less, and then everything starts from the beginning again.
Therefore, online games such as Team Fortress are simulating more a scene of a world than

the world in its entirety.

The characteristics of a virtual world depend on the type of world. Some virtual worlds,
especially massively multiplayer online role-playing games such as World of Warcraft, are in
a way a substitute for the real physical world. These kinds of worlds might be very
immersive, with users spending countless hours completely forgetting the physical presence
of the real world. Some might also view a virtual world such as Second Life as mixing its
reality with that of the physical world. For example, during a business meeting in Second
Life, the participants do not forget the existence of the physical world. In these kinds of

worlds, persistence is not a defining factor as long as the virtual world is online when needed.
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All in all, the differences between virtual worlds and online games might sometimes be
unclear. In many senses, it would also be reasonably restrictive to require that virtual worlds

should, for instance, never be restarted or never be offline in order to be true virtual worlds.

2.3 A brief history of virtual worlds

Modern virtual worlds have been under development for more than a decade. For example, in
1996, a group of companies funded a project aiming to create a virtual representation of the
city of Helsinki (Helsingin Sanomat 1996). One problem was that the first projects on virtual
worlds did not emphasize their social aspects. On the contrary, their technological aspects got
too much attention. Virtual worlds eventually grew out of the game industry that was
emphasizing emotionally engaging software, not from laboratories that were emphasizing the

importance of hardware (Castronova 2005, 5).

The first computer games already had some similarities with virtual worlds. For example,
Pong, one of the first games on Atari, had paddles that could be considered comparable to
avatars, and the background of the game represented the virtual environment of the game
world (Lastowka & Hunter 2004).

The first modern virtual world, Meridian 59, was released in 1996 when the idea of MUD, or
multi-user dungeons, was combined with the graphical engines of three dimensional games.
MUDs were text-based multi-player role-playing games played in a persistent game world.
Three-dimensional first-person perspective games were popularized in 1992 when id Software
launched Wolfenstein 3D. Meridian 59 was not a major success. However, Ultima Online,
which was launched in 1997, became the first highly popular virtual world, with at least
200,000 active subscribers. (Castronova 2002)

Since the launch of Ultima Online, numerous kinds of virtual worlds have been developed.
According to Castronova (2005, 56), new worlds are continually being born, following the
rate of Moore’s law and doubling every two years.
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2.4 Characteristics of virtual worlds

A myriad of virtual worlds exists, with every world having some special characteristics. Some
virtual worlds are purely fantasy worlds in which avatars fight monsters by casting mysterious
spells, whereas some of the virtual worlds are peaceful environments where avatars mingle
with each other, go shopping, or attend parties. The level of realism differs considerably in
each virtual world. However, most of the virtual worlds have some supernatural
characteristics. For example, in Second Life, avatars are able to fly, and in World of Warcraft,
avatars are able to walk through other avatars. Supernatural powers such as these make the
virtual worlds more user friendly; others, such as the ability to cast spells, make virtual worlds

more exciting.

Most of the fantasy worlds follow the common rules adopted from fantasy literature. The
common rules of fantasy are not very often broken because it is difficult to create new
conventions (Interview). The difficulty of creating new conventions is another reason for
some virtual worlds to be similar with the physical world; consequently, most virtual worlds
simulate the natural laws of the real world (Castronova 2001). For example, in massively
multiplayer online role-playing games, the resources are scarce, even though reproduction of
virtual objects does not cost anything. According to Castronova (2001), the reason for
scarcity is that it makes virtual worlds more addictive since users get the feeling of
achievement after obtaining scarce items. In addition, because of the highly social nature of
virtual worlds, users also get satisfaction from having better items than other users, just as in

the real world.

In virtual worlds, users are embodied in the form of an avatar. Heeter (2000) states that in the
physical world the human body separates, integrates, and represents a human. In the virtual
worlds avatars do the same as the human body in the physical world. An avatar is a virtual
body of a user that allows the user to interact and communicate with other users. Castronova
(2002) claims that Royal Game of Ur can be considered the very first game having an avatar
because it involved a racing game piece representing the player. In the present context the
term avatar was used for the first time in 1985 for a cartoon character that users were able to
drive around in a MUD named Habitat (Castronova 2002).
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When a user enters a virtual world for the first time, the first thing to do is to create an avatar
and name it. Most virtual worlds allow users to modify, at the very least, the figure, clothing,
and hair of an avatar. Avatars can also usually be modified later. For example, in Second Life,
avatars can be modified with few limitations; most advanced users can even script the

movements of an avatar.

Avatars allow users to express themselves and try different kinds of roles. Some users even
have multiple avatars in a single virtual world and can select one depending on their mood
(Interview). In a virtual world, other users do not always know who is controlling an avatar.
Most users are anonymous, giving them a chance to do whatever they want without
consequence to their reputation in the physical world. If an avatar loses its reputation, the user
can basically create a new avatar and start over again. Hence, in virtual worlds, users might
behave differently than in the physical world. Nevertheless, most users in virtual worlds are
well mannered and polite. An avatar might have a reputation or skills so valuable that a user
does not want to risk its reputation. Other users are also very sensitive about giving feedback
on misbehavior, most likely even more sensitive than in the physical world. However, most
users do not want to get negative feedback. On the contrary, for most users it is important that
avatars are regarded as prestigious by other users (Interview). In virtual worlds, avatars have a
social hierarchy. For example, in World of Warcraft, the social status of an avatar increases

when the avatar reaches higher levels and gets better equipment.

In virtual worlds users get together and create communities. Communities are one of the main
reasons that virtual worlds are so addictive. Contrary to some traditional forms of
entertainment, in virtual worlds other users are also responsible for creating entertaining
experiences for other users (Interview). Some virtual worlds have created mechanisms that
facilitate and encourage users to cooperate and create communities. For example, in World of
Warcraft, it is difficult to make progress without cooperating with other players, and players
are encouraged to create, alliances of players called guilds by adding guild functions to the

user interface.

Communities can be very engaging. Members of the community participate actively in
various activities of the community. Users do not want to disappoint other members of the
community, so they might even prioritize activities in the virtual world over activities in the

physical world. A player in the World of Warcraft joked that he was not able to travel for a
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while because his guild was so active in raiding.®> Communities in the virtual world have
various communal activities such as parties (Interview). The most active virtual communities

also organize meetings in the physical world.

Some people have criticized virtual worlds for isolating people from the real world. However,
virtual worlds also have positive effects on social relationships. One story tells of a family
that plays World of Warcraft together. The father has to be abroad on business half the year,
but the family meets regularly in World of Warcraft. In the evenings the father uses his laptop
in his hotel room to log onto World of Warcraft to meet his family. With Skype, the family
can use voice communications. Sometimes the family even forgets that they are not physically

in the same location (Interview).

Above all, virtual worlds are social worlds. Devoted virtual world users even consider friends

in the virtual world to be as important as their friends in the physical world (Interview).

2.5 Introduction to three major virtual worlds

For better insight into virtual worlds, three virtual worlds, Second Life, World of Warcraft,
and Habbo Hotel, are presented in detail. Each of the three is reasonably distinguished from

the others.

% Players of the World of Warcraft are divided into two opposite factions: Alliance and Horde. The two groups
are able to raid each other’s territory. By raiding, players get honor points that can be used to buy new
equipment. Some raids are organized by guilds.
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25.1 Second Life
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Figure 1. Avatars socializing in Second Life

Second Life was launched in 2003 by Linden Lab (Second Life 2007a). In 2006, Second L.ife
hit the headlines after numerous companies established headquarters in Second Life. The user
base started to grow rapidly, and by late 2006 Second Life had reached the landmark of one
million residents (Second Life 2006)*. Among others, IBM bought many islands on Second
Life, and the CEO of IBM, Samuel S. Palmisano, made a public appearance on Second Life
(BusinessWeek 2006a) °. Reuters initiated a Second Life News Center with a resident reporter

named Adam Reuters reporting from Second Life (Reuters 2008).

* It is difficult to define the real number of users in Second Life. Many accounts in Second Life are passive;
some users have created an avatar and tried Second Life just once and some users may have multiple accounts.
Linden Lab calls all avatars in Second Life residents and bases user statistics on resident activity. According to
Linden Lab, in any given week, slightly more than 550,000 residents will log into Second Life (Second Life
2007h).

> The virtual world of Second Life consists of the mainland and islands. Most of the islands are located far away
from the mainland. Teleporting is a common way of entering an island. Most of the land on the mainland is
owned by private persons or communities. Companies marketing in Second Life tend to buy private islands.
Islands can be purchased from Linden Lab, which in addition to the initial fee will charge a monthly
maintenance fee (Second Life 2008).
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Second Life is not a game but a social world. In Second Life, users do not have any specific
goal to achieve. Compared with most other virtual worlds, Second Life has three
distinguishing features: users are able to generate content, users have rights to their
intellectual property in the virtual world, and the currency of Second Life, Linden Dollars,
can be converted to US dollars (Second Life 2007a).

Second Life has its own economy. All the content in Second Life is created by its residents
(Second Life 2007a), Linden Lab provides only the tools and the platform. Building tools are
included in the software. Advanced users can also use Linden Scripting Language to make
more sophisticated creations, and users can sell virtual objects they have created. For
example, selling of virtual clothes is a major business in Second Life. Pornography has also
gained a strong foothold. Many entrepreneurs in Second Life are selling pornographic
pictures, movies, and clothes. A porn magazine of avatars is even published and virtual
prostitution is taking place in Second Life. This has caused discussion about whether Second

Life is a suitable environment for companies.

Second Life is relatively easy to join. First, a user has to download Second Life software and
complete the registration form. A basic user account is free, but users have to pay for a

premium account in order to own land (Second Life 2007c).



19

25.2 World of Warcraft

Figure 2. A Female Tauren on a flight in World of Warcraft

World of Warcraft is a massively multiplayer online role-playing game released in 2004 by
Blizzard Entertainment (Blizzard 2007a). In 2007, Blizzard Entertainment announced an
extension pack, World of Warcraft: The Burning Crusade, which sold 3.5 million copies in a
month, setting a new record in the history of PC-game sales (Blizzard 2007b). In 2007, World
of Warcraft had already reached 9 million subscribers, making it the most popular massively

multiplayer online role-playing game (Blizzard 2007a).

World of Warcraft is a medieval fantasy world where users are not able to create or modify
the content of the world. World of Warcraft can be defined as an online game, but it is also a
virtual world. Unlike Second Life, World of Warcraft actually consists of numerous separate
virtual worlds. Because World of Warcraft has millions of players, it has been divided into

numerous identical “realms” of a few thousand players (World of Warcraft 2007a).

The gameplay in World of Warcraft includes a lot of interaction. Some quests are easier if

done in groups and some quests, such as dungeon quests, are especially meant for a group of
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players.® For dungeon quests, users have to gather a group of players. It is not insignificant
who will be chosen for a team, because players have to be able to work well as a team. In the
group each player has his or her own role defined by the special abilities of an avatar; for
example, some players are healers and some are fighters. Users also have to agree, for

instance, on how to share the items obtained from the quest.

World of Warcraft is a highly social online world. It also includes social interaction that has
nothing to do with the game play. Some players might log into the world just to chat with
other guild members or to go to a city square to mingle with people. All in all, there are many

things to do and many different ways to spend time in the World of Warcraft.

The size of the economy of World of Warcraft is notable. Within the game, players can buy
and sell virtual items in the auction houses for gold that is the virtual currency of World of
Warcraft. However, unlike in Second Life, players are not officially allowed to exchange the
virtual gold for real currency (World of Warcraft 2007b). All the same, some players still
prefer to exchange real currency for World of Warcraft gold instead of spending time and
effort earning the gold by themselves. Thus they buy the gold from unauthorized gold

farmers.

® In World of Warcraft, users can do quests to gain experience, gold, or items. The quests include various kinds
of tasks that users are assigned by non-player characters. To complete a quest users have to, e.g., collect some
items, go to certain locations, or hunt for some creatures. Quests can be performed alone or in a group.

Dungeons, also called instances, are special kinds of quests made for a group of players. Instances are locations
where only one group of players is presented at the same time. However, there can be various parallel dungeons.
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253 Habbo Hotel

Figure 4. Avatars in a sponsored chat-room in Habbo Hotel

Habbo Hotel is a social virtual world that targets teenagers. It is one of the oldest virtual
worlds, founded in 2000. Nevertheless, the user-base of Habbo is still growing. By 2007,
Habbo had been launched in 32 countries and was one of the biggest virtual worlds, with 6
million unique visitors every month and 80 million avatars created (Sulake 2007). Basic usage
of Habbo is free; however, users can spend some money, for example, by buying furniture for

their apartments.

Habbo is a two-dimensional virtual world in which users observe the world from a bird's-eye
view. Habbo can be viewed in a Web browser, unlike most of the other virtual worlds, which

require users to download and install software on their computers.

In Habbo, users have only very limited possibilities to create content. Habbo Hotel and the
objects in it are provided by the Sulake Corporation. However, according to Timo Soininen,
CEO of Sulake, the user-generated content is one of the factors accounting for the success of
Habbo Hotel (Sulake 2005). According to him, users can, for example, decorate rooms and

direct animation clips (Sulake 2005).
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In Habbo there is also some commercial content, for example, sponsored areas with links to
the company Web sites. The commercial content in Habbo is hardly a coincidence. The main
owner of Sulake, Taivas Group, is a major player in the Finnish advertising industry
(Helsingin Sanomat 2006). Sulake realized the marketing potential of virtual worlds years
ago. About a year before the marketing boom around Second Life started, Sulake (2005)
stated,

From an advertising perspective, Habbo concept offers one of the most innovative
and cost-effective ways to communicate and interact with the teen demographic,
build brand loyalty and modify consumer behaviour. Habbo Hotel turns traditional
online marketing campaigns into live virtual marketing experiences. The viral
marketing effect of these campaigns is multiplied by the fact that these take on a
life of their own, outside the Habbo environment, as they flow into myriad fan

sites and discussion forums.

2.6 A Taxonomy of virtual worlds

Numerous virtual worlds exist, all with differentiated characteristics. If a company establishes
operations in a virtual world, it is not a trivial matter as to what kind of virtual world the
company chooses. To clarify the differences among virtual worlds, they can be categorized
according by users’ objective, as either game oriented or social oriented virtual worlds, and
also by the amount of freedom in content creation. Virtual worlds can also be categorized by
certain other qualities. Nevertheless, in this study the categories of objectives and freedom of

content creation appear to be the most meaningful.

The game-oriented virtual worlds include elements of traditional video games. Here, users
have a straightforward goal. For example, the aim of the user might be to reach higher levels
by gaining experience points or to get points by eliminating other players. The most well-
known goal-oriented virtual worlds are massively multiplayer online role-playing games with
millions of players. In spite of the importance of the gaming aspect, some game-oriented
virtual worlds are also highly social worlds. Nevertheless, the players in game-oriented
worlds have incentives to achieve some objectives that normally also dominate the social

interaction of players.
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In social virtual worlds, users have no straightforward goals. The main purpose of these
worlds is social interaction and networking with other users. In that sense, the social virtual
worlds are closer to social networking sites on the Internet such as Facebook. However, in
social virtual worlds, interactions occur mostly in real time and all the users are represented
visually as avatars, unlike most of the social networking services on the Internet. Users of
social virtual worlds can perform various activities together such as shopping, dancing, or

running a small business.

One significant difference among the virtual worlds is the amount of freedom that users have
in content creation. In most of the virtual worlds, users have only limited freedom to create
content. For example, in World of Warcraft, users are not able to create any new objects or
modify the game world. The limited possibilities in content creation make the virtual worlds
more harmonious because the developers have full control of the design of the environment
and objects. By having full control of the design of virtual worlds, developers can better
control the gaming experience. However, developers must also use a lot of resources to create

enormous virtual worlds.

The limited rights to content creation might also be a barrier to a company entering a virtual
world. However, this will not prevent entry of a company if the developer of the virtual world
accepts the presence of the company and assists the company in creating its presence in the

virtual world.

Since users can create content in Second Life with no direct limitations, companies can
operate in Second Life independently of Linden Lab. Many companies marketing in Second
Life use external consulting companies that specialize in content development for virtual

worlds.

Only a few virtual worlds allow user-generated content. In Second Life, for example, users
are able to build virtual objects and animate avatars with no limitations. The user-generated
content in virtual worlds is a relatively new concept. The avid content creators in Second Life
could still be considered early adaptors who are, in accordance with Moore’s (1998, 13)
definition, able to imagine, understand, and appreciate the benefits of this new technology. In

all, user-generated content still faces various obstacles in virtual worlds. One limitation is the
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lack of user-friendly tools. In Second Life, for example, tools are fairly difficult to use and
users need to master scripting in order to create sophisticated content. In the 90s, the same
kinds of barriers were preventing users from creating content on the Web. User-friendly tools
were lacking and a tradition of user-generated content was missing. However, nowadays,
countless services exist on the Web that provide tools for creating content easily, with no
special skills. User-generated content in virtual worlds might have to go through a similar

kind of development process.

The following figure represents the categorization of virtual worlds. Different virtual worlds

can be separated into a matrix according to their objectives and their freedom in content

creation:
Limited content creation
1. Static game worlds 2. Static social worlds
Game oriented Social oriented
3. Dynamic game worlds 4. Dynamic social worlds

Unlimited content creation
Figure 5. Taxonomy of virtual worlds

Most of the virtual worlds belong to the first or second category of static worlds. The first
category, static game worlds, represents virtual worlds built by the game companies. It has the
longest tradition in the rather short history of modern virtual worlds. The worlds are well
planned, harmonious, and follow a certain theme. Users are not able to create any content.
This category includes numerous virtual worlds; World of Warcraft is probably the most
noted. The second category includes virtual worlds exemplified by Habbo Hotel. Static social

worlds are areas for social networking that are especially popular among children and teens.
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The third category of dynamic game worlds might represent the future of online gaming. At
the moment, user-generated content is almost nonexistent in the gaming industry even though
user-generated content is a major trend on the Web; many major services on the Web such as
Wikipedia or YouTube are based completely on user-generated content. User-generated
content might be really helpful for the gaming industry. For example, the developmental cost
of virtual worlds can be as much as US$100 million (BusinessWeek 2007a). As game worlds
get bigger and more detailed, expenses will go even higher. User-created content might help
to make even bigger and better virtual worlds at lower cost. Only the platform and the tools
would be provided and users would create the rest, similar to Second Life.

Actually, on a small scale, partially user-generated games have already existed for a long
time. To take an example, already at the beginning of the 90s, users were able create mods
and new maps for the groundbreaking first-person shooter game Doom.” One of the most
successful mods was Team Fortress, built on Quake in 1996 (Wikipedia 2007b). Team
Fortress was an online game in which two teams competed to capture the flag from the
opponent’s base. A widespread community quickly developed around Team Fortress. Players
of Team Fortress created clans that competed actively. Players communicated mainly within
the game, on IRC, and on Web sites. However, modifying of games was complicated and
content could not be created or modified from inside the game world. Thus mods were not

real dynamic game worlds.

Second Life is a pioneer in the fourth category. Even though the fourth category is still
relatively small, it has a lot of potential, especially for companies. The categorization is not
always clear. Most virtual worlds overlap the category boundaries. Social-oriented virtual
worlds might also include some elements of games, whereas some game-oriented worlds
might also be highly social. Social worlds might have some features of game worlds and vice
versa. Nevertheless, most of the virtual worlds belong for the most part to only one category.
Because the definition of virtual world includes such a wide variety of virtual worlds,
categorization provides an important tool when analyzing virtual worlds. After all, to take an

example, Second Life and World of Warcraft are two quite different kinds of virtual worlds.

" Mods are modifications of original games. For example, the gameplay, the characters, and the environment
might be modified.
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3. Marketing in virtual worlds

3.1 Introduction

Virtual world marketing is still in its infancy. According to Hemp (2006), virtual world
marketing is facing the same challenges that web marketing faced in the 90s because
marketers are still unfamiliar with the new medium and do not know what it has to offer. Ten
years ago, in 1998, a study suggested that marketing applications of major U.S. companies on
the Web were uninspiring and fell short of the true potential of interactive media (Parson et al.
1998). Now, virtual world marketing is facing similar challenges. Virtual world users are not
completely satisfied with the marketing applications in virtual worlds, and marketers are still
unsure how to get the most out of virtual worlds. Marketers in virtual worlds still face
countless challenges. For example, compared with the audiences in other marketing channels,
some users of virtual worlds are very reluctant to accept the presence of marketers. Real-
world brands are not welcomed into these worlds, where users seek an escape from the real
world (Hemp 2006). Thus, marketers have to find new and attractive ways to reach and

communicate with the audience in virtual worlds.

Interactive marketing on the Web has already received considerable attention in academic
marketing research. However, marketing in virtual worlds must still be researched more
carefully because of its possible special characteristics. The following sections give an
overview of the basic principles of marketing on the Internet in general as well as marketing

in virtual worlds.

3.2 Internet marketing

The Internet has become a vital part of society. People use the Internet every day for diverse
activities such as information searching, communication, or playing online games. There is a
tremendous amount of data on the Internet and it is growing every day. Almost everything,
including music, pictures, and videos, has been digitized by now and all that content is now
also going online. According to research, among youth in Finland the Internet was already
considered the most necessary and important medium (Helsingin Sanomat 2007). The main

reasons for Internet usage were the communities and entertainment.
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For marketers the development of the Internet has created many new opportunities for
communicating with customers. Practically all companies already have a company Web site.
Popular Web services have millions of visitors making them an increasingly significant
medium for advertising. All the major Web sites accept the presence of marketers since the
revenue model of many major Web services is based on advertising revenues (Kangas et al.
2007). In addition, users benefit from Web advertising, because without advertising they
would have to pay for the services. Compared with other major advertising channels, this
portion of the Web is still relatively small, but it is growing fast. According to TNS Media
Intelligence (2008), Internet advertising in the U.S. has already surpassed radio with 8% share
of advertising spending. The estimated growth for Internet advertising in 2008 is more than
14% (TNS Media Intelligence 2008).

The Internet is a medium giving companies new ways to connect with customers. Traditional
mass media such as radio, newspapers, and television offer a one-to-many communication
model to reach customers without a channel for receiving their feedback (Hoffman & Novak
1996). In mass media, audiences receiving the content consume it passively (Heeter 2000).
The passive role is a consequence of one-way communication. However, instead of only a
one-way communication channel, communication on the Internet enables two-way

communication between the company and the customers (Kozinets 1999).

Two-way communication on the Internet creates the basis for interactive marketing.
Interactivity is “a tool that allows good marketing to become good conversation” (Deighton
1996). In interactive marketing, customers are not merely passively exposed to the marketing
message (McMillan & Hwang 2002). Instead, customers have a more active role (Bezjian-
Avery et al. 1998). In interactive marketing, consumers have more control over information
by having better ability and control for searching, selecting, processing, using and responding
to it (Stewart & Pavlou 2002). According to Day (1998), “the essence of interactive marketing
is the use of information from the customer rather than about the customer.” Conversation in
interactive marketing enhances customer relationships by allowing personalization and

customization (Coviello 2001).

Based on the literature on interactivity, McMillan and Hwang (2002) conclude that the key

dimensions of interactivity are two-way communication, control over information, and loss of
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time as users get caught in the flow of computer-mediated communication. In the right
context, interactivity has many positive effects on marketing. However, interactivity does not

always lead to better outcomes (Bezjian-Avery et al. 1998).

3.3 Virtual world marketing

Virtual worlds are a highly interactive medium that offers new ways for a company to connect
with customers. Because of the special characteristics of virtual worlds, new marketing
methods can be developed. For example, the media-rich environment of virtual worlds allows
consumers to experience products virtually (Li et al. 2001) or companies to test new product
concepts (Lui et al. 2007). In addition, virtual worlds have various implications for market
research (Hemp 2006). In virtual worlds, everything can be logged since everything is digital.
For example, companies can analyze consumer behavior in the virtual world. As the
applications develop further and computers become more powerful, comprehensive and in-

depth market research can be conducted in real time with low costs.

The essence of virtual world marketing is interaction with customers. New ways of
connecting and creating relationships with customers also contribute to the basic notion of
market orientation. According to Kohl et al. (1990), marketing-oriented companies generate
market intelligence of current and future customers. Companies have to sense the market and
create connections with the customers in order to understand their needs (Day 1994).
Consequently, because of the nature of virtual world marketing, it is highly probable that it

efficiently supports the implementation of market orientation.

As a new phenomenon, virtual world marketing has not yet received much attention in
marketing research. However, because of the interactive nature of virtual worlds, marketing in
virtual worlds is to some degree related to research on other interactive media such as the
Web. Interactive marketing on the Web has already been studied more carefully; however,
despite all the similarities between virtual worlds and the Web, there are also some major
differences that might have an effect on marketing activities in virtual worlds. For example,
interaction on the Web might be different from that in virtual worlds. The visible presence of
other users in virtual worlds might have a significant effect on customer behavior. In virtual

worlds, consumers can shop in an environment close to the environment of the physical
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world, allowing them to communicate with company personnel and to observe the behavior of
other consumers. Conversely, on the Web, the absence of pleasurable experiences, social
interaction, and company personnel has reduced the popularity of online shopping (Holzwarth
et al.2006). Yee et al. (2007) proved that social interactions in virtual worlds are governed by
the same social norms as social interactions in the physical world. On the Web, consumers
shop mainly alone, without the presence of other users and without the enjoyment of shared
experiences (Balasubramanian et al. 2005). On the Web, other users on the same Web site are
mainly invisible, whereas in virtual worlds all users are represented as avatars that might

alleviate the feeling of being alone while shopping online.

Similarities between virtual worlds and physical worlds offer a great potential for marketing.
For instance, some product characteristics that would be impossible or too expensive to
demonstrate in physical worlds can be demonstrated in the virtual environment. Similarities
between virtual worlds and physical worlds might also indicate that experiences gained and

behavior learned in virtual worlds could be brought into the physical world.

Market research methods in virtual worlds are still quite undeveloped. However, virtual
worlds offer a huge potential to measure the success of marketing activities. For example, in
both physical and virtual worlds people interact with the world by their actions (Heeter 2000).
In virtual worlds, interaction could be measured in new effective ways that would be too
expensive or impossible in the physical world. Since virtual worlds are purely digital
environments, everything could be logged and processed immediately (Hemp 2006). The data
of customer interactions would be very valuable for market research. It could reveal, for

example, how customers are using a company’s products.

The following parts of the study present the concepts of telepresence, flow, virtual experience,
and consumer learning, which are, based on the literature review, important elements of

virtual worlds and virtual world marketing.

3.4 The role of telepresence

A user in a virtual world might actually feel as if he is really inside the virtual world. This
phenomenon of immersion is known as telepresence. Telepresence refers to a sense of being

in an environment established by a communication media (Steuer 1993). When the sense of
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telepresence is intensive, the user fails to acknowledge the role of technology in the
experience (Lombard & Snyder-Dutch 2001). Because of the sense of telepresence, users are

able to indirectly experience objects and people (Li et al. 2001).

The role of telepresence is essential in virtual worlds. Compared with some other media, the
degree of telepresence can be very high in virtual worlds because of their special
characteristics. According to Steuer (1993), both interactivity and high media richness
contribute to the sense of being present in a mediated location. Also the use of various
sensory channels such as vision and voice enhance the sense of telepresence (Lombard &
Snyder-Dutch 2001). In addition, focused attention (Novak et al. 2000) and user control
(Klein 2003) have a positive influence on telepresence. The feeling of telepresence can also
be achieved in two-dimensional virtual worlds (Klein 2003). On the other hand, high media
richness, which is characteristic for three dimensional environments, has a positive impact on

telepresence (Klein 2003).

Increased sense of telepresence may create richer consumer experiences (Li et al. 2001). In
addition, it has a positive impact on recall and recognition (Keng & Lin 2006), persuasion
(Lombard & Snyder-Dutch 2001; Klein 2003), and enjoyment (Lombard & Snyder-Dutch
2001). Realistic behavior inside the medium may enhance the capability of a medium to

change an individual (Yee et al. 2007).

3.5 Getting the flow

When users get really immersed in virtual reality they achieve a state of mind known as flow.
According to Csikszentmihalyi (1997), who originally introduced the concept of flow, a state
of flow “occurs when a person faces a clear set of goals that require appropriate responses”
(Csikszentmihalyi 1997). It refers to a feeling of losing self-consciousness and sense of time
while the user gets so involved in the virtual environment that he or she can concentrate only
on matters that are relevant in the virtual world and ignores everything in the physical world
(Novak et al. 2000). It is an enjoyable state of mind characterized by activities in which

actions follow actions (Hoffman & Novak 1996).

Flow can be achieved as a consequence of telepresence, challenges, and interactivity
(Hoffman & Novak 1996; Novak et al. 2000). To get the flow, immediate feedback is
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required (Csikszentmihalyi 1997). This is one of the main reasons flow is characteristic of
virtual worlds: as an exceptionally interactive medium, virtual worlds provide immediate
feedback for a user. In addition, the user needs to have full control of the activity
(Csikszentmihalyi 1997). Because of this, virtual worlds have to be user friendly and users

need to have sufficient skill to smoothly control the avatar in a virtual world.

From the marketing point of view, it is desirable that consumers achieve flow since it
increases consumer learning, exploratory and participatory behavior, and positive experiences
(Hoffman & Novak 1996). Nevertheless, flow might also have some negative effects. For
example, a study concluded that spectators might better recall brands than the players of the
video game (Nelson et al. 2006). However, the study investigated the effectiveness of
advertising in a video game. Thus, the players achieved a state of flow most probably because
they were fully immersed in the game play. It seems that flow might have a negative effect on
consumer learning when the marketing application does not have a central role in the flow
experience. As Novak et al. (2000) proposed, during a state of flow the user can concentrate

only on relevant matters.

3.6 Experiencing a product virtually

According to Li et al. (2003), the true value of the product comes from the consumption
experience. They claim that before a purchase, consumers need to be sure that they get the
proper experience. Experiences occur when a consumer observes or interacts with objects in
the environment (Li et al. 2001; Lombard & Snyder-Dutch 2001). Heeter (2000) describes
interaction as “an episode or series of episodes of physical actions and reactions of an
embodied human with the world, including the environment and objects and beings in the
world.” The degree of interaction and the number of sensory aspects define whether the

experience is direct, indirect, or virtual (Li et al. 2001).

Direct experience refers to direct product contact (Li et al. 2003). It is the most profound
experience that enables the use of all the sensory modalities: orientation, vision, hearing,
haptic, and taste-smell (Suh & Lee 2005). Direct experience can be considered the best source
of information for a consumer (Klein 2003). It leads to stronger beliefs and attitudes than a
single exposure to an advertisement (Berger & Mitchell 1989) and enable consumers to

anticipate the future experience of a product better than an indirect experience (Li et al. 2001).
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Indirect experience is a mediated experience that consumers normally gain from sources such
as advertising, word of mouth, and brochures (Li et al. 2003). Virtual experience is also a
mediated experience (Heeter 2000). However, virtual experiences in interactive environments
are richer than indirect experiences derived from traditional media (Li et al. 2001). In a highly
interactive medium, consumers can influence the form and content of the virtual experience
(Lombard & Snyder-Dutch 2001).

3.7 Consumer learning in a virtual world

Customers base their purchase decisions on information they learn about a company’s
offering. To have an influence on customer learning and on purchase decisions, marketers can
provide customers with information (Ariely 2000). Consumers first cognitively comprehend
the information they acquire and then form an attitude that may lead to an action (Suh & Lee
2005). In research on information search and direct product experiences, consumer learning is

assumed to have a critical role as a mediator of consumption (Hutchinson & Alba 1991).

Learning from direct experience is likely to influence consumer behavior (Smith & Swinyard
1982). Learning gives the customer an opportunity to evaluate the consumption experience
offered by the product before purchase (Hoch & Deighton 1989). It has been claimed that
investments in customer learning lead to higher profits (Wernerfelt 1996).

Virtual worlds are a new medium for providing consumers with information and experiences.
Interactive characteristics allow consumers to test product functions and features in virtual
worlds (Suh & Lee 2005). According to Hoch and Deighton (1989), learning from experience
is efficient, because when consumers voluntarily experience a company’s offerings, they are
motivated and involved, they think the credibility of the source is greater, and they have more

control over the learning process.

From the point of view of consumer learning, virtual experiences have the advantages of both
direct and indirect experiences (Li et al. 2001). Both virtual experiences and direct
experiences are interactive in nature (Hoch & Deighton 1989). Depending on the attributes of

the product, real-world experiences can be simulated in a virtual world (Lui et al. 2007).
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According to Klein (2003), an increase in the sense of presence enhances the feeling of direct
experience, causing the consumer to develop more intense attitudes and beliefs toward a
product. All media have different capabilities to allow companies to transmit product
information to customers. Instead of pure information, media should deliver experiences (Li
et al. 2001). The advantage of virtual environments is that in them, consumers can experience

the products in a way that resembles direct experience (Klein 2003).

Based on the literature review above, the following flow chart was compiled to illustrate the

role of consumer learning in virtual world marketing:

Altered consumer behavior

A

Consumer learning

A

Virtual experience

Figure 3. Model of consumer learning in a virtual world

The opportunities provided by consumer learning vary depending on the degree to which
virtually experimental attributes can be represented (Suh & Lee 2005). In the three-
dimensional environment, consumers can examine products’ attributes and simulate

interactions with the products (Li et al. 2001).

Virtual environments are especially suitable for products with attributes that can be simulated
in virtual environments (Li et al. 2001). Virtual experiences allow consumers to learn from
virtually experimental attributes such as sounds, shape and appearance of the product,
changes in the form of the product, and changes in its content (Suh & Lee 2005). Which
attribute to emphasize depends on the product, while consumers have different criteria for
different products (Li et al. 2001).
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Some attributes, such as voice or appearance, are easy to simulate whereas those relating to
taste or smell are difficult. In addition, if consumers rely strongly on brand, the significance of
product attributes decreases (Van Osselaer & Alba 2000). Therefore, the effectiveness of
learning from virtual experiences is not the same for all products or services. For example,
Villas-Boas (2004) states that in a restaurant, consumers cannot estimate the quality of the
product before purchasing and consuming it. The taste of wine, the flavor of food, and the
atmosphere of a restaurant are difficult to experience through mediated media. However, a
three-dimensional virtual world provides better opportunities than most other media to create
virtual experiences such as having a dinner in a restaurant. At least for now, it is still
impossible to recognize the taste of wine or the flavor of food in a virtual world. Nevertheless,
the technology already exists to enable customers to experience the atmosphere of a restaurant
by experiencing the interior design virtually or discussing the menu with a virtual waiter.
Most likely, even more attributes can be simu