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Abstract

The fast evolvement of high-speed Internet and wireless data networks has caused a radical transformation in the entertainment industry from the traditional passive entertainment to the interactive online entertainment. In this new era of interactive online entertainment, the ability to build attractive online communities holds the key to entertainment providers’ success. I investigated how the online entertainment communities should be designed to maximize profits under the premise that users not only value the content but also their relative standing, or status. The preference for status, or status seeking, is particularly strong in online entertainment communities such as in Massively Multiplayer Online Games (MMOG) or other types of online and mobile games. Using a game-theoretical model, I studied the economic consequence of status seeking in online entertainment communities and its implications for the optimal design of online communities. I found that the more homogenous the users’ ability levels, the more effort they are going to take in pursuing status. In the case where users effort are proportional to the provider’s revenue, the provider will be better off by handicapping more capable users, by segmenting the population based ability levels, and by charging an optimal entry fee. I also found that when a provider decides to give prizes to winners, it is often optimal (among other prize allocation strategies) to allocate the entire prize sum to one first prize, i.e. winner-take-all. In particular, a winner-take-all prize structure is optimal when the hazard-rate of the ability distribution is monotonically increasing or the number of users is large enough. 
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