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Terms of Reference
Converting the Virtual Economy into Development Potential
Phase 1: Knowledge Map of the Virtual Economy

1. About infoDev

infoDev (www.infodev.org) is a research, capacity building and advisory program, coordinated and served by an expert Secretariat housed in the Global ICT Department (GICT) of the World Bank Group.  It helps developing countries and their international partners use innovation and information and communication technologies (ICT) effectively as tools for poverty reduction and sustainable social and economic development. infoDev is a thought leader in technology-enabled small business incubation. infoDev’s global incubation network reaches close to 300 business incubators, more than 20,000 small and medium enterprises and has helped create over 200,000 jobs across 87 developing countries.
infoDev helps donors and their developing country partners identify ways in which ICT4D can contribute to objectives such as improving access, education and health services, making public institutions more efficient and transparent, supporting rural livelihoods, and contributing to economic growth by supporting small and medium-sized enterprises that use ICT for their businesses. It sponsors cutting-edge research and analysis to help identify global best practices in the use of ICT4D.  Research typically begins with a “knowledge mapping” exercise to understand “what we know and do not know” in a particular field. It is such a mapping exercise for the Virtual Economy that is the primary objective of these Terms of Reference. 
Mapping may be followed by analytical research, surveys, evaluation of past experiences and/or the initiation of pilot projects designed to yield further knowledge of the field. infoDev then uses the knowledge it gathers to develop workshops, training seminars, toolkits, handbooks, and briefs to support donors, policy makers and others working in the field of ICT4D who are charged with turning knowledge into action.  infoDev assists them in setting policies, designing and implementing programs and projects, undertaking monitoring and evaluation, and building capacity.  More information on infoDev’s current activities can be obtained at www.infodev.org

2. Objectives 

These Terms of Reference (ToRs) refer to Phase 1 only of a three-phased project on assessing the potential for development of the Virtual Economy. The objective of Phase 1 is to create a Knowledge Map of the Virtual Economy (KMVE). Phase 2 will explore potential Business Models for the Virtual Economy, while Phase 3 will conduct a stakeholder workshop to explore and design operational projects.
3. Background

The “Virtual Economy” refers to products and services that only have an existence within the electronic world (for instance within games or on devices), without an analogue equivalent, and which offer trade opportunities that can be exploited from anywhere in the world. For example, In Shenzhen, China, teenage boys engage in “goldfarming” (the real-world sale of virtual goods and services produced in online games) by selling experience (XP) and power-leveling services for World of Warcraft gaming characters to clients around the world. In the Philippines, musicians earn extra income by creating polyphonic ringtones of popular tunes for sale to mobile phone owners. In Mexico, game players are creating digital artifacts that can be sold for Linden Dollars to owners of Second Life avatars, and then converted into real dollars.
These examples are part of a rapidly growing virtual economy. Goldfarming is estimated to have a global value of between US$500 million to US$1 billion and at one time to have created employment (or at least a second income) for up to 400,000 gamers. However, a large percentage of these jobs may have subsequently been lost as “robotic” applications are increasingly replacing real-world gold-farmers[footnoteRef:1]. These revenue estimates do not include direct revenue from sale of subscriptions and to online worlds and other services from software vendors, which is estimated to be worth around US$5 billion, in a market dominated by games, such as World of Warcraft.[footnoteRef:2]  [1:   This estimate is from Heeks, Richard (2008) “Current analysis and future research agenda on goldfarming”, Development Informatics Working Paper Series #32, available at: http://www.sed.manchester.ac.uk/idpm/research/publications/wp/di/di_wp32.htm. For other estimates of the size of the market, see the Virtual Economy Research Network (VERN) website (http://virtual-economy.org) , set up by the Helsinki Institute for Information Technology, which estimates the market size to be over US$2 billion in 2007.]  [2:  See Mulligan, Jessica (2009) “Virtual Worlds: An Overview”, available at: http://www.oecd.org/dataoecd/53/47/42347535.pdf. ] 

A whole new market is now emerging also in social media, which increasingly use micro-transactions for digital goods and services as a business model. In December 2008, Second Life reported some one million ‘residents’ who had logged in within the last month and around 60,000 registered businesses with a positive cash flow. The value of Linden Dollars exchanged for US Dollars was more than US$100 million in the 2008, traded via the LindX exchange[footnoteRef:3]. The spectacular growth of Facebook has also created new opportunities for virtual goods in the form of social games, like Country Store or PetVille, which attract more than 100 million users per month.[footnoteRef:4] Facebook and other social media are also now shifting onto a mobile platform, which makes billing via airtime possible. The charity sector is also benefiting. For instance, some US$800,000 was raised in just two weeks in January 2010 to benefit Haitian earthquake victims through the sale of “virtual seeds” in the game Farmville[footnoteRef:5]. [3:  See: http://secondlife.com/whatis/marketplace.php. ]  [4:  See “The US virtual economy is set to make billions”, BBC News Online, 29 December 2009, at: http://news.bbc.co.uk/2/hi/technology/8425623.stm. ]  [5:   See: http://socialentrepreneurship.change.org/blog/view/the_future_of_social_change_isvideo_games. ] 

There are good reasons to believe that the virtual economy has significant potential for development. This is because the virtual economy:
· Provides an almost frictionless match between supply in the form of “spare time” in developing countries and demand in the form of “disposable income” in developed countries;
· Has low barriers to entry that are becoming even lower as the price of a PC, a mobile phone and a broadband internet connection continues to fall;
· Offers employment opportunities for youth, who comprise a group sometimes characterized by high unemployment or underemployment in many developing countries;
· Is characterized by high levels of creativity, innovation and entrepreneurship, with flexible working patterns, and which demands rapid response to fast-changing variations in demand;
· Encourages small firms, self-employment and opportunism, and is not yet affected greatly by the intermediation of big-business, which cuts into the difference between the selling price in developing countries and the buying price in developed ones. The highly innovative nature of the virtual economy makes it a natural fit with infoDev’s work in business incubation and entrepreneurship in the developing world.
· Has high growth potential, albeit with a high level of volatility. 

An infoDev “Knowledge Map” is a systematic attempt to define a subject area, conduct a literature review, and measure its economic contribution and growth rate as relevant in a developing country context. Overall, it aims to summarize what we know and do not know about an innovative subject area connected to IC4D. Example of previous Knowledge Maps can be accessed in the publications sections of the infoDev website at http://www.infodev.org/en/Publications.4.html. 

4. Scope

The Knowledge Map of the Virtual Economy (KMVE) will examine the available literature on this topic and interview leading players, such as Blizzard or Linden Labs. It will segment and detail the strands of the virtual economy that seem to have the greatest growth potential for developing countries. In particular, the KMVE will look at emerging trends in the virtual economy, including in social media and the philanthropic sector, changing perceptions of what is legal and ethical, and the sustainability of new business models. The issue of definitions needs to be addressed, to distinguish between the borders of the real and virtual worlds. For example, part of the digital activity in the gaming sector could be related to “traditional” activities, like software development for established game producers. But the same economic actors may also be engaged in the development of software that allows users to interact and to create virtual characters, or avatars. The sale of digital goods is now an alternative business model to subscriptions in many online games (e.g., Runescape). The KMVE will explore the nature of client/supplier relationships and will also examine revenue structure and revenue streams. 
An additional emerging trend to be studied is new applications on smart mobile phones, such as location-based services. The KMVE should examine the nature of the links between the virtual and the physical worlds, for instance by examining data from third-party exchanges or the treatment of intellectual property. 
The main target of this research is the IC4D development community, which will benefit from an independent and objective evaluation of the development potential of the virtual economy. The KMVE will be published on the infoDev website and shared with stakeholders as part of infoDev’s regular publications dissemination. It will also be used as a basis for Phase 2 of the overall research project, which will identify specific entrepreneurship opportunities and business models that hold the greatest potential for developing countries through replication and scaling up, including by using open source tools. One focus of Phase 2 would also be to examine the operational aspects of the virtual economy to explore ways in which it could bring benefits to World Bank Group clients. It would also be used as a basis for Phase 3 of the overall project, which is a workshop to discuss Operational Projects for the Virtual Economy.
The final delivery of the KMVE will include a detailed report plus a detailed presentation to World Bank staff, a short summary and material (including links, tags and keywords) to be posted on the KMVE website. The consultant selected for Phase 1 may also be invited to assist in identifying objectives and developing terms of reference for Phases 2 and 3 of the study.
5.  Timeframe, Milestones and Budget

This activity is expected to be delivered within 5 months of launch, ideally for completion by the end of October 2010. A proposed outline for the project timeframe, milestones and budget is below. However, suggestions for revised timetables are welcome. It is to be noted that the final 10 per cent of the budget will be associated with activities to be carried out after completion of the final report.
	Timing
	Activity/Deliverables
	Disbursement

	Activity Signature
	Launch of Activity
	

	Signature + 2 weeks
	Inception report: Delivery of annotated KMVE outline, followed by infoDev review (1 week)
	20% of budget

	Signature + 1.5 month
	Delivery of detailed methodology including (a) bibliography and selected URLs for literature review; (b) list of planned interviews; (c) description of methodology for assessing size, growth and contribution to economy (up to 5 pages), followed by infoDev review (1 week)
	20% of budget

	Signature + 4 months
	Delivery of draft KMVE, followed by infoDev team review (1 week)
	20% of budget

	Signature + 5 months
	Delivery of final KMVE with associated web resources and presentation to infoDev
	30% of budget

	Phase 2 of VE project (date TBD)
	Peer review of Phase 2 deliverable on Business Models for the Knowledge Economy.
	5% of budget

	Phase 3 of VE project (date TBD)
	Participation in Phase 3 workshop on Operational Opportunities for the Knowledge Economy by, for example, presenting the KMVE and contributing to discussion.
	5% of budget



6. 	Counterparts 

In responding to this request for proposals, consultants are invited to indicate what partnerships with other organizations might be formed to help in widening the sources of information available, both inside and outside the virtual economy. Proposals that seek to engage the academic community are especially welcome.
The vendor’s main counterpart at infoDev will be Tim Kelly, tkelly@worldbank.org, task team leader for this project. The project team includes Anat Lewin, (World Bank, CITPO) and Policy Analyst, infoDev Connect program (under recruitment).  External peer reviewers Prof Victor Mayer Schönberger (NUS, Singapore), Carlo Rossotto (World Bank, CITPO), and Robert Hawkins (World Bank, CITPO) will also provide inputs and feedback.
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