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Revenue: How do Search and Social platforms make money?

Google and Facebook are highly profitable companies with good balance sheets,
little long-term debt and staggering income statements (statement of operations)
for over a decade. Twitter has started becoming profitable as of recent. Snapchat
and Pinterest have to still get there but are making good revenues.

Social and Search platforms

Search and Social', as | will call it in this study, are the biggest players in the digital
ad industry. Compare the charts on the next page. The first chart shows that US
digital advertising has exceeded TV ads a few years ago and remains on a growth
trajectory while the latter is forecasted to decline slowly (or stay put).

You can also see how small the three smaller players (Twitter, Snap Inc, Pinterest)
are by comparison. But you can interpret it also as great opportunities ahead due
to the market size.

The macro view shows how Google’s and Facebook’s revenues compare to the
GDP generated by entire industries in the US. This typically is the revenue of all
players in that industry (with some exceptions, notably retail). | have chosen
industries in a similar ballpark to Google+Facebook. There are some bigger ones
which are not shown.

The thick line shows Google+Facebook’s global revenue. Their global revenue is
now on par with the US air transportation industry and at 62% of gas and oil
exploration (a pretty big industry, right?). The dashed line shows the “software
industry” which they are part of. You can see how they are a major contributor to
its growth rates. This is not meant to be a perfect comparison.

The aim is to give us a feeling of what we are talking about. We will get into more
revenue details later. But | wanted you to be aware of the macro view.

! Note that Pinterest, Twitter and Snapchat CEOs don't call their platforms a social media platform. The
reason is that Facebook dominates this category. But | will use this terminology (Social and Search)
throughout this study.


https://apps.bea.gov/iTable/iTable.cfm?ReqID=51&step=1
https://www.bea.gov/help/faq/1197
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Value proposition for Businesses

When Search and Social platforms talk about “businesses” it can mean a lot. It
includes all of the following and then some more:

- Brands

- Businesses

- Influencers

- VIPs

- Media & News outlets
- Website owners

- Blogs

- Creators

- and more

Why are businesses important in the first place? For starters, they are potential
advertisers. Secondly, they create content that is valuable for Search and Social
platforms without being paid for it. The infotables on the next two pages
demonstrate these two points.

Search platforms would not exist without the above participants. No internet as
we know it. Twitter would also be quite a different place.

Some may say that Facebook would be a better place but don't forget that the
above includes also VIPs, influencers, media/news that are beloved (and create
frequently shared) content on Facebook.

Put simply, businesses create content that Search and Social users value (at least
to some extent).

Platforms make sure that they give businesses enough value propositions to
make them contribute content organically (i.e. for free) to the platform but not
as much that they never become paying advertisers.



Businesses get organic traffic ...

Businesses on Social and
Search platforms are:

Brands
Businesses
Influencers

VIPs
Media/News
Website owners
Blogs

Creators

And more

160m+ businesses?

“small businesses now use
our products -- the vast
majority of them for free --
and of those we surveyed,
half tell us that they've been
able to grow their
businesses” CEO Mark
Zuckerberg (pdf)

= 7m advertisers (2020)*

400m active websites *

“more than 1.3 million
businesses, using Google's
advertising solutions [in the
US in 2018]” Economic
Impact Report {US), pdf

= 4m advertisers (2015)°

Only a small percent of businesses become advertisers (above). But businesses spend
considerable costs/efforts on maintaining an organic (=unpaid) presence and they do benefit

from it by getting a large share of traffic (below).

Organic efforts

Businesses spend
considerable efforts/cost
[estimated S80b) into search
engine optimisation (SEQ)
with the aim of connecting to
more potential customers /
followers mostly organically

* About Facebook pages, 2020
* Company data 2020

Benefits from it

Google sees a 5x benefit from

organic traffic to Businesses
for every $1 spent on Google
for paid ads®. This would
bring the overall benefits of
organic traffic to >50.5t,
exceeding the GDP of most
countries

And share of clicks

Similarly, only 15% of all
search traffic is going to paid
ads (i.e. 85% of search results
page viewers click on organic
search results)

“ 400m active websites (and 1.6b+ pages) of which we can assume Google crawls and indexes most.

* 2015 estimate

® This ratio is based on a study from 2009 which researched a different search engine. Whether this ratio
is transferable to Google needs to be taken with some caution. But we should assume that they have
spent some thoughts on making sure this is not too far off.


https://s21.q4cdn.com/399680738/files/doc_financials/2018/Q4/Q4-2018-earnings-call-transcript.pdf
https://s21.q4cdn.com/399680738/files/doc_financials/2018/Q4/Q4-2018-earnings-call-transcript.pdf
https://economicimpact.google.com/static/reports/2018/ei-report-2018.pdf
https://economicimpact.google.com/static/reports/2018/ei-report-2018.pdf
https://searchengineland.com/forecast-says-seo-related-spending-will-worth-80-billion-2020-247712
https://economicimpact.google.com/methodology/
https://economicimpact.google.com/methodology/
https://en.wikipedia.org/wiki/List_of_countries_by_GDP_(nominal)
https://en.wikipedia.org/wiki/List_of_countries_by_GDP_(nominal)
https://www.zerolimitweb.com/organic-vs-ppc-2020-ctr-results-best-practices/
https://www.zerolimitweb.com/organic-vs-ppc-2020-ctr-results-best-practices/
https://www.businessinsider.com.au/macquarie-research-facebook-google-and-twitter-number-of-advertisers-2015-2
https://www.businessinsider.com.au/macquarie-research-facebook-google-and-twitter-number-of-advertisers-2015-2
https://www.facebook.com/business/marketing/facebook
https://about.fb.com/company-info/

... and create organic content in return

The so-called “Internet rule” says that most content gets created by few. It gets commented
on and shared by more users and consumed by many (also called “participation inequality” or
“1% rule”). For Twitter, where we have an estimate, we see that the top 1% Tweeters tweet
28% of the content and the top 15% create 80%. This ratio likely differs a lot by platform.
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Well, we all know that businesses (under the wide term above) create content and use Search
and Social platforms to get their content found, accessed and consumed by the right audience
(users, consumers, etc). Two key motivators are of commercial nature and/or to gain influence
(incl brand building).
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https://en.wikipedia.org/wiki/1%25_rule_(Internet_culture)
https://www.nngroup.com/articles/participation-inequality/
https://web.archive.org/web/20100511081141/http://www.churchofthecustomer.com/blog/2006/05/charting_wiki_p.html
https://www.forbes.com/sites/kalevleetaru/2019/03/04/visualizing-seven-years-of-twitters-evolution-2012-2018/#59dccaaa7ccf
https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/consumer-business/consumer-review-8-the-growing-power-of-consumers.pdf

Value propositions for Businesses

Leading benefits of using social media for marketing purposes
worldwide as of January 2019

Increased exposure
Increased traffic
Generated leads

Improved sales

Developed loyal fans

Provided markelplace
insight

Increased thougiht
leadership

Grow business
partnerships

0% 25% 50% T5% 100%

A survey that indicates what businesses perceive as the value proposition of
Social platforms

Checking on the platforms’ business pages, you will see that they emphasise
connecting businesses with (the right) audiences. Growing one’s business is also
always found on these pages. Below the headline statement:

Facebook Make connections that matter.

Twitter Connect with what’s happening

Snapchat Connect with your audience

Pinterest Your inspiring ideas belong here

= VA TTS G ES Engage with customers on Google for free



https://www.statista.com/statistics/1015131/impact-of-social-media-on-daily-life-worldwide/
https://www.facebook.com/business/marketing/facebook
https://business.twitter.com/
https://forbusiness.snapchat.com/
https://business.pinterest.com/en
https://www.google.com/intl/en_au/business/

Other value propositions that can be added to the above survey:

- Fear of falling behind: competitive forces (and sometimes stoked fears) can
quite quickly lead to a dynamic within an industry whereby even a few early
adopters can trigger a cascade of followers. Google My Business lists as the
first benefit to its app the ability to respond to customer reviews (also a

subtle way to stoke fears)’

- Supporting/influencing the customer’s research: Search and Social reduce
search cost/efforts for the consumer. Well-presented businesses can get
more customer attention than they otherwise would and inform their
decision

- Monetisation of content: e.g., on YouTube and on webpages (AdSense)
through ads on webpages delivered by Google. For Australia (a SA1.4t
economy), this figure is stated at SA1.6b (i.e. 0.1% of its GDP)*

- Productivity increases: using Google tools improves business productivity.
Google states this to be $A1.34b for Google Maps and SA1.57b for Google
Search for Australia® (i.e. ~0.2% of its GDP)

- Other benefits (value proposition) which largely align with what we have
already covered here for Social and here for organic Search

Opportunity for small and medium-size businesses

Platforms keep on emphasising their importance for small businesses (see a.m.
Zuckerberg quote). Google's Economic Impact report for the US (pdf] and Australia
(pdf here with more details on methodology) keeps on repeating this point. It is
important and we will come back to this in the next section. For Australia, 64% of
the benefits are said to be going to small and medium-size firms.

" But whether this leads to a nil-sum game among the participants in the long run is a different question.
Aggregate demand / spending will have increased but not been distributed to all players equally. It likely
differs for different industries and participants therein.

# More details in the Google Economic Impacts (Australia) report (pdf here)

* More details in the Google Economic Impacts (Australia) report (pdf here)


https://trafficradius.com.au/top-6-benefits-of-seo-for-small-businesses/
https://play.google.com/store/apps/details
https://blog.hootsuite.com/social-media-for-business/
https://www.crazyegg.com/blog/seo/benefits/
https://static.googleusercontent.com/media/economicimpact.google.com/en//static/reports/2018/ei-report-2018.pdf
https://www.alphabeta.com/wp-content/uploads/2019/09/ab006_google_business_web-1.pdf
https://www.alphabeta.com/wp-content/uploads/2019/09/ab006_google_business_web-1.pdf
https://www.alphabeta.com/wp-content/uploads/2019/09/ab006_google_business_web-1.pdf

Value proposition for businesses (summary)

With that, let’s summarise the benefits for businesses as follows:

1. Access to audience: access the vast audiences that have joined
the platforms

2. Well-matched traffic: platforms will aim to match businesses
with the best suited traffic (even and esp organically)

3. Brand marketing: e.g. increased exposure and other marketing
goals can be pursued (e.g. staying top of mind, influencing
consumer’s decisions, etc)

4. Increase leads, sales: Organic traffic can capture more leads
and more sales, app instals, etc

5. Build followers /[ gain influence: for some types of businesses
(e.g. individuals) building influence for ongoing/long-term gains

6. Word-of-mouth: Ability to get recommended among users,
good reviews/ratings or even go viral

7. Customer channels: businesses communicate to the customer
via Social channels, offer support, etc

8. Feedback, metrics: ability to get direct feedback or monitor
metrics

9. Monetising content: Creators and owners can monetise their
content, apps, games, videos as a 3rd party ad partner

10.Fear of falling behind / missing out: in competitive industries,
it is not possible to have no online presence if others do

11.Productivity gains through search/transaction costs reduction

12.Low cost entry, hybrid use & scalable: ability to join organically
at low cost and then and scale up via paid advertising



Multi-sided Search and Social platforms

Now that we are on the same page on the value propositions for each of the
major participant types, let’s take a look at how the sides come together. If each
side remained among themselves, the platform would be a very different place.
You may have come across platforms that have not been able to get the different
sides interacting. They are not likely to grow as much.

Professor Andrei Hagiu describes multi-sided platforms (=platform businesses) as:

“Multi-sided platforms (MSPs) are technologies, products or services that
create value primarily by enabling direct interactions between two or more
customer or participant groups.”

Note that there can be different and legitimate ways of defining the sides of a
platform depending on the problem one wants to solve or analyse'. We have the
three major sides (participant types): Users, businesses and advertisers.

1. Users: the majority of participants are “ordinary” users (non-businesses)

- Close connections: users interact with other users, such as friends,
family, groups, etc. through two-way communication. | am calling this
out separately because we will use the term where it makes sense to
look at things from a single-user perspective. Secondly, this sub-side
does not exist on Search platforms that are more single-user centric

2. Businesses: (e.g. Influencer, VIPs, brands, businesses, organisations, web
site owners, etc). From a single-user perspective, we also call them wider
connections / network. These are typically characterised by a one-way
followership (or Search) relationship and communication

3. Advertisers: Are the subset of businesses that pay for ads and who are
essential for the monetisation of the platform

* For ather purposes, it can make sense to subdivide these sides further or even differently. | have done soin the
case studies myself because it made sense to do so in the context of analysing a single platform. As mentioned a
few times now, for the comparative study, it makes sense to harmonise the terminology.


http://sloanreview.mit.edu/article/strategic-decisions-for-multisided-platforms/

Sides (=participant types) of multi sided Social/Search platforms
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Here we see our three sides again (Users, Businesses, Advertisers) with more detail. See it as
a Venn diagram that combines several sub-sides to these three larger entities. Note that
“close connections” don’t exist on Search platforms. On Social, the sides interact with each
other through defined actions. See below some examples that are from the survey that | have
shown in the User VP section (where the respective platforms scores >=40%).

- Viewing photos - News - Viewing photos - Viewing photos

- Sharing content - Watching videos - Watching videos - Finding/shopping
with everyone - Sharing content - Sharing content for products

- Watching videos with everyone with everyone

- Sharing content - Sharing content

one-to-one one-to-one



What are network effects (NWE)?

Network effects (NWE) are the effects that incremental participants and
participation have on the value of the network to other participants.

In the context of multi-sided platforms (=platform businesses), we distinguish
between two different types of network effects:

1. Direct network effects, also called same-side network effects, are the
effects of participants on one side of the network on other participants on
the same side of the network. An example on Social is the creation of
relatable content among users (esp. close connections)

2. Indirect network effects are effects of one side of the MSP on the other
side of the MSP and are also called cross-side network effects. Content
created by businesses is an example for cross-side network effect on Social
and crucial on Search

Matching: network effects take place after a matching process. This can be
platform-determined or user-determined. In the latter case, it can require mutual
consent (e.g. “friend request”) or not (e.g. “followership” of a VIP). The matching
type often concurs with the directionality of the communication.

Positive and negative network effects: Network effects can be positive or
negative. Network effects on Social among close connections tend to be mostly
positive. But they can also turn negative (bullying, harassment, etc).

Enhancing positive network effects and reducing negative ones is the most
important activity of a platform business

Then there are wider negative network effects (and externalities) where e.g. the
platform is misused to spread disinformation (more later). Negative network
effects need to be managed by the platform. Facebook had 30,000 staff (2018,
pdf) to manage the multitude of negative network effects of which they say:

“This work will never be finished, but | now believe we've built some of the
most advanced systems in the world for dealing with these issues.”


https://s21.q4cdn.com/399680738/files/doc_financials/2018/Q4/Q4-2018-earnings-call-transcript.pdf
https://s21.q4cdn.com/399680738/files/doc_financials/2018/Q4/Q4-2018-earnings-call-transcript.pdf

Platform sides & network effects - 2 examples

Search - B Network effects User-Groups
G J T L]
L- = . “hrD‘JPS _ Frismndn’ Grosap
[
ﬂ MESLEnger
EECETTTTE
B waich .
= Marketplace
Shortculs L
InnovassnTactics
Cwlegorien
Innewationiskead. .. o
Srakes = =
{ @ Groups )
= =l -
@) FindTisEe
X Pages
B Events Payutur par Yem
"‘ Friend Lisis ——
® Gares o<
' MEmones.
el R ad agyiy e Network effects User-Employer
-
—
(! Jahs ) « Jobs on Fa';sbmk
- - am W
(-J. EFSrs-He-ép::-.nse
@ WhiteCollarBiul
B Gaming video LOCATION
Syeirey. Maw South Walkes Production Worker
ﬁ Movies (il kma) Changs Full-tierss - A555,000 / yend
(. Buy and Sell Groups [—
» FHawHinrmg Produchon Wy
a Saved e Locatian SMarnckyile 85
Parl-teme
alll Ads Manages Ab oo Employers,
Intensrap
D Recommendations firms
Lk e
2 Oculus Commd = Pharmacy Onli|

Users-Groups: Facebook is recommending me to join groups that some of my
connections have joined. Thereby - more than likely -, | would find more people to
connect to, increasing network effects further. There are 10m groups on Facebook
with 1.4b people using groups

Users-Firms/Employers: In the jobs section, employers (i.e. firms) can post jobs. This
is of value for Facebook for several reasons: (1) firms are potential advertisers, (2)
more data about (a) firms and (b) jobseeker-users, (3) more value for users, (4) user
engagement = reason to come back more often to check for jobs (i.e. more screen

time, more ads to be displayed in news feed, etc)



https://blog.hootsuite.com/facebook-statistics/

Types of Network Effects (NWE) on Search / Social

Metwork effects are often referred
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If you are developing your own platform, the below factors should give you good ideas on
metrics you can measure and ultimately understand how those NWE play out on your
platforms. As you will see shortly, network effects will be strongly driven by the multitude of
platform design decisions.

“+" Indicates positive network effects with a growing platform
“" Indicates negative network effects with a growing platform

+ Well-matched Connections underpin NWE. But they are not NWE as such. It is

connections often pointed out that network effects are based on Metcalf's law
(which says that the number of connections increases at the square
with the number of connections, i.e. N*2 with N=number of
participants).
I would not say that this is wrong but like to call out that you should
not use it as a formula but rather as a guide. It is a correlation that
was used in another context and needs to be overlaid with many
other factors, firstly, with who is actually connected to whom.

Platforms, by no means, try to bluntly maximise the number of
connections. That in itself will lead to confusion and overload,
burying relevant content among irrelevant content. Platforms try to
do quite the opposite, by aiming to (algorithmically) provide
well-matched connections (which is why you see me use this
phrase so often).

Take it, not all connections are equal.


https://en.wikipedia.org/wiki/Metcalfe%27s_law

Closer connections drive more engagement. Snap Inc CEO Evan
Spiegel says: “Your top friend in a given week contributes 25% of
Snap send volume. By the time you get to 18 friends, each
incremental friend contributes less than 1%"*

Mow, consider that half of Facebook users have more than 200
connections (average of 338).

Amending close connections with well-matching (user-selected),
wider connections seems to be what platforms are striving for.

With all these caveats, we can say that an increasing number of
participants leads to a larger pool of well-matchable connections.

The number of (well-matched) connections has the potential to
drive the next important factor: engagement.

+ Engagement Engagement is very important. It can be measured in various ways.
Important engagement metrics are the time spent on the platform
per session, number of sessions per day, DAU/MAU, etc.

Duration-based engagement metrics correlate with the supply of ad
spaces and therefore with revenue. The more a user scrolls down'®
the News Feed, the more ad spaces get created, the more ads
shown, the higher the revenue. Engagement will correlate with
ARPU.

Engagement is not a network effect as such. It is the result of
well-designed netwaork effects. And through its various ways of
measurement, it can be a good proxy for how well a platform
creates network effects (thus, it is an indicator of NWE rather than
a NWE itself).

Good ways to create engagement through network effects are:

- Engagement through content + interaction + platform
design (Social)
- Engagement through content + platform design (Search)

These are the next two items that we are looking at.

+ Content & Content creates engagement on Social and Search.

BCEQ Evan Spiegel in an internal memao: “Your top friend in a given week contributes 25% of Snap send volume. By
the time you get to 18 friends, each incremental friend contributes less than 1% of total Snap send volume each.
This means that in order to grow our business we need to make sure that we help all Snapchatters communicates
with their best friends. Finding best friends is a different problem than finding more friends, so we need to think
about new ways to help people find the friends they care most about. We can't establish network effects if our
users can't use 5nap to communicate - so we need to work hard to make sure that all Snapchatters have best
friends they can communicate with.”

= Different story, if people do so because they can’t find any good content but this is not what Im talking about.


https://www.pewresearch.org/fact-tank/2014/02/03/what-people-like-dislike-about-facebook/
https://www.pewresearch.org/fact-tank/2014/02/03/what-people-like-dislike-about-facebook/
https://cheddar.com/media/snap-ceo-evan-spiegel-company-memo-on-2019-strategic-goals-and-profitability

Facebook Network effect metrics
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Total cost has grown the fastest but it includes discretionary expenses, such as R&D
investrments. You can see in the absolutes that there is still a healthy profit margin.

On the cost side, cost of revenue / user is more interesting. In their 2018 annual report, they
show the key contributors to the increase as “data center capacity and technical
infrastructure to support user growth, increased user engagement, and the delivery of new
products and services(...]” More interesting is the fact that it has grown slower than revenues.
The second chart also shows Metcalfe's law. As expected, it grows faster than real ARPU.

The most important point of these charts are the relation of the thick blue and thick green
curves in the second chart which indicates network effects.


https://www.researchgate.net/publication/273895436_Tencent_and_Facebook_Data_Validate_Metcalfe's_Law

Side-by-side comparison tool w/ example

Engagement

Interaction
Content creation

Signalling

Data
Specialisation / diversification

Platform health

Find/access information &
solutions to problems

Low search costs/efforts
Different search modes
Convenient communication
Relatable/engaging content
Expression/sharing views
Messaging/chat

Single-sided uses

Access audience

Well-matched traffic
Increase leads, sales

Brand marketing

Network effects
2-way, direct communication

Close conn: 2-way, frequent:

Wider conn: 1-way, infrequent

Fast paced: 100b message &
1b stories [ day

Liking, emoji, sharing,
commenting, etc

Geo-demo, interest, behaviour

Sentiment, metrics-driven
>30,000 employees

Value Proposition for users

Through enhanced access to
close and wide connections

Platform search, user groups
Social search ("asking”)

Text, image, video, etc
Created by connections
Posts, comments, liking, etc
Messenger, WhatsApp, etc

Games, videos and lots more

1-way, website content

Wider connections, on user
demand

Long-lasting (except news):
400m sites, ~1.6b+ pages

User — owner: Analytics
Owner — owner: Linking

Interest, behaviour, geo
Analytics/metrics-driven, SEO

Unknown; 10,000 for Youtube

Through access to websites
and expertise behind (EAT)

Highly optimised in many ways
Targeted, explorative search

Google had/has its own set of
social platforms and tools. But
these did not reach the scale
that Google expects (e.g.
Googlet). Tools still exist but
not core priority.

Many single-sided tools

Value Proposition for advertisers

~5% of followers reached
organically

Interest based & followership

Organically and paid ads

High penetration in many
countries

Onpage SEO and other signals

Sales, lead-generation pages

Very well suited to build brand Website design

Build followerships / influence Through engaging posts, etc

Word-of-mouth

Sharing, linking, virality

Subscription or social accounts

Mostly through social sharing


https://money.cnn.com/2017/12/05/technology/google-youtube-hiring-reviewers-offensive-videos/index.html

Platform design considerations (Social / Search)

There are many design factors for Search/Social platforms. These will determine the value
proposition and affect network effects, search/transaction costs and other factors of the
platform. It is these factors that will instrumentally determine the trajectory of the platform in
the long term.

Connections One-way following does typically not require consent from the one being
types followed. There are different rules on who can be followed.

On Twitter, everyone can be followed by default. On Facebook, this
depends on privacy settings.

Two-way following requires mutual consent. This is called “friends” on
Facebook, on Snapchat everybody is a friend.

On Snapchat, one-way and two-way connections are shown in different
digital properties and Facebook is also slowly separating things.

Further, different platforms follow different strategies in suggesting further
connections. This is most prominently featured on Twitter.

On Google, any indexed page can be accessed (website owners can tell
Google not to crawl & index their pages).

Communication Typically, the communication direction aligns with how the connection was

direction entered. Friends and close connections typically communicate two-way,
whereas one-way following (wider connections) typically leads to one-way
communication. Followers can comment, use emaojis etc, but it's less likely
to be displayed to the originator unless they drill into the details.

Interaction Interactions are crucial for Social. The typical interactions are through posts
options (including various media types) and responses.

Response types are just as crucial, if not more:
- Typically, there is the option for a text response to each originating
post directly below the post (search cost/effort reduction)
- MNon-text responses (1-click): sharing, liking, emajis, etc
On Search, interactions as such are not typical unless comment boxes, like

buttons, etc are used which is why many website owners also have a social
presence.

Media types Text is still key content but inclusion of media has increased engagement.
On Social, inclusion of photos/video originating posts is increasing (it may
not hold true for all countries) but certainly going that way.

Snapchat without photos/videos is unthinkable. Then there are tools to
further enhance media types, such as filters, lenses (and other ways, e.g.
TikTok’s lipsynch, etc).


https://www.facebook.com/help/201148673283205

Collect data for value in return - deep dive: Location targeting

| strongly encourage you to capture data for the predominant purpose of
providing a great value proposition.

As an example, let’s use real-time location data capturing.

Let’s compare three great platforms: Google Maps, Google Waze and Snapchat’s
SnapMap. Starting with a summary, note the bolded differences.

Google Maps Google Waze SnapMap

Sides of the User (single-side) User - other local users User - friends
platform* User - other local users
User - local business

Value Navigation Shorten travel time Fun, engagement

proposition Exploration
Decision making

Network User - other users (at User - other users in User - friends in
effects among  different times) real-time real-time
User - local business

Data sharing User location, User location, User location,
Business reviews Traffic alerts User status
Advertising Native ads of local Native ads of local Location-targeting,
businesses in the map  businesses in map / geo-filters (no ads in
navigation display map yet)
Google Maps

Google was one of the first to develop an online digital map. They have putin
huge efforts to get it to the sophistication that we know. Among these platforms,
Google Maps is the only one that has a standalone, single-sided value proposition.

It is how it started: as a map to help people find their way around and to organise
information geographically. You can get an impression of how Google built the
Maps in these five short articles (#1, #2, #3, #4, #5). Google Maps is also used as
an engine for many other tools.


https://cloud.google.com/blog/products/maps-platform/beyond-the-map-how-we-build-the-maps-that-power-your-apps-and-business
https://cloud.google.com/blog/products/maps-platform/beyond-map-solving-problems-and-powering-location-based-services-imagery
https://cloud.google.com/blog/products/maps-platform/9-things-know-about-googles-maps-data-beyond-map
https://ai.googleblog.com/2017/05/updating-google-maps-with-deep-learning.html
https://blog.google/products/maps/mapping-stories-new-street-view-trekker/

They then have brought other sides to the platform, importantly local businesses.
In conjunction with another tool, Google My Business, it helps business owners to
represent their business in Maps (and in Google more broadly). It also can be used
in conjunction with Google Ads for advertising.

Google Waze

Waze is a very different product that also uses digital maps. But it lives from
real-time data entered by users, typically drivers/riders. What's interesting is how
different it is to Google Maps. It has strong network effects among users that
don’t know each other but are in local proximity within a short period of time (e.g.
one person alerts others of roadworks). It is easy to imagine a lot more sides being
added to this platform around the real-time microcosm that our urban street
systems and adjacent buildings are. This could make it a vibrant real-time app.

SnapMap

And then take a look at SnapMap?. Again, a map-based product that, like Waze,
lives from real-time user updates but this time with a very different value
proposition (of fun and engagement). The key value proposition is limited to users
who know each other well (very different to Maps and Waze). This said, users can
also share videos on the map with anyone. But it will remain to be seen if this
catches on. Snap Inc’s longer term strategy is to focus “computing overlaid on the
world” which could play well with SnapMap and create unique and more scalable
network effects.

You can already sense that these apps have a much better reason to ask for your
real-time location (not just the IP-based rough location) than a torch app or most
other apps / platforms for that reason.

Now, let’s look in more detail.

0|t was great to see that, since | covered Snapchat a few months ago, two of my recommendations have been
implemented (better navigation and SnapMap being more prominently featured). I'm sure it had nothing to do
with me recommending this. But at least | provided good guidance to my readers.
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Q Tap to Update Status

Why would any user let you track their
location? In this day and age, not many will
do this without a good reason.

SnapMap gives Snap a valid reason to track
your location and it “bribes” you to allow
them to track your location by offering you
cool features. You can (reciprocally) see
where your friends are and what they are
doing using Bitmojis (a personalised emaoji) -
highly engaging. The status (here, mine is
“shopping”) stays for a few hours or until |
change it.

If | had friends nearby at that moment, you
would see them with their Bitmoji as well.

But SnapMap needs a critical mass of friends,
stories, photos to be shared in the vicinity to
keep users engaged. The light blue spots are
videos shared by others (people | don’t know)
for anyone to view (a bit like Periscope).

Snapchat uses user locations in some of their
ad types (e.g. geofilters ads, location-based
ad targeting).

The location-based ad type allows targeting
people near location types, e.g. unis, malls,
etc within a definable radius which could be
very valuable for advertisers.

But there are no native ads on the map as
such (yet). It has added local businesses
(here, | am saying | was at “Scooter World")
which brings them as another side to the
platform. Adding them to Bitrmoji could entice
them more to advertise (is my view).



Summary: Comparison platforms sides of Map apps

The three platforms we looked at appear very similar in that they use the same underlying
asset (digital local maps). Note that the platform sides this time are local participant types.
Ordinary users as well as local businesses may be using all 3 platforms in different situations.

Close connections

No connection (!)
Other local users,
other stakeholders

No connection (!)
Previous local user

Platform

Google
Waze

SnapMap

nearby

Sides (local!)

User

Other local users

Local business owners

Advertisers

User

Other local users
Other stakeholders
Advertisers

User

Close connections
nearby

Local business owners

Advertisers

Advertisers

Local

businesses

Value proposition, network effects, data capture

One-sided local exploration is a strong incentive to
share one’s location data. But this is based on the
NWE created by other sides:

User-user: Sharing reviews, etc about local businesses
Business owner - user: inform about their offerings
(products, menu, opening times, etc)

Business owners can be advertisers and get native ad
elements on the map which can inform of offers

The value proposition is largely based on real-time
same/cross-side NWE and displayed in the map

User-user: alert one another of traffic conditions

But it also allows others (broadcasters, authorities, etc)
to alert drivers. Also allows (cost-shared) carpooling

Advertisers (local businesses) have native ads elements

The key VP and NWE is about sharing fun with close
connections nearby. The risk is that this may struggle
to get to critical mass in some/many locations.

The other VP is sharing content [videos) with anyone
nearby. This could scale but may not be a strong
enough VP for people to share personal content with
strangers (a significant difference to Google Maps and
Waze). It's still early days and will get complementary
value propositions added



Digital property: Stories

Stories is a great example of a digital property that comes with
organic engagement and allows embedding of native
display/video ads in full-page mode.

‘Yes, it must have been saddening for Snapchat how blatantly
Facebook have copied this property and integrated it into
Facebook, Instagram, Messenger and WhatsApp with great
success. | am showing FB's version because they provide more
data around it.

In Facebook’s words, Stories are:

They're immersive: 73% of people in the US agree that stories
enable them to experience new things outside their everyday
lives.

They're authentic: 65% of people in the US say that stories help
them feel closer and more up to date with friends. They're
inclusive: 57% of people in the US say that stories make them

) feel part of a larger community.
Among the stories from friends
above, is also an ad story. They're hard to get enough of: 62% of people in the US say that

Upon clicking it, it opens they plan to use stories even more in the future than they do

full-screen like the one below  today.

Stories also match how people are already interacting with
their phones. People hold their phones vertically about 90% of
the time and Stories are optimised for a vertical, full-screen
view that feels natural and allows people to enjoy videos and
photos quickly

500M+ Each of our Stories experiences — Facebook and
Messenger, Instagram and WhatsApp — have more than half a
billion people using them every day.

4M There are four million advertisers using Stories ads every
month.

1B There are one billion stories shared every day across the
Facebook family of apps.



https://www.quora.com/How-do-designers-at-Facebook-feel-about-being-asked-to-blatantly-copy-the-UI-and-product-mechanics-of-Snapchat
https://techcrunch.com/2017/03/28/storybook/
https://www.facebook.com/business/ads/stories-ad-format
https://www.facebook.com/business/ads/stories-ad-format

Digital properties (DP): Google Search

Top bar showing the types .
of search results — B Tesla, Inc

— Elecinic Cars. Solar Paneis 4 Clean Enegy Siorage | Tesia

My search term: “Tesla"”

Tesky Wiode 3 IR - i .” I-.. .1- ..:
DP 1: Top results with deep — — - .
links (in this case the P _ R
company website), no ads! B f— R —
i If ER Ty L x
DP 2: Map results p ?! e - - a
personalised to my location e N ey e
(personalisation can be -
" a - Tl v B n H
switched off in settings) s @ - III — D .@_
- - & "' '»."L\’._!_"""
B S — % & o s . -
R t The knowledge panel is
DP 3: News results with populated with content
preview - : from the knowledge graph
— _ ' The Search results page
DP 4: Twitter results from e (here the desktop version)
the Twitter accounts related — ~— = 7 e has several digital
to the search query = properties that are

displayed depending on
what Google understands
— : as the search intent.
DP 5: Frequent questions

. . . The result, including the
box with clickable previews

composition of the digital
properties, can differ when
searching for the same
term at a later stage.

DP &6: Video results

Google continues to make
Search results increasingly
more engaging



https://en.wikipedia.org/wiki/Knowledge_Graph

US Online Advertising Spending

Source: eMarketer, Feb 2019, Forecasts (F) are pre-Coronavirus
[ ] Digital Ad spending YOy % Change 4 % of total media ad spending
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You can see the shift is towards online/digital ad spending which in the US now
accounts for more than 50% of all ad spending. Globally, the trend is similar. You
can see the same chart as above for global online advertising in my previous
resources (e.g. the Google case study).

The growth rates are still much higher than overall economic (GDP) growth. But
one can see on the horizon a plateauing which is the key reason why you see
Social and Search platforms embark on other revenue sources. Have a look at the
revenue section in our Google where you see over $26b (~17%) of non-ad
revenues, e.g. Cloud, Play Store commissions, YouTube subscriptions (non-ad
revenues), etc.



Global Mobile Advertising Spending

B Gobal mobile ad spending YO growth
$250b 100.0%
$200b
75.0%
$150b
50.0%4
H100b
25.0%
£50b
£0b 0.0%

2013 2014 2015 2016 2017 2018 2019 (F) 2020 (F) 2021 (F)

The distinction between online and “offline” advertising is relatively easy (well,
nothing is really easy if you look into the details). But within the online ad world,
you can then distinguish into various sub-markets and categories.

An important distinction is by device type. You see how mobile ad spending is
growing much faster than online ads. This means of course that there is a market
share increase for mobile ad spending.

Most Social and Search platforms participate in mobile and desktop. The
exception is Snap Inc. who are focussing on mobile only. Therein, they are
focussing on horizontal only but are offering tools to convert ad creatives from
vertical to horizontal format.

It is an important decision for start-ups whether or not they will invest in a
desktop platform. Many will not do so to avoid complexity. Those who still want to
participate in the ad space may choose a path similar to Snapchat.



US Mobile Ad spending

eMarketer, Oct 2018

B In-app Maobile web
$80b
$600
40k
$20b

816
13 13 $15
10 5 5
F0b I
2015 2016 2017 2018 2019

In the US, mobile ads stood at ~$77b (around 69% of all online ad spending) in
2019.

The majority of ad spending and most of the growth is in the app segment,
meaning ads displayed on apps, including social media apps but also 3rd party
apps. The latter can include display ads in news apps, video ads in games, banner
ads in free versions of apps to give a few examples.


https://contentstorage-nax2.emarketer.com/b0de2a7feeda004e1b041e408d895a3d/243390

Businesses®

Users are organic
participants who
wsefjoin the platform
for the value
proposition which

..'..:l Match —\
‘W ) Digital properties
Social matches users

Algorithms

Digital properties

User flywheel

largely with user- Users interact with the

created content (see . Search; user
also business loop). :T:;;::i;ff the segmentation via
On Search, user- keyword, location

digital properties, e.g.:
- Digital properties:
- News feed, etc

created content plays
a smaller role but it"s
share is potentially

increasing through = Search results

[IF), language, etc for
temporary search
purpose (or mare
permanently via
GMall account, etc)

Py user-content The characteristlcs of ’

they get for "free platforms. these digital properties  3orial users are
Users come to Social Value proposition | LUsars/ako it aract {and the platform incentivised to share
11.a|nI-,- to interact . B with each other on itself) determing the data [e.g. by creating
with other users Search/Social l  business content / type, amount, a profile, checking-in,

(though differences
exishs across
platfarms).

Users come to Search
argely for business
content but in part

liking, atc]

This data is used for
micro-segmentation
and targeted ads, etc

- Find/access information & |
solutions to problems |

- Low search costsfefforts |
- Different search modes 1

directionality,
frequency, etc of the
user-created content

//

data via product/store
reviews, ratings, etc

High penetration is

alsa for user content SRR ¥ TN
- Canveniant cnrnfhunlcatlan “ Low unit cost structure nool of people to
- Relatable/engaging content micra-segment and
. Users come to 5ocial for content that s largely
- Expression/sharing views target
pre ' / & created by ather users. Unlike Search, Soclal pays

- Messaging/chat for the costs of hosting content (but also creates

- Single-sided uses soft switching barrier in doing so.
On Search, some looked-for content is created by
users, e.g. user content platforms (Wikipedia,

- Medium, forums, Maps/review sites, ete)
Customer relationships l

Can have significant impact to
value proposition (and costs),
e.g. on individual user,
COMMuURity, society, ete Search [ social platforms are “frea™ for users. Many
. use features (digital properties] entice users to
vouomacth 1 share data voluntarily which the platforms use tor
micro-segmentation and targeting, e.g- profile info
— |geo-demographic), liking {interest], maps
{location), etc
Users also accept that their browsing behaviours,
preferences, etc are tracked via tracking code,
cookies, etc (though they can opt-out of this]

Revenue & pricing models

Within the user loop, we are looking mainly at user-user interactions and focus less on
business-created content. It still plays a role where users interact with each other when user

content is mapped against business data (e.g. reviews, ratings, checking-in). User-generated
content is the key resource for the user loop.




Business Model Canvas

The sides of the platform are its most essential partners. We have covered them in great
length, hence not covered here.

Customer All platforms have extensive partner networks that can help firms get
service partners more out of their presence on the platform. They help with ads, creatives,
campaigns, measurement, etc.

Tracking A special form of customer service partners are those that help with

partners offline measurement, such as increased foot traffic into stores. There are
various techniques and companies specialising on this (incl comScore,
Nielsen).

Data partners Sourcing of additional user data (e.g. income), Acxiom (now LiveRamp),
Datalogix, Experian and Epsilon) which may be used for segmentation and
targeting, however not a lot of details are shared on this front due to the
sensitivity of the topic.

APl users [/ There are many ways for developers to be cooperating with the platforms

Integrators / and some of it can be seen as a separate side of the platform itself. Some

Developers of the common ways are integration of core platform functionality, such as
maps or login. And there are more complex ways of integration and
adaptation.

There are also plugin creators, game developers, etc (mainly on the large
platforms though Snap Inc is also making its way into gaming).

Developers / Developers / researchers work on concrete short(er) term R&D projects
Researchers with a commercial roadmap and a rough timeline for integration into the
platform.

These can be specific problem solutions from leading edge technology
research, such as specific problem solutions within Al, AR, machine
learning, etc.

Researchers There is long term research on fundamental / basic research fields without
a concrete integration timeline. Google seems to have the widest
corporations, with about 2 dozen areas of research.

Developer Then there are various ways of interacting with developer communities.
communities These can be open source contributions or developer and student
communities (esp Google).



Incubator,
accelerators

Fact checkers

Quality raters

Distribution
partners

Underlying
platforms

Mobile carriers

Investors

The larger platforms have incubator, accelerators programs.

Platforms are increasingly expected to ensure that the content that is
published on their platforms (or linked within search results) is factually
correct. Social/Search platforms collaborate (in different forms) with fact
checking partners.

Google has globally distributed, trained third-party Search Quality Raters
who help to evaluate the results of improvements to search algorithm
upgrades using an extensive quality assessment guide (pdf here).

There are also distribution partners for the platforms with hardware
products. These are also listed under channels.

Owners of underlying platforms and technologies are partners and
sometimes competitors alike. These platforms can include:

- Drganic traffic sources: large platforms may collaborate in verticals
/ special features but over time, decide to expand their platform in
the same direction (e.g. vertical search)

- Browsers: standards, default settings can impact platforms’ value
proposition (e.g. mare stringent privacy default settings in Safari,
Chrome can reduce targeting accuracy)

- Mobile operating systems (05): can affect platforms in various
ways, e.g. compatibility, default settings (e.g. privacy),
default/pre-installed apps (e.g. default browser, search engine)

- App development platforms: can impact digital properties of
platforms (e.g. functions used by a platform’s app that become
unavailable in new versions of an app development platform)

- Hardware: Device manufacturers can affect platforms in various
ways which is why Google bought Android OS5 and licensed it for
free with favourable T&Cs for themselves

See Google’s platform architecture for the intricate details how these
interactions can unfold (sometimes ending in “platform wars"). Check out
our Google case study >> Strategy for more detail.

5ome of the larger platforms have deals with mobile carriers so that they
don’t charge their customers for data usage on their platform.

Investors’ assessment of the company plays a considerable role. It can
affect their ability to inject new capital in the form of further dilution of
shares or issuance of bonds and alter their weighted average cost of
capital (WACC). Funding prior to an IPO is particularly important.


https://support.google.com/websearch/answer/9281931
https://static.googleusercontent.com/media/guidelines.raterhub.com/en//searchqualityevaluatorguidelines.pdf

