
Web 2.0

A term broadly referring to
Internet services that foster
collaboration and
information sharing;
characteristics that distinctly
set “Web 2.0” efforts apart
from the static,
transaction-oriented Web
sites of “Web 1.0.” The term is
often applied to Web sites
and Internet services that
foster social media or other
sorts of peer production.

C H A P T E R  7
Social Media, Peer
Production, and Web 2.0

1. INTRODUCTION

L E A R N I N G  O B J E C T I V E S

1. Recognize the unexpected rise and impact of social media and peer production systems, and
understand how these services differ from prior generation tools.

2. List the major classifications of social media services.

Over the past few years, a fundamentally different class of Internet services has attracted users, made
headlines, and increasingly garnered breathtaking market valuations. Often referred to under the
poorly defined umbrella term “Web 2.0,” these new services are targeted at harnessing the power of
the Internet to empower users to collaborate, create resources, and share information in a distinctly
different way than the static Web sites and transaction-focused storefronts that characterized so many
failures in the dot-com bubble. Techies often joust over the precise definition of Web 2.0, but these ar-
guments aren’t really all that important. What is significant is how quickly the Web 2.0 revolution
came about, how unexpected it was, and how deeply impactful these efforts have become for individu-
als, businesses, and society. Consider the following:

< Six of the world’s top ten most heavily trafficked Internet sites are social: Facebook, YouTube,
Blogger.com (considered separately from parent Google), Wikipedia, Twitter, and QQ.com
(China).[1] Via Alexa.com, June 1, 2011. U.S. users now spend more time with social media than
on any other category of Internet use.[2]

< It took just three years for the number of social sites in the top ten to grow from one to six.
However, the list is volatile, and half of the top social sites from three years ago (MySpace, Hi5,
Orkut) are no longer ranked in the top ten.[3] Morgan Stanley, Internet Trends Report, March
2008.

< With only seven full-time employees and an operating budget of less than $1 million, Wikipedia
has become the fifth most visited site on the Internet.[4] G. Kane and R. Fichman, “The
Shoemaker’s Children: Using Wikis for Information Systems Teaching, Research, and
Publication,” MIS Quarterly, March 2009. The site boasts well over eighteen million articles in
over 260 different languages, all of them contributed, edited, and fact-checked by volunteers.

< Just twenty months after its founding, YouTube was purchased by Google for $1.65 billion. While
Google struggles to figure out how to make profitable what is currently a money-losing resource
hog (over forty-eight hours of video are uploaded to YouTube each minute),[5] J. Roettgers,
“YouTube Users Upload 48 Hours of Video Every Minute,” GigaOM, May 25, 2011. the site has
emerged as the Web’s leading destination for video, hosting everything from apologies from
CEOs for service gaffes to questions submitted as part of presidential debates. Fifty percent of
YouTube’s roughly three hundred million users visit the site at least once a week,[6] and the site
serves over three billion videos each day,[7] with an increasing number watching from non-PC
devices, including mobile phones and televisions.

< The population of Facebook users is now so large that it could be considered the third largest
“nation” in the world. Half the site’s users log in at least once a day, spending an average of fifty-
five minutes a day on the site.[8] “Facebook Facts and Figures (History and Statistics),” Website
Monitoring Blog, March 17, 2010. Facebook is solidly profitable and revenues have been growing



peer production

When users collaboratively
work to create content,
products, and services.
Includes social media sites,
open source software, and
peer-produced services, such
as Skype and BitTorrent,
where the participation of
users provide the
infrastructure and
computational resources that
enable the service.

with astonishing speed (estimated at over $4 billion in 2011, doubling from the prior year).[9] By
spring 2011 some suggested that the value of the privately held firm may have reached $100
billion.[10]

< Facebook and Twitter have become activist tools and have played vital roles in supporting protest
movements worldwide. China and Iran are among the governments so threatened by the power
of these services that each has, at times, blocked Facebook and Twitter access within their
borders.

< Twitter has emerged as a major force that can break news and shape public opinion. By the time
Twitter was a five-year-old, the service boasted a population of over two hundred million users
that were collectively posting more than a billion tweets (Twitter messages) each week.[11] P.
Kafka, “Twitter CEO Dick Costolo Talks about His New Photo Service, but Not about Profits,”
AllThingsD, June 1, 2011. In another nod to the service’s significance, the U.S. Library of
Congress announced plans to archive every tweet ever sent.[12]

< Services such as Twitter, Yelp, and the highly profitable TripAdvisor have unleashed the voice of
the customer so that gripes, praise, and ratings are now often captured and broadcast
immediately at the point of service. Reviews are now incorporated into search results and maps,
making them the first thing many customers see when encountering a brand online. TripAdvisor,
with just five hundred employees, brings in over $500 million in revenue (at roughly 45 percent
margins),[13] B. Wash, “Double Duty,” Colby Magazine, Winter 2009; S. Morrison, “Expedia to
Spin Off TripAdvisor,” Wall Street Journal, April 8, 2011. while Yelp has reportedly turned down
acquisition offers valuing it at $700 million.[14]

The Web 2.0 moniker is a murky one because like so many popular technology terms there’s not a pre-
cise definition. We’ll add some precision to our discussion by focusing on social media
efforts—technologies that support the creation of user-generated content, as well as content editing,
commenting, curation, and sharing. Social media efforts include blogs, wikis, social networks, Twitter,
and photo and video sharing sites. The rise of social media has also coincided with the rise of mobile
computing—meaning the worldwide Internet conversation is always in your pocket. Mobile and social
also work together to create entirely new services, like the location-based game / discovery engine /
deals platform, Foursquare.

The peer production leveraged by collaborating users isn’t only used to create social media; it
can be used to create services, too, and these are also considered to be part of Web 2.0. Skype and
BitTorrent leverage users’ computers instead of a central IT resource to forward phone calls and video.
This ability saves their sponsors the substantial cost of servers, storage, and bandwidth. Peer produc-
tion is also leveraged to create much of the open source software that supports many of the Web 2.0
efforts described above. Techniques such as crowdsourcing, where initially undefined groups of users
band together to solve problems, create code, and develop services, are also a type of peer production.
These efforts often seek to leverage the so-called wisdom of crowds, the idea that a large, diverse group
often has more collective insight than a single or small group of trained professionals.

Table 7.1 lists several examples typically considered to fall under the Web 2.0 classification (a term
coined by publisher and pundit Tim O’Reilly), and each is offered alongside its first-generation Inter-
net counterpart.[15]
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TABLE 7.1 Web 1.0 versus Web 2.0

Web 1.0 Web 2.0

domain name speculation → search engine optimization, fans, and followers

page views → cost per click

screen scraping → Web services

publishing → participation

content management systems → wikis

directories (taxonomy) → tagging (“folksonomy”)

Britannica Online → Wikipedia

personal Web sites → blogging, status updates, and link sharing

Ofoto → Flickr, Facebook, and Twitter

instant messaging → Twitter and Facebook

Monster.com → LinkedIn

RealNetworks → YouTube

YellowPages.com → Yelp

Travelocity → TripAdvisor

Vonage → Skype

Millions of users, billions of dollars, huge social impact, and most of these efforts grew to influence mil-
lions in less time than it takes the average freshman to complete college. When technology moves that
quickly, even some of the world’s most preeminent thought leaders can be sideswiped.

Consider that when management guru Michael Porter wrote a piece titled “Strategy and the Inter-
net” at the end of the dot-com bubble, he lamented the high cost of building brand online, questioned
the power of network effects, and cast a skeptical eye on ad-supported revenue models. Well, it turns
out Web 2.0 efforts challenged all of these concerns. Among the efforts above, all built brand on the
cheap with little conventional advertising, and each owes their hypergrowth and high valuation to their
ability to harness the network effect.

This chapter can be considered in two parts. The first explains many technologies behind the social
media / peer production / Web 2.0 movement, and we provide several examples of their use and im-
pact. The final part of this chapter describes how firms should organize to engage with and take advant-
age of social media—specifically detailing how to “Get SMART” (with a social media awareness and re-
sponse team). After going through both sections you should have a solid overview of major social tech-
nologies, how businesses are leveraging them, and how firms can organize for effective use while avoid-
ing pitfalls.
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TABLE 7.2 Major Social Media Tools

Description Features Technology Providers

Blogs Short for “Web log”—an online publication
that keeps a running chronology of entries.
Readers can comment on posts. Can connect
to other blogs through blog rolls or
trackbacks.
Key uses: Share ideas, obtain feedback,
mobilize a community.

< Immediate
publication
and
distribution

< Reverse
chronology

< Comment
threads

< Persistence

< Searchability

< Tags

< Trackbacks

< Blogger
(Google)

< WordPress

< Tumblr

< Posterous

Wikis A Web site that anyone can edit directly from
within the browser.
Key uses: Collaborate on common tasks or to
create a common knowledge base.

< Collaborative
content
creation

< All changes
are attributed

< Revision
history, with
the ability to
roll back
changes and
revert to
earlier
versions

< Automatic
notification
of updates

< Searchability

< Tags

< Monitoring

< Socialtext

< PBWorks

< Google Sites

< Atlassian

< Jive

< Microsoft
(SharePoint)

< Apple OS X
Server

Electronic
Social
Network

Online community that allows users to
establish a personal profile, link to other
profiles (i.e., friends), share content, and
communicate with members via messaging,
posts. Most personal relationships are
reciprocal (i.e., both parties agree to be
“friends”).
Key Uses: Discover and reinforce affiliations;
identify experts; message individuals or
groups; virally share media.

< Detailed
personal
profiles using
multimedia

< Affiliations
with groups,
organizations,
and
individuals

< Messaging
and public
discussions

< Media
sharing

< “Feeds” of
recent
activity
among
members

Open/Public

< Facebook

< LinkedIn

Private Platforms

< Ning

< Lithium

< SelectMinds

< LiveWorld

< IBM/Lotus
Connections

< Salesforce.com

< Socialtext

108 INFORMATION SYSTEMS VERSION 1.3



Description Features Technology Providers

Microblogging Short, asynchronous messaging system. Users
send messages to “followers” who aren’t
required to follow back.
Key Uses: distribute time-sensitive
information, share opinions, virally spread
ideas, run contests and promotions, solicit
feedback, provide customer support, track
commentary on firms/products/issues,
organize protests.

< 140-character
messages
sent and
received from
mobile
device

< Ability to
respond
publicly or
privately

< Can specify
tags to
classify
discussion
topics for
easy
searching
and building
comment
threads

< Follower lists

Open/Public

< Twitter

Private Platforms

< Socialtext
Signals

< Yammer

< Salesforce.com
(Chatter)

K E Y  T A K E A W A Y S

< A new generation of Internet applications is enabling consumers to participate in creating content and
services online. Examples include Web 2.0 efforts such as social networks, blogs, Twitter, and wikis, as well
as efforts such as Skype and BitTorrent, which leverage the collective hardware of their user communities
to provide a service.

< These efforts have grown rapidly, most with remarkably little investment in promotion. Nearly all of these
new efforts leverage network effects to add value and establish their dominance and viral marketing to
build awareness and attract users.

< Experts often argue whether Web 2.0 is something new or merely an extension of existing technologies,
but it’s more important to appreciate the magnitude of the impact of the current generation of services.

< Peer production and social media fall under the Web 2.0 umbrella. Social media refers to content that is
peer produced and shared online. But peer production also includes services that are enabled when users
collaborate (examples include Skype and BitTorrent).

< Many Web 2.0 services often leverage the wisdom of crowds to provide insight, products, or ideas that can
be far more accurate or valuable than those provided by a smaller group of professionals.

< Network effects play a leading role in enabling Web 2.0 firms. Many of these services also rely on ad-
supported revenue models and open source software.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What distinguishes Web 2.0 technologies and services from the prior generation of Internet sites?

2. Several examples of rapidly rising Web 2.0 efforts are listed in this section. Make your own list of Web 1.0
and Web 2.0 services and technologies. Would you invest in them? Why or why not? Are there cautionary
tales of efforts that may not have lived up to their initial hype or promise? Why do you suppose they
failed?

3. In what ways do Web 2.0 efforts challenge the assumptions that Michael Porter made regarding Strategy
and the Internet?

4. Trends in computing platforms and Internet services change quickly. How have the firms profiled in the
bullet points above fared? Has each increased in use, value, and impact or shrunk? Are there other efforts
or updates that you think are worthy of making the list in the next edition of this book?
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Blogs

Online journal entries, usually
made in a reverse
chronological order. Blogs
typically provide comment
mechanisms where users can
post feedback for authors
and other readers.

long tail

In this context, refers to an
extremely large selection of
content or products. The long
tail is a phenomenon
whereby firms can make
money by offering a
near-limitless selection.

Trackbacks

Links in a blog post that refer
eaders back to cited sources.
Trackbacks allow a blogger to
see which and how many
other bloggers are referring
to their content. A “trackback”
field is supported by most
blog software and while it’s
not required to enter a
trackback when citing
another post, it’s considered
good “netiquette” to do so.

blog rolls

A list of a blogger’s favorite
blogs. While not all blogs
include blog rolls, those that
do are often displayed on the
right or left column of a
blog’s main page.

2. BLOGS

L E A R N I N G  O B J E C T I V E S

1. Know what blogs are and how corporations, executives, individuals, and the media use them.
2. Understand the benefits and risks of blogging.
3. Appreciate the growth in the number of blogs, their influence, and their capacity to generate

revenue.

Blogs (short for Web logs) first emerged almost a decade ago as a medium for posting online diaries.
(In a perhaps apocryphal story, Wired magazine claimed the term “Web log” was coined by Jorn Bar-
ger, a sometimes homeless, yet profoundly prolific, Internet poster.) From humble beginnings, the
blogging phenomenon has grown to a point where the number of public blogs tracked by BlogPulse
has surpassed 160 million.[16] This is clearly a long tail phenomenon, loaded with niche content that
remains “discoverable” through search engines and that is often shared via other types of social media
like Facebook and Twitter. Trackbacks (citation links back to original blog post) and blog rolls (a list
of a blogger’s favorite sites—a sort of shout-out to blogging peers) also help distinguish and reinforce
the reputation of widely read blogs.

Most blogs offer a two-way dialogue, allowing users to comment (a sort of “letters to the editor”
section for each post). The running dialogue can read like an electronic bulletin board and can be an
effective way to gather opinion, brainstorm, and vet ideas. Comments also help keep a blogger hon-
est—a vigorous community of commenters will quickly expose a blogger’s errors of fact or logic.

Blogging can have significant appeal for an organization looking to be heard. Corporations that
blog can enjoy immediate and unfiltered distribution of their ideas, with no limits on page size, word
count, or publication deadline. And they can gather immediate feedback from readers via comments.
Corporate blogs can be published directly to the public, skipping what bloggers call the mainstream
media (MSM) and presenting their words without a journalist filtering their comments or an editor
cutting out key points they’d hoped to make. That appeal has attracted some of the most senior execut-
ives to blogging. Hotel chief Bill Marriott, Zappos’ Tony Hsieh, Timberland’s Jeff Swartz, and Forrester
Research’s George Colony are among those CEOs who use their blogs for purposes that include a com-
bination of marketing, sharing ideas, gathering feedback, press response, image shaping, and reaching
consumers directly.

Given the advantages of blogs over traditional broadcast and “dead tree” print publication, it’s not
surprising that most mainstream news outlets also supplement their content with blogs that offer great-
er depth, more detail, and deadline-free timeliness. But they’ve got competition, and many of the most
popular blogs have transformed into robust media enterprises. The political/news blog The Huffington
Post grew to be more popular than all but eight newspaper sites and was acquired in 2011 by AOL for
$315 million, a valuation significantly higher than many publicly traded papers.[17] Keep in mind that
this is a site that lacks much of the sports, local news, weather, and other content offered by the locals.

Ratings like this are hard to achieve—most bloggers can’t make a living off their musings. But
among the elite ranks, killer subscriber numbers are a magnet for advertisers. Top blogs operating on
shoestring budgets can snare several hundred thousand dollars a month in ad revenue.[18] Most start
with ad networks like Google AdSense, but the most elite engage advertisers directly for high-value
deals and extended sponsorships.

Blogs

While the feature set of a particular blog depends on the underlying platform and the preferences of the blog-
ger, several key features are common to most blogs:

< Immediate and unfiltered publication. The ability to reach the public without limits on publication size
and without having posts filtered, edited, or cut by the mainstream media.

< Ease of use. Creating a new post usually involves clicking a single button.

< Comment threads. Readers can offer comments on posts.

< Reverse chronology. Posts are listed in reverse order of creation, making it easy to see the most recent
content.

< Persistence. Posts are maintained indefinitely at locations accessible by permanent links.

< Searchability. Current and archived posts are easily searchable.
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< Tags. Posts are often classified under an organized tagging scheme.

< Trackbacks. Allows an author to acknowledge the source of an item in their post, which allows
bloggers to follow the popularity of their posts among other bloggers.

Despite this increased popularity, blogging has its downside. Blog comments can be a hothouse for
spam and the disgruntled. Ham-handed corporate efforts (such as poor response to public criticism or
bogus “praise posts”) have been ridiculed. Employee blogging can be difficult to control and public
postings can “live” forever in the bowels of an Internet search engine or as content pasted on other
Web sites. Bloggers, beware—there are dozens of examples of workers who have been fired for what
employers viewed as inappropriate posts. The voice of the blogosphere can also wield significant in-
fluence. While not all blogosphere commentary deserves a response, firms ignore social media at their
own peril (see sidebar below)! Tips on how firms should organize for social media engagement, issues
to consider when developing corporate social media policy, and examples of effective and poor social
media use are covered in Section 9.

The Power of the Blogosphere

Organized bloggers have often banded together as a powerful voice for change, leading the charge, for ex-
ample, for news anchor Dan Rather’s resignation. Others have helped an otherwise silent market voice be
heard, such as when bloggers prompted the design of new insulin pumps. While not all blogosphere com-
mentary deserves a response, firms ignore social media at their own peril! For an example of this, consider the
flare-up Ingersoll Rand faced when the blogging community exposed a design flaw in its Kryptonite bike lock.
Online posts and a video demonstrated that the thick metal lock could be broken with a simple ball-point pen.
When Ingersoll Rand failed to react, the blogosphere erupted with criticism. Just days after online reports ap-
peared, the mainstream media picked up the story. The New York Times ran a piece titled “The Pen Is Mightier
Than the Lock” that included a series of photos demonstrating the ball-point Kryptonite lock pick. The event
tarnished the once-strong brand and eventually resulted in a loss of over $10 million.

Like any Web page, blogs can be public, tucked behind a corporate firewall, or password protected.
Third-party blogging services include Google Blogger, WordPress, Tumblr, and Posterous, with most
offering a combination of free and premium features. The most popular platform for organizations
choosing to host their own blog server is the open source WordPress system. Firms often choose this
option to gain more control over security and formatting.

In the end, the value of any particular blog derives from a combination of technical and social fea-
tures. The technical features make it easy for a blogger and his or her community to reach out for an
ongoing conversation on some topic of shared interest. But the social side means that unless a reader
base discovers a blog and is engaged, an effort will have little impact.

K E Y  T A K E A W A Y S

< Blogs provide a rapid way to distribute ideas and information from one writer to many readers.

< Search engines, social media sharing, and trackbacks allow a blogger’s community of readers to spread the
word on interesting posts and help distinguish and reinforce the reputations of widely read blogs.

< The comments section in blogs can create a conversation to gather opinion, vet ideas, and brainstorm.
Public commentary can also apply pressure to correct inaccuracies and keep a blogger honest.

< Well-known blogs can be powerfully influential, acting as flashpoints on public opinion.

< Firms ignore influential bloggers at their peril, but organizations should also be cautious about how they
use and engage blogs and avoid flagrantly promotional or biased efforts.

< Top blogs have gained popularity, valuations, and profits that far exceed those of many leading traditional
newspapers, and leading blogs have begun to attract well-known journalists away from print media.

< Senior executives from several industries use blogs for business purposes, including marketing, sharing
ideas, gathering feedback, press response, image shaping, and reaching consumers directly without press
filtering.
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wiki

A Web site that can be
modified by anyone, from
directly within a Web browser
(provided that user is granted
edit access).

Q U E S T I O N S  A N D  E X E R C I S E S

1. Search online to find out which blogs are currently the most popular. Why do you suppose the leaders are
so popular?

2. How are popular blogs discovered? How is their popularity reinforced?

3. Are blog comment fields useful? If so, to whom or how? What is the risk associated with allowing users to
comment on blog posts? How should a blogger deal with comments that they don’t agree with?

4. Why would a corporation, an executive, a news outlet, or a college student want to blog? What are the
benefits? What are the concerns?

5. Identify firms and executives that are blogging online. Bring examples to class and be prepared to offer
your critique of their efforts.

6. How do bloggers make money? Do all bloggers have to make money? Do you think the profit motive
influences their content?

7. Investigate current U.S. Federal Trade Commission laws (or the laws in your home country) that govern
bloggers and other social media use. How do these restrictions impact how firms interact with bloggers?
What are the penalties and implications if such rules aren’t followed? Are there unwritten rules of good
practice that firms and bloggers should consider as well? What might those be?

8. Investigate blogs online and share your list of favorites with your professor. Why do you like the blogs on
your list? Are there blogs that are particularly useful for students of this course? Which ones?

9. What advantage do blogs have over the MSM? What advantage does the MSM have over the most
popular blogs?

10. Start a blog using Tumblr, Blogger.com, WordPress.com, or some other blogging service. Post a comment
to another blog. Look for the trackback field when making a post—if it’s available, be sure to enter the
trackback for any content you cite in your blog.

3. WIKIS

L E A R N I N G  O B J E C T I V E S

1. Know what wikis are and how they are used by corporations and the public at large.
2. Understand the technical and social features that drive effective and useful wikis.
3. Suggest opportunities where wikis would be useful and consider under what circumstances

their use may present risks.
4. Recognize how social media such as wikis and blogs can influence a firm’s customers and

brand.

A wiki is a Web site anyone can edit directly within a Web browser (provided the site grants the user
edit access). Wikis derive their name from the Hawaiian word for “quick.” Ward Cunningham, the
“wiki father” christened this new class of software with the moniker in honor of the wiki-wiki shuttle
bus at the Honolulu airport. Wikis can be one of the speediest ways to collaboratively create content
online.

Many popular online wikis serve as a shared knowledge repository in some domain. The largest
and most popular wiki is Wikipedia, but there are hundreds of publicly accessible wikis that anyone
can participate in, with examples ranging from Wine Wiki for oenophiles to Wookieepedia, the Star
Wars wiki. Wikis can also be used for any collaborative effort—from meeting planning to project man-
agement. And in addition to the hundreds of public wikis, there are many thousand more that are hid-
den away behind firewalls, used as proprietary internal tools for organizational collaboration. Many wi-
kis also serve as knowledge management systems that act as a sort of collective corporate memory
that’s vital for sharing skills, learning, and preserving expertise even when employees leave the firm.
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what you see is what you
get (WYSIWYG)

A phrase used to describe
graphical editing tools, such
as those found in a wiki, page
layout program, or other
design tool.

roll back

The ability to revert a wiki
page to a prior version. This is
useful for restoring earlier
work in the event of a
posting error, inaccuracy, or
vandalism.

wikimasters

Individuals often employed
by organizations to review
community content in order
to delete excessive posts,
move commentary to the
best location, and edit as
necessary.

griefer

Internet vandal and mischief
maker; also sometimes
referred to as a troll.

Want to add to or edit a wiki entry? On most sites you just click the “Edit” link. Wikis support
what you see is what you get (WYSIWYG) editing that, while not as robust as traditional word
processors, is still easy enough for most users to grasp without training or knowledge of arcane code or
markup language. Users can make changes to existing content and can easily create new pages or art-
icles and link them to other pages in the wiki. Wikis also provide a version history. Click the “History”
link on Wikipedia, for example, and you can see when edits were made and by whom. This feature al-
lows the community to roll back a wiki to a prior page, in the event that someone accidentally deletes
key info, or intentionally defaces a page.

Wikis are available both as software (commercial as well as open source varieties) that firms can
install on their own computers and as hosted online services (subscription or ad-supported) where
software and content are housed by third parties that run the technology for wiki users. Since wikis can
be started without the oversight or involvement of a firm’s IT department, their appearance in organiz-
ations often comes from grassroots user initiative.

Wikis

As with blogs, a wiki’s features set varies depending on the specific wiki tool chosen, as well as administrator
design, but most wikis support the following key features:

< All changes are attributed, so others can see who made a given edit.

< A complete revision history is maintained so changes can be compared against prior versions and
rolled back as needed.

< There is automatic notification and monitoring of updates; users subscribe to wiki content and can
receive updates via e-mail or RSS feed when pages have been changed or new content has been
added.

< All the pages in a wiki are searchable.

< Specific wiki pages can be classified under an organized tagging scheme.

Jump-starting a wiki can be a challenge, and an underused wiki can be a ghost town of orphan, out-of-
date, and inaccurate content. Fortunately, once users see the value of wikis, use and effectiveness often
snowballs. The unstructured nature of wikis are also both a strength and weakness. Some organizations
employ wikimasters to “garden” community content: “prune” excessive posts, “transplant” comment-
ary to the best location, and “weed” as necessary. Wikipatterns.com offers a guide to the stages of wiki
adoption and a collection of community-building and content-building strategies.

The larger and more active a wiki community, the more likely it is that content will be up to date
and that errors or vandalism will be quickly corrected (again, we see the influence of network effects,
where products and services with larger user bases become more valuable). At Wikipedia, for example,
griefers and partisans regularly alter pages (in one noteworthy stretch, the page of former U.S. Presid-
ent Jimmy Carter was regularly replaced with a photo of a “scruffy, random unshaven man with his left
index finger shoved firmly up his nose.”)[19] But the Wikipedia community is so large and attentive that
such changes are often recognized in seconds and rolled back, and mischief makers soon give up and
move on. Several studies have shown that large community wiki entries are as or more accurate than
professional publication counterparts.[20]

Examples of Wiki-Wise Organizations

Wikis can be vital tools for collecting and leveraging knowledge that would otherwise be scattered
throughout an organization; reducing geographic distance; removing boundaries between functional areas;
and flattening preexisting hierarchies. Companies have used wikis in a number of ways:

< At Pixar, wikis go after that great corporate productivity killer—the poorly planned meeting. All Pixar
product meetings have an associated wiki. An online agenda ensures that all attendees arrive
knowing the topics and issues to be covered. Anyone attending the meeting (and even those who
can’t make it) can update the agenda, post supporting materials, and make comments, helping
ensure everyone has access to materials for preparation and can arrive with clear expectations and
goals to focus on.

< At European investment bank Dresdner Kleinwort Wasserstein, employees use wikis for everything
from setting meeting agendas to building multimedia training for new hires. Six months after launch,
wiki use had surpassed activity on the firm’s established intranet. Wikis are also credited with helping
to reduce Dresdner e-mail traffic by 75 percent.[21]
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neutral point of view
(NPOV)

An editorial style that is free
of bias and opinion.
Wikipedia norms dictate that
all articles must be written in
NPOV.

< Sony’s PlayStation team uses wikis to regularly maintain one-page overviews on the status of various
projects. In this way, legal, marketing, and finance staff can get quick, up-to-date status reports on
relevant projects, including the latest projected deadlines, action items, and benchmark progress.
Strong security measures are enforced that limit access to only those who must be in the know, since
the overviews often discuss products that have not been released.

< Employees at investment-advisory firm Manning and Napier use a wiki to collaboratively track news
in areas of critical interest. Providing central repositories for employees to share articles and update
evolving summaries on topics such as health care legislation, enables the firm to collect and focus
what would otherwise be fragmented findings and insight. Now all employees can refer to central
pages that each serve as a lightning rod attracting the latest and most relevant findings.

< Intellipedia is a secure wiki built on Intelink, a U.S. government system connecting sixteen spy
agencies, military organizations, and the Department of State. The wiki is a “magnum opus of
espionage,” handling some one hundred thousand user accounts and five thousand page edits a
day. Access is classified in tiers as “unclassified,” “secret,” and “top secret” (the latter hosting hundreds
of thousands of pages and tens of thousands of user accounts). A page on the Mumbai terror attacks
was up within minutes of the event, while a set of field instructions relating to the use of chlorine-
based terror bombs in Iraq was posted and refined within two days of material identification—with
the document edited by twenty-three users at eighteen locations.[22]

When brought outside the firewall, corporate wikis can also be a sort of value-generation greenhouse, allow-
ing organizations to leverage input from their customers and partners:

< Intuit has created a “community wiki” that encourages the sharing of experience and knowledge not
just regarding Intuit products, such as QuickBooks, but also across broader topics its customers may
be interested in, such as industry-specific issues (e.g., architecture, nonprofit) or small business tips
(e.g., hiring and training employees). The TurboTax maker has also sponsored TaxAlmanac.org, a wiki-
based tax resource and research community.

< Microsoft leveraged its customer base to supplement documentation for its Visual Studio software
development tool. The firm was able to enter the Brazilian market with Visual Studio in part because
users had created product documentation in Portuguese.[23]

Don’t Underestimate the Power of Wikipedia

Not only is the nonprofit Wikipedia, with its enthusiastic army of unpaid experts and editors, replacing the
three-hundred-year reference reign of Encyclopedia Britannica, Wikipedia entries can impact nearly all large-
sized organizations. Wikipedia is the go-to, first-choice reference site for a generation of “netizens,” and Wikipe-
dia entries are invariably one of the top links, often the first link, to appear in Internet search results.

This position means that anyone from top executives to political candidates to any firm large enough to war-
rant an entry has to contend with the very public record of Wikipedia. In the same way that firms monitor their
online reputations in blog posts and Twitter tweets, they’ve also got to keep an eye on wikis.

But firms that overreach and try to influence an entry outside of Wikipedia’s mandated neutral point of
view (NPOV), risk a backlash and public exposure. Version tracking means the wiki sees all. Users on com-
puters at right-leaning Fox News were embarrassingly caught editing the wiki page of the lefty pundit and
politician Al Franken (a nemesis of Fox’s Bill O’Reilly);[24] Sony staffers were flagged as editing the entry for the
Xbox game Halo 3;[25] and none other than Wikipedia founder Jimmy Wales was criticized for editing his own
Wikipedia biography[26] —acts that some consider bad online form at best, and dishonest at worst.

One last point on using Wikipedia for research. Remember that according to its own stated policies, Wikipedia
isn’t an original information source; rather, it’s a clearinghouse for verified information. So citing Wikipedia as a
reference usually isn’t considered good form. Instead, seek out original (and verifiable) sources, such as those
presented via the links at the bottom of Wikipedia entries.
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social network

An online community that
allows users to establish a
personal profile and
communicate with others.
Large public social networks
include MySpace, Facebook,
LinkedIn, and Google’s Orkut.

K E Y  T A K E A W A Y S

< Wikis can be powerful tools for many-to-many content collaboration, and can be ideal for creating
resources that benefit from the input of many such as encyclopedia entries, meeting agendas, and project
status documents.

< The greater the number of wiki users, the more likely the information contained in the wiki will be accurate
and grow in value.

< Wikis can be public or private.

< The availability of free or low-cost wiki tools can create a knowledge clearinghouse on topics, firms,
products, and even individuals. Organizations can seek to harness the collective intelligence (wisdom of
crowds) of online communities. The openness of wikis also acts as a mechanism for promoting
organizational transparency and accountability.

Q U E S T I O N S  A N D  E X E R C I S E S

1. Visit a wiki, either an established site like Wikipedia, or a wiki service like Socialtext. Make an edit to a wiki
entry or use a wiki service to create a new wiki for your own use (e.g., for a class team to use in managing a
group project). Be prepared to share your experience with the class.

2. What factors determine the value of a wiki? Which key concept, first introduced in Chapter 2, drives a wiki’s
success?

3. If anyone can edit a wiki, why aren’t more sites crippled by vandalism or by inaccurate or inappropriate
content? Are there technical reasons not to be concerned? Are there “social” reasons that can alleviate
concern?

4. Give examples of corporate wiki use, as well as examples where firms used wikis to engage their
customers or partners. What is the potential payoff of these efforts? Are there risks associated with these
efforts?

5. Do you feel that you can trust content in wikis? Do you feel this content is more or less reliable than
content in print encyclopedias? Than the content in newspaper articles? Why?

6. Have you ever run across an error in a wiki entry? Describe the situation.

7. Is it ethical for a firm or individual to edit their own Wikipedia entry? Under what circumstances would
editing a Wikipedia entry seem unethical to you? Why? What are the risks a firm or individual is exposed to
when making edits to public wiki entries? How do you suppose individuals and organizations are
identified when making wiki edits?

8. Would you cite Wikipedia as a reference when writing a paper? Why or why not?

4. SOCIAL NETWORKS

L E A R N I N G  O B J E C T I V E S

1. Know what social networks are, be able to list key features, and understand how they are used
by individuals, groups, and corporations.

2. Understand the difference between major social networks MySpace, Facebook, and LinkedIn.
3. Recognize the benefits and risks of using social networks.
4. Be aware of trends that may influence the evolution of social networks.

Social networks have garnered increasing attention as established networks grow and innovate, new
networks emerge, and value is demonstrated. The two most dominant public social networks are Face-
book and LinkedIn, sites often described as the personal and professional networks, respectively. But
there are also a host of third-party networks where firms can “roll their own” private networks. Such
services include Ning, Lithium, and SelectMinds.

Social networks allow you to set up a profile, share content, comment on what others have shared,
and follow the updates of particular users, groups, firms, and brands that may also be part of those net-
works. Many also are platforms for the deployment of third-party applications (not surprisingly, social
games dominate).

Hundreds of firms have established pages on Facebook and communities on LinkedIn, and these
are now legitimate customer- and client-engagement platforms. If a customer has decided to press the
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viral

In this context, information or
applications that spread
rapidly between users.

“like” button of a firm’s Facebook page, corporate posts can appear in their news feed, gaining more
user attention than the often-ignored ads that run on the sides of social networks. These posts, and
much of the other activity that takes place on social networks, spread via feed (or news feed). Pioneered
by Facebook but now adopted by most services, feeds provide a timely list of the activities of and public
messages from people, groups, and organizations that an individual has an association with.

Feeds are inherently viral. By seeing what others are doing on a social network, and by leveraging
the power of others to act as word-of-mouth evangelists, feeds can rapidly mobilize populations,
prompt activism, and offer low-cost promotion and awareness of a firm’s efforts. Many firms now see a
Facebook presence and social engagement strategy as vital. Facebook’s massive size and the viral power
of spreading the word through feeds, plus the opportunity to invite commentary and engage con-
sumers in a dialogue, rather than a continual barrage of promotion, is changing the way that firms and
customers interact (indeed, you’ll hear many successful social media professionals declare that social
media is more about conversations with customers than about advertising-style promotion).

Feeds are also controversial. Many users have reacted negatively to a public broadcast of their on-
line activity, and feed mismanagement can create accusation of spamming, public relations snafus, and
user discontent and can potentially open up a site to legal action. Facebook initially dealt with a
massive user outcry at the launch of feeds, and the site also faced a subsequent backlash when its
Beacon service broadcast user purchases without first explicitly asking their permission and during at-
tempts to rework its privacy policy and make Facebook data more public and accessible. (See Chapter 8
for more details.)

Social Networks

The foundation of a social network is the user profile, but utility goes beyond the sort of listing found in a cor-
porate information directory. Typical features of a social network include support for the following:

< Detailed personal profiles
< Affiliations with groups (e.g., alumni, employers, hobbies, fans, health conditions, causes); with

individuals (e.g., specific “friends”); and with products, firms, and other organizations
< Private messaging and public discussions
< Media sharing (text, photos, video)

< Discovery-fueling feeds of recent activity among members (e.g., status changes, new postings,
photos, applications installed)

< The ability to install and use third-party applications tailored to the service (games, media viewers,
survey tools, etc.), many of which are also social and allow others to interact

While a Facebook presence has become a must-have for firms (see Chapter 8), LinkedIn has become a
vital tool for many businesses and professionals. LinkedIn boasted a nearly $9 billion valuation after its
spring 2011 IPO (some say that price is a sign of a tech bubble and is far too high for a firm with less
than $16 million in profits the previous year).[27] Regardless of the valuation, the site’s growth has been
spectacular, and its influence is threatening recruiting sites like Monster.com and CareerBuilder.[28]

LinkedIn was conceived from the start as a social network for business users. On LinkedIn, mem-
bers post profiles and contact information, list their work history, and can be “endorsed” by others on
the network. It’s sort of like having your résumé and letters of recommendation in a single location.
Users can pose questions to members of their network, engage in group discussions, and ask for intro-
ductions through mutual contacts. The site has also introduced a variety of additional services, includ-
ing messaging, information sharing, and news and content curation—yes, LinkedIn will help you find
stuff you’re likely to be most interested in (wasn’t that Google’s job?). The firm makes money from on-
line ads, premium subscriptions, and hiring tools for recruiters.

Active members find the site invaluable for maintaining professional contacts, seeking peer advice,
networking, and even recruiting. Starbucks manager of enterprise staffing has stated that LinkedIn is
“one of the best things for finding midlevel executives.”[29] Such networks are also putting increasing
pressure on firms to work particularly hard to retain top talent. While once HR managers fiercely
guarded employee directories for fear that a list of talent may fall into the hands of rivals, today’s social
networks make it easy for anyone to gain a list of a firm’s staff, complete with contact information and
a private messaging channel.

4.1 Corporate Use of Social Networks
Social networks have also become organizational productivity tools. Employees have organized thou-
sands of groups using publicly available social networking sites because similar tools are not offered by
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their firms.[30] Assuming a large fraction of these groups are focused on internal projects, this demon-
strates a clear pent-up demand for corporate-centric social networks (and creates issues as work dia-
logue moves outside firm-supported services).

Many firms are choosing to meet this demand by implementing internal social network platforms
that are secure and tailored to firm needs. At the most basic level, these networks have supplanted the
traditional employee directory. Social network listings are easy to update and expand, and employees
are encouraged to add their own photos, interests, and expertise to create a living digital identity.

Firms such as Deloitte, Dow Chemical, and Goldman Sachs have created social networks for
“alumni” who have left the firm or retired. These networks can be useful in maintaining contacts for
future business leads, rehiring former employees (20 percent of Deloitte’s experienced hires are so-
called boomerangs, or returning employees), or recruiting retired staff to serve as contractors when
labor is tight.[31] Maintaining such networks will be critical in industries like IT and health care that are
likely to be plagued by worker shortages for years to come.

Social networking can also be important for organizations like IBM, where some 42 percent of em-
ployees regularly work from home or client locations. IBM’s social network makes it easier to locate
employee expertise within the firm, organize virtual work groups, and communicate across large dis-
tances.[32] As a dialogue catalyst, a social network transforms the public directory into a font of know-
ledge sharing that promotes organization flattening and value-adding expertise sharing.

While IBM has developed their own social network platforms, firms are increasingly turning to
third-party vendors like SelectMinds (adopted by Deloitte, Dow Chemical, and Goldman Sachs) and
LiveWorld (adopted by Intuit, eBay, the NBA, and Scientific American). Ning allows anyone to create a
social network and currently hosts over 2.3 million separate online communities.[33] However, with ro-
bust corporate tools now offered by LinkedIn, we might see proprietary, in-house efforts start to mi-
grate there over time.

A Little Too Public?

As with any type of social media, content flows in social networks are difficult to control. Embarrassing disclos-
ures can emerge from public systems or insecure internal networks. Employees embracing a culture of digital
sharing may err and release confidential or proprietary information. Networks could serve as a focal point for
the disgruntled (imagine the activity on a corporate social network after a painful layoff). Publicly declared
affiliations, political or religious views, excessive contact, declined participation, and other factors might lead
to awkward or strained employee relationships. Users may not want to add a coworker as a friend on a public
network if it means they’ll expose their activities, lives, persona, photos, sense of humor, and friends as they ex-
ist outside of work. And many firms fear wasted time as employees surf the musings and photos of their peers.

All are advised to be cautious in their social media sharing. Employers are trawling the Internet, mining Face-
book, and scouring YouTube for any tip-off that a would-be hire should be passed over. A word to the wise:
those Facebook party pics, YouTube videos of open mic performances, or blog postings from a particularly
militant period might not age well and may haunt you forever in a Google search. Think twice before clicking
the upload button! As Socialnomics author Erik Qualman puts it, “What happens in Vegas stays on YouTube
(and Flickr, Twitter, Facebook…).”

Firms have also created their own online communities to foster brainstorming and customer engage-
ment. Dell’s IdeaStorm.com forum collects user feedback and is credited with prompting line offerings,
such as the firm’s introduction of a Linux-based laptop.[34] At MyStarbucksIdea.com, the coffee giant
has leveraged user input to launch a series of innovations ranging from splash sticks that prevent spills
in to-go cups, to new menu items. Both IdeaStorm and MyStarbucksIdea run on a platform offered by
Salesforce.com that not only hosts these sites but also provides integration into Facebook and other
services. Starbucks (the corporate brand with the most Facebook “fans”) has extensively leveraged the
site, using Facebook as a linchpin in the “Free Pastry Day” promotion (credited with generating one
million in-store visits in a single day) and promotion of the firm’s AIDS-related (Starbucks) RED cam-
paign, which garnered an astonishing three hundred ninety million “viral impressions” through feeds,
wall posts, and other messaging.[35]

Social Networks and Health Care

Dr. Daniel Palestrant often shows a gruesome slide that provides a powerful anecdote for Sermo, the social
network for physicians that he cofounded and where he serves as CEO. The image is of an eight-inch saw
blade poking through both sides of the bloodied thumb of a construction worker who’d recently arrived in a
hospital emergency room. A photo of the incident was posted to Sermo, along with an inquiry on how to re-
move the blade without damaging tissue or risking a severed nerve. Within minutes replies started coming
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back. While many replies advised to get a hand surgeon, one novel approach suggested cutting a straw
lengthwise, inserting it under the teeth of the blade, and sliding the protected blade out while minimizing fur-
ther tissue tears.[36] The example illustrates how doctors using tools like Sermo can tap into the wisdom of
crowds to save thumbs and a whole lot more.

Sermo is a godsend to remote physicians looking to gain peer opinion on confounding cases or other medical
questions. The American Medical Association endorsed the site early on (although they failed to renew during
a raucous debate on health care reform),[37] and the Nature scientific journals experimented with a “Discuss on
Sermo” button alongside the online versions of their medical articles. Doctors are screened and verified to
maintain the integrity of participants. Members leverage the site both to share information with each other
and to engage in learning opportunities provided by pharmaceutical companies and other firms. Institutional
investors also pay for special access to poll Sermo doctors on key questions, such as opinions on pending FDA
drug approval. Sermo posts can send valuable warning signals on issues such as disease outbreaks or unseen
drug side effects. And doctors have also used the service to rally against insurance company policy changes.

These are some of the rich health monitoring and sharing tools available on PatientsLikeMe. Note that
treatments, symptoms, and quality-of-life measures can be tracked over time.

Source: PatientsLikeMe, 2011.

While Sermo focuses on the provider side of the health care equation, a short walk from the firm’s Cam-
bridge, Massachusetts, headquarters will bring one to PatientsLikeMe (PLM), a social network empowering
chronically ill patients across a wide variety of disease states. The firm’s “openness policy” is in contrast to pri-
vacy rules posted on many sites and encourages patients to publicly track and post conditions, treatments,
and symptom variation over time, using the site’s sophisticated graphing and charting tools. The goal is to
help others improve the quality of their own care by harnessing the wisdom of crowds.

Todd Small, a multiple sclerosis sufferer, used the member charts and data on PLM to discover that his physi-
cian had been undermedicating him. After sharing site data with his doctor, his physician verified the problem
and upped the dose. Small reports that the finding changed his life, helping him walk better than he had in a
decade and a half and eliminating a feeling that he described as being trapped in “quicksand.”[38] In another
example of PLM’s people power, the site ran its own clinical trial—like experiment to rapidly investigate prom-
ising claims that the drug Lithium could improve conditions for ALS (amyotrophic lateral sclerosis) patients.
While community efforts did not support these initial claims, a decision was arrived at in months, whereas pre-
vious efforts to marshal researchers and resources to focus on the relatively rare disease would have taken
many years, even if funding could be found.[39]

Both Sermo and PatientsLikeMe are start-ups that are still exploring the best way to fund their efforts for
growth and impact. Regardless of where these firms end up, it should be clear from these examples that social
media will remain a powerful force on the health care landscape.
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K E Y  T A K E A W A Y S

< Electronic social networks help individuals maintain contacts, discover and engage people with common
interests, share updates, and organize as groups.

< Modern social networks are major messaging services, supporting private one-to-one notes, public
postings, and broadcast updates or “feeds.”

< Social networks also raise some of the strongest privacy concerns, as status updates, past messages,
photos, and other content linger, even as a user’s online behavior and network of contacts changes.

< Network effects and cultural differences result in one social network being favored over others in a
particular culture or region.

< Information spreads virally via news feeds. Feeds can rapidly mobilize populations, and dramatically spread
the adoption of applications. The flow of content in social networks is also difficult to control and
sometimes results in embarrassing public disclosures.

< Feeds have a downside and there have been instances where feed mismanagement has caused user
discontent, public relations problems, and the possibility of legal action.

< The use of public social networks within private organizations is growing, and many organizations are
implementing their own, private, social networks.

< Firms are also setting up social networks for customer engagement and mining these sites for customer
ideas, innovation, and feedback.

Q U E S T I O N S  A N D  E X E R C I S E S

1. Visit the major social networks (MySpace, Facebook, LinkedIn). What distinguishes one from the other? Are
you a member of any of these services? Why or why not?

2. How are organizations like Deloitte, Goldman Sachs, and IBM using social networks? What advantages do
they gain from these systems?

3. What factors might cause an individual, employee, or firm to be cautious in their use of social networks?

4. How do you feel about the feed feature common in social networks like Facebook? What risks does a firm
expose itself to if it leverages feeds? How might a firm mitigate these kinds of risks?

5. What sorts of restrictions or guidelines should firms place on the use of social networks or the other Web
2.0 tools discussed in this chapter? Are these tools a threat to security? Can they tarnish a firm’s
reputation? Can they enhance a firm’s reputation? How so?

6. Why do information and applications spread so quickly within networks like Facebook? What feature
enables this? What key promotional concept (described in Chapter 2) does this feature foster?

7. Why are some social networks more popular in some nations than others?

8. Investigate social networks on your own. Look for examples of their use for fostering political and social
movements; for their use in health care, among doctors, patients, and physicians; and for their use among
other professional groups or enthusiasts. Identify how these networks might be used effectively, and also
look for any potential risks or downside. How are these efforts supported? Is there a clear revenue model,
and do you find these methods appropriate or potentially controversial? Be prepared to share your
findings with your class.

5. TWITTER AND THE RISE OF MICROBLOGGING

L E A R N I N G  O B J E C T I V E S

1. Appreciate the rapid rise of Twitter—its scale, scope, and broad appeal.
2. Understand how Twitter is being used by individuals, organizations, and political movements.
3. Contrast Twitter and microblogging with Facebook, conventional blogs, and other Web 2.0

efforts.
4. Consider the commercial viability of the effort, its competitive environment, and concerns re-

garding limited revenue.

Spawned in 2006 as a side project at the now-failed podcasting start-up Odeo (an effort backed by
Blogger.com founder Evan Williams), Twitter has been on a rocket ride. The site’s user numbers have
blasted past both mainstream and new media sites, dwarfing the New York Times and LinkedIn, among
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microblogging

A type of short-message
blogging, often made via
mobile device. Microblogs
are designed to provide rapid
notification to their
readership (e.g., a news flash,
an update on one’s activities),
rather than detailed or
in-depth comments. Twitter
is the most popular
microblogging service.

tweet

A Twitter post, limited to 140
characters.

SMS

A text messaging standard
used by many mobile
phones.

hash tags

A method for organizing
tweets where keywords are
preceeded by the # character.

others. Reports surfaced of rebuffed buyout offers as high as $500 million.[40] By its fifth birthday the
firm’s 500 employees were supporting a global phenomenon embraced by over two hundred million
users worldwide,[41] including some 13 percent of U.S. adults.[42] In fact, by 2011 Twitter’s reach was so
broad that the stealth raid that led to the killing of Osama Bin Laden was inadvertently live-tweeted by
an IT-savvy neighbor, commenting on the ruckus in the neighborhood.

FIGURE 7.2 Bin Laden’s Neighbor Accidentally Tweets the U.S. Raid

Tweets (topmost is most recent) by Abbottabad, Pakistan—based IT consultant Sohaib Athar (Twitter handle
@ReallyVirtal), who had no idea (1) that Osama Bin Laden was his neighbor and (2) that his tweets about the
neighborhood disturbance were actually a live account of a U.S. raid.[43]

Twitter is a microblogging service that allows users to post 140-character messages (tweets) via the
Web, SMS, or a variety of third-party desktop and smartphone applications. The microblog moniker is
a bit of a misnomer. The service actually has more in common with Facebook’s status updates and
news feeds than it does with traditional blogs. But unlike Facebook, where most users must approve
“friends” before they can see status updates, Twitter’s default setting allows for asymmetrical following
(although it is possible to set up private Twitter accounts and to block followers).

Sure, there’s a lot of inane “tweeting” going on—lots of meaningless updates that read, “I’m having
a sandwich” or “in line at the airport.” But while not every user may have something worthwhile to
tweet, many find that Twitter makes for invaluable reading, offering a sense of what friends, customers,
thought leaders, and newsmakers are thinking. Twitter leadership has described the service as commu-
nicating “The Pulse of the Planet.”[44] For many, Twitter is a discovery engine, a taste-making machine,
a critical source of market intelligence, a source of breaking news, and an instantaneous way to plug in-
to the moment’s zeitgeist.

Many also find Twitter to be an effective tool for quickly blasting queries to friends, colleagues, or
strangers who might offer potentially valuable input. Says futurist Paul Saffo, “Instead of creating the
group you want, you send it and the group self-assembles.”[45] Users can classify comments on a given
topic using hash tags (keywords preceded by the “#” or “hash” symbol), allowing others to quickly
find related tweets (e.g., #iranelection, #mumbai, #swineflu, #sxsw). Any user can create a hash
tag—just type it into your tweet (you may want to search Twitter first to make sure that the tag is not in
use by an unrelated topic and that if it is in use, it appropriately describes how you want your tweet
classified).

Twitter users have broken news during disasters, terror attacks, and other major events. Dictators
fear the people power Twitter enables, and totalitarian governments worldwide have moved to block
citizen access to the service (prompting Twitter to work on censor-evading technology). During the
2009 Iranian election protests, the U.S. State Department even asked Twitter to postpone maintenance
to ensure the service would continue to be available to support the voice and activism of Iran’s demo-
cracy advocates.[46]

120 INFORMATION SYSTEMS VERSION 1.3



Twitter is also emerging as a legitimate business tool. Consider the following commercial
examples:

< Starbucks uses Twitter in a variety of ways. It has run Twitter-based contests and used the service
to spread free samples of new products, such as its VIA instant coffee line. Twitter has also been a
way for the company to engage customers in its cause-based marketing efforts, such as
(Starbucks) RED, which supports (Product) RED. Starbucks has even recruited staff via Twitter
and was one of the first firms to participate in Twitter’s advertising model featuring “promoted
tweets.”

< Dell used Twitter to uncover an early warning sign indicating poor design of the keyboard on one
of its portable computers. After a series of tweets from early adopters indicated that the
apostrophe and return keys were positioned too closely together, the firm dispatched design
change orders quickly enough to correct the problem when the next version of the product was
launched just three months later. Dell also claims to have netted millions in outlet store sales
referred via the Twitter account @DellOutlet (more than 1.5 million followers).[47]

< Brooklyn Museum patrons can pay an additional $20 a year for access to the private, members-
only “1stFans” Twitter feed that shares information on special events and exclusive access to
artist content.

< Twitter is credited with having raised millions via Text-to-Donate and other fundraising as part
of global disaster relief.

< Twitter can be a boon for sharing time-sensitive information. The True Massage and Wellness
Spa in San Francisco tweets last-minute cancellations to tell customers of an unexpected schedule
opening. With Twitter, appointments remain booked solid. Gourmet food trucks, popular in
many American cities, are also using Twitter to share location and create hipster buzz. Los
Angeles’s Kogi Korean Taco Truck now has over eighty-five thousand followers and uses Twitter
to reveal where it’s parked, ensuring long lines of BBQ-craving foodies. Of the firm’s success,
owner Roy Choi says, “I have to give all the credit to Twitter.”[48]

< Electronics retailer Best Buy has recruited over 2,300 Blue Shirt and Geek Squad staffers to
crowdsource Twitter-driven inquiries via @Twelpforce, the firm’s customer service Twitter
account. Best Buy staffers register their personal Twitter accounts on a separate Best Buy—run
site. Then any registered employees tweeting using the #twelpforce, will automatically have those
posts echoed through @Twelpforce, with the employee’s account credited at the end of the tweet.
As of November 2009, Twelpforce had provided answers to over 19,500 customer inquiries.[49]

FIGURE 7.3 A Sampling of Tweets Filtered through Best Buy’s @Twelpforce Twitter Account

Surgeons and residents at Henry Ford Hospital have even tweeted during brain surgery (the teaching
hospital sees the service as an educational tool). Some tweets are from those so young they’ve got
“negative age.” Twitter.com/kickbee is an experimental fetal monitor band that sends tweets when mo-
tion is detected: “I kicked Mommy at 08:52.” And savvy hackers are embedding “tweeting” sensors into
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application programming
interfaces (APIs)

Programming hooks, or
guidelines, published by firms
that tell other programs how
to get a service to perform a
task such as send or receive
data. For example,
Amazon.com provides APIs to
let developers write their
own applications and
Websites that can send the
firm orders.

free rider problem

When others take advantage
of a user or service without
providing any sort of
reciprocal benefit.

all sorts of devices. Botanicalls, for example, offers an electronic flowerpot stick that detects when
plants need care and sends Twitter status updates to owners (sample post: “URGENT! Water me!”).

Organizations are well advised to monitor Twitter activity related to the firm, as it can act as a sort
of canary-in-a-coal mine uncovering emerging events. Users are increasingly using the service as a way
to form flash protest crowds. Amazon.com, for example, was caught off guard over a holiday weekend
when thousands used Twitter to rapidly protest the firm’s reclassification of gay and lesbian books
(hash tag #amazonfail). Others use the platform for shame and ridicule. BP has endured withering ri-
dicule from the satire account @BPGlobalPR (followed by roughly 200,000 people two months after the
spill).

For all the excitement, many wonder if Twitter is overhyped. Some reports suggest that many
Twitter users are curious experimenters who drop the service shortly after signing up.[50] This raises
the question of whether Twitter is a durable phenomenon or just a fad.

Pundits also wonder if revenues will ever justify its initially high valuation (by 2009 the firm was
said to have been worth $1 billion; by 2011 shares trading on private secondary markets suggested a
$10 billion valuation).[51] Others wonder if rivals could usurp Twitter’s efforts with similar features.
Thus far, Twitter has been following a “grow-first-harvest-later” approach.[52] The site’s rapid rise has
allowed it to attract enough start-up capital to enable it to approach revenue gradually and with cau-
tion, in the hopes that it won’t alienate users with too much advertising (an approach not unlike
Google’s efforts to nurture YouTube). MIT’s Technology Review reports that data sharing deals with
Google and Bing may have brought in enough money to make the service profitable in 2009, but that
amount was modest (just $25 million).[53] Twitter’s advertising platform is expected to be far more luc-
rative, but the firm has thus far struggled to find the right model. Reflecting Twitter’s “deliberately cau-
tious” approach to revenue development, the ad model featuring sponsored “promoted tweets” rolled
out first as part of the search, with distribution to individual Twitter feeds progressing as the firm ex-
periments and learns what works best for users and advertisers.

Another issue—as the service grew, many Twitter users rarely visited the firm’s Web site. Instead,
most active users would post and read tweets using one of many—often free—applications provided by
third parties, such as Seesmic, TweetDeck, and Twhirl. This happened because Twitter made its data
available for free to other developers via API (application programming interface). Exposing data
can be a good move as it spawned an ecosystem of over one hundred thousand complementary third-
party products and services that enhance Twitter’s reach and usefulness (generating network effects
from complementary offerings similar to other “platforms” like Windows, iPhone, and Facebook). But
there are potential downsides to such openness. If users don’t visit Twitter.com, that makes it difficult
to count users, serve profiling technologies such as tracking cookies (see Chapter 14), collect additional
data on service use, and make money by serving ads or offering promotions on the Web site. All this
creates what is known as the “free rider problem,” where others benefit from a service while offering
no value in exchange. Encouraging software and service partners to accept ads for a percentage of the
cut could lessen the free rider problem.[54]

When users don’t visit a service, it makes it difficult to spread awareness of new products and fea-
tures. It can also create branding challenges and customer frustration. Twitter execs lamented that cus-
tomers were often confused when they searched for “Twitter” in the iPhone App Store and were
presented with scores of offerings but none from Twitter itself.[55] Twitter’s purchase of the iPhone app
Tweetie (subsequently turned into the free “Twitter for iPhone” app), its acquisition of TweetDeck, and
the launch of its own URL-shortening service (limiting opportunities for bit.ly and others) signal that
Twitter is willing to move into product and service niches and compete with third parties that are reli-
ant on the Twitter ecosystem.

Twitter also got a boost when Apple deeply embedded Twitter into iOS 5. Users of the more than
two hundred million Apple mobile devices gain a new one-button option to tweet photos, Web links,
videos, map locations, and more. And the iOS will make Twitter easy to embed in other apps, too.
Users can link a Twitter account used on their iOS devices to other apps, which means no need to log
in or manually add an account each time you add an app that you’ll want to tweet from. While not dir-
ectly tied to Twitter revenue, these features have the potential to encourage Twitter adoption and de-
crease friction for embedding a tweet button into even more applications, offering a key alliance that
broadens Twitter’s distribution and utility and making it even harder for rivals to displace.

Microblogging does appear to be here to stay, and the impact of Twitter has been deep, broad,
stunningly swift, and at times humbling in the power that it wields. But whether Twitter will be a
durable, profit-gushing powerhouse remains to be seen. Speculation on Twitter’s future hasn’t preven-
ted many firms from commercializing new microblogging services, and a host of companies have tar-
geted these tools for internal corporate use. Salesforce.com’s Chatter, Socialtext Signals, and Yammer
are all services that have been billed as “Twitter for the Enterprise.” Such efforts allow for Twitter-style
microblogging that is restricted for participation and viewing by firm-approved accounts.
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K E Y  T A K E A W A Y S

< While many public and private microblogging services exist, Twitter remains by far the dominant service.

< Unlike status updates found on services like Facebook and LinkedIn, Twitter’s default supports asymmetric
communication, where someone can follow updates without first getting their approval. This function
makes Twitter a good choice for anyone cultivating a following—authors, celebrities, organizations, and
brand promoters.

< You don’t need to tweet to get value. Many Twitter users follow friends, firms, celebrities, and thought
leaders, quickly gaining access to trending topics.

< Twitter hash tags (keywords preceded by the # character) are used to organize “tweets” on a given topic.
Users can search on hash tags, and many third-party applications allow for tweets to be organized and
displayed by tag.

< Firms are leveraging Twitter in a variety of ways, including promotion, customer response, gathering
feedback, and time-sensitive communication.

< Like other forms of social media, Twitter can serve as a hothouse that attracts opinion and forces
organizational transparency and accountability.

< Activists have leveraged the service worldwide, and it has also served as an early warning mechanism in
disasters, terror, and other events.

< Despite its rapid growth and impact, significant questions remain regarding the firm’s durability, revenue
prospects, and enduring appeal to initial users.

< Sites like Twitter have made data available to third parties via an API (application programming interface).
The API has helped a rich ecosystem of over seventy thousand Twitter-supporting products and services
emerge. But by making data available to third parties, firms may suffer from the free rider problem where
others firms benefit from a service without providing much benefit back to the sponsor itself. Twitter’s
acquisitions (particularly of popular third-party clients that had used its API) have switched the firm from a
platform sponsor to one that has begun to compete with other players in its ecosystem.
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Q U E S T I O N S  A N D  E X E R C I S E S

1. If you don’t already have one, set up a Twitter account and “follow” several others. Follow a diverse
group—corporations, executives, pundits, or other organizations. Do you trust these account holders are
who they say they are? Why? Which examples do you think use the service most effectively? Which
provide the weaker examples of effective Twitter use? Why? Have you encountered Twitter “spam” or
unwanted followers? What can you do to limit such experiences? Be prepared to discuss your experiences
with your class.

2. If you haven’t done so, install a popular Twitter application such as TweetDeck, Seesmic, or a Twitter client
for your mobile device. Why did you select the product you chose? What advantages does your choice
offer over simply using Twitter’s Web page? What challenges do these clients offer Twitter? Does the client
you chose have a clear revenue model? Is it backed by a viable business?

3. Visit search.twitter.com. Which Twitter hash tags are most active at this time? Are there other “trending
topics” that aren’t associated with hash tags? What do you think of the activity in these areas? Is there
legitimate, productive activity happening? Search Twitter on topics, firms, brand names, and issues of
interest to you. What do you think of the quality of the information you’ve uncovered on Twitter? Who
might find this to be useful?

4. Why would someone choose to use Twitter over Facebook’s status update or other services? Which (if
either) do you prefer and why?

5. What do you think of Twitter’s revenue prospects? Is the firm a viable independent service or simply a
feature to be incorporated into other social media activity? Advocate where you think the service will be in
two years, five, ten. Would you invest in Twitter? Would you suggest that other firms do so? Why?

6. Assume the role of a manager for your firm. Advocate how the organization should leverage Twitter and
other forms of social media. Provide examples of effective use, and cautionary tales, to back up your
recommendation.

7. Some instructors have mandated Twitter for classroom use. Do you think this is productive? Would your
professor advocate tweeting during lectures? What are the pros and cons of such use? Work with your
instructor to discuss a set of common guidelines for in-class and course use of social media.

8. As of this writing, Twitter was just rolling out advertising via “promoted tweets.” Perform some additional
research. How have Twitter’s attempts to grow revenues fared? How has user growth been trending? Has
the firm’s estimated value increased or decreased from the offer figures cited in this chapter? Why?

9. What do you think of Twitter’s use of the API? What are the benefits of offering an API? What are the
downsides? Would you create a company to take advantage of the Twitter API? Why or why not?

10. Twitter’s revenue models are constantly evolving. Has the firm introduced new ways to make money since
this chapter was written? Investigate its current revenue streams and estimated income, and be prepared
to share and discuss with your class.

11. Follow this book’s author at http://twitter.com/gallaugher. Tweet him if you run across interesting
examples that you think would be appropriate for the next version of the book.
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RSS

A method for sending/
broadcasting data to users
who subscribe to a service’s
“RSS feed.” Many Web sites
and blogs forward headlines
to users who subscribe to
their “feed,” making it easy to
scan headlines and click to
access relevant news and
information.

RSS reader

A tool for subscribing to and
accessing RSS feeds. Most
e-mail programs and Web
browsers can also act as RSS
readers. There are also many
Web sites (including Google
Reader) that allow users to
subscribe to and read RSS
feeds.

6. OTHER KEY WEB 2.0 TERMS AND CONCEPTS

L E A R N I N G  O B J E C T I V E S

1. Know key terms related to social media, peer production, and Web 2.0, including RSS,
folksonomies, mash-ups, location-based services, virtual worlds, and rich media.

2. Provide examples of the effective business use of these terms and technologies.

6.1 RSS
RSS (an acronym that stands for both “really simple syndication” and “rich site summary”) enables
busy users to scan the headlines of newly available content and click on an item’s title to view items of
interest, thus sparing them from having to continually visit sites to find out what’s new. Users begin by
subscribing to an RSS feed for a Web site, blog, podcast, or other data source. The title or headline of
any new content will then show up in an RSS reader. Subscribe to the New York Times Technology
news feed, for example, and you will regularly receive headlines of tech news from the Times. Viewing
an article of interest is as easy as clicking the title you like. Subscribing is often as easy as clicking on the
RSS icon appearing on the home page of a Web site of interest.

Many firms use RSS feeds as a way to mange information overload, opting to distribute content via
feed rather than e-mail. Some even distribute corporate reports via RSS. RSS readers are offered by
third-party Web sites such as Google and Yahoo! and they have been incorporated into all popular
browsers and most e-mail programs. Most blogging platforms provide a mechanism for bloggers to
automatically publish a feed when each new post becomes available. Google’s FeedBurner is the largest
publisher of RSS blog feeds, and offers features to distribute content via e-mail as well.

FIGURE 7.4

RSS readers like Google Reader can be an easy way to scan blog headlines and click through to follow interesting
stories.
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folksonomies

Keyword-based classification
systems created by user
communities (also known as
social tagging).

mash-up

The combination of two or
more technologies or data
feeds into a single, integrated
tool.

FIGURE 7.5

Web sites that support RSS feeds will have an icon in the address bar. Click it to subscribe.

6.2 Folksonomies
Folksonomies (sometimes referred to as social tagging) are keyword-based classification systems cre-
ated by user communities as they generate and review content. (The label is meant to refer to a people-
powered taxonomy.) Bookmarking site Del.icio.us, photo-sharing site Flickr (both owned by Yahoo!),
and Twitter’s hash tags all make heavy use of folksonomies.

With this approach, classification schemes emerge from the people most likely to understand
them—the users. By leveraging the collective power of the community to identify and classify content,
objects on the Internet become easier to locate, and content carries a degree of recommendation and
endorsement.

Flickr cofounder Stewart Butterfield describes the spirit of folksonomies, saying, “The job of tags
isn’t to organize all the world’s information into tidy categories, it’s to add value to the giant piles of
data that are already out there.”[56] The Guggenheim Museum in New York City and the San Francisco
Museum of Modern Art, among other museums, are taking a folksonomic approach to their online
collections, allowing user-generated categories to supplement the specialized lexicon of curators.
Amazon.com has introduced a system that allows readers to classify books, and most blog posts and
wiki pages allow for social tagging, oftentimes with hot topics indexed and accessible via a “tag cloud”
in the page’s sidebar.

6.3 Mash-up
Mash-ups are combinations of two or more technologies or data feeds into a single, integrated tool.
Some of the best known mash-ups leverage Google’s mapping tools. Mapnificent.net combines transit
agency data with Google Maps to let users find locations that are close to public transportation. Hous-
ingMaps.com combines Craigslist.org listings with Google Maps for a map-based display for apartment
hunters. IBM linked together job feeds and Google Maps to create a job-seeker service for victims of
Hurricane Katrina. SimplyHired links job listings with Google Maps, LinkedIn listings, and salary data
from PayScale.com. And Salesforce.com has tools that allow data from its customer relationship man-
agement (CRM) system to be combined with data feeds and maps from third parties.
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XML

Abbreviation of Extensible
Markup Language. A tagging
language that can be used to
identify data fields made
available for use by other
applications. For example,
programmers may wrap XML
tags around elements in an
address data stream (e.g.,
〈business name〉, 〈street
address〉, 〈city〉, 〈state〉) to
allow other programs to
recognize and use these data
items.

global positioning system
(GPS)

A network of satellites and
supporting technologies
used to identify a device’s
physical location.

augmented-reality

Computer applications that
overlay real-world images
with computer-generated
imagery and data.

Mash-ups are made easy by a tagging system called XML (for extensible markup language). Site
owners publish the parameters of XML data feeds that a service can accept or offer (e.g., an address,
price, product descriptions, images). Other developers are free to leverage these public feeds using ap-
plication programming interfaces (APIs), published instructions on how to make programs call one
another, to share data, or to perform tasks. Using APIs and XML, mash-up authors smoosh together
seemingly unrelated data sources and services in new and novel ways. Lightweight, browser-friendly
software technologies like Ajax and HTML5 can often make a Web site interface as rich as a desktop
application, and rapid deployment frameworks like Ruby on Rails will enable and accelerate mash-up
creation and deployment.

6.4 Location-Based Services
Computing devices increasingly know where you are—and this is creating all sorts of new opportunit-
ies for social media. Twitter, Facebook, and Google Buzz are among the many social services that have
added location-based options, allowing you to tweet or post a status update attached with a physical
location as determined by your phone’s global positioning system (GPS), triangulation from
nearby cell phone towers, or proximity to neighboring Wi-Fi hotspots. This introduces a whole new
way to gather and share information. In a new part of town and curious what folks are saying about the
spot? Search for tweets tagged as being posted around that location.

Augmented-reality apps can overlay real data on top of images from a GPS and compass-
equipped smartphone. Swivel your iPhone around with Stella Artois’s Bar Finder app open, and it’ll
point you to the nearest Stella-equipped watering hole (it’ll also let you text your friends to join you for
a drink and call a cab for a safe ride home). Wikitude overlays images appearing through your phone’s
camera lens with geotagged data from Wikipedia. Point your Yelp app down the street and activate the
monocle feature to see starred reviews hover over the top of establishments that appear on screen.

Boston-based SCVNGR (pronounced “scavenger”), a gaming app, has allowed over one thousand
clients, including Princeton, MetLife, and Boston’s Museum of Fine Arts, to create their own mobile
phone–based scavenger hunts. The profitable firm has an 80 percent client return rate and had attrac-
ted funding from Google Ventures and Highland Capital Partners all before founder Seth Priebatsch
turned twenty-one.[57] SCVNGR has also run promotions that encourage repeat purchases and return
visits with a diverse client base that has included American Express, Coca-Cola, and Buffalo Wild
Wings. The firm also offers the mobile app LevelUp, which rewards users with Groupon-style deals and
includes some rewards if you bring friends (making buying social).

Perhaps the best known among the location-based pure plays is Foursquare. The service allows
players to “check in” at different locations, allowing players to earn “badges” displayed in the app for
completing specific achievements (“gym rat” for exercise buffs, “school night” for weeknight bar hop-
pers). Check into a location more than anyone else and you become that spot’s “mayor.” Foursquare
users can follow public location postings from their friends, discovering when a buddy is close by.
Users submit tips, and a recommendations button offers suggestions on nearby places to explore.
Foursquare grew to over one million users roughly one year after the service debuted at the 2009 South
by Southwest conference, and now, roughly two years later, those numbers have grown to ten mil-
lion.[58] Firms are now using Foursquare for promotions and to support loyalty programs—offering
“mayor specials” or other incentives when users are nearby. Starbucks, the Bravo television channel,
frozen yogurt chain Tasti D-Lite, and the Milwaukee-based burger chain AJ Bombers are among the
diverse clients leveraging the service.
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virtual world

A computer-generated
environment where users
present themselves in the
form of an avatar, or
animated character.

avatar

An online identity expressed
by an animated or cartoon
figure.

Podcasts

Digital audio or video files
served as a series of programs
or a multimedia blog.

FIGURE 7.6 A Sampling of Location-Aware Apps

Wikitude shows Wikipedia overlays on top of images appearing through the viewfinder. Stella Artois’s Le Bar will
point you to establishments offering the brew, and Foursquare offers nearby vendor promotions and discounts.

Of course, all this public location sharing raises privacy concerns. The Web site PleaseRobMe.com was
created to draw attention to the potentially dangerous issues around real-time location sharing. After a
brief demonstration period, the site stopped its real-time aggregation of publicly accessible user-loca-
tion data and now serves as an awareness site warning of the “stalkerish” side of location-based apps. In
most cases, though, users remain firmly in control—determining if they want to keep a visit private or
release their locale to verified “app friends” or to the broader online space.

6.5 Virtual Worlds
In virtual worlds, users appear in a computer-generated environment in the form of an avatar, or
animated character. Users can customize the look of their avatar, interact with others by typing or
voice chat, and can travel about the virtual world by flying, teleporting, or more conventional means.

The most popular general-purpose virtual world is Second Life by Linden Labs, although many
others exist. Most are free, although game-oriented worlds, such as World of Warcarft (with ten mil-
lion active subscribers), charge a fee. Many corporations and organizations have established virtual
outposts by purchasing “land” in the world of Second Life, while still others have contracted with net-
works to create their own, independent virtual worlds.

Most organizations have struggled to commercialize these Second Life forays, but activity has been
wide-ranging in its experimentation. Reuters temporarily “stationed” a reporter in Second Life, presid-
ential candidates have made appearances in the virtual world, corporations have set up virtual store-
fronts, and there’s a significant amount of virtual mayhem. Second Life “terrorists” have “bombed” vir-
tual outposts run by several organizations, including ABC News, American Apparel, and Reebok.

Even grade schoolers are heavy virtual world users. Many elementary school students get their first
taste of the Web through Webkinz, an online world that allows for an animated accompaniment with
each of the firm’s plush toys. Webkinz’s parent company, privately held Ganz, doesn’t release financial
figures. But according to Compete.com, by the end of 2008 Webkinz.com had roughly the same num-
ber of unique visitors as FoxNews.com. The kiddie set virtual world market is considered so lucrative
that Disney acquired ClubPenguin for $350 million with agreements to pay another potential three
hundred fifty million if the effort hits growth incentives.[59]

6.6 YouTube, Podcasting, and Rich Media
Blogs, wikis, and social networks not only enable sharing text and photos, they also allow for the cre-
ation and distribution of audio and video. Podcasts are digital audio files (some also incorporate
video), provided as a series of programs. Podcasts range from a sort of media blog, archives of tradi-
tional radio and television programs, and regular offerings of original online content. While the term
podcast derives from Apple’s wildly successful iPod, podcasts can be recorded in audio formats such as
MP3 that can be played on most portable media players. (In perhaps the ultimate concession to the
market leader, even the iPod rival Microsoft Zune referred to serialized audio files as podcasts on its
navigation menu.)

There are many podcast directories, but Apple’s iTunes is by far the largest. Anyone who wants to
make a podcast available on iTunes can do so for free. A podcast publisher simply records an audio file,
uploads the file to a blog or other hosting server, then sends the RSS feed to Apple (copyrighted
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rich media

Content that is more
complex than simple text.
The term can refer to images,
animation, audio, and video.

material cannot be used without permission, with violators risking banishment from iTunes). Files are
discovered in the search feature of the iTunes music store, and listings seamlessly connect the user with
the server hosting the podcast. This path creates the illusion that Apple serves the file even though it
resides on a publisher’s servers.

While blogs have made stars of some unknowns, the most popular podcasts are from mainstream
media outlets. A recent visit to the podcasting section of iTunes showed that eight of the top ten most
popular podcasts were high-quality productions of mainstream media programs, including offerings
from CBS, Comedy Central, NPR, and PBS. Podcasts are also revolutionizing education, with scores of
universities “open sourcing” their classrooms and offering lectures for public consumption via Apple’s
iTunesU.

In contrast to iTunes, YouTube actually hosts video on its own servers, so all you need to do is
shoot a video and upload it to the site. YouTube is a bastion of amateur video, with most clips shot and
uploaded by nonprofessionals. It’s also become a protest site (e.g., “A Comcast Technician Sleeping on
my Couch”). However, YouTube has also become a go-to distribution platform for professional con-
tent such as ad clips, customer support guides, music videos, TV shows, movies, and more. Much of
this rich media content can be distributed or streamed within another Web site, blog, or social net-
work profile.

K E Y  T A K E A W A Y S

< RSS fosters the rapid sharing and scanning of information, including updates from Web 2.0 services such as
blogs, wikis, and social networks. RSS feeds can be received via Web browsers, e-mail, cell phones, and
special RSS readers.

< Folksonomies allow users to collaboratively tag and curate online media, making it easy for others to find
useful content. Since folksonomies are created by users themselves, they are often more easily understood
and embraced than classification schemes imposed by site owners.

< Mash-ups promote the useful combination of different Web services, such as maps and other information
feeds. Mash-up authors leverage technologies such as APIs and XML to combine seemingly unrelated data
sources and services in new and novel ways.

< Location-based services are increasingly combining geolocated data with social media. Users can now
quickly see related social media surrounding an area, even overlaying this data on top of maps and images
through a phone’s camera lens. Sites like Foursquare are morphing into loyalty and customer-rewards
programs. While users are largely in control of sharing location data, some fear privacy and security issues
from oversharing.

< Virtual worlds allow users to interact with and within a computer-generated alternate reality.

< Internet media is increasingly becoming “richer,” leveraging audio, video, and animation. Organizations
and users are creating and distributing rich media online, with interesting content spreading virally.
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wisdom of crowds

The idea that a group of
individuals (the crowd), often
consisting of untrained
amateurs, will collectively
have more insight than a
single or small group of
trained professionals.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What is RSS and an RSS reader? Why would an individual use one? Why would a firm use RSS?

2. Use an RSS reader like Google Reader, or the features built into your e-mail program or browser, and
subscribe to RSS feeds. Discuss your experience with the class. Which feeds did you subscribe to? What did
you like or not like about using an RSS reader?

3. If you have a smartphone, download Foursquare or other location-based app. Is this service popular in
your community? Research how firms are leveraging these tools for real business value.

4. Investigate SCVNGR. Many schools are using the tool for orientation programs. Is your school using this? If
so, participate in a SCVNGR game on campus. If not, build a case for considering SCVNGR (or similar
service) and share this with your student government or student orientation office.

5. Are privacy concerns from location-based apps valid? What can users do to be safe even while using
location-based apps?

6. Visit Second Life or another virtual world. Create an avatar and look for examples of corporate/commercial
involvement. Be prepared to discuss your experience—both positive and negative.

7. Investigate some of the many virtual worlds targeted at children, including Webkinz, Club Penguin, and
Whyville. What are the revenue models for these efforts? How do these sites ensure they are safe for
children? Assume the role of a parent—what are the pros and cons of these sites? Which (if any) would
you allow your children to participate in? Why? Would you invest in any of these efforts or advise
corporations to enter the kid-focused virtual world space? Why or why not?

8. If you don’t already own it, download iTunes for free, go to the iTunes music store, and explore the free
podcast section. Alternatively, find podcasts from another service. Which podcasts seem to be the most
popular? Why? Do you use podcasts or other rich media? Why or why not?

9. Visit YouTube. Identify examples of corporations using the service. Identify examples of customer use. Be
prepared to discuss your findings with the class. Do you think Google is making much money with
YouTube? Why or why not?

10. Which firm do you think spends more on the technology infrastructure that powers its service—Apple
with iTunes podcasts or Google with YouTube? Explain your answer.

11. Why would a firm make its data available via XML to use as a mash-up? What can it gain? Are there any
risks involved in providing programming hooks that allow the creation of mash-ups?

12. Give examples of efforts that take advantage of folksonomies. Why are folksonomies considered to be
useful?

13. Do you spend time in rich media Web sites? Which ones? How much time do you or your friends spend
on these sites? How would you describe the quality of rich media content found online?

14. How might a firm use rich media online? What concerns does a firm or individual face with respect to rich
media?

15. Why do you suppose that the most popular podcasts come from established media firms (e.g., Comedy
Central, NPR) rather than amateurs, while the top bloggers emerged outside the professional journalist/
writer community?

7. PREDICTION MARKETS AND THE WISDOM OF
CROWDS

L E A R N I N G  O B J E C T I V E S

1. Understand the concept of the wisdom of crowds as it applies to social networking.
2. List the criteria necessary for a crowd to be smart.

Many social software efforts leverage what has come to be known as the wisdom of crowds. In this
concept, a group of individuals (the crowd often consists mostly of untrained amateurs), collectively
has more insight than a single or small group of trained professionals. Made popular by author James
Surowiecki (whose best-selling book was named after the phenomenon), the idea of crowd wisdom is
at the heart of wikis, folksonomy tagging systems, and many other online efforts. An article in the
journal Nature positively comparing Wikipedia to Encyclopedia Britannica lent credence to social soft-
ware’s use in harnessing and distilling crowd wisdom.[60]
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prediction market

Polling a diverse crowd and
aggregating opinions in
order to form a forecast of an
eventual outcome.

The crowd isn’t always right, but in many cases where topics are complex, problems are large, and
outcomes are uncertain, a large, diverse group may bring collective insight to problem solving that one
smart guy or a professional committee lacks. One technique for leveraging the wisdom of crowds is a
prediction market, where a diverse crowd is polled and opinions aggregated to form a forecast of an
eventual outcome. The concept is not new. The stock market is arguably a prediction market, with a
stock price representing collective assessment of the discounted value of a firm’s future earnings. But
Internet technologies are allowing companies to set up prediction markets for exploring all sorts of
problems.

Consider Best Buy, where employees are encouraged to leverage the firm’s TagTrade prediction
market to make forecasts, and are offered small gifts as incentives for participation. The idea behind
this incentive program is simple: the “blue shirts” (Best Buy employees) are closest to customers. They
see traffic patterns and buying cycles, can witness customer reactions first hand, and often have a de-
gree of field insight not available to senior managers at the company’s Minneapolis headquarters. Har-
ness this collective input and you’ve got a group brain where, as wisdom of crowds proponents often
put it, “the we is greater than the me.” When Best Buy asked its employees to predict gift card sales, the
“crowd’s” collective average answer was 99.5 percent accurate; experts paid to make the prediction
were off by 5 percent. Another experiment predicting holiday sales was off by only 1/10 of 1 percent.
The experts? Off by 7 percent![61]

In an article in the McKinsey Quarterly, Surowiecki outlined several criteria necessary for a crowd
to be “smart.”[62] The crowd must

< be diverse, so that participants are bringing different pieces of information to the table,
< be decentralized, so that no one at the top is dictating the crowd’s answer,
< offer a collective verdict that summarizes participant opinions,
< be independent, so that each focuses on information rather than the opinions of others.

Google, which runs several predictive markets, underscored these principles when it found that predic-
tions were less accurate when users were geographically proximate, meaning folks in the same work
group who sat near one another typically thought too much alike.[63] Poorer predictive outcomes likely
resulted because these relatively homogeneous clusters of users brought the same information to the
table (yet another reason why organizations should hire and cultivate diverse teams).

Many firms run predictive markets to aid in key forecasts, and with the potential for real financial
payoff. But University of Chicago law professor Todd Henderson warns predictive markets may also
hold legal and ethical challenges. The Securities and Exchange Commission may look askance at an
employee who gets a heads-up in a predictive market that says a certain drug is going to be approved or
fail clinical trials. If she trades on this information is she an insider, subject to prosecution for exploit-
ing proprietary data? Disclosure issues are unclear. Gambling laws are also murky, with Henderson un-
certain as to whether certain predictive markets will be viewed as an unregulated form of betting.[64]

Publicly accessible prediction markets are diverse in their focus. The Iowa Electronic Market at-
tempts to guess the outcome of political campaigns, with mixed results. Farecast (now part of Mi-
crosoft’s Bing knowledge engine) claims a 75 percent accuracy rate for forecasting the future price of
airline tickets.[65] The Hollywood Stock Exchange allows participants to buy and sell prediction shares
of movies, actors, directors, and film-related options. The exchange, now owned by investment firm
Cantor Fitzgerald, has picked Oscar winners with 90 percent accuracy.[66] And at HedgeStreet.com,
participants can make microbets, wagering as little as ten dollars on the outcome of economic events,
including predictions on the prices of homes, gold, foreign currencies, oil, and even the economic im-
pact of hurricanes and tropical storms. HedgeStreet is considered a market and is subject to oversight
by the Commodity Futures Trading Commission.[67]

K E Y  T A K E A W A Y S

< Many Web 2.0 efforts allow firms to tap the wisdom of crowds, identifying collective intelligence.

< Prediction markets tap crowd opinion with results that are often more accurate than the most accurate
expert forecasts and estimates.

< Prediction markets are most accurate when tapping the wisdom of a diverse and variously skilled and
experienced group, and are least accurate when participants are highly similar.
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crowdsourcing

The act of taking a job
traditionally performed by a
designated agent (usually an
employee) and outsourcing it
to an undefined generally
large group of people in the
form of an open call.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What makes for a “wise” crowd? When might a crowd not be so wise?

2. Find a prediction market online and participate in the effort. Be prepared to share your experience with
your class, including any statistics of predictive accuracy, participant incentives, business model of the
effort, and your general assessment of the appeal and usefulness of the effort.

3. Brainstorm on the kinds of organizations that might deploy prediction markets. Why might you think the
efforts you suggest and advocate would be successful?

4. In what ways are legal issues of concern to prediction market operators?

8. CROWDSOURCING

L E A R N I N G  O B J E C T I V E S

1. Understand the value of crowdsourcing.
2. Identify firms that have used crowdsourcing successfully.

The power of Web 2.0 also offers several examples of the democratization of production and innova-
tion. Need a problem solved? Offer it up to the crowd and see if any of their wisdom offers a decent res-
ult. This phenomenon, known as crowdsourcing, has been defined by Jeff Howe, founder of the blog
crowdsourcing.com and an associate editor at Wired, as “the act of taking a job traditionally performed
by a designated agent (usually an employee) and outsourcing it to an undefined, generally large group
of people in the form of an open call.”[68]

Can the crowd really do better than experts inside a firm? At least one company has literally struck
gold using crowdsourcing. As told by Don Tapscott and Anthony Williams in their book Wikinomics,
mining firm Goldcorp was struggling to gain a return from its 55,000-acre Canadian property holdings.
Executives were convinced there was gold “in them thar hills,” but despite years of efforts, the firm
struggled to strike any new pay dirt. CEO Rob McEwen, a former mutual fund manager without geo-
logy experience who unexpectedly ended up running Goldcorp after a takeover battle then made what
seemed like a Hail Mary pass—he offered up all the firm’s data, on the company’s Web site. Along with
the data, McEwen ponied up $575,000 from the firm as prize money for the Goldcorp Challenge to
anyone who came up with the best methods and estimates for reaping golden riches. Releasing data
was seen as sacrilege in the intensely secretive mining industry, but it brought in ideas the firm had
never considered. Taking the challenge was a wildly diverse group of “graduate students, consultants,
mathematicians, and military officers.” Eighty percent of the new targets identified by entrants yielded
“substantial quantities of gold.” The financial payoff? In just a few years a $100 million firm grew into a
$9 billion titan. For Goldcorp, the crowd coughed up serious coin.

Netflix followed Goldcorp’s lead, offering anonymous data to any takers, along with a one-million-
dollar prize to the first team that could improve the accuracy of movie recommendations by 10 percent.
Top performers among the over thirty thousand entrants included research scientists from AT&T
Labs, researchers from the University of Toronto, a team of Princeton undergrads, and the proverbial
“guy in a garage” (and yes, that was his team name). Frustrated for nearly three years, it took a coalition
of four teams from Austria, Canada, Israel, and the United States to finally cross the 10 percent
threshold. The winning team represented an astonishing brain trust that Netflix would never have been
able to harness on its own.[69]

Other crowdsourcers include Threadless.com, which produces limited run t-shirts with designs
users submit and vote on. Marketocracy runs stock market games and has created a mutual fund based
on picks from the 100 top-performing portfolios. Just under seven years into the effort, the firm’s m100
Index reports a 75 percent return versus 35 percent for the S&P 500. The St. Louis Cardinals baseball
team is even crowdsourcing. The club’s One for the Birds contest calls for the fans to submit scouting
reports on promising players, as the team hopes to broaden its recruiting radar beyond its classic re-
cruiting pool of Division I colleges.

There are several public markets for leveraging crowdsourcing for innovation, or as an alternative
to standard means of production. Waltham, Massachusetts—based InnoCentive allows “seekers” to
offer cash prizes ranging from ten to one hundred thousand dollars. Over 120,000 “solvers” have re-
gistered to seek solutions for tasks put forward by seekers that include Dow Chemical, Eli Lilly, and
Procter & Gamble. Among the findings offered by the InnoCentive crowd are a biomarker that meas-
ures progression of ALS. Amazon.com has even created an online marketplace for crowdsourcing
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called Mechanical Turk. Anyone with a task to be completed or problem to be solved can put it up for
Amazon, setting their price for completion or solution. For its role, Amazon takes a small cut of the
transaction. And alpha geeks looking to prove their code chops can turn to TopCoder, a firm that
stages coding competitions that deliver real results for commercial clients, such as ESPN. TopCoder
contests have attracted roughly 300,000 participants from 200 countries.[70]

Not all crowdsourcers are financially motivated. Some benefit by helping to create a better service.
Facebook leveraged crowd wisdom to develop versions of its site localized in various languages. Face-
book engineers designated each of the site’s English words or phrases as a separate translatable object.
Members were then invited to translate the English into other languages, and rated the translations to
determine which was best. Using this form of crowdsourcing, fifteen hundred volunteers cranked out
Spanish Facebook in a month. It took two weeks for two thousand German speakers to draft Deutsch
Facebook. How does the Facebook concept of “poke” translate around the world? The Spaniards de-
cided on “dar un toque,” Germans settled on “anklopfen,” and the French went with “envoyer un
poke.”[71] Vive le crowd!

K E Y  T A K E A W A Y S

< Crowdsourcing tackles challenges through an open call to a broader community of potential problem
solvers. Examples include Goldcorp’s discovering of optimal mining locations in land it already held,
Facebook’s leverage of its users to create translations of the site for various international markets, and
Netflix’s solicitation of improvements to its movie recommendation software.

< Several firms run third-party crowdsourcing forums, among them InnoCentive for scientific R&D, TopCoder
for programming tasks, and Amazon’s Mechanical Turk for general work.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What is crowdsourcing? Give examples of organizations that are taking advantage of crowdsourcing and
be prepared to describe these efforts.

2. What ethical issues should firms be aware of when considering crowdsourcing? Are there other concerns
firms may have when leveraging this technique?

3. Assume the role of a manager or consultant. Recommend a firm and a task that would be appropriate for
crowdsourcing. Justify your choice, citing factors such as cost, breadth of innovation, time, constrained
resources, or other factors. How would you recommend the firm conduct this crowdsourcing effort?

9. GET SMART: THE SOCIAL MEDIA AWARENESS AND
RESPONSE TEAM

L E A R N I N G  O B J E C T I V E S

1. Illustrate several examples of effective and poor social media use.
2. Recognize the skills and issues involved in creating and staffing an effective social media

awareness and response team (SMART).
3. List and describe key components that should be included in any firm’s social media policy.
4. Understand the implications of ethical issues in social media such as “sock puppetry” and

“astroturfing” and provide examples and outcomes of firms and managers who used social me-
dia as a vehicle for dishonesty.

5. List and describe tools for monitoring social media activity relating to a firm, its brands, and
staff.

6. Understand issues involved in establishing a social media presence, including the embassy ap-
proach, openness, and staffing.

7. Discuss how firms can engage and respond through social media, and how companies should
plan for potential issues and crises.

For an example of how outrage can go viral, consider Dave Carroll.[72] The Canadian singer-songwriter
was traveling with his band Sons of Maxwell on a United Airlines flight from Nova Scotia to Nebraska
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SMART

The social media awareness
and response team. A group
tasked with creating policies
and providing support,
training, guidance, and
development expertise for
and monitoring of a firm’s
social media efforts.

when, during a layover at Chicago’s O’Hare International Airport, Carroll saw baggage handlers
roughly tossing his guitar case. The musician’s $3,500 Taylor guitar was in pieces by the time it arrived
in Omaha. In the midst of a busy tour schedule, Carroll didn’t have time to follow up on the incident
until after United’s twenty-four-hour period for filing a complaint for restitution had expired. When
United refused to compensate him for the damage, Carroll penned the four-minute country ditty
“United Breaks Guitars,” performed it in a video, and uploaded the clip to YouTube (sample lyrics: “I
should have gone with someone else or gone by car…’cuz United breaks guitars”). Carroll even called
out the unyielding United rep by name. Take that, Ms. Irlwig! (Note to customer service reps every-
where: you’re always on.)

The clip went viral, receiving 150,000 views its first day and five million more by the next month.
Well into the next year, “United Breaks Guitars” remained the top result on YouTube when searching
the term “United.” No other topic mentioning that word—not “United States,” “United Nations,” or
“Manchester United”—ranked ahead of this one customer’s outrage.

Video

Dave Carroll’s ode to his bad airline experience, “United Breaks Guitars,” went viral, garnering millions of views.

Scarring social media posts don’t just come from outside the firm. Earlier that same year employees of
Domino’s Pizza outlet in Conover, North Carolina, created what they thought would be a funny gross-
out video for their friends. Posted to YouTube, the resulting footage of the firm’s brand alongside vile
acts of food prep was seen by over one million viewers before it was removed. Over 4.3 million refer-
ences to the incident can be found on Google, and many of the leading print and broadcast outlets
covered the story. The perpetrators were arrested, the Domino’s storefront where the incident occurred
was closed, and the firm’s president made a painful apology (on YouTube, of course).

Not all firms choose to aggressively engage social media. As of this writing some major brands still
lack a notable social media presence (Apple comes immediately to mind). But your customers are there
and they’re talking about your organization, its products, and its competitors. Your employees are
there, too, and without guidance, they can step on a social grenade with your firm left to pick out the
shrapnel. Soon, nearly everyone will carry the Internet in their pocket. Phones and MP3 players are
armed with video cameras capable of recording every customer outrage, corporate blunder, ethical
lapse, and rogue employee. Social media posts can linger forever online, like a graffiti tag attached to
your firm’s reputation. Get used to it—that genie isn’t going back in the bottle.

As the “United Breaks Guitars” and “Domino’s Gross Out” incidents show, social media will im-
pact a firm whether it chooses to engage online or not. An awareness of the power of social media can
shape customer support engagement and crisis response, and strong corporate policies on social media
use might have given the clueless Domino’s pranksters a heads-up that their planned video would get
them fired and arrested. Given the power of social media, it’s time for all firms to get SMART, creating
a social media awareness and response team. While one size doesn’t fit all, this section details key issues
behind SMART capabilities, including creating the social media team, establishing firmwide policies,
monitoring activity inside and outside the firm, establishing the social media presence, and managing
social media engagement and response.

9.1 Creating the Team
Firms need to treat social media engagement as a key corporate function with clear and recognizable
leadership within the organization. Social media is no longer an ad hoc side job or a task delegated to

View the video online at: http://www.youtube.com/v/5YGc4zOqozo
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an intern. When McDonald’s named its first social media chief, the company announced that it was
important to have someone “dedicated 100% of the time, rather than someone who’s got a day job on
top of a day job.”[73] Firms without social media baked into employee job functions often find that their
online efforts are started with enthusiasm, only to suffer under a lack of oversight and follow-through.
One hotel operator found franchisees were quick to create Facebook pages, but many rarely monitored
them. Customers later notified the firm that unmonitored hotel Facebook pages contained offensive
messages—a racist rant on one, paternity claims against an employee on another.

Organizations with a clearly established leadership role for social media can help create consist-
ency in firm dialogue; develop and communicate policy; create and share institutional knowledge;
provide training, guidance, and suggestions; offer a place to escalate issues in the event of a crisis or op-
portunity; and catch conflicts that might arise if different divisions engage without coordination.

While firms are building social media responsibility into job descriptions, also recognize that social
media is a team sport that requires input from staffers throughout an organization. The social media
team needs support from public relations, marketing, customer support, HR, legal, IT, and other
groups, all while acknowledging that what’s happening in the social media space is distinct from tradi-
tional roles in these disciplines. The team will hone unique skills in technology, analytics, and design,
as well as skills for using social media for online conversations, listening, trust building, outreach, en-
gagement, and response. As an example of the interdisciplinary nature of social media practice, con-
sider that the social media team at Starbucks (regarded by some as the best in the business) is organized
under the interdisciplinary “vice president of brand, content, and online.”[74]

Also note that while organizations with SMARTs (social media teams) provide leadership, support,
and guidance, they don’t necessarily drive all efforts. GM’s social media team includes representatives
from all the major brands. The idea is that employees in the divisions are still the best to engage online
once they’ve been trained and given operational guardrails. Says GM’s social media chief, “I can’t go in
to Chevrolet and tell them ‘I know your story better than you do, let me tell it on the Web.’”[75] Simil-
arly, the roughly fifty Starbucks “Idea Partners” who participate in MyStarbucksIdea are specialists.
Part of their job is to manage the company’s social media. In this way, conversations about the Star-
bucks Card are handled by card team experts, and merchandise dialogue has a product specialist who
knows that business best. Many firms find that the social media team is key for coordination and super-
vision (e.g., ensuring that different divisions don’t overload consumers with too much or inconsistent
contact), but the dynamics of specific engagement still belong with the folks who know products, ser-
vices, and customers best.

9.2 Responsibilities and Policy Setting
In an age where a generation has grown up posting shoot-from-the-hip status updates and YouTube is
seen as a fame vehicle for those willing to perform sensational acts, establishing corporate policies and
setting employee expectations are imperative for all organizations. The employees who don’t under-
stand the impact of social media on the firm can do serious damage to their employers and their ca-
reers (look to Domino’s for an example of what can go wrong).

Many experts suggest that a good social media policy needs to be three things: “short, simple, and
clear.”[76] Fortunately, most firms don’t have to reinvent the wheel. Several firms, including Best Buy,
IBM, Intel, The American Red Cross, and Australian telecom giant Telstra, have made their social me-
dia policies public.

Most guidelines emphasize the “three Rs”: representation, responsibility, and respect.
< Representation. Employees need clear and explicit guidelines on expectations for social media

engagement. Are they empowered to speak on behalf of the firm? If they do, it is critical that
employees transparently disclose this to avoid legal action. U.S. Federal Trade Commission rules
require disclosure of relationships that may influence online testimonial or endorsement. On top
of this, many industries have additional compliance requirements (e.g., governing privacy in the
health and insurance fields, retention of correspondence and disclosure for financial services
firms). Firms may also want to provide guidelines on initiating and conducting dialogue, when to
respond online, and how to escalate issues within the organization.

< Responsibility. Employees need to take responsibility for their online actions. Firms must set
explicit expectations for disclosure, confidentiality and security, and provide examples of
engagement done right, as well as what is unacceptable. An effective social voice is based on trust,
so accuracy, transparency, and accountability must be emphasized. Consequences for violations
should be clear.

< Respect. Best Buy’s policy for its Twelpforce explicitly states participants must “honor our
differences” and “act ethically and responsibly.” Many employees can use the reminder. Sure
customer service is a tough task and every rep has a story about an unreasonable client. But
there’s a difference between letting off steam around the water cooler and venting online. Virgin
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Atlantic fired thirteen of the airline’s staffers after they posted passenger insults and
inappropriate inside jokes on Facebook.[77]

Policies also need to have teeth. Remember, a fourth “R” is at stake—reputation (both the firm’s and
the employee’s). Violators should know the consequences of breaking firm rules and policies should be
backed by action. Best Buy’s policy simply states, “Just in case you are forgetful or ignore the guidelines
above, here’s what could happen. You could get fired (and it’s embarrassing to lose your job for
something that’s so easily avoided).”

Despite these concerns, trying to micromanage employee social media use is probably not the an-
swer. At IBM, rules for online behavior are surprisingly open. The firm’s code of conduct reminds em-
ployees to remember privacy, respect, and confidentiality in all electronic communications. Anonymity
is not permitted on IBM’s systems, making everyone accountable for their actions. As for external post-
ings, the firm insists that employees not disparage competitors or reveal customers’ names without per-
mission and asks that any employee posts from IBM accounts or that mention the firm also include
disclosures indicating that opinions and thoughts shared publicly are the individual’s and not Big
Blue’s.

Some firms have more complex social media management challenges. Consider hotels and restaur-
ants where outlets are owned and operated by franchisees rather than the firm. McDonald’s social me-
dia team provides additional guidance so that regional operations can create, for example, a Twitter
handle (e.g., @mcdonalds_cincy) that handle a promotion in Cincinnati that might not run in other re-
gions.[78] A social media team can provide coordination while giving up the necessary control. Without
this kind of coordination, customer communication can quickly become a mess.

Training is also a critical part of the SMART mandate. GM offers an intranet-delivered video
course introducing newbies to the basics of social media and to firm policies and expectations. GM also
trains employees to become “social media proselytizers and teachers.” GM hopes this approach enables
experts to interact directly with customers and partners, allowing the firm to offer authentic and know-
ledgeable voices online.

Tweets from the Untrained

Followers of fashion label Kenneth Cole know when the firm’s eponymous founder, chairman, and chief creat-
ive officer has tweeted via the corporate account—he signs these tweets with his initials KC. But it looks like
KC could have used a bit of SMART training when he offered up a meant-to-be-light-hearted quip comparing
Egypt’s historic Mubarak-ousting protests (where several citizens were killed and injured) to enthusiasm for his
firm’s “new spring collection.” Although the tweet was quickly deleted, screenshots (see below) linger forever,
and the media widely reported on the big brand’s insensitive gaffe.

Training should also cover information security and potential threats. Social media has become a mag-
net for phishing, virus distribution, and other nefarious online activity. Over one-third of social net-
working users claim to have been sent malware via social networking sites (see Chapter 13). The social
media team will need to monitor threats and spread the word on how employees can surf safe and surf
smart.

Since social media is so public, it’s easy to amass examples of what works and what doesn’t, adding
these to the firm’s training materials. The social media team provides a catch point for institutional
knowledge and industry best practice; and the team can update programs over time as new issues,
guidelines, technologies, and legislation emerge.

The social media space introduces a tension between allowing expression (among employees and
by the broader community) and protecting the brand. Firms will fall closer to one end or the other of
this continuum depending on compliance requirements, comfort level, and goals. Expect the
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sock puppet

A fake online persona created
to promote a particular point
of view, often in praise of a
firm, product, or individual. Be
aware that the use of
undisclosed relationships in
endorsements is a violation of
U.S. Federal Trade Comission
rules.

astroturfing

Engineering the posting of
positive comments and
reviews of a firm’s product
and services (or negative
ones of a firm’s competitors).
Many ratings sites will
penalize firms that offer
incentives for positive
feedback posts.

online reputation
management

The process of tracking and
responding to online
mentions of a product,
organization, or individual.
Services supporting online
reputation management
range from free Google Alerts
to more sophisticated
services that blend
computer-based and human
monitoring of multiple media
channels.

organization’s position to move. Firms will be cautious as negative issues erupt, others will jump in as
new technologies become hot and early movers generate buzz and demonstrate results. But it’s the
SMART responsibility to avoid knee-jerk reaction and to shepherd firm efforts with the professional-
ism and discipline of other management domains.

Astroturfing and Sock Puppets

Social media can be a cruel space. Sharp-tongued comments can shred a firm’s reputation and staff might be
tempted to make anonymous posts defending or promoting the firm. Don’t do it! Not only is it a violation of
FTC rules, IP addresses and other online breadcrumbs often leave a trail that exposes deceit.

Whole Foods CEO John Mackey fell victim to this kind of temptation, but his actions were eventually, and quite
embarrassingly, uncovered. For years, Mackey used a pseudonym to contribute to online message boards,
talking up Whole Foods stock and disparaging competitors. When Mackey was unmasked, years of comments
were publicly attributed to him. The New York Times cited one particularly cringe-worthy post where Mackey
used the pseudonym to complement his own good looks, writing, “I like Mackey’s haircut. I think he looks
cute!”[79]

Fake personas set up to sing your own praises are known as sock puppets among the digerati, and the prac-
tice of lining comment and feedback forums with positive feedback is known as astroturfing. Do it and it
could cost you. The firm behind the cosmetic procedure known as the Lifestyle Lift was fined $300,000 in civil
penalties after the New York Attorney General’s office discovered that the firm’s employees had posed as
plastic surgery patients and wrote glowing reviews of the procedure.[80]

Review sites themselves will also take action. TripAdvisor penalizes firms if it’s discovered that customers are
offered some sort of incentive for posting positive reviews. The firm also employs a series of sophisticated
automated techniques as well as manual staff review to uncover suspicious activity. Violators risk penalties that
include being banned from the service.

Your customers will also use social media keep you honest. Several ski resorts have been embarrassed when
tweets and other social media posts exposed them as overstating snowfall results. There’s even an iPhone app
skiers can use to expose inaccurate claims.[81]

So keep that ethical bar high—you never know when technology will get sophisticated enough to reveal
wrongdoings.

9.3 Monitoring
Concern over managing a firm’s online image has led to the rise of an industry known as online repu-
tation management. Firms specializing in this field will track a client firm’s name, brand, executives’
names, or other keywords, reporting online activity and whether sentiment trends toward the positive
or negative.

But social media monitoring is about more than about managing one’s reputation; it also provides
critical competitive intelligence, it can surface customer support issues, and it can uncover opportunit-
ies for innovation and improvement. Firms that are quick to lament the very public conversations
about their brands happening online need to embrace social media as an opportunity to learn more.

Resources for monitoring social media are improving all the time, and a number of tools are avail-
able for free. All firms can take advantage of Google Alerts, which flag blog posts, new Web pages, and
other publicly accessible content, regularly delivering a summary of new links to your mailbox (for
more on using Google for intelligence gathering, see Chapter 14). Twitter search and Twitter clients
like TweetDeck can display all mentions of a particular term. And more advanced commercial tools,
such as Radian9, HubSpot, and CoTweet, monitor a wide variety of social media mentions, provide
metrics for ongoing campaigns and practices, and gauge sentiment and spot opportunities for sales
leads or customer service.
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FIGURE 7.7

Tools, such as those provided by HubSpot (depicted here), track social media mentions by key word or phrase.
Savvy organizations can mine comments for competitive intelligence, insight, and product ideas or to coordinate
follow-up and thoughtful customer service.

Facebook provides a summary of page activity to administrators (including stats on visits, new fans,
wall posts, etc.), while Facebook’s Insights tool measures user exposure, actions, and response behavior
relating to a firm’s Facebook pages and ads.

Bit.ly and many other URL-shortening services allow firms to track Twitter references to a particu-
lar page. Since bit.ly applies the same shortened URL to all tweets pointing to a page, it allows firms to
follow not only if a campaign has been spread through “retweeting” but also if new tweets were gener-
ated outside of a campaign. Graphs plot click-throughs over time, and a list of original tweets can be
pulled up to examine what commentary accompanied a particular link.

Location-based services like Foursquare have also rolled out robust tools for monitoring how cus-
tomers engage with firms in the brick-and-mortar world. Foursquare’s analytics and dashboard present
firms with a variety of statistics, such as who has “checked in” and when, a venue’s male-to-female ra-
tio, and which times of day are more active for certain customers. “Business owners will also be able to
offer instant promotions to try to engage new customers and keep current ones.”[82] Managers can use
the tools to notice if a once-loyal patron has dropped off the map, potentially creating a special promo-
tion to lure her back.

Monitoring should also not be limited to customers and competitors. Firms are leveraging social
media both inside their firms and via external services (e.g., corporate groups on Facebook and
LinkedIn), and these spaces should also be on the SMART radar. This kind of monitoring can help
firms keep pace with employee sentiment and insights, flag discussions that may involve proprietary
information or other inappropriate topics, and provide guidance for those who want to leverage social
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embassy

In the context of social media,
an established online
presence where customers
can reach and interact with
the firm. An effective
embassy approach uses a
consistent firm name in all its
social media properties.

media for the firm’s staff—that is, anything from using online tools to help organize the firm’s softball
league to creating a wiki for a project group. Social media are end-user services that are particularly
easy to deploy but that can also be used disastrously and inappropriately, so it’s vital for IT experts and
other staffers on the social media team to be visible and available, offering support and resources for
those who want to take a dip into social media’s waters.

9.4 Establishing a Presence
Firms hoping to get in on the online conversation should make it easy for their customers to find them.
Many firms take an embassy approach to social media, establishing presence at various services with a
consistent name. Think facebook.com/starbucks, twitter.com/starbucks, youtube.com/starbucks,
flickr.com/starbucks, and so on. Corporate e-mail and Web sites can include icons linking to these ser-
vices in a header or footer. The firm’s social media embassies can also be highlighted in physical space
such as in print, on bags and packaging, and on store signage. Firms should try to ensure that all em-
bassies carry consistent design elements, so users see familiar visual cues that underscore they are now
at a destination associated with the organization.

As mentioned earlier, some firms establish their own communities for customer engagement.
Examples include Dell’s IdeaStorm and MyStarbucksIdea. Not every firm has a customer base that is
large and engaged enough to support hosting its own community. But for larger firms, these com-
munities can create a nexus for feedback, customer-driven innovation, and engagement.

Customers expect an open dialogue, so firms engaging online should be prepared to deal with
feedback that’s not all positive. Firms are entirely within their right to screen out offensive and inap-
propriate comments. Noting this, firms might think twice before turning on YouTube comments
(described as “the gutter of the Internet” by one leading social media manager).[83] Such comments
could expose employees or customers profiled in clips to withering, snarky ridicule. However, firms en-
gaged in curating their forums to present only positive messages should be prepared for the com-
munity to rebel and for embarrassing cries of censorship to be disclosed. Firms that believe in the in-
tegrity of their work and the substance of their message shouldn’t be afraid. While a big brand like Star-
bucks is often a target of criticism, social media also provides organizations with an opportunity to re-
spond fairly to that criticism and post video and photos of the firm’s efforts. In Starbucks’ case, the firm
shares its work investing in poor coffee-growing communities as well as efforts to support AIDS relief.
A social media presence allows a firm to share these works without waiting for conventional public re-
lations (PR) to yield results or for journalists to pick up and interpret the firm’s story. Starbucks execut-
ives have described the majority of comments the company receives through social media as “a love let-
ter to the firm.” By contrast, if your firm isn’t prepared to be open or if your products and services are
notoriously subpar and your firm is inattentive to customer feedback, then establishing a brand-tarring
social media beachhead might not make sense. A word to the self-reflective: Customer conversations
will happen online even if you don’t have any social media embassies. Users can form their own
groups, hash tags, and forums. A reluctance to participate may signal that the firm is facing deeper is-
sues around its product and service.

While firms can learn a lot from social media consultants and tool providers, it’s considered bad
practice to outsource the management of a social media presence to a third-party agency. The voice of
the firm should come from the firm. In fact, it should come from employees who can provide authentic
expertise. Starbucks’ primary Twitter feed is managed by Brad Nelson, a former barista, while the
firm’s director of environmental affairs, Jim Hanna, tweets and engages across social media channels
on the firm’s green efforts.

9.5 Engage and Respond
Having an effective social media presence offers “four Ms” of engagement: it’s a megaphone allowing
for outbound communication; it’s a magnet drawing communities inward for conversation; and it al-
lows for monitoring and mediation of existing conversations.[84] This dialogue can happen privately
(private messaging is supported on most services) or can occur very publicly (with the intention to
reach a wide audience). Understanding when, where, and how to engage and respond online requires a
deft and experienced hand.

Many firms will selectively and occasionally retweet praise posts, underscoring the firm’s commit-
ment to customer service. Highlighting service heroes also reinforces exemplar behavior to employees
who may be following the firm online, too. Users are often delighted when a major brand retweets their
comments, posts a comment on their blog, or otherwise acknowledges them online—just be sure to do
a quick public profile investigation to make sure your shout-outs are directed at customers you want
associated with your firm. Escalation procedures should also include methods to flag noteworthy posts,
good ideas, and opportunities that the social media team should be paying attention to. The customer
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base is often filled with heartwarming stories of positive customer experiences and rich with insight on
making good things even better.

Many will also offer an unsolicited apology if the firm’s name or products comes up in a dis-
gruntled post. You may not be able to respond to all online complaints, but selective acknowledgement
of the customer’s voice (and attempts to address any emergent trends) is a sign of a firm that’s focused
on customer care. Getting the frequency, tone, and cadence for this kind of dialogue is more art than
science, and managers are advised to regularly monitor other firms with similar characteristics for ex-
amples of what works and what doesn’t.

Many incidents can be responded to immediately and with clear rules of engagement. For ex-
ample, Starbuck issues corrective replies to the often-tweeted urban legend that the firm does not send
coffee to the U.S. military because of a corporate position against the war. A typical response might
read, “Not true, get the facts here” with a link to a Web page that sets the record straight.

Reaching out to key influencers can also be extremely valuable. Prominent bloggers and other re-
spected social media participants can provide keen guidance and insight. The goal isn’t to create a
mouthpiece, but to solicit input, gain advice, gauge reaction, and be sure your message is properly in-
terpreted. Influencers can also help spread accurate information and demonstrate a firm’s commitment
to listening and learning. In the wake of the Domino’s gross-out, executives reached out to the promin-
ent blog The Consumerist.[85] Facebook has solicited advice and feedback from MoveOn.org months
before launching new features.[86] Meanwhile, Kaiser Permanente leveraged advice from well-known
health care bloggers in crafting its approach to social media.[87]

However, it’s also important to recognize that not every mention is worthy of a response. The In-
ternet is filled with PR seekers, the unsatisfiably disgruntled, axe grinders seeking to trap firms, dishon-
est competitors, and inappropriate groups of mischief makers commonly referred to as trolls. One such
group hĳacked Time Magazine’s user poll of the World’s Most Influential People, voting their twenty-
one-year-old leader to the top of the list ahead of Barack Obama, Vladimir Putin, and the pope. Prank
voting was so finely calibrated among the group that the rankings list was engineered to spell out a vul-
gar term using the first letter of each nominee’s name.[88]

To prepare, firms should “war game” possible crises, ensuring that everyone knows their role, and
that experts are on call. A firm’s social media policy should also make it clear how employees who spot
a crisis might “pull the alarm” and mobilize the crisis response team. Having all employees aware of
how to respond gives the firm an expanded institutional radar that can lower the chances of being
blindsided. This can be especially important as many conversations take place in the so-called dark
Web beyond the reach of conventional search engines and monitoring tools (e.g., within membership
communities or sites, such as Facebook, where only “friends” have access).

In the event of an incident, silence can be deadly. Consumers expect a response to major events,
even if it’s just “we’re listening, we’re aware, and we intend to fix things.” When director Kevin Smith
was asked to leave a Southwest Airline flight because he was too large for a single seat, Smith went bal-
listic on Twitter, berating Southwest’s service to his thousands of online followers. Southwest respon-
ded that same evening via Twitter, posting, “I’ve read the tweets all night from
@ThatKevinSmith—He’ll be getting a call at home from our Customer Relations VP tonight.”

In the event of a major crisis, firms can leverage online media outside the social sphere. In the days
following the Domino’s incident, the gross-out video consistently appeared near the top of Google
searches about the firm. When appropriate, companies can buy ads to run alongside keywords explain-
ing their position and, if appropriate, offering an apology.[89] Homeopathic cold remedy Zicam
countered blog posts citing inaccurate product information by running Google ads adjacent to these
links, containing tag lines such as “Zicam: Get the Facts.”[90]

Review sites such as Yelp and TripAdvisor also provide opportunities for firms to respond to neg-
ative reviews. This can send a message that a firm recognizes missteps and is making an attempt to ad-
dress the issue (follow-through is critical, or expect an even harsher backlash). Sometimes a private re-
sponse is most effective. When a customer of Farmstead Cheeses and Wines in the San Francisco Bay
area posted a Yelp complaint that a cashier was rude, the firm’s owner sent a private reply to the poster
pointing out that the employee in question was actually hard of hearing. The complaint was sub-
sequently withdrawn and the critic eventually joined the firm’s Wine Club.[91] Private responses may be
most appropriate if a firm is reimbursing clients or dealing with issues where public dialogue doesn’t
help the situation. One doesn’t want to train members of the community that public griping gets re-
ward. For similar reasons, in some cases store credit rather than reimbursement may be appropriate
compensation.
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Who Should Speak for Your Firm? The Case of the Cisco Fatty

Using the Twitter handle “TheConnor,” a graduating college student recently offered full-time employment by
the highly regarded networking giant Cisco posted this tweet: “Cisco just offered me a job! Now I have to
weigh the utility of a fatty paycheck against the daily commute to San Jose and hating the work.” Bad idea. Her
tweet was public and a Cisco employee saw the post, responding, “Who is the hiring manager. I’m sure they
would love to know that you will hate the work. We here at Cisco are versed in the web.” Snap!

But this is also where the story underscores the subtleties of social media engagement. Cisco employees are
right to be stung by this kind of criticism. The firm regularly ranks at the top of Fortune’s list of “Best Firms to
Work for in America.” Many Cisco employees take great pride in their work, and all have an interest in main-
taining the firm’s rep so that the company can hire the best and brightest and continue to compete at the top
of its market. But when an employee went after a college student so publicly, the incident escalated. The me-
dia picked up on the post, and it began to look like an old guy picking on a clueless young woman who made
a stupid mistake that should have been addressed in private. There was also an online pile-on attacking
TheConnor. Someone uncovered the woman’s true identity and posted hurtful and disparaging messages
about her. Someone else set up a Web site at CiscoFatty.com. Even Oprah got involved, asking both parties to
appear on her show (the offer was declined). A clearer social media policy highlighting the kinds of issues to
respond to and offering a reporting hierarchy to catch and escalate such incidents might have headed off the
embarrassment and helped both Cisco and TheConnor resolve the issue with a little less public attention.[92]

It’s time to take social media seriously. We’re now deep into a revolution that has rewritten the rules of
customer-firm communication. There are emerging technologies and skills to acquire, a shifting land-
scape of laws and expectations, a minefield of dangers, and a wealth of unexploited opportunities. Or-
ganizations that professionalize their approach to social media and other Web 2.0 technologies are
ready to exploit the upside—potentially stronger brands, increased sales, sharper customer service, im-
proved innovation, and more. Those that ignore the new landscape risk catastrophe and perhaps even
irrelevance.
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K E Y  T A K E A W A Y S

< Customer conversations are happening and employees are using social media. Even firms that aren’t
planning on creating a social media presence need to professionalize the social media function in their
firm (consider this a social media awareness and response team, or SMART).

< Social media is an interdisciplinary practice, and the team should include professionals experienced in
technology, marketing, PR, customer service, legal, and human resources.

< While the social media team provides guidance, training, and oversight, and structures crisis response, it’s
important to ensure that authentic experts engage on behalf of the firm. Social media is a conversation,
and this isn’t a job for the standard PR-style corporate spokesperson.

< Social media policies revolve around “three Rs”: representation, responsibility, and respect. Many firms have
posted their policies online so it can be easy for a firm to assemble examples of best practice.

< Firms must train employees and update their knowledge as technologies, effective use, and threats
emerge. Security training is a vital component of establishing social media policy. Penalties for violation
should be clear and backed by enforcement.

< While tempting, creating sock puppets to astroturf social media with praise posts violates FTC rules and
can result in prosecution. Many users who thought their efforts were anonymous have been
embarrassingly exposed and penalized. Customers are also using social media to expose firm dishonesty.

< Many tools exist for monitoring social media mentions of an organization, brands, competitors, and
executives. Google Alerts, Twitter search, TweetDeck, Twitrratr, bit.ly, Facebook, and Foursquare all provide
free tools that firms can leverage. For-fee tools and services are available as part of the online reputation
management industry (and consultants in this space can also provide advice on improving a firm’s online
image and engagement).

< Social media are easy to adopt and potentially easy to abuse. The social media team can provide
monitoring and support for firm-focused efforts inside the company and running on third-party networks,
both to improve efforts and prevent unwanted disclosure, compliance, and privacy violations.

< The embassy approach to social media has firms establish their online presence through consistently
named areas within popular services (e.g., facebook.com/starbucks, twitter.com/starbucks, youtube.com/
starbucks). Firms can also create their own branded social media sites using tools such as Salesforce.com’s
“Ideas” platform.

< Social media provides “four Ms” of engagement: the megaphone to send out messages from the firm, the
magnet to attract inbound communication, and monitoring and mediation—paying attention to what’s
happening online and selectively engage conversations when appropriate. Engagement can be public or
private.

< Engagement is often more art than science, and managers can learn a lot by paying attention to the
experiences of others. Firms should have clear rules for engagement and escalation when positive or
negative issues are worthy of attention.
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Q U E S T I O N S  A N D  E X E R C I S E S

1. The “United Breaks Guitars” and “Domino’s Gross Out” incidents are powerful reminders of how customers
and employees can embarrass a firm. Find other examples of customer-and-employee social media
incidents that reflected negatively on an organization. What happened? What was the result? How might
these incidents have been prevented or better dealt with?

2. Hunt for examples of social media excellence. List an example of an organization that got it right. What
happened, and what benefits were received?

3. Social media critics often lament a lack of ROI (return on investment) for these sorts of efforts. What kind of
return should firms expect from social media? Does the return justify the investment? Why or why not?

4. What kinds of firms should aggressively pursue social media? Which ones might consider avoiding these
practices? If a firm is concerned about online conversations, what might this also tell management?

5. List the skills that are needed by today’s social media professionals. What topics should you study to
prepare you for a career in this space?

6. Search online to find examples of corporate social media policies. Share your findings with your instructor.
What points do these policies have in common? Are there aspects of any of these policies that you think
are especially strong that other firms might adopt? Are there things in these policies that concern you?

7. Should firms monitor employee social media use? Should they block external social media sites at work?
Why or why not? Why might the answer differ by industry?

8. Use the monitoring tools mentioned in the reading to search your own name. How would a prospective
employer evaluate what they’ve found? How should you curate your online profiles and social media
presence to be the most “corporate friendly”?

9. Investigate incidents where employees were fired for social media use. Prepare to discuss examples in
class. Could the employer have avoided these incidents?

10. Use the monitoring tools mentioned in the reading to search for a favorite firm or brand. What trends do
you discover? Is the online dialogue fair? How might the firm use these findings?

11. Consider the case of the Cisco Fatty. Who was wrong? Advise how a firm might best handle this kind of
online commentary.
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C H A P T E R  8
Facebook: Building a
Business from the Social
Graph

1. INTRODUCTION

L E A R N I N G  O B J E C T I V E S

1. Be familiar with Facebook’s origins and rapid rise.
2. Understand how Facebook’s rapid rise has impacted the firm’s ability to raise venture funding

and its founder’s ability to maintain a controlling interest in the firm.

It’s hard not to be awed by what Mark Zuckerberg has created. An effort launched from his college
dorm is now a species-level phenomenon.[1] Roughly one in every ten people on the planet has a Face-
book account—an amazing track record given that Facebook is technically banned in China (taking
about 20 percent of the world population off the table).[2] Want to connect to customers? Facebook is
increasingly the place to be. The firm has ranked as the most visited site in the United States[3] and is
tops in display advertising.[4] Global growth is on a tear, with an excess of 70 percent of Facebook users
outside the United States.[5] Facebook is solidly profitable and the four billion dollars in revenue estim-
ated for 2011 comes in at about double what the firm took in the prior year.[6] And Facebook has ac-
complished all that with fewer employees than Google has job openings.[7]

1.1 The Rise of Facebook
Facebook founder Mark Zuckerberg looked like a social media pioneer from the start. Consider this:
During the weeks he spent working on Facebook as a Harvard sophomore, he didn’t have time to study
for a course he was taking, “Art in the Time of Augustus,” so he built a Web site containing all of the
artwork in class and pinged his classmates to contribute to a communal study guide. Within hours, the
wisdom of crowds produced a sort of custom CliffsNotes for the course, and after reviewing the Web-
based crib sheet, he aced the test. Turns out he didn’t need to take that exam, anyway. Zuck (that’s what
the cool kids call him)[8] dropped out of Harvard later that year.

Zuckerberg is known as both a shy, geeky, introvert who eschews parties, and as a brash Silicon
Valley bad boy. After Facebook’s incorporation, Zuckerberg’s job description was listed as “Founder,
Master and Commander [and] Enemy of the State.”[9] An early business card read “I’m
CEO…Bitch.”[10] And let’s not forget that Facebook came out of drunken experiments in his dorm
room, one of which was a system for comparing classmates to farm animals (Zuckerberg, threatened
with expulsion, later apologized). For one meeting with Sequoia Capital, the venerable Menlo Park
venture capital firm that backed Google and YouTube, Zuckerberg showed up in his pajamas.[11]

By the age of twenty-three, Mark Zuckerberg had graced the cover of Newsweek, been profiled on
60 Minutes, and was discussed in the tech world with a reverence previously reserved only for Steve
Jobs and the Google guys, Sergey Brin and Larry Page. But Mark Zuckerberg’s star rose much faster
than any of his predecessors. Just two weeks after Facebook launched, the firm had four thousand
users. Ten months later it was up to one million. The growth continued, and the business world took
notice. In 2006, Viacom (parent of MTV) saw that its core demographic was spending a ton of time on



goes public

The first time a firm sells stock
to the public; formally called
an initial public stock offering
(IPO).

short

Short selling is an attempt to
profit from a falling stock
price. Short sellers sell shares
they don’t own with an
obligation of later repayment.
They do so in the hope that
the price of sold shares will
fall. They then repay share
debt with shares purchased
at a lower price and pocket
the difference (spread)
between initial share price
and repayment price.

Facebook and offered to buy the firm for three quarters of a billion dollars. Zuckerberg passed.[12] Ya-
hoo! offered up a cool billion (twice). Zuck passed again, both times.

As growth skyrocketed, Facebook built on its stranglehold of the college market (over 85 percent
of four-year college students are Facebook members), opening up first to high schoolers, then to every-
one. Web hipsters started selling shirts emblazoned with “I Facebooked your Mom!” Even Microsoft
wanted some of Facebook’s magic. In 2006, the firm temporarily locked up the right to broker all ban-
ner ad sales that run on the U.S. version of Facebook, guaranteeing Zuckerberg’s firm $100 million a
year through 2011. In 2007, Microsoft came back, buying 1.6 percent of the firm for $240 million.[13]

The investment was a shocker. Do the math and a 1.6 percent stake for $240 million values Face-
book at $15 billion (more on that later). That meant that a firm that at the time had only five hundred
employees, $150 million in revenues, and was helmed by a twenty-three-year-old college dropout in his
first “real job,” was more valuable than General Motors. Rupert Murdoch, whose News Corporation
owned rival MySpace, engaged in a little trash talk, referring to Facebook as “the flavor of the
month.”[14]

Watch your back, Rupert. Or on second thought, watch Zuckerberg’s. Facebook blew past
MySpace, leaving the latter hemorrhaging users and cash. Six years after acquiring MySpace for $580
million, Newscorp sold the firm for $35 million, less than 1/16th the purchase price.[15] Murdoch, the
media titan who stood atop an empire that includes the Wall Street Journal and Fox, had been utterly
schooled by “the kid.”

And now that shocking valuation by Microsoft seems like small change. By early 2011, shares trad-
ing on private markets valued the seven-year-old firm at $70 billion, and many expect it to go higher.
As for Zuckerberg, he was named Time’s “Person of the Year,” while a (mostly fictionalized) account of
Facebook’s founding[16] was a box-office smash, nominated for a Best Picture Academy Award.

Zuckerberg Rules!

Many entrepreneurs accept start-up capital from venture capitalists (VCs), investor groups that provide fund-
ing in exchange for a stake in the firm and often, a degree of managerial control (usually in the form of a vot-
ing seat or seats on the firm’s board of directors). Typically, the earlier a firm accepts VC money, the more con-
trol these investors can exert (earlier investments are riskier, so VCs can demand more favorable terms). VCs
usually have deep entrepreneurial experience and a wealth of contacts, and can often offer important guid-
ance and advice, but strong investor groups can oust a firm’s founder and other executives if they’re dissat-
isfied with the firm’s performance.

At Facebook, however, Zuckerberg owns an estimated 20 to 30 percent of the company and controlled three
of five seats on the firm’s board of directors (the firm only recently expanded the number of directors). That
meant he was virtually guaranteed to remain in control of the firm, regardless of what investors said. Maintain-
ing this kind of control is unusual in a start-up, and his influence is a testament to the speed with which Face-
book expanded. By the time Zuckerberg reached out to VCs, his firm was so hot that he could call the shots,
giving up surprisingly little in exchange for their money.

1.2 Why Study Facebook?
Looking at the “flavor of the month” and trying to distinguish the reality from the hype is a critical ma-
nagerial skill. In Facebook’s case, there are a lot of folks with a vested interest in figuring out where the
firm is headed. If you want to work there, are you signing on to a firm where your stock options and
401k contributions are going to be worth something or worthless? If you’re an investor and Facebook
goes public, should you short the firm or increase your holdings? Would you invest in or avoid firms
that rely on Facebook’s business? Should your firm rush to partner with the firm? Would you extend
the firm credit? Offer it better terms to secure its growing business, or worse terms because you think
it’s a risky bet? Is this firm the next Google (underestimated at first, and now wildly profitable and in-
fluential), the next GeoCities (Yahoo! paid $3 billion for it—no one goes to the site today), or the next
Skype (deeply impactful with over half a billion accounts worldwide, but so far, not much of a profit
generator)? The jury is still out on all this, but let’s look at the fundamentals with an eye to applying
what we’ve learned. No one has a crystal ball, but we do have some key concepts that can guide our
analysis. There are a lot of broadly applicable managerial lessons that can be gleaned by examining
Facebook’s successes and missteps. Studying the firm provides a context for examining nework effects,
platforms, partnerships, issues in the rollout of new technologies, privacy, ad models, the business
value of social media, and more.
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Facebook’s Copilot

Don’t let Zuck get all the credit. While Facebook’s founder is considered the firm’s visionary, chief operating
officer Sheryl Sandberg is often depicted as the person who runs the place: the coach, the seasoned mentor,
the drill sergeant, and the lead “adult” in a workforce that skews remarkably young despite its vast, global
influence.

Regularly named to Fortune magazine’s “Most Powerful Women in Business” list, Sandberg came to Facebook
from Google (before that she was chief of staff to U.S. Treasury secretary Larry Summers). In just three years,
she’s helped steer Facebook to almost unimaginable heights. Users increased tenfold, she’s helped devise an
advertising platform that has attracted the world’s largest brands, she’s developed a sales organization that
can serve a customer base ranging from the Fortune 100 to mom-and-pop stores, and she’s helped the firm
through several crises, all while turning a profit and pushing revenue higher.

Sandberg, a Harvard grad, left the school with a geeky legacy akin to Zuckerberg’s. When she was a student
conducting economics research she ran so much data on Harvard’s network that she choked the system.
Zuckerberg would have much the same impact more than a decade later.[17]

Sheryl Sandberg is a powerful speaker and a leading advocate for increasing the ranks of women in senior
management.

K E Y  T A K E A W A Y S

< Facebook was founded by a nineteen-year-old college sophomore and eventual dropout.

< It is currently the largest social network in the world, boasting more than four hundred million members
and usage rates that would be the envy of most media companies.

< While revenue prospects remain sketchy, some reports have valued the firm at $15 billion, based largely on
an extrapolation of a Microsoft stake.

Q U E S T I O N S  A N D  E X E R C I S E S

1. Who started Facebook? How old was he then? Now? How much control does the founding CEO have over
his firm? Why?

2. Which firms have tried to acquire Facebook? Why? What were their motivations and why did Facebook
seem attractive? Do you think these bids are justified? Do you think the firm should have accepted any of
the buyout offers? Why or why not?

3. As of late 2007, Facebook boasted an extremely high “valuation.” How much was Facebook allegedly
“worth”? What was this calculation based on?

4. Why study Facebook? Who cares if it succeeds?

View the video online at: http://www.youtube.com/v/18uDutylDa4
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FIGURE 8.1 Is Facebook Coming after
Your Business?

Facebook has turned on features and engaged
in partnerships that compete with offerings
from a wide variety of firms. In this example,
Warner Bros. has partnered with Facebook to
offer streaming video rental.

Source: Used by permission of Facebook.

dark Web

Internet content that can’t be
indexed by Google and other
search engines.

2. DOES FACEBOOK WANT TO EAT YOUR FIRM’S
LUNCH? ENVELOPING MARKETS ACROSS THE
INTERNET

L E A R N I N G  O B J E C T I V E S

1. Recognize that Facebook’s power is allowing it to encroach on and envelop other Internet
businesses.

2. Understand the concept of the “dark Web” and why some feel this may one day give Facebook
a source of advantage vis-à-vis Google.

3. Describe why a “walled garden” may be threatening to other firms and the public good.
4. Understand the basics of Facebook’s infrastructure, and the costs required to power the effort.

Facebook isn’t just a collection of personal home pages and a place to declare your allegiance to your
friends. Facebook is gradually turning on features that allow it to leverage its massive user base to en-
croach on a wide swath of Internet businesses. Consider photos. Google, Yahoo!, and MySpace all
spent millions to acquire photo sharing sites (Picasa, Flickr, and Photobucket, respectively). But Face-
book didn’t acquire anyone. The site simply turned on a substandard photo-sharing feature and
quickly became the biggest photo-sharing site on the Web. Facebook users now post over three billion
photos each month.[18]

Video is also on the rise, with Facebookers sharing eight million videos each month. YouTube will
get you famous, but Facebook is the place most go to share clips they only want friends to see.[19] And
with all those eyeballs turning to Facebook for video, why not become a destination to watch movies
and TV shows, too? Facebook has worked with major studios to stream “rentals” of blockbusters that
include The Dark Knight, the Harry Potter films, and Inception. Netflix integrates so tightly with Face-
book that the firm’s CEO sits on Facebook’s board.

Other markets are also under attack. Facebook has become the first-choice commu-
nication service for this generation, and with Facebook’s unified messaging feature, the
site will prioritize e-mail, text messages, and chat in a single inbox, bubbling your
friends ahead of the spam. It’ll even give you a facebook.com e-mail address.[20] Look
out Gmail, Hotmail, and Yahoo!—if users check mail within Facebook, they may visit
the big e-mail players less often (meaning less ad revenue for the e-mail firms).

Facebook is a kingmaker, opinion catalyst, and traffic driver, so media outlets want
to be friends. Games firms, music services, video sites, daily deal services, media outlets,
and more, all integrate into Facebook’s Ticker, each hoping that a quick post of activity
to Facebook will help spread their services virally. While in the prior decade news stor-
ies would carry a notice saying, “Copyright, do not distribute without permission,” ma-
jor news outlets today display Facebook icons alongside every copyrighted story, en-
couraging users to “share” the content on their profile pages. Great for Facebook, but a
sharp elbow to Digg.com and Del.icio.us, which have both seen their link sharing
appeal free-fall, even though they showed up first.[21] And despite all the buzz about
Twitter, Facebook drives far more traffic to newspaper sites.[22]

Facebook Office? Facebook rolled out the document collaboration and sharing ser-
vice Docs.com in partnership with Microsoft. Music? Payments? Facebook is hard at
work on that, too.[23]

As for search, Facebook’s tinkering there, as well. Google indexes some Facebook
content, but since much of Facebook is private, accessible only among friends, this rep-
resents a massive blind spot for Google search. Sites that can’t be indexed by Google
and other search engines are referred to as the dark Web. Facebook has repeatedly ex-
panded its partnership with Microsoft’s Bing, and now content that Facebook users

have “liked” can influence the ranking of Bing search results. If Facebook can tie together standard In-
ternet search with its dark Web content, this just might be enough for some to break the Google habit.
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walled garden

A closed network or single
set of services controlled by
one dominant firm.

cloud

A collection of resources
available for access over the
Internet.

open source software (OSS)

Software that is free and
whose code can be accessed
and potentially modified by
anyone.

content delivery networks
(CDN)

Systems distributed
throughout the Internet (or
other network) that help to
improve the delivery (and
hence loading) speeds of
Web pages and other media,
typically by spreading access
across multiple sites located
closer to users. Akamai is the
largest CDN, helping firms
like CNN and MTV quickly
deliver photos, video, and
other media worldwide.

Facebook’s increasing dominance, long reach, and widening ambition have a lot of people worried,
including the creator of the World Wide Web. Sir Tim Berners-Lee recently warned that the Web may
be endangered by Facebook’s colossal walled garden.[24] The fear is that if increasingly large parts of
the Web reside inside a single (and for the most part closed) service, innovation, competition, and ex-
change may suffer.

So What’s It Take to Run This Thing?

The Facebook cloud (the big group of connected servers that power the site) is scattered across multiple fa-
cilities, including server farms in San Francisco, Santa Clara, northern Virginia, Oregon, and North Carolina.[25]

The innards that make up the bulk of the system aren’t that different from what you’d find on a high-end com-
modity workstation. Standard hard drives and multicore Intel or AMD processors—just a whole lot of them
lashed together through networking and software.

Much of what powers the site is open source software (OSS). The service runs on the Linux operating sys-
tem and Apache web server software. A good portion of Facebook is written in PHP (a scripting language
particularly well-suited for Web site development), while the databases are in MySQL (a popular open source
database). Facebook also developed Cassandra, a non-SQL database project for large-scale systems that the
firm has since turned over to the open source Apache Software Foundation. The object cache that holds Face-
book’s frequently accessed objects is in chip-based RAM instead of on slower hard drives and is managed via
an open source product called Memcache.

Other code components are written in a variety of languages, including C++, Java, Python, and Ruby, with ac-
cess between these components managed by a code layer the firm calls Thrift (developed at Facebook, which
was also turned over to the Apache Software Foundation). Facebook also developed its own media serving
solution, called Haystack. Haystack coughs up photos 50 percent faster than more expensive, proprietary solu-
tions, and since it’s done in-house, it saves Facebook costs that other online outlets spend on third-party con-
tent delivery networks (CDN) like Akamai. Facebook receives some fifty million requests per second,[26]

yet 95 percent of data queries can be served from a huge, distributed server cache that lives in over fifteen
terabytes of RAM (objects like video and photos are stored on hard drives).[27]

All this technology is expensive, and a big chunk of the capital that Facebook has raised from investors has
been targeted at expanding the firm’s server network to keep up with the crush of growth. This includes one
$100 million investment round “used entirely for servers.”[28] Facebook will be buying servers by the thousands
for years to come. And it’ll pay a pretty penny just to keep things humming. Estimates suggest the firm spends
one million dollars a month on electricity, another half million a month on telecommunications bandwidth,
and at least fifteen million dollars a year in office and data center rental payments.[29]

Want to build your own server farm like Facebook? The firm will tell you how to do it. In an unprecedented
move that coincided with the opening of its Prineville, Oregon, facility, Facebook made public the detailed
specifications of its homegrown servers (including custom power supplies, chassis, and battery backup), plus
plans used in the Prineville site’s building design and electrical and cooling systems. You can find details, pho-
tos, and video at opencompute.org. Facebook claims its redesigned servers are 38 percent more efficient and
24 percent cheaper than those sold by major manufacturers. Why give away the low-cost secrets? Says the
firm’s director of hardware, “Facebook is successful because of the great social product, not [because] we can
build low-cost infrastructure. There’s no reason we shouldn’t help others out with this.”[30] One of the firms
considering using Facebook designs is Zynga, a firm that itself pays Facebook millions a month in advertising
and for using the Facebook Credits payments system. Sharing will be good for Facebook if a more efficient
Zynga grows faster and returns more money back to its partner along the way.

K E Y  T A K E A W A Y S

< Facebook’s position as the digital center of its members’ online social lives has allowed the firm to envelop
related businesses such as photo and video sharing, messaging, bookmarking, and link sharing. Facebook
has opportunities to expand into other areas as well.

< Much of the site’s content is in the dark Web, unable to be indexed by Google or other search engines.
Some suggest this may create an opportunity for Facebook to challenge Google in search.

< Some fear that Facebook may be an all-too-powerful walled garden that may stifle innovation, limit
competition, and restrict the free flow of information.

< Facebook’s growth requires a continued and massive infrastructure investment. The site is powered largely
on commodity hardware, open source software, and proprietary code tailored to the specific needs of the
service.
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social graph

The global mapping of users
and organizations, and how
they are connected.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What is Facebook? How do people use the site? What do they “do” on Facebook?

2. What markets has Facebook entered? What factors have allowed the firm to gain share in these markets at
the expense of established firms? In what ways does it enjoy advantages that a traditional new entrant in
such markets would not?

3. What is the “dark Web” and why is it potentially an asset to Facebook? Why is Google threatened by
Facebook’s dark Web? What firms might consider an investment in the firm, if it provided access to this
asset? Do you think the dark Web is enough to draw users to a Facebook search product over Google?
Why or why not?

4. As Facebook grows, what kinds of investments continue to be necessary? What are the trends in these
costs over time? Do you think Facebook should wait in making these investments? Why or why not?

5. Investments in servers and other capital expenses typically must be depreciated over time. What does this
imply about how the firm’s profitability is calculated?

6. How have media attitudes toward their copyrighted content changed over the past decade? Why is
Facebook a potentially significant partner for firms like the New York Times? What does the Times stand to
gain by encouraging “sharing” its content? What do newspapers and others sites really mean when they
encourage sites to “share?” What actually is being passed back and forth? Do you think this ultimately
helps or undermines the Times and other newspaper and magazine sites? Why?

7. What is a walled garden? Facebook has been called a walled garden—name other firms that might also
be described using this term. In your opinion is Facebook a walled garden? Why or why not? What might
be the consequences if the firm is widely viewed as being more powerful and less open?

3. THE SOCIAL GRAPH

L E A R N I N G  O B J E C T I V E S

1. Explain the concept of the “social graph,” and explain how Facebook created a social graph
stronger than its rivals’.

2. Recognize the two strategic resources that are most critical to Facebook’s competitive advant-
age and why Facebook was able to create these resources while MySpace has fallen short.

3. Appreciate that while Facebook’s technology can be easily copied, barriers to sustain any new
entrant are extraordinarily high, and the likelihood that a firm will win significant share from
Facebook by doing the same thing is considerably remote.

At the heart of Facebook’s appeal is a concept Zuckerberg calls the social graph, which refers to Face-
book’s ability to collect, express, and leverage the connections between the site’s users, or as some de-
scribe it, “the global mapping of everyone and how they’re related.”[31] Think of all the stuff that’s on
Facebook as a node or endpoint that’s connected to other stuff. You’re connected to other users (your
friends), photos about you are tagged, comments you’ve posted carry your name, you’re a member of
groups, you’re connected to applications you’ve installed—Facebook links them all.[32]

Facebook was established in the relatively safe cocoon of American undergraduate life and was
conceived as a place where you could reinforce contacts among those who, for the most part, you
already knew. The site was one of the first social networks where users actually identified themselves
using their real names. If you wanted to establish that you worked for a certain firm or were a student
of a particular university, you had to verify that you were legitimate via an e-mail address issued by that
organization. It was this “realness” that became Facebook’s distinguishing feature—bringing along with
it a degree of safety and comfort that enabled Facebook to become a true social utility and build out a
solid social graph consisting of verified relationships. Since “friending” (which is a link between nodes
in the social graph) required both users to approve the relationship, the network fostered an incredible
amount of trust. Today, many Facebook users post their cell phone numbers and their birthdays, offer
personal photos, and otherwise share information they’d never do outside their circle of friends. Be-
cause of trust, Facebook’s social graph is incredibly strong. Contrast this with early rival MySpace that
was rife with imposters and fake profiles. Even News Corporation’s Rupert Murdoch has had to con-
tend with the dozens of bogus MySpace Ruperts![33]
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network effects

Also known as Metcalfe’s
Law, or network externalities.
When the value of a product
or service increases as its
number of users expands.

switching costs

The cost a consumer incurs
when moving from one
product to another. It can
involve actual money spent
(e.g., buying a new product)
as well as investments in
time, any data loss, and so
forth.

There is also a strong network effect to Facebook (see Chapter 6). People are attracted to the ser-
vice because others they care about are more likely to be there than anywhere else online. And that
large user base has also attracted all sorts of firms and organizations looking to connect with Face-
book’s masses. Without the network effect Facebook wouldn’t exist. And it’s because of the network
effect that another smart kid in a dorm can’t rip off Zuckerberg in any market where Facebook is the
biggest fish. Even an exact copy of Facebook would be a virtual ghost town with no social graph (see
"It’s Not the Technology" below).

The switching costs for Facebook are also extremely powerful. A move to another service means
recreating your entire social graph. The more time you spend on the service, the more you’ve invested
in your graph and the less likely you are to move to a rival.

It’s Not the Technology

Does your firm have Facebook envy? KickApps, an eighty-person start-up in Manhattan, will give you the tech-
nology to power your own social network. All KickApps wants is a cut of the ads placed around your content.
In its first two years, the site has provided the infrastructure for twenty thousand “mini Facebooks,” registering
three hundred million page views a month.[34] NPR, ABC, AutoByTel, Harley-Davidson, and Kraft all use the ser-
vice (social networks for Cheez Whiz?).

There’s also Ning, which has enabled users to create over 2.3 million mini networks organized on all sorts of
topics as diverse as church groups, radio personalities, vegans, diabetes sufferers, and networks limited to just
family members.

Or how about the offering from Agriya Infoway, based in Chennai, India? The firm will sell you Kootali, a soft-
ware package that lets developers replicate Facebook’s design and features, complete with friend networks,
photos, and mini-feeds. They haven’t stolen any code, but they have copied the company’s look and feel.
Those with Zuckerberg ambitions can shell out the four hundred bucks for Kootali. Sites with names like Face-
club.com and Umicity.com have done just that—and gone nowhere.

Mini networks that extend the conversation (NPR) or make it easier to find other rabidly loyal product fans
(Harley-Davidson) may hold a niche for some firms. And Ning is a neat way for specialized groups to quickly
form in a secure environment that’s all their own (it’s just us, no “creepy friends” from the other networks).
While every market has a place for its niches, none of these will grow to compete with the dominant social
networks. The value isn’t in the technology; it’s in what the technology has created over time. For Facebook,
it’s a huge user base that (for now at least) is not going anywhere else.

K E Y  T A K E A W A Y S

< The social graph expresses the connections between individuals and organizations.

< Trust created through user verification and friend approval requiring both parties to consent encouraged
Facebook users to share more and helped the firm establish a stronger social graph than MySpace or other
social networking rivals.

< Facebook’s key resources for competitive advantage are network effects and switching costs. These
resources make it extremely difficult for copycat firms to steal market share from Facebook.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What is the social graph? Why is Facebook’s social graph considered to be stronger than the social graph
created by the sites of its early competitors?

2. Does Facebook have to worry about copycat firms from the United States? In overseas markets? Why or
why not? If Facebook has a source (or sources) of competitive advantage, explain these. If it has no
advantage, discuss why.
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4. FACEBOOK FEEDS—EBOLA FOR DATA FLOWS

L E A R N I N G  O B J E C T I V E S

1. Understand the concept of feeds, why users rebelled against Facebook feeds, and why users
eventually embraced this feature.

2. Recognize the role of feeds in viral promotions, catalyzing innovation, and supporting rapid
organizing.

While the authenticity and trust offered by Facebook was critical, offering News Feeds concentrated
and released value from the social graph. With feeds, each time a user performs an activity in Face-
book—makes a friend, uploads a picture, joins a group—the feed blasts this information to all of your
friends in a reverse chronological list that shows up right when they next log on. An individual user’s
activities are also listed on their profile. Get a new job, move to a new city, read a great article, have a
pithy quote—post it to Facebook—the feed picks it up, and the world of your Facebook friends will get
an update. Corporations love feeds, too! “Like” a firm on Facebook and the firm can post messages to
your news feed, where you can “Like” new messages they send out, comment on them, and share the
messages virally.

Feeds are perhaps the linchpin of Facebook’s ability to strengthen and deliver user value from the
social graph, but for a brief period of time it looked like feeds would kill the company. News Feeds were
launched on September 5, 2006, just as many of the nation’s undergrads were arriving on campus.
Feeds reflecting any Facebook activity (including changes to the relationship status) became a sort of
gossip page splashed right when your friends logged in. To many, feeds were first seen as a viral blast of
digital nosiness—a release of information they hadn’t consented to distribute widely.

And in a remarkable irony, user disgust over the News Feed ambush offered a whip-crack demon-
stration of the power and speed of the feed virus. Facebook protest groups were formed on Facebook
itself, and every student who, for example, joined a group named Students Against Facebook News
Feed, had this fact blasted to their friends (along with a quick link where friends, too, could click to join
the group). Hundreds of thousands of users mobilized against the firm in just twenty-four hours. It
looked like Zuckerberg’s creation had turned on him, Frankenstein style.

The first official Facebook blog post on the controversy came off as a bit condescending (never a
good tone to use when your customers feel that you’ve wronged them). “Calm down. Breathe. We hear
you,” wrote Zuckerberg on the evening of September 5. The next post, three days after the News Feed
launch, was much more contrite (“We really messed this one up,” he wrote). In an open letter, Zucker-
berg apologized for the surprise, explaining how users could opt out of feeds. The tactic worked, and
the controversy blew over.[35] The ability to stop personal information from flowing into the feed
stream was just enough to stifle critics, and as it turns out, a lot of people really liked the feeds and
found them useful. It soon became clear that if you wanted to use the Web to keep track of your social
life and contacts, Facebook was the place to be. Not only did feeds not push users away, by the start of
the next semester subscribers had nearly doubled! Facebook continues to refine feeds in several ways,
including refining sharing into categories that include “Top Stories” that the site thinks you’ll be most
interested in, “Recent News,” a “Ticker” for lighter content (e.g. music, games, location updates), and a
“Timeline” that offers a sort of digital scrapbook of content that a user has shared online.

K E Y  T A K E A W A Y S

< Facebook feeds foster the viral spread of information and activity.

< Feeds were initially unwanted by many Facebook users. Feeds themselves helped fuel online protests
against the feed feature.

< Today feeds are considered one of the most vital, value-adding features on Facebook, and the concept has
been widely copied by other social networking sites.

< Users often misperceive technology and have difficulty in recognizing an effort’s value (as well as its risks).
They have every right to be concerned and protective of their privacy. It is the responsibility of firms to
engage users on new initiatives and to protect user privacy. Failure to do so risks backlash.
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application programming
interfaces (APIs)

Programming hooks, or
guidelines, published by firms
that tell other programs how
to get a service to perform a
task such as send or receive
data. For example,
Amazon.com provides APIs to
let developers write their
own applications and
Websites that can send the
firm orders.

Q U E S T I O N S  A N D  E X E R C I S E S

1. What is the “linchpin” of Facebook’s ability to strengthen and deliver user-value from the social graph?

2. How did users first react to feeds? What could Facebook have done to better manage the launch?

3. How do you feel about Facebook feeds? Have you ever been disturbed by information about you or
someone else that has appeared in the feed? Did this prompt action? Why or why not?

4. Visit Facebook and experiment with privacy settings. What kinds of control do you have over feeds and
data sharing? Is this enough to set your mind at ease? Did you know these settings existed before being
prompted to investigate features?

5. What other Web sites are leveraging features that mimic Facebook feeds? Do you think these efforts are
successful or not? Why?

5. FACEBOOK AS A PLATFORM

L E A R N I N G  O B J E C T I V E S

1. Understand how Facebook created a platform and the potential value this offers the firm.
2. Recognize that running a platform also presents a host of challenges to the platform operator.

In May 2007, Facebook followed News Feeds with another initiative that set it head and shoulders
above its competition. At the firm’s first f8 (pronounced “fate”) Developers Conference, Mark Zucker-
berg stood on stage and announced that he was opening up the screen real estate on Facebook to other
application developers. Facebook published a set of application programming interfaces (APIs)
that specified how programs could be written to run within and interact with Facebook. Now any pro-
grammer could write an application that would live inside a user’s profile. Geeks of the world, Face-
book’s user base could be yours! Just write something good.

Developers could charge for their wares, offer them for free, and even run ads. And Facebook let
developers keep what they made (Facebook does revenue share with app vendors for some services,
such as the Facebook Credits payment service, mentioned later). This was a key distinction; MySpace
(a larger firm at the time) initially restricted developer revenue on the few products designed to run on
their site, at times even blocking some applications. The choice was clear: Facebook had rolled out the
welcome mat and developers flocked to the site.

To promote the new apps, Facebook would run an Applications area on the site where users could
browse offerings. Even better, News Feed was a viral injection that spread the word each time an ap-
plication was installed. Your best friend just put up a slide show app? Maybe you’ll check it out, too.
The predictions of $1 billion in social network ad spending were geek catnip, and legions of program-
mers came calling. Apps could be cobbled together on the quick, feeds made them spread like wildfire,
and the early movers offered adoption rates never before seen by small groups of software developers.
People began speaking of the Facebook Economy. Facebook was considered a platform. Some com-
pared it to the next Windows, Zuckerberg the next Gates (hey, they both dropped out of Harvard,
right?).

And each application potentially added more value and features to the site without Facebook lift-
ing a finger. The initial event launched with sixty-five developer partners and eighty-five applications.
There were some missteps along the way. Some applications were accused of spamming friends with
invites to install them (Facebook eventually put limits on viral communication from apps). There were
also security concerns, privacy leaks, and apps that violated the intellectual property of other firms (see
the “Errant Apps” sidebar below), but Facebook worked to quickly remove misbehaving apps, correct
errors, improve the system, and encourage developers. Just one year in, Facebook had marshaled the
efforts of some four hundred thousand developers and entrepreneurs, twenty-four thousand applica-
tions had been built for the platform, 140 new apps were being added each day, and 95 percent of Face-
book members had installed at least one Facebook application. As Sarah Lacy, author of Once You’re
Lucky, Twice You’re Good, put it, “with one masterstroke, Zuck had mobilized all of Silicon Valley to
innovate for him.”
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FIGURE 8.2 Gaming on Facebook’s Platform Is a Colossal Business

Zynga, maker of MafiaWars, FarmVille, and CityVille, is estimated to be the second most valuable firm in the video
game industry, generating north of $600 million in annual profits through the sale of virtual goods and by running
advertising and promotions.

Source: Zynga.

With feeds to spread the word, Facebook was starting to look like the first place to go to launch an on-
line innovation. Skip the Web; if you want to get social, bring it to Zuckerberg’s site first (you can al-
most feel Tim Berners-Lee shuddering). A programmer named Mark Pincus wrote a Texas hold ’em
game at his kitchen table.[36] Today his social gaming firm, Zynga, is one of the world’’s most valuable
video game firms, a multi-billion dollar powerhouse that has launched over three dozen apps and at-
tracted over 230 million users worldwide.[37] Zynga games include MafiaWars, FarmVille (which
boasts some twenty times the number of actual farms in the United States),[38] and CityVille. Playfish,
the U.K. social gaming firm behind the Facebook hits Pet Society and Restaurant City, was snapped up
by Electronic Arts for $300 million plus. And Disney bought Sorority Life maker Playdom for over
three quarters of a billion dollars.[39] Lee Lorenzen, founder of Altura Ventures, an investment firm ex-
clusively targeting firms creating Facebook apps, said, “Facebook is God’s gift to developers. Never has
the path from a good idea to millions of users been shorter.”[40]

I Majored in Facebook

Once Facebook became a platform, Stanford professor BJ Fogg thought it would be a great environment for a
programming class. In ten weeks his seventy-five students built a series of applications that collectively re-
ceived over sixteen million installs. By the final week of class, several applications developed by students, in-
cluding KissMe, Send Hotness, and Perfect Match, had received millions of users, and class apps collectively
generated roughly a million dollars in ad revenue. At least three companies were formed from the course.[41]

But legitimate questions remain. Are Facebook apps really a big deal? Just how important will apps be
to adding sustained value within Facebook? And how will firms leverage the Facebook framework to
extract their own value? A chart from FlowingData showed the top category, Just for Fun, was larger
than the next four categories combined. That suggests that a lot of applications are faddish time
wasters. Yes, there is experimentation beyond virtual Zombie Bites. Visa has created a small business
network on Facebook (Facebook had some eighty thousand small businesses online at the time of
Visa’s launch). Educational software firm Blackboard offered an application that will post data to Face-
book pages as soon as there are updates to someone’s Blackboard account (new courses, whether as-
signments or grades have been posted, etc.). We’re still a long way from Facebook as a Windows rival,
but the platform helped push Facebook to number one, and it continues to deliver quirky fun (and
then some) supplied by thousands of developers off its payroll.

Errant Apps and the Challenges of Running a Platform

Rajat and Jayant Agarwalla, two brothers in Kolkata, India, who ran a modest software development company,
decided to write a Scrabble clone as a Facebook application. The app, named Scrabulous, was social—users
could invite friends to play, or they could search for new players looking for an opponent. Their application
was a smash, snagging three million registered users and seven hundred thousand players a day after just a
few months. Scrabulous was featured in PC World’s 100 best products of the year, received coverage in the
New York Times, Newsweek, and Wired, and was pulling in about twenty-five thousand dollars a month from on-
line advertising. Way to go, little guys![42]
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There is only one problem: the Agarwalla brothers didn’t have the legal rights to Scrabble, and it was apparent
to anyone that from the name to the tiles to the scoring—this was a direct rip-off of the well-known board
game. Hasbro owns the copyright to Scrabble in the United States and Canada; Mattel owns it everywhere
else. Thousands of fans joined Facebook groups with names like “Save Scrabulous” and “Please God, I Have So
Little: Don’t Take Scrabulous, Too.” Users in some protest groups pledged never to buy Hasbro games if Scrab-
ulous was stopped. Even if the firms wanted to succumb to pressure and let the Agarwalla brothers continue,
they couldn’t. Both Electronic Arts and RealNetworks have contracted with the firms to create online versions
of the game.

While the Facebook Scrabulous app is long gone, the tale serves to illustrate some of the challenges faced
when creating a platform. In addition to copyright violations, app makers have crafted apps that annoy, purvey
pornography, step over the boundaries of good taste, and raise privacy and security concerns. In fall 2010, the
Wall Street Journal reported that unscrupulous partners had scraped personal information from the profiles of
Facebook users and then sold the information to third parties—a violation of Facebook’s terms of service that
created a firestorm in the media.[43] Zynga also ran into trouble and was skewered in the press when some of
its partners were accused of scamming users into signing up for subscriptions or installing unwanted software
in exchange for game credits (Zynga has since taken steps to screen partners and improve transparency).[44]

Firms from Facebook to Apple (through its iTunes Store) have struggled to find the right mix of monitoring,
protection, and approval while avoiding cries of censorship and draconian control. Platform owners beware,
developers can help you grow quickly and can deliver gobs of value, but misbehaving partners can create fin-
ancial loss and brand damage and can sow mistrust.

K E Y  T A K E A W A Y S

< Facebook’s platform allows the firm to further leverage the network effect. Developers creating
applications create complementary benefits that have the potential to add value to Facebook beyond
what the firm itself provides to its users.

< There is no revenue-sharing mandate among platform partners—whatever an application makes can be
kept by its developers (although Facebook does provide some services via revenue sharing, such as
Facebook Credits).

< Most Facebook applications are focused on entertainment. The true, durable, long-term value of
Facebook’s platform remains to be seen.

< Despite this, top app developers have found Facebook to be extraordinarily lucrative. Zynga is a
multibillion-dollar firm, while Playfish and Playdom were acquired for hundreds of millions of dollars each.

< Running a platform can be challenging. Copyright, security, appropriateness, free speech tensions, efforts
that tarnish platform operator brands, privacy, and the potential for competition with partners, all can
make platform management more complex than simply creating a set of standards and releasing this to
the public.

Q U E S T I O N S  A N D  E X E R C I S E S

1. Why did more developers prefer to write apps for Facebook than for MySpace?

2. What competitive asset does the application platform initiative help Facebook strengthen? For example,
how do apps make Facebook stronger when compared to rivals?

3. What’s Scrabulous? Did the developers make money? What happened to the firm and why?

4. Have you used Facebook apps? Which are your favorites? What makes them successful?

5. Leverage your experience or conduct additional research—are there developers who you feel have
abused the Facebook app network? Why? What is Facebook’s responsibility (if any) to control such abuse?

6. How do most app developers make money? Have you ever helped a Facebook app developer earn
money? How or why not?

7. How do Facebook app revenue opportunities differ from those leveraged by a large portion of iTunes
Store apps?
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content adjacency

Concern that an
advertisement will run near
offensive material,
embarrassing an advertiser
and/or degrading their
products or brands.

6. ADVERTISING AND SOCIAL NETWORKS: A WORK IN
PROGRESS

L E A R N I N G  O B J E C T I V E S

1. Describe the differences in the Facebook and Google ad models.
2. Explain the hunt versus hike metaphor, contrast the relative success of ad performance on

search compared to social networks, and understand the factors behind the latter’s struggles.
3. Recognize how firms are leveraging social networks, including efforts such as Facebook en-

gagement ads and deals, for brand building, product engagement, and driving purchase
traffic.

If Facebook is going to continue to give away its services for free, it needs to make money somehow.
Right now the bulk of revenue comes from advertising. Fortunately for the firm, online advertising is
hot. For years, online advertising has been the only major media category that has seen an increase in
spending (see Chapter 14). Firms spend more advertising online than they do on radio, magazine, cable
television, or newspaper ads.[45] But not all Internet advertising is created equal. There are both signs
that social networking sites are struggling to find the right ad model and trends suggesting that advert-
ising on social networks could be a money-gushing bonanza.

Google founder Sergey Brin sums up early frustration with social media advertising, saying, “I
don’t think we have the killer best way to advertise and monetize social networks yet,” that social net-
working ad inventory as a whole was proving problematic and that the “monetization work we were
doing [in social media] didn’t pan out as well as we had hoped.”[46] When Google ad partner Fox Inter-
active Media (the News Corporation division that contains MySpace) announced that revenue would
fall $100 million short of projections, News Corporation’s stock tumbled 5 percent, analysts down-
graded the company, and the firm’s chief revenue officer was dismissed.[47]

Why has advertising on social networking sites been such a tough nut for some to crack? Firms
face two key challenges: content adjacency and user attention. The content adjacency problem refers
to concern over where a firm’s advertisements will run. Consider all of the questionable titles in social
networking news groups. Do advertisers really want their ads running alongside conversations that are
racy, offensive, illegal, or that may even mock their products? This potential juxtaposition is a major
problem with any site offering ads adjacent to free-form social media. Summing up industry wariness,
one Procter & Gamble manager said, “What in heaven’s name made you think you could monetize the
real estate in which somebody is breaking up with their girlfriend?”[48] An IDC report suggests that
it’s because of content adjacency that “brand advertisers largely consider user-generated content as
low-quality, brand-unsafe inventory” for running ads.[49]

Now let’s look at the user attention problem.

6.1 Attention Challenges: The Hunt Versus The Hike
In terms of revenue model, Facebook is radically different from Google and the hot-growth category of
search advertising. Users of Google and other search sites are on a hunt—a task-oriented expedition to
collect information that will drive a specific action. Search users want to learn something, buy
something, research a problem, or get a question answered. To the extent that the hunt overlaps with
ads, it works. Just searched on a medical term? Google will show you an ad from a drug company.
Looking for a toy? You’ll see Google ads from eBay sellers and other online shops. Type in a vacation
destination and you get a long list of ads from travel providers aggressively courting your spending.
Even better, Google only charges text advertisers when a user clicks through. No clicks? The ad runs at
no cost to the advertiser. From a return on investment perspective, this is extraordinarily efficient. How
often do users click on Google ads? Enough for this to be the single most profitable activity among any
Internet firm. In 2010, Google revenue topped $29 billion. Profits exceeded $8.5 billion, almost all of
this from pay-per-click ads (see Chapter 14 for more details).

While users go to Google to hunt, they go to Facebook as if they were going on a hike—they have a
rough idea of what they’ll encounter, but they’re there to explore and look around and enjoy the sights
(or site). They’ve usually allocated time for fun, and they don’t want to leave the terrain when they’re
having conversations, looking at photos or videos, and checking out updates from friends.

These usage patterns are reflected in click-through rates. Google users click on ads around 2 per-
cent of the time (and at a much higher rate when searching for product information). At Facebook,
click-throughs are about 0.04 percent.[50]
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CPM

Cost per thousand
impressions (the M
representing the roman
numeral for one thousand).

impression

Each time an ad is served to a
user for viewing.

engagement ads

Promotion technique popular
with social media that
attempts to get consumers to
interact with an ad, then
shares that action with
friends.

Most banner ads don’t charge per click but rather CPM (cost per thousand) impressions (each
time an ad appears on someone’s screen). But Facebook banner ads performed so poorly that the firm
pulled them in early 2010.[51] Lookery, a one-time ad network that bought ad space on Facebook in
bulk, had been reselling inventory at a CPM of 7.5 cents (note that Facebook does offer advertisers pay-
per-click as well as impression-based, or CPM, options).[52] By contrast, information and news-ori-
ented sites do much better, particularly if these sites draw in a valuable and highly targeted audience.
The social networking blog Mashable has CPM rates ranging between seven and thirty-three dollars.
Technology Review magazine boasts a CPM of seventy dollars. TechTarget, a Web publisher focusing on
technology professionals, has been able to command CPM rates of one hundred dollars and above,
fueling that firm’s IPO.

6.2 Getting Creative with Promotions: Does It Work?
Facebook and other social networks are still learning what works, and Facebook, app firms, and advert-
isers have begun experimenting with all sorts of models. Many feel that Facebook has a unique oppor-
tunity to get consumers to engage with their brand, and some initial experiments point where this may
be heading.

Many firms have been leveraging so-called engagement ads by making their products part of the
Facebook fun. Using an engagement ad, a firm can set up a promotion where a user can do things such
as “Like” or become a fan of a brand, RSVP to an event and invite others, watch and comment on a
video and see what your friends have to say, send a “virtual gift” with a personal message, or answer a
question in a poll. The viral nature of Facebook allows actions to flow back into the news feed and
spread among friends.

COO Sheryl Sandberg discussed Ben & Jerry’s promotion for the ice cream chain’s free cone day
event. To promote the upcoming event, Ben & Jerry’s initially contracted to make two hundred and
fifty thousand “gift cones” available to Facebook users; they could click on little icons that would gift a
cone icon to a friend, and that would show up in their profile. Within a couple of hours, customers had
sent all two hundred and fifty thousand virtual cones. Delighted, Ben & Jerry’s bought another two
hundred and fifty thousand cones. Within eleven hours, half a million people had sent cones, many
making plans with Facebook friends to attend the real free cone day. The day of the Facebook promo-
tion, Ben & Jerry’s Web site registered fifty-three million impressions, as users searched for store loca-
tions and wrote about their favorite flavors.[53] The campaign dovetailed with everything Facebook was
good at: it was viral, generating enthusiasm for a promotional event and even prompting scheduling.

In other promotions, Honda gave away three quarters of a million hearts during a Valentine’s Day
promo,[54] and the Dr. Pepper Snapple Group offered two hundred and fifty thousand virtual Sunkist
sodas, which earned the firm one hundred thirty million brand impressions in twenty-two hours. Says
Sunkist’s brand manager, “A Super Bowl ad, if you compare it, would have generated somewhere
between six to seven million.”[55]

Facebook, Help Get Me a Job!

The news is filled with stories about employers scouring Facebook to screen potential hires. But one creative
job seeker turned the tables and used Facebook to make it easier for firms to find him. Recent MBA graduate
Eric Barker, a talented former screenwriter with experience in the film and gaming industry, bought ads pro-
moting himself on Facebook, setting them up to run only on the screens of users identified as coming from
firms he’d like to work for. In this way, someone Facebook identified as being from Microsoft would see an ad
from Eric declaring “I Want to Be at Microsoft” along with an offer to click and learn more. The cost to run the
ads was usually less than $5 a day. Said Barker, “I could control my bid price and set a cap on my daily spend.
Starbucks put a bigger dent in my wallet than promoting myself online.” The ads got tens of thousands of im-
pressions, hundreds of clicks, and dozens of people called offering assistance. Today, Eric Barker is gainfully
employed at a “dream job” in the video game industry.[56]
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Eric Barker used Facebook to advertise himself to prospective employers.

Of course, even with this business, Facebook may find that it competes with widget makers. Unlike
Apple’s App Store (where much of developer-earned revenue comes from selling apps), the vast major-
ity of Facebook apps are free and supported by ads. That means Facebook and its app providers are
both running at a finite pot of advertising dollars.

While these efforts might be innovative, are they even effective? Some of these programs are con-
sidered successes; others, not so much. Jupiter Research surveyed marketers trying to create a viral im-
pact online and found that only about 15 percent of these efforts actually caught on with consumers.[57]

Brands seeking to deploy their own applications in Facebook have also struggled. New Media Age re-
ported that applications rolled out by top brands such as MTV, Warner Bros., and Woolworths were
found to have as little as five daily users. Congestion may be setting in for all but the most innovative
applications, as standing out in a crowd of over 550,000 applications becomes increasingly difficult.[58]

Consumer products giant Procter & Gamble (P&G) has been relentlessly experimenting with
leveraging social networks for brand engagement, but the results show what a tough slog this can be.
The firm did garner fourteen thousand Facebook “fans” for its Crest Whitestrips product, but those
fans were earned while giving away free movie tickets and other promos. The New York Times quipped
that with those kinds of incentives, “a hemorrhoid cream” could have attracted a similar group of
“fans.” When the giveaways stopped, thousands promptly “unfanned” Whitestrips. Results for Procter
& Gamble’s “2X Ultra Tide” fan page were also pretty grim. P&G tried offbeat appeals for customer-
brand bonding, including asking Facebookers to post “their favorite places to enjoy stain-making mo-
ments.” But a check eleven months after launch had garnered just eighteen submissions, two from
P&G, two from staffers at spoof news site The Onion, and a bunch of short posts such as
“Tidealicious!”[59]

Efforts around engagement opportunities like events (Ben & Jerry’s) or products consumers are
anxious to identify themselves with (a band or a movie) may have more success than trying to promote
consumer goods that otherwise offer little allegiance, but efforts are so new that metrics are scarce, im-
pact is tough to gauge, and best practices are still unclear.

6.3 Facebook Ads: Massive Upside and Huge Growth
For all these challenges and limitations, it’s critical to underscore that Facebook advertising continues
to grow at a phenomenal rate, and one that is strikingly similar to Google’s early ad growth traject-
ory.[60] There are several reasons for this spectacular growth.

First is the advertising appeal of precise targeting. Large advertising networks have tried to meticu-
lously track users to develop a profile of their demographics, likes, and interests. At Facebook, the site
knows all about you because you’ve told it the details—your age, the things you’re enthusiastic about,
where you live, your relationship status. This opens up all sorts of targeting opportunities to even the
smallest of advertisers. In one example, a wedding photography studio targeted ads at women aged 24
to 30 whose relationship status was engaged—that’s like sticking a flier in front of precisely everyone
you want to reach and not wasting a dime on anyone else. The firm, CM Photographics, reports that
just $600 in Facebook ads resulted in nearly $40,000 in revenue.[61]

Another key comes from leveraging social engagement in the ads themselves. Adding a “like” but-
ton to an ad allows firms to turn their advertising message into a trusted referral from users’ friends.
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Making ads more social allows advertisers to engage consumers to comment on content, RSVP to an
event, and more. Many of these ads are designed to allow interaction within the ad that keeps them on
the page so that users aren’t faced with a choice to deviate from their “hike.” And while user “Likes”
and other updates might be lost in the constant scroll of the news feed, Facebook also lets advertisers
pay to create sponsored stories, allowing advertisers to turn a member’s Facebook actions (status
updates, check-ins, “likes”) into an ad on the right-side of the screen.

Facebook Engagement Ads and Sponsored Stories

These videos show how both engagement ads and sponsored stories work.

Source: Used by permission of Facebook.

Click to watch: http://www.facebook.com/video/video.php?v=629649849493

While Facebook’s overall click-through rates are low, Facebook execs argue that people remember ads
better and are more likely to make purchases when their friends endorse products. Says one ad exec, “If
you’re an advertiser, there’s nothing better than converting customers into unpaid endorsers.”[62] Per-
haps most critical—if someone “likes” your firm’s page, you’ve got ’em. You can now post status up-
dates that show up in a user’s feed, allowing your message to appear in the same stream as postings
from friends and to further spread virally. Users, of course, can turn off firm messages if they “unlike” a
firm, and users are in control of their social ad participation through Facebook’s privacy settings, but
this ability to connect to customers in a way that enables continued messaging and promotion is a huge
draw for advertisers and gives Facebook ads a unique appeal that none of its rivals can match.

While Facebook doesn’t sell banner advertisements, the products described above are considered
display ads. Facebook serves three times more display ads than anyone else online,[63] and all indica-
tions suggest that advertisers aren’t just coming back to Facebook—they’re spending more.[64]

View the video online at: http://www.youtube.com/v/ce3P79ktpTk
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K E Y  T A K E A W A Y S

< Issues of content adjacency and user attention can make social networking ads less attractive than ads
running alongside search and professionally produced content sites.

< Google enjoys significantly higher click-through rates than Facebook. Rates are lower since users of social
sites are there to engage friends, not to hunt for products. They are less likely to be drawn away by clicks.

< Display ads are often charged based on impression. Social networks also offer lower CPM rates than many
other, more targeted Web sites.

< Many firms have begun to experiment with engagement ads. While there have been some successes,
engagement campaigns often haven’t yielded significant results

< Despite concern, Facebook ads have grown at a tremendous rate and are highly profitable.

< Facebook ads offer advantages of improved targeting and social engagement. Ads allow customers to
endorse a firm’s offerings and to virally share a message with others. Facebook can leverage customer
engagement in its own ads. And Facebook allows firms to continue to send messages to the news feeds of
users who have “liked” their presence on Facebook.

Q U E S T I O N S  A N D  E X E R C I S E S

1. How are most display ads billed? What acronym is used to describe pricing of most display ads?

2. How are most text ads on Google billed? What’s the appeal for advertisers?

3. Contrast Facebook and Google click-through rates. Contrast Facebook CPMs with CPMs at professional
content sites. Why the discrepancy?

4. What is the content adjacency problem? Search for examples of firms that have experienced
embracement due to content adjacency—describe them, why they occurred, and if site operators could
have done something to reduce the likelihood these issues could have occurred.

5. What kinds of Web sites are most susceptible to content adjacency? Are news sites? Why or why not?
What sorts of technical features might act as breeding grounds for content adjacency problems?

6. If a firm removed user content because it was offensive to an advertiser, what kinds of problems might
this create? When (if ever) should a firm remove or take down user content?

7. How are firms attempting to leverage social networks for brand and product engagement? What
advantages do ads on Facebook offer advertisers that they can’t necessarily get from competing online ad
alternatives?

8. Describe an innovative marketing campaign that has leveraged Facebook or other social networking sites.
What factors made this campaign work? Are all firms likely to have this sort of success? Why or why not?

9. Have advertisers ever targeted you when displaying ads on Facebook? How were you targeted? What did
you think of the effort?

7. PRIVACY PERIL, BEACON, AND THE TOS DEBACLE:
WHAT FACEBOOK’S FAILURES CAN TEACH MANAGERS
ABOUT TECHNOLOGY PLANNING AND DEPLOYMENT

L E A R N I N G  O B J E C T I V E S

1. Understand the difference between opt-in and opt-out efforts.
2. Recognize how user issues and procedural implementation can derail even well-intentioned in-

formation systems efforts.
3. Recognize the risks in being a pioneer associated with new media efforts, and understand how

missteps led to Facebook and its partners being embarrassed (and in some cases sued) as a res-
ult of system design and deployment issues.

Conventional advertising may grow into a great business for Facebook, but the firm was clearly sitting
on something that was unconventional compared to prior generations of Web services. Could the en-
ergy and virulent nature of social networks be harnessed to offer truly useful consumer information to
its users? Word of mouth is considered the most persuasive (and valuable) form of marketing,[65] and
Facebook was a giant word of mouth machine. What if the firm worked with vendors and grabbed
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consumer activity at the point of purchase to put it into the news feed and post it to a user’s profile? If
you rented a video, bought a cool product, or dropped something in your wish list, your buddies could
get a heads-up, and they might ask you about it. The person being asked feels like an expert, the person
with the question gets a frank opinion, and the vendor providing the data just might get another sale. It
looked like a home run.

This effort, named Beacon, was announced in November 2007. Some forty e-commerce sites
signed up, including Blockbuster, Fandango, eBay, Travelocity, Zappos, and the New York Times.
Zuckerberg was so confident of the effort that he stood before a group of Madison Avenue ad execut-
ives and declared that Beacon would represent a “once-in-a-hundred-years” fundamental change in the
way media works.

Like News Feeds, user reaction was swift and brutal. The commercial activity of Facebook users
began showing up without their consent. The biggest problem with Beacon was that it was “opt-out”
instead of “opt-in.” Facebook (and its partners) assumed users would agree to sharing data in their
feeds. A pop-up box did appear briefly on most sites supporting Beacon, but it disappeared after a few
seconds.[66] Many users, blind to these sorts of alerts, either clicked through or ignored the warnings.
And well…there are some purchases you might not want to broadcast to the world.

“Facebook Ruins Christmas for Everyone!” screamed one headline from MSNBC.com. Another
from U.S. News and World Report read “How Facebook Stole Christmas.” The Washington Post ran the
story of Sean Lane, a twenty-eight-year-old tech support worker from Waltham, Massachusetts, who
got a message from his wife just two hours after he bought a ring on Overstock.com. “Who is this ring
for?” she wanted to know. Facebook had not only posted a feed that her husband had bought the ring,
but also that he got it for a 51 percent discount! Overstock quickly announced that it was halting parti-
cipation in Beacon until Facebook changed its practice to opt in.[67]

MoveOn.org started a Facebook group and online petition protesting Beacon. The Center for Di-
gital Democracy and the U.S. Public Interest Research Group asked the Federal Trade Commission to
investigate Facebook’s advertising programs. And a Dallas woman sued Blockbuster for violating the
Video Privacy Protection Act (a 1998 U.S. law prohibiting unauthorized access to video store rental
records).

To Facebook’s credit, the firm acted swiftly. Beacon was switched to an opt-in system, where user
consent must be given before partner data is sent to the feed. Zuckerberg would later say regarding
Beacon: “We’ve made a lot of mistakes building this feature, but we’ve made even more with how we’ve
handled them. We simply did a bad job with this release, and I apologize for it.”[68] Beacon was eventu-
ally shut down and $9.5 million was donated to various privacy groups as part of its legal settlement.[69]

Despite the Beacon fiasco, new users continued to flock to the site, and loyal users stuck with Zuck.
Perhaps a bigger problem was that many of those forty A-list e-commerce sites that took a gamble with
Facebook now had their names associated with a privacy screw-up that made headlines worldwide. Not
a good thing for one’s career. A manager so burned isn’t likely to sign up first for the next round of
experimentation.

From the Prada example in Chapter 3 we learned that savvy managers look beyond technology and
consider complete information systems—not just the hardware and software of technology but also the
interactions among the data, people, and procedures that make up (and are impacted by) information
systems. Beacon’s failure is a cautionary tale of what can go wrong if users fail to broadly consider the
impact and implications of an information system on all those it can touch. Technology’s reach is often
farther, wider, and more significantly impactful than we originally expect.

Predators and Privacy

While spoiling Christmas is bad, sexual predators are far worse, and in October 2007, Facebook became an in-
vestigation target. Officials from the New York State Attorney General’s office had posed as teenagers on Face-
book and received sexual advances. Complaints to the service from investigators posing as parents were also
not immediately addressed. These were troubling developments for a firm that prided itself on trust and
authenticity.

In a 2008 agreement with forty-nine states, Facebook offered a series of aggressive steps. Facebook agreed to
respond to complaints about inappropriate content within twenty-four hours and to allow an independent
examiner to monitor how it handles complaints. The firm imposed age-locking restrictions on profiles, review-
ing any attempt by someone under the age of eighteen to change their date of birth. Profiles of minors were
no longer searchable. The site agreed to automatically send a warning message when a child is at risk of re-
vealing personal information to an unknown adult. And links to explicit material, the most offensive Facebook
groups, and any material related to cyberbullying were banned.
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7.1 Reputation Damage, Increased Scrutiny, and Recovery—Learning
from the Facebook TOS Debacle
Facebook also suffered damage to its reputation, brand, and credibility, further reinforcing perceptions
that the company acts brazenly, without considering user needs, and is fast and loose on privacy and
user notification. Facebook worked through the feeds outrage, eventually convincing users of the be-
nefits of feeds. But Beacon was a fiasco. And now users, the media, and watchdogs were on the alert.

When the firm modified its terms of service (TOS) policy in spring 2009, the uproar was immedi-
ate. As a cover story in New York magazine summed it up, Facebook’s new TOS appeared to state, “We
can do anything we want with your content, forever,” even if a user deletes their account and leaves the
service.[70] Yet another privacy backlash!

Activists organized; the press crafted juicy, attention-grabbing headlines; and the firm was forced
once again to backtrack. But here’s where others can learn from Facebook’s missteps and response. The
firm was contrite and reached out to explain and engage users. The old TOS were reinstated, and the
firm posted a proposed new version that gave the firm broad latitude in leveraging user content
without claiming ownership. And the firm renounced the right to use this content if a user closed their
Facebook account. This new TOS was offered in a way that solicited user comments, and it was submit-
ted to a community vote, considered binding if 30 percent of Facebook users participated. Zuckerberg’s
move appeared to have turned Facebook into a democracy and helped empower users to determine the
firm’s next step.

Despite the uproar, only about 1 percent of Facebook users eventually voted on the measure, but
the 74 percent to 26 percent ruling in favor of the change gave Facebook some cover to move for-
ward.[71] This event also demonstrates that a tempest can be generated by a relatively small number of
passionate users. Firms ignore the vocal and influential at their own peril!

In Facebook’s defense, the broad TOS was probably more a form of legal protection than any ne-
farious attempt to exploit all user posts ad infinitum. The U.S. legal environment does require that ex-
plicit terms be defined and communicated to users, even if these are tough for laypeople to understand.
But a “trust us” attitude toward user data doesn’t work, particularly for a firm considered to have
committed ham-handed gaffes in the past. Managers must learn from the freewheeling Facebook com-
munity. In the era of social media, your actions are now subject to immediate and sustained review. Vi-
olate the public trust, and expect the equivalent of a high-powered investigative microscope examining
your every move and a very public airing of the findings.

For Facebook, that microscope will be in place for at least the next two decades. In a late 2011 deal
with the U.S. Federal Trade Commission, Facebook settled a series of governmental inquiries related to
issues such as the ones outlined above—events that Zuckerberg admits added up to “a bunch of mis-
takes” made by the firm. Facebook agreed to undergo twenty years of regular third-party privacy
audits, and to a host of additional restrictions that include getting users’ consent before making privacy
changes, and making content from deleted profiles unavailable after 30 days. If Facebook fails to com-
ply with these terms, it will face fines of $16,000 per violation per day.[72]

K E Y  T A K E A W A Y S

< Word of mouth is the most powerful method for promoting products and services, and Beacon was
conceived as a giant word-of-mouth machine with win-win benefits for firms, recommenders,
recommendation recipients, and Facebook.

< Beacon failed because it was an opt-out system that was not thoroughly tested beforehand and because
user behavior, expectations, and system procedures were not completely taken into account.

< Partners associated with the rapidly rolled out, poorly conceived, and untested effort were embarrassed.
Several faced legal action.

< Facebook also reinforced negative perceptions regarding the firm’s attitudes toward users, notifications,
and their privacy. This attitude only served to focus a continued spotlight on the firm’s efforts, and users
became even less forgiving.

< Activists and the media were merciless in criticizing the firm’s terms of service changes. Facebook’s
democratizing efforts demonstrate lessons other organizations can learn from, regarding user scrutiny,
public reaction, and stakeholder engagement.

< A combination of firm policies, computerized and human monitoring, aggressive reporting and follow-up,
and engagement with authorities can reduce online predator risks. Firms that fail to fully engage this
threat put users and communities at risk and may experience irreparable damage to firms and reputations.
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Q U E S T I O N S  A N D  E X E R C I S E S

1. What was Beacon? Why was it initially thought to be a good idea? What were the benefits to firm partners,
recommenders, recommendation recipients, and Facebook? Who were Beacon’s partners, and what did
they seek to gain through the effort?

2. Describe “the biggest problem with Beacon”? Would you use Beacon? Why or why not?

3. How might Facebook and its partners have avoided the problems with Beacon? Could the effort be
restructured while still delivering on its initial promise? Why or why not?

4. Beacon shows the risk in being a pioneer—are there risks in being too cautious and not pioneering with
innovative, ground-floor marketing efforts? What kinds of benefits might a firm miss out on? Is there a
disadvantage in being late to the party with these efforts as well? Why or why not?

5. Why do you think Facebook changed its terms of service? Did these changes concern you? Were users
right to rebel? What could Facebook have done to avoid the problem? Did Facebook do a good job in
follow-up? How would you advise Facebook to apply lessons learned form the TOS controversy?

6. Investigate the current policies regarding underage users on Facebook. Do you think the firm adequately
protects its users? Why or why not?

7. What age is appropriate for users to begin using social networks? Which services are appropriate at which
ages? Are there social networks targeted at very young children? Do you think that these are safe places?
Why or why not?

8. ONE GRAPH TO RULE THEM ALL: FACEBOOK
REACHES ACROSS THE WEB WITH OPEN GRAPH

L E A R N I N G  O B J E C T I V E S

1. Describe Facebook’s efforts to integrate its service with other Web sites and the potential stra-
tegic benefit for Facebook and its partners.

2. List and discuss the potential benefits and risks of engaging in the kinds of intersite sharing
and collaboration efforts described in this section.

In spring 2010, the world got a sense of the breadth and depth of Mark Zuckerberg’s vision. During the
firm’s annual f8 Developers Conference, Facebook launched a series of initiatives referred to as Open
Graph that placed the company directly at the center of identity, sharing, and personalization—not just
on Facebook but also across the Web.

With just a few lines of HTML code, any developer could add a Facebook “Like” button to their
site and take advantage of the social network’s power of viral distribution. A user clicking that page’s
“Like” button automatically would then send a link to that page to their news feed, where it has the po-
tential to be seen by all of their friends. No additional sign-in is necessary as long as you logged into
Facebook first (reinforcing Facebook’s importance as the first stop in your Internet surfing itinerary).
While some sites renamed “Like” to “Recommend” (after all, do you really want to “like” a story about
a disaster or tragedy?), the effort was adopted with stunning speed. Facebook’s “Like” button served up
more than one billion times across the Web in the first twenty-four hours, and over fifty thousand Web
sites signed up to add the “Like” button to their content within the first week.[73]

Facebook also offered a system where Web site operators can choose to accept a user’s Facebook
credentials for logging in. Users like this because they can access content without the hurdle of creating
a new account. Web sites like it because with the burden of signing up out of the way, Facebook be-
comes an experimentation lubricant: “Oh, I can use my Facebook ID to sign in? Then let me try this
out.”

Facebook also lets Web sites embed some Facebook functionality right on their pages. A single line
of code added to any page creates a “social toolbar” that shows which of your patrons are logged into
Facebook, and allows access to Facebook Chat without leaving that site. Site operators who are keen on
making it easy for patrons to summon friends to their pages can now sprinkle these little bits of Face-
book across the Web.

Other efforts allow firms to leverage Facebook data to make their sites more personalized. Firms
around the Web can now show if a visitor’s friends have “Liked” items on the site, posted comments, or
performed other actions. Using this feature, Facebook users logging into Yelp can see a list of restaur-
ants recommended by trusted friends instead of just the reviews posted by a bunch of strangers. Users
of the music-streaming site Pandora can have the service customized based on music tastes pulled from
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their Facebook profile page. They can share stations with friends and have data flow back to update the
music preferences listed in their Facebook profile pages. Visit CNN and the site can pull together a list
of stories recommended by friends.[74] Think about how this strengthens the social graph. While items
in the news feed might quickly scroll away and disappear, that data can now be pulled up within a Web
site, providing insight from friends when and where you’re likely to want it most.

Taken together, these features enlist Web sites to serve as vassal states in the Facebook empire.
Each of these ties makes Facebook membership more valuable by enhancing network effects, strength-
ening switching costs, and creating larger sets of highly personalized data to leverage.

Facebook: The Bank of the Web?

Those with an eye for business disruption are watching the evolution of Facebook Credits. Credits can be used
to pay for items, such as features and enhancements in video games or virtual gifts. Facebook shares Credits
revenue with application developers, taking a sizeable 30 percent off the top for acting as banker and transac-
tion clearing house. That’s a steep price to pay, but a unified standard may also prompt innovation since users
are far more likely to trust Facebook with their credit card than to register their card on multiple services run
by little-known app developers. As of July 2011, Facebook Credits are the mandatory in-game currency for all
developers on the service.

There are real bucks to be made from digital make-believe. Analysts estimate that in 2010, virtual goods racked
up an estimated $1.6 billion in U.S. transactions and $7.3 billion worldwide.[75] Zynga alone forks over tens of
millions each month for Facebook via virtual goods sales.[76] There are also an increasing number of ways to
pay for Credits. Facebook’s App2Credits effort lets firms offer Credits in ways that don’t involve a credit card, in-
cluding getting Credits as part of a card loyalty program, converting unwanted real-world gift cards into Face-
book Credits, or earning Credits for shopping or performing other online tasks.[77]

Credits were rolled out supporting fifteen international currencies and multiple credit cards. Transaction sup-
port is provided through a partnership with PayPal, and a deal with mobile payments start-up Zong allows
users to bill credits to their phone.[78] Credits can also be redeemed for vouchers that can be used to buy real-
world products and services offered via the Facebook Deals platform.[79]

All this banking activity leaves some wondering if Facebook might not have grander ambitions. The Financial
Times has referred to Facebook as being on the path to becoming “The Bank of the Web.”[80] Could Facebook
morph into an actual real-currency bank? A site that knows how to reach your friends might offer an easy way
to, say, settle a dinner tab or hound buddies for their Final Four pool money. This might also be a solid base for
even deeper banking links between users and all those firms Facebook has begun to leverage in deeper data-
sharing partnerships. This may be something to think about, or perhaps, to bank on!

8.1 Open Graph and Privacy Controversy
The decision to launch many of the new Open Graph features as “opt-out” instead of “opt-in” immedi-
ately drew the concern of lawmakers. Given the Beacon debacle, the TOS controversy, and Google’s
problems with Buzz (see Chapter 14), you’d think Facebook would have known better. But within a
week of Open Graph’s launch, four U.S. senators contacted the firm, asking why it was so difficult to
opt out of the information-sharing platform.[81] Amid a crush of negative publicity, the firm was forced
to quickly roll out simplified privacy management controls.

Facebook’s struggles show the tension faced by any firm that wants to collect data to improve the
user experience (and hopefully make money along the way). Opt-out guarantees the largest possible
audience and that’s key to realizing the benefits of network effects, data, and scale. Making efforts opt-
in creates the very real risk that not enough users will sign up and that the reach and impact of these
kinds of initiatives will be limited.[82] Fast Company calls this the paradox of privacy, saying, “We want
some semblance of control over our personal data, even if we likely can’t be bothered to manage it.”[83]

Evidence suggests that most people are accepting some degree of data sharing as long as they know that
they can easily turn it off if they want to. For example, when Google rolled out ads that tracked users
across the network of Web sites running Google ads, the service also provided a link in each ad where
users could visit an “ad preferences manager” to learn how they were being profiled, to change settings,
and to opt out (see Chapter 14). It turns out only one in fifteen visitors to the ad preferences manager
ended up opting out completely.[84] Managers seeking to leverage data should learn from the examples
of Facebook and Google and be certain to offer clear controls that empower user choice.
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free rider problem

When others take advantage
of a user or service without
providing any sort of
reciprocal benefit.

crowdsourcing

The act of taking a job
traditionally performed by a
designated agent (usually an
employee) and outsourcing it
to an undefined generally
large group of people in the
form of an open call.

localization

Adapting products and
services for different
languages and regional
differences.

Busted on Facebook

Chapter 7 warned that your digital life will linger forever and that employers are increasingly plumbing the
depths of virtual communities in order to get a sense of job candidates. And it’s not just employers. Sleuths at
universities and police departments have begun looking to Facebook for evidence of malfeasance. Oxford
University fined graduating students more than £10,000 for their postexam celebrations, evidence of which
was picked up from Facebook. Police throughout the United States have made underage drinking busts and
issued graffiti warnings based on Facebook photos, too. Beware—the Web knows!

8.2 Open Graph and Strategic Concerns: Asset Strength, Free Riders,
and Security
Facebook also allows third-party developers to create all sorts of apps to access Facebook data. Face-
book feeds are now streaming through devices that include Samsung, Vizio, and Sony televisions; Xbox
360 and Wii game consoles; Verizon’s FiOS pay television service; and the Amazon Kindle. While
Facebook might never have the time or resources to create apps that put its service on every gadget on
the market, they don’t need to. Developers using Facebook’s access tools will gladly pick up the slack.

But there are major challenges with a more open approach, most notably a weakening of strategic
assets, revenue sharing, and security. First, let’s discuss weakened assets. Mark Zuckerberg’s geeks have
worked hard to make their site the top choice for most of the world’s social networkers and social net-
work application developers. Right now, everyone goes to Facebook because everyone else is on Face-
book. But as Facebook opens up access to users and content, it risks supporting efforts that undermine
the firm’s two most compelling sources of competitive advantage: network effects and switching costs.
Any effort that makes it easier to pack up your “social self” and move it elsewhere risks undermining
vital competitive resources advantages (it still remains more difficult to export contacts, e-mails, pho-
tos, and video from Facebook than it does from sites supporting OpenSocial, a rival platform backed by
Google and supported by many of Facebook’s competitors).[85] This situation also puts more pressure
on Facebook to behave. Lower those switching costs at a time when users are disgusted with firm beha-
vior, and it’s not inconceivable that a sizable chunk of the population could bolt for a new rival (to
Facebook’s credit, the site also reached out to prior critics like MoveOn.org, showing Facebook’s data-
sharing features and soliciting input months before their official release).

Along with asset weakening comes the issue of revenue sharing. As mentioned earlier, hosting
content (especially photos and rich media) is a very expensive proposition. What incentive does a site
have to store data if it will just be sent to a third-party site that will run ads around this content and not
share the take? Too much data portability presents a free rider problem where firms mooch off Face-
book’s infrastructure without offering much in return. Consider services like TweetDeck (now owned
by Twitter). The free application allows users to access their Facebook feeds and post status up-
dates—alongside Twitter updates and more—all from one interface. Cool for the user, but bad for
Facebook, since each TweetDeck use means Facebook users are “off-site,” not looking at ads, and hence
not helping Zuckerberg & Co. earn revenue. It’s as if the site has encouraged the equivalent of an ad
blocker, yet Facebook’s openness lets this happen!

Finally, consider security. Allowing data streams that contain potentially private posts and photo-
graphs to squirt across the Internet and land where you want them raises all sorts of concerns. What’s
to say an errant line of code doesn’t provide a back door to your address book or friends list? To your
messaging account? To let others see photos you’d hoped to only share with family? Security breaches
can occur on any site, but once the data is allowed to flow freely, every site with access is, for hackers,
the equivalent of a potential door to open or a window to crawl through.

Social Networking Goes Global

Facebook will eventually see stellar growth start to slow as the law of large numbers sets in. The shift from
growth business to mature one can be painful, and for online firms it can occur relatively quickly. That doesn’t
mean these firms will become unprofitable, but to sustain growth (particularly important for keeping up the
stock price of a publicly traded company), firms often look to expand abroad.

Facebook’s crowdsourcing localization effort, where users were asked to look at Facebook phrases and
offer translation suggestions for their local language (see Chapter 7), helped the firm rapidly deploy versions in
dozens of markets, blasting the firm past MySpace in global reach. But network effects are both quick and
powerful, and late market entry can doom a business reliant on the positive feedback loop of a growing user
base.
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And global competition is out there. Worldwide, Facebook wannabes include Vkontakte (“in contact”), Russia’s
most popular social networking site; Google’s Orkut (which is tops in Brazil, although Facebook’s gaining there,
too); and Renren (formerly Xiaonei), which is said to have registered 90 percent of China’s college students.

China is proving a particularly difficult market for foreign Internet firms. Google, eBay, Yahoo! and MySpace
have all struggled there (at one point, Rupert Murdoch even sent his wife, Wendi Deng Murdoch, to head up
the MySpace China effort). And don’t be surprised to see some of these well-capitalized overseas innovators
making a move on U.S. markets too.

While global growth can seem like a good thing, acquiring global users isn’t the same as making money from
them. Free sites with large amounts of users from developing nations face real cost/revenue challenges. As the
New York Times points out, there are 1.6 billion Internet users worldwide, but fewer than half of them have dis-
posable incomes high enough to interest major advertisers.[86] Worse still, telecommunications costs in these
markets are also often higher, too. Bandwidth costs and dim revenue options caused video site Veoh to block
access coming from Africa, Eastern Europe, Latin America, and some parts of Asia. MySpace already offers a
stripped-down Lite option as its default in India. And execs at YouTube and Facebook haven’t ruled out lower-
ing the quality of streaming media, file size, or other options, discriminating by region or even by user.

Making money in the face of this so-called “International Paradox” requires an awareness of “fast and cheap”
tech trends highlighted in Chapter 5, as well as an ability to make accurate predictions regarding regional
macroeconomic trends. Ignore a market that’s unprofitable today and a rival could swoop in and establish net-
work effects and other assets that are unbeatable tomorrow. But move too early and losses could drag you
down.

Concerns aren’t just financial; they’re also political and ethical. Facebook is officially banned in China (although
many Chinese have used technical work-arounds to access the site), and Zuckerberg is clearly interested in the
Chinese market. He spends an hour each day learning Chinese and has made several trips to China, as well.[87]

Facebook has discussed a partnership with China’s dominant search site, Baidu, but moving forward with an
effort that complies with China’s filtering requirements leaves executives conflicted. Some say even a cen-
sored Facebook would be a catalyst for Chinese democratic reform, while others see this as a compromise of
the firm’s belief in the power of exchange and promoting the free flow of information. Says the firm’s COO
Sheryl Sandberg, “There are compromises on not being in China, and there are compromises on being in Ch-
ina. It’s not clear to me which one is bigger.”[88]

K E Y  T A K E A W A Y S

< Facebook has extended its reach by allowing other Web sites to leverage the site. Facebook partners can
add the “Like” button to encourage viral sharing of content, leverage Facebook user IDs for log-in, and tap
a user’s friend and feed data to personalize and customize a user’s experience.

< These efforts come with risks, including enabling free riders that might exploit the firm’s content without
compensation, and the potential for privacy and security risks.

< Facebook Credits are a currency for use for virtual gifts and games. The service accepts multiple currencies
and payment methods; and while virtual goods have the potential to be a big business, some speculate
that Facebook may one day be able to develop a payments and banking businesses from this base.

< Global growth is highly appealing to firms, but expensive bandwidth costs and low prospects for ad
revenue create challenges akin to the free rider problem.
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Q U E S T I O N S  A N D  E X E R C I S E S

1. Cite effective examples you’ve seen of Facebook features on other Web sites (or if you haven’t seen any,
do some background research to uncover such efforts). Why do the efforts you’ve highlighted “work”?
How do they benefit various parties? Does everyone benefit? Is anyone at risk? If so, explain the risks.

2. Should Facebook be as open as it is? In what ways might this benefit the firm? In what ways is it a risk?

3. How can Facebook limit criticism of its data-sharing features? Do you think it made mistakes during
rollout?

4. What is TweetDeck? Why is a product like this a potential threat to Facebook?

5. Research OpenSocial online. What is this effort? What challenges does it face in attempting to become a
dominant standard?

6. Facebook has global competitors. What determines the success of a social network within a given
country? Why do network effects for social networks often fail to translate across national borders?

7. How did Facebook localize its site so quickly for various different regions of the world?

8. What factors encourage firms to grow an international user base as quickly as possible? Why is this a risk,
and what is the so-called “International Paradox”? What sorts of firms are at more risk than others?

9. List the pros, cons, and unknowns if Facebook were to seek a way for the Chinese government to allow its
expansion into China. What are the risks if the firm remains out of the country? What do you think the firm
should do?

9. IS FACEBOOK WORTH IT?

L E A R N I N G  O B J E C T I V E S

1. Discuss the factors related to Facebook’s valuation.
2. Understand why Microsoft might have been willing to offer to invest in Facebook at a higher

valuation rate.

It has often been said that the first phase of the Internet was about putting information online and giv-
ing people a way to find it. The second phase of the Web is about connecting people with one another.
The Web 2.0 movement is big and impactful, but how much money is in it?

While the valuations of private firms are notoriously difficult to pin down due to a lack of financial
disclosure, the $15 billion valuation Facebook received after accepting the fall 2007 Microsoft invest-
ment was rich, even when made by such a deep-pocketed firm.

But now that investment looks like a steal. The chart of Facebook’s estimated value has risen like a
hockey stick. On secondary markets for private shares, such as SharesPost and SecondMarket, Face-
book has traded at a value of $70 billion, and a Wall Street Journal report pegged the firm as possibly
worth $100 billion or more—a value that would put it ahead of tech giants like Amazon and Cisco.[89]

Adding fuel to the fire, shares of LinkedIn, one of the first widely anticipated social media IPOs and a
firm with a smaller reach than Facebook, nearly doubled in value the first day after it went public.

Facebook faces pressure to go public soon because under U.S. SEC rules, any private company
with more than 499 shareholders must disclose its financials, and an early 2011 investment in Facebook
by Goldman Sachs, made on behalf of multiple Goldman clients, prompted an investigation as to
whether or not Facebook had already crossed that threshold.[90] If a firm needs to make its financials
public (exposing details of its business to competitors), then why not go to the public markets and raise
money to grow faster? Raising more capital enables Zuckerberg to go on the hunt as well—hiring more
people, rewarding existing employees, building more data centers, expanding into new markets, and
acquiring firms. Facebook investor Peter Theil confirmed the firm had already made an offer to buy
Twitter (a firm that at the time had zero dollars in revenues and no discernible business model) for a
cool half billion dollars.[91]

When considering a firm’s value it’s also important to realize that just because the market is willing
to pay a high price for a firm’s stock doesn’t mean the firm is worth it. A firm’s stock price is supposed
to reflect the net present value of a firm’s future earnings, and unrealistic expectations can distort value.
Shortly after LinkedIn’s IPO, many questioned that firm’s sky-high valuation,[92] and the bubble period
before the crash of 2000 was fueled largely by excess euphoria over the prospects of high-technology
firms.
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FIGURE 8.4 Revenue per User (2011)

While Facebook has, at times, been the Web’s most visited destination, its user base generates far less cash on a
per-person basis than many rivals do, including only about one-sixth of Google’s per-user figure.[93]

Much remains to be demonstrated for any high Facebook valuation to hold over the long term. Face-
book is still a relative youngster. Its models are evolving, and it has quite a bit to prove. As the chart in
Figure 8.4 shows, Facebook still lags well behind many of its rivals in terms of revenue per user. Also
consider the uncertainty as the firm tries to leverage the social graph. According to Facebook’s own re-
search, “an average Facebook user with 500 friends actively follows the news on only forty of them,
communicates with twenty, and keeps in close touch with about ten. Those with smaller networks fol-
low even fewer.”[94] That might not be enough critical mass to offer real, differentiable value to paying
advertisers, and interest in deepening connections among users with “value-shallow” social graphs may
in part have motivated Facebook’s mishandled attempts to encourage more public data sharing. The
advantages of leveraging the friend network hinge on increased sharing and trust, a challenge for a firm
that has had so many high-profile privacy stumbles.

Even with uncertainty, though, Facebook’s growth thus far does seem to offer a lot of runway for
expansion. Up to this point all of Facebook’s solidly accelerating ad revenue has been derived from
serving ads on Facebook.com. But Google earns about 30 percent of its revenue from serving ads on
third-party Web sites, splitting the take with site operators (this is referred to as running an ad net-
work). If Facebook takes its targeting technology to the Web and creates its own ad network for other
Web sites to join, then that would have the potential to add more rocket fuel to the Facebook revenue
moon shot. Where else could Facebook go to seek profits? Zuckerberg has said that music and televi-
sion are social frontiers as well. Facebook TV, anyone? Facebook Radio?[95]

Steve Rubel wrote the following on his Micro Persuasion blog: “The Internet amber is littered with
fossilized communities that once dominated. These former stalwarts include AOL, Angelfire,
theGlobe.com, GeoCities, and Tripod.” Network effects and switching cost advantages can be strong,
but not necessarily insurmountable if value is seen elsewhere and if an effort becomes more fad than
“must have.” Time will tell if Facebook’s competitive assets and constant innovation are enough to help
it avoid the fate of those that have gone before them.

K E Y  T A K E A W A Y S

< Not all investments are created equal, and a simple calculation of investment dollars multiplied by the
percentage of firm owned does not tell the whole story.

< Microsoft’s investment entitled the firm to preferred shares; it also came with advertising deal exclusivity.

< Microsoft may also benefit from offering higher valuations that discourage rivals from making acquisition
bids for Facebook.

< Facebook has continued to invest capital raised in expansion, particularly in hardware and infrastructure. It
has also pursued its own acquisitions, including a failed bid to acquire Twitter.

< The firm’s success will hinge on its ability to create sustainably profitable revenue opportunities. It has yet
to prove that data from the friend network will be large enough and can be used in a way that is
differentiably attractive to advertisers. However, some experiments in profiling and ad targeting across a
friend network have shown very promising results. Firms exploiting these opportunities will need to have a
deft hand in offering consumer and firm value while quelling privacy concerns.
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Q U E S T I O N S  A N D  E X E R C I S E S

1. Circumstances change over time. Research the current state of Facebook’s financials—how much is the
firm “valued at”? How much revenue does it bring in? How profitable is it? Are these figures easy or
difficult to find? Why or why not?

2. Who else might want to acquire Facebook? Is it worth it at current valuation rates?

3. What motivation does Microsoft have in bidding so much for Facebook?

4. Do you think Facebook was wise to take funds from Digital Sky? Why or why not?

5. Do you think Facebook’s friend network is large enough to be leveraged as a source of revenue in ways
that are notably different than conventional pay-per-click or CPM-based advertising? Would you be
excited about certain possibilities? Creeped out by some? Explain possible scenarios that might work or
might fail. Justify your interpretation of these scenarios.

6. So you’ve had a chance to learn about Facebook, its model, growth, outlook, strategic assets, and
competitive environment. How much do you think the firm is worth? Which firms do you think it should
compare with in terms of value, influence, and impact? Would you invest in Facebook?

7. Which firms might make good merger partners with Facebook? Would these deals ever go through? Why
or why not?
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