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. the company now has
)00 Facebook fans, more than twice
at the start of the year. Now, says
dent Chris McCann, “We look at

o dozens of other major brands, including
rocter & Gamble, Starbucks, and Coca-Cola.
ly. large companies are running multimillion-
ad campaigns on Facebook. Startups, such as
the social-game maker Zynga and the daily-deal ser-
vice Groupon, are mounting similar though smaller
campaigns, and so are hundreds of thousands of local
businesses, such as fitness salons and photographers.
Facebook ads hauled in nearly $2 billion in revenues
last year, according to the business information service
eMarketer, and a leaked document belonging to inves-
r Goldman Sachs revealed that the privately. held
“ompany made a profit of about $500 million in the
me period. This year, revenues are on track to reach
%4 billion««making the $75 billion valuation investors
e placing on Facebook seem slightly less crazy.

Its @ stunning performance for a company many observ-
5 thought would never make much money, let alone
0me a major force in advertising. (We were Wrong, Itoo.
See “Socig Networking Is Not a Business,” technology

SV Advdugust 2008 It ¢ olounder and CEO Mirk

“ucketbery and his o Kecutives are just getting started

Chiet perating oflicer Sheryl Sandberg and David Fischer,
VICC prosident of advertising and global operations, intend
10 Create something quite different from the two dominant
f,\l‘\‘S\'I}M\wtlxnu{unlmv the search (or keyword) ads on
Google and the display (or banner and video) ads every
where else on the Interne

Most of the ads on Facebook today—little rect-
angles running down the right side of the page, each
holding a tiny image and up to 160 char 5 of text
barely hint at the huge bet Sandberg and Fischer are
making, Facebook aims to be not just a place to adver-
tise but an entirely new way to advertise—one that
uses the power of social networks to create and amplify
brand messages. In essence, the company is pushing
a highly charged version of word of mouth, long seen
as the most valuable of all marketing because people
view friends’ recommendations as more credible than
marketers’.

Conventional word of mouth reaches only a limited
number of people. Facebook, where each of an esti-
mated 600 million active users is connected to an aver-
age of 130 friends, changes all that by lending personal
recommendations enormous reach. After all, anything
a user does on the site can be broadcast automatically
to all that person’s friends. “This is in many ways the
Holy Grail of marketing: making your customers your
marketers,” says Sandberg, who joined Facebook in
early 2008 after building up Google’s ad sales opera-
tion from four people to 4,000. “For the first time, you
can do word-of-mouth marketing at massive scale.”

To put it another way, when we use Facebook we no
longer just view the ad; we become the ad. It’s a notion
that disturbs some people, especially as Facebook con-
tinues to challenge social norms about privacy and
use of personal data. Indeed, one reason advertisers
love Facebook is that ads can be precisely targeted to
specific audiences on the basis of their stated inter-
ests, location, “likes,” and much more. “A lot of data
is being harvested and monetized by Facebook and its
advertisers, but users have no idea,” says Jeff Chester,
executive director of a nonprofit digital-marketing
watchdog called the Center for Digital Democracy.
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Zuckerberg believes that these new, s

forms of marketing are the only way advertisers ¢ .
adapt to the increasingly social nature of the '"F“““rk
On average, users spend more than Six and a hall hnu“
2 month on Facebook, significantly more time than they
os—mostly because they are S0
engrossed in communicating with their {riends. There s
:m‘m\ph\‘i! contract in social media that people not be
interrupted by commercial pitches, just as it wmfld be
inappropriate to start hawking Tupperware without
warning at a dinner party, suggests Ted McConnell, a
former longtime P&G marketing executive wllx»'slll}’\v
executive vice president of digital for the Advertising
Research Foundation. This means the attention-grabbing
kind of image-based advertising that still dominates
television, magazines, and even major websites could
be an artifact of one-way broadcast media—which is to
say, all media that preceded the Internet.

On the Internet, not only can consumers talk back
to advertisers, but they can talk to each other about
products, services, and brands. Ford sought to harness
that kind of activity last year when it unveiled its 2011
Explorer sport utility vehicle not at an auto show but
on Facebook. “We wanted to avoid the traffic jam of the
auto shows,” says Scott Monty Ford’s head of social
media. The company put up a teaser page on Facebook,
with videos, photos, a sweepstakes to win a car, and,
on the day of the “reveal,” live chats with CEO Alan
Mulally and other executives. And it ran ads on Face-
book encouraging people to “like” the Explorer. The
result, according to the auto-website network Jump-
start Automotive Group: the share of SUV shoppers,
on Jumpstart sites who researched Fords jumped
52 percent, more than triple the increases other auto-
makers saw after spending $2.5 million apiece on
30-second televised Super Bowl ads.

Shiny New Object

spend on other major sites

What sets Facebook apart from online rivals, especially
Google, is that its advertising is aimed not at influenc-
ing immediate purchases but at branding, something
online ads have never done very well. “We’re not really
demand fulfillment, when you’ve already figured out
what you're going to buy—that’s search,” explains
Sandberg, bounding up to a whiteboard to circle the
bottom of a classic “marketing funnel” representin,
the stage at which a purchase is completed, Circling
the top half of the funnel, where consumers become
aware of brands and consider buying their products,
Btk o §

jemand generation, before ”

whe nddn ‘We're e
youaBtSOMELE on deliver on ther pl

qu:li "’f:'l:;" apture gignificant chunks of th :
advertising market from television, now the
:nnlunn for brand marketing Dway

chiel marketing officer at Krispy Kreme, for

ising Age that Facebook. st
| Advertising /I,f' CEDOOK., W
recently told

doughnut company has :
w' looks like a more attractive place

more than thre

no
than TV. ; :
It surely won’t move all its ads th

though. A lot of }’acchouk’s current adverti
thing but revolutionary. For one lhm_f 1
concedes that most of the ads aren’t yet
They may promote a brand or provide a
brand site, as other display ads do, but man
carry friends’ recommendations or even a
ton. What’s more, many of the ads aren’t even
branding; they merely try to get people to play a
or fill out an e-mail registration. Facebook’s zb
target audiences according to their interests and s
activities makes these ads attractive enough to direct
marketers, but it’s hardly unique: advertising networks
run by Google, Yahoo, and others distribute similar ads
to targeted audiences on thousands of websites.
Another challenge is that very few people click on
Facebook ads. The analytics firm Webtrends recently
estimated that these ads on average draw clicks only
once every 2,000 times they're viewed—about half
the industry average for display advertising. Though
ads with a friend’s name attract more clicks, the per-
formance is still nowhere near that of Google ads.
vs{hich on average get a click for every 50 times they'r
vxe_wed. That’s mostly due to the nature of search ads.
Wh{ch are served up to people who have often signaled
their readiness to purchase with the very words they
type into the search box. But the inescapable result is
g;itegoogle_still grossed more in a month in 2010 than
acebook did all year, even though people spent more
time on Facebook,
booilil: 1OW, many advertisers are embracing Face
G yway—the returns are good enough, and they
ON't want to be left behind. “Social media is 1€
shiny new object,” says Jascha Kaykas-Wolff, VP of

marketing for In i 2 o
help brands Volver, which supplies technology ©
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ﬂlnﬂll““w pletures 4.1.1 i (fl)‘”(;V,Lf kid Mgnmu wasted, or

..,.ponsurcd -“"‘"Y‘ on "“‘i‘jh"”k might turn out 1o
publish negative fuudl?:mk ’l‘mm a customer, “Buy an
- you don’t get to write it” Sandberg says, laughing
ol how such a pitch must sound to advertisers, Some
;ﬁﬂrkﬁ'm also want to be more creative with their ads
(han what’s permitted on .I‘ucchnnk, whose plain ad
Jesipns arc intended to avoid annoying users, “| would
Jike [ads] to be more cloquent and elegant,” says Seth
(reenberg, Intuit’s vice president of global media and
digital marketing.

If Facebook’s leaders hope to reinvent marketing in
(he age of social media, then, it’s clear they must stil]
pcrsuz\dc marketers—as well as the people those mar-
keters want to reach—that social marketing has real
value. But its early efforts to develop this new form of
marketing suggest how difficult this will be,

eriyac‘yﬁDebacle

On November 6, 2007, Mark Zuckerberg mounted
astage at a New York event space called Loft Eleven
and declared, “The next hundred years will be differ-
ent for advertising, and it starts today.” Engineers had
been working day and night on a “completely new way
of advertising online,” called Facebook Ads. Compa-
nies including Coca-Cola, Blockbuster, and CBS had
already signed on. Advertisers would be able to set
up free brand pages enabling people to become their
“fans.” “Social ads” would combine actions posted by
Facebook members, such as a purchase or a restau-
rant review, with the advertiser’s message. And a sys-
tem called Beacon would post on the news feeds of a
logged-in Facebook user’s friends whenever that user
100k an action on some 40 other websites, such as buy-
ing a movie ticket on Fandango or listing an item for
sale on eBay,

Peaple could opt out of Beacon on these individual
Partner sites, but that wasn’t enough to prevent a wave
o outrage from privacy advocates and users. Some
Were furious, for example, to find their gift purchases
brgadcast to recipients. Coke, among other advertisers,
Uickly bowed out of Beacon. Within a month of the
“Mnouncement, Zuckerberg apologized and changed the
System g give users more control over how their actions
"¢ ttacked, But the fallout was a big blow to Face-
1l b strategy of using participants’ activitfes to target
e ek 0
by the end of 2008, according to published a o

Were dwarfed by those of its rival MySpace, whos

Case 6-1 Facebook 473

banner ads and flashy homepage takeovers were widely
estimated to have grossed $600 million.

Nonetheless, Facebook kept focusing on ads that
tapped its social graph, the term Zuckerberg used to
describe the way relationships on the site could be
mapped. It even gave users a chance to click thumbs-
up or thumbs-down buttons on ads. In August 2008 the
company launched “engagement ads,” which prompted
users to comment, sign up as a Facebook fan of the
advertiser, or take part in a poll; those actions would
show up in friends’ news feeds. Those ads were slow
to catch on, but in 2009 Facebook added other fea-
tures for marketers. Among them was a new design for
brand pages that made them look more like user profile
pages—implicitly turning brands into peers.

These efforts increased Facebook’s appeal to mar-
keters without antagonizing users. After attending a
January 2010 meeting between venture capitalists and
P&G executives, David Hornik, a partner with August
Capital, wrote that P&G had come to view Facebook as
a “must-have for digital advertising and brand build-
ing” for which it was “willing to pay dearly.” The fol-
lowing month, in a powerful sign that Facebook was
putting all its chips on social ads, the company not
only ended its three-year-old banner-ad deal with
Microsoft but announced that it would stop running
generic banner ads, saying that “ad formats that feature
social actions perform better and provide a better user
experience.”

Now that advertisers were warming to Facebook,
the company needed to build up its sales operation,
and fast. So in March 2010, just as it overtook Google
as the Web’s most visited site (according to the market
watcher Hitwise), the company hired Fischer for its top
sales job—Iluring him away from Google, where he had
been Sandberg’s deputy and then her successor. One
key task: attracting sales talent to Facebook’s famously
geeky culture. Fischer has since expanded international
offices and brought the company’s sales force to more.
than 500 people.

Meanwhile, that April Facebook made its most
ambitious attempt yet to spread its vision: Zuckerberg
announced Open Graph, a set of technologies that he
called “the most transformative thing we’ve ever done
for the Web.” Open Graph would integrate other partici-
pating sites with Facebook in an entirely new way. In par-
ticular, the company revealed that it was making the Like
button available to any other site that wanted to add it; a
page a user “liked” on any of those sites would generate
alink to be shared with friends in that person’s Facebook
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