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The Rising Influence of Social
Media, as Reflected by Data
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Learning Outcomes
After reading this article, you will be able to:

« See the marketing relevance of a gencration that has grown
up with social media as @ customary mode of interaction.

« Discern the value in looking to industry leaders for models
of marketing strategies.

« Discuss how the modern configuration of wepcial” is being
approached by Jeaders in the business world.

recent study found that in 2013, 75% of higher edu-

cation smdents used social media in their process of

deciding where to enroll. There were several articles
an this, most highlighting the growing use of social media in
the higher ed sector, but the point missed by many is thar this
stat is more indicative of demographics than seclul. Yes, social
media has had a huge impact on higher education process, pro-
viding new ways for institutions to connect and engage with
current and prospective students, bul it makes perfect sense that
this age group. for whom social media has existed for as long
as they can remermber. would he most likely Lo conduct their
research via social platforms. But it isn't just their future educa-
rion this relates to. IU's everything. The shoes they're going 10
buy, the movies they're guing to watch, places they'rc going
lo visil—social media is where the next generation do their
research, on all decisions. And thiz reliance o0 social as their
o0-L0 resouree 1s oily going [0 grow.

This Is What They've Learned

The increasing reliance on social media can somedmes be
missed when looking at the effectiveness of social as a busingss

platform, Many still see it as fun, as a platform for kids Lo shar
updates about what they had for dinner or pictures of them
selves puuting in the sul. But amidst those interactions, hiabit
develop, learned processes. and those actions become part €
what they do, of how they live. in a wider sense. The best comr
parison is the Internei=twenty-five years ago. the Tntemet wi
a slow. clunky, dial-up service. At that time, many of us we!
psing DOS prompts Lo navigate our own PCs, let alone hay
any sort of rational functionality on the weh. But as the Inte
net developed. people started to use it more—you'd check i
something on yahoo!, you created a Hotmail account, may
you even used & mussaze hoard to voice your thoughts. O
Lime. these things become part of your normal process till eve
tually you can't imagine how you ever 2ot by without the
You don't send letters anymors, right? Young people these d:
don't make phone calls at anywhere near the same rate. |
thee next peneration, spcial media has always hueen—it's @
of huw they've grown, how they've learned 10 interact. See
siats like 73% of students are using social media for researc
not only expected. it underlines the bascline trends highligh
by every study and every research paper looking at the 1my
of social on the global communications landscape.

Slower Growth Is Still Growth
This is also what's interesting about seeing reports of
book's slowdown in youth demographics or Twitter's i
with attracting new URCTS { somewhat alleviated by their |
results), While youth fake-up has siowed, the fastest 2
ing user-bases are in older demographic groups. This n
ense—iive years ago, o large proportion of the 25-34 d
sraphic were in the 18-24 category. Logically, as gener:
move through, you'd expect those high adoption rates fro
younger brackets 10 continue Lo spread through into the
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ticrs, as those people continue using the platforms they've
hecome aligned to. Slowing growth rates in youth catego-
ries generally reflect that they're hitting peak rake-up, its the
increases among older demographics that represent the more
important aspect for the furre of social business. Mare gen-
erations active on social means more businesses heading there
to reach them——and more businesses utilising social, leads to
more of their comperition doing the same. Rolling increases in
user growth rates underline the need to take social seriously,
and to initiale yourself and vour business to the opportunitics in
the wider social space.

Look to Industry Leaders

While the numbers all indicate that social media isn't a fad
and that social business 18 going to become a crucial part of
all markening srategies moving forward, there are stll many
businesses who aren’t vet ready to allocate the time or money
o undertake the necessary learning and monitoning of social
plarforms. Yes, it takes some time 1o understand, and yes, there
will be additional requirements, in terms of posting, interact-
ing and listening. Bul if the trends aren’t enough to sway you,
mayvbe you should look to how social is being approached by
leaders in the business world. As of 2013, 77% of Fortune
500 companies maintain an active Twitter presence. 705 have
Facebook profiles, 64% have YouTube accounts. That is a huge
amount, and while you could surmise that a Fortune 300 busi-
ness would have more money to allocate o new media, you can
also be assured that they wouldn’t do so without good reason.
ROT ramains a contentious point, one which marketers are still
trying to clearly define, but one aspect that cannot be ignored
is the numbers—the data sugpests social business is only going
to become more mmportant. It's not going to go away, you're
not going Lo see socizl media switch off and people revert back
to phones and faxes, Do you think the Internet’s going away?

Imagine what it would do to your business if it did? In a few
years' time, you'll likely 1o be looking at social in the exact
same way. t

Critical Thinking

1. If wi can trust the overwhelming indications that social
media is not a fad. why are so many businesses reluclant Lo
allocate ime and mangy to learn how 1o exploir it?

2. What demographic considerations are most imporiant for the
fumre of social businass, and why?
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Learning Outcomes
After reading this article, vou will be able to:

« Identify, from a marketing perspective, some of the major
shorlcomings of current technology.

= Discuss how the degree of sophistication in an algorithm
can affeet is usefulness in brand promaotion.

* Enumerate what DeMers calls the *four elements of any
action,”

= Revognize that basic psychologival concepls are always
applicable o social media marketing,

ith marketing analytics software so pervasive, mar-

keting professionals have the power o monitor

everything on 4 business’s social media accounts.
How many retweets did a post get? Did customers favorite
or reply o il? Thanks (o automatic alerls, like Google Alerls,
staff can also know immediately when their business gets men-
tioned, allowing them to take action if necessary.

Ohne major shorteoming with current technology, however,
is 1ts inahility o accorately detect context in human behav-
wr, As the Washingron Post recently pointed out, some busi-
nesses are relying on natural language processing soflware
10 sift through millions of social media posts being zener-
ated each day, While this technology is effective in pinpoint-
ing mentions of kevwords specificd by a wser, 1L lacks the
human rouch. To correct this, developers are now relying
on psychological principles to develop more sophisticated
algorithms.

The Human Touch

If your business relies on technology like alerts, the W
Foxt article points out the weakness in depending on
to find instances of a brand's mention. You may b
every time your brand name s mentioned online, hu
know when someone misspells vour name or uses the
ated version of vour name?

Technology will never replace the human ability
meaningful data from volumes of information. It a hu
to sift through each post and identify only those 1
pertain to him, he'd likely pull oul more than he'd |
thought. The same applies 1o brands and social medis
might think it only needs to be alerted when some:
tions it or a competitor by name, but what about a T
that misses a post along the lines of, “Looking fora g
to eat fonight. Any sugeestions™ As technology
brands can expect more sophisticated algorithms to at
challenges.

Contextual Sifting

Another shonfall for technology-based searches is
A complaint from a social media user who 15 consta
plaining about companies online carries less weigl
complaint from a social media user whose posts are
positive or neutral, Companies are often required to d
it & user's profile o determine if a post will be ta
seriously by the poster’s followers,

Current technology also lacks the ability w dete
personality traits like sarcasm: posts tend 1o be raker
Because of this, if an algorithm is set 1o extract any
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Posts On a company. it may miss 4 post stating that someone
“Really loved the experience™ at a particular establishment, fol-
lowed by 4 hashtag stating that the company sucks, Over dme,
developers will be required 1o enbance software to address
that, as well.

Different Platforms

Another area of context that puses problems for cusrent tech-
nelogy is the context surrounding the platform through which
posts are made. As 1 pointed out in my post Twiller vs. Face-
book: How Do They Compare?, cach social media site has its
own unigue uses. Facebook tends to connect users with people
they know personally, while Twitter allows more anonymity,
Facebook also tends to be more of @ way to capure snippets
of people’s lives, while Twitter 15 4 great way to keep up with
news and celebrities outside of a person’s life.

These major differences have an impact on how users
respond 1o marketing messages. A Twitter user will likely huve
completely different expectations {or his newsleed than a Face-
book user, When your muarketing message is scattered among
fumnily vacation photos and forwarded recipes on Facchook, it
might he perceived differemtly than il would on Twitter, where
it"s more likely to be surrcunded by links ro articles of interest

and photos of celebrities.
p Chnﬂy“j “4Le

rign?t

Algorithms vs. People o=
What algorithms miss today will likely be solved in the ncar
future. Still, the human ability to reason is difficult to duplicare.
Many users don't even realize that they filter their perceptions
Rased on the medinm through which they receive communica-
tion. Even a savvy marketer may recognize and address the dit-
ferences between Facebook and Twitter without putting those
differences into words, Posts are simply tweaked to address the
separate andiences and adjusted as responses are caleulated

Even il algorithms are tweaked to directly address these
issues, professionals need to tweak their own thinking.
Whether reaching out to users on Facchook, Twitter, [nstagram,
Pinterest, Vine, or one of the other many social media outlets,
businesses must consider the platform and its users, adjusting
messages o ensure users will respond Lo them,

Understanding Customer
Motivations

Une way businesses can better reach customers is to develop
an understanding of why costomers interact the way they do.
As Twrote in my article “The Four Elements of Any Action,
And How To Use Them In Your Online Marketing Tnitiative,”

g

there arc four clements that define any action a person takes,
and those elements apply to social media. They are

+  Opportunily
- Ability

* Incenlive

= Willpower

When a business initiates a social media marketing cam-
paign, it immediately addresses the first of those four clements,
opporunity. I a customer isn't first aware of a business’s
existence, that customer can’t take action, Ability is a little
mere challenging for husinesses, since social media sites don’t
make it easy for users (o click to pwchase an ilem or service.
ClickMeeting blogger Agnes Jorwiac suggests providing an
array of access points that “involves a mash-up of the three
hasic learning styles; visual, audio, und kinestheric”

Once a customer is aware of your business and able to easily
arder from you, that customer must have an incenlive o take
action, What will have the power Lo lure social media users
away from their newsfeeds, ideally o make a purchase? Onee
u customer has been lured away, it’s important to feed into the
fourth element, willpower, which prompis a person o over
come barriers to completing & sk, In the social media mar-
keting world, this means your shopping and checkout process
should be so straightforward and challenge-free. vour custom-
ers carry through until the end,

A Call to Action

Underneath all of these psychological factors is the fact that
businesses must incite & call to action from customers to be
successtul, Simply posting about your great product may build
awareness, bul il won't result in any ROL Customers should
feel compelled 1w click on links within your photos and text
and, once they've clicked, to take the action you're requesting,
whether it's enjoying savings using a coupon or signing up for
an ec-mail newsletter.

1F vou want something, don’t be afraid 1o ask, Small things
like asking customers o like, share, or retweet an item can
migke u difference in your results. In fact, an independent study
by SecialBakers found that simply asking followers (o retweer
led to a greater response rate than when a post didn't reguest
that action. If you provide an incentive for sharing like an entry
in a contest, you'll see even betler results,

Social media marketing is still a relatively new field.
but basic psychological concepts still apply. The hest way
to succeed in reaching your custemer hase is to bagin o see
things as they do. Study your online results and make notes on
which hehaviors get the best response and soon, you'll have a
roadmap for getting better resulis.
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How Google Dominates Us
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Learning Outcomes
After reading this article, you will be able to;

* Understand how Google. Facchook, and other sites collect
demographic and behavioral data about their users.

* Understand the trade-offs between advantages and risks of
sharing information on social networks.

* Understand how you pay ta visit the most popular websiles
through the sule of vour preferences to advertisers.

* Articulate Google's business model and, in particular, the
model of making money by giving away service for free,

weels Alain de Botton, philosopher, author, and now
online gphorist:

The logical conclusion of our relationship to com-
puters: expectantly to type “what is the meaning of my life”
inte Google,

You can do this, of course. Type “what is th” and faster than
vou can find the ¢ Google is sending choices hack at vou: what
15 the clond? what is the mean? whar is the american dream?
what is the illuminari ? Google is trying o read your mind. Only
it's not your mind, It's the World Brain. And whatever that is,
we know that a twelve-year-old company based in Mountain
View, Californiw, is wired into it like no one else.

Google iv where we o for answers, People used o go alse-
where or, more likely, stagger along not knowing. Mowadays
you can’t have a long dinner-table argument about who won
the Oscar for that Neil Simon movie where she plays an actress
who doesn’t win an Oscar: ar any moment someone will pull
out @ pocket device and Google it. If you need the art-history
meaning of “picturesque,” you could find it in The Book of
Answers, compiled two decades ago by the New York Public
Library’s reference desk. but you won'L Part of Google's mis-
siom 1% to make the books of answers redundant (and the refer-
ence librarians, o). “A hamadryad is & wood-nymph, also a

poisonous snake in India, and an Abyssinian baboon,” says the
narrator of John Banville's 2009 novel, The Mnfinities. “It takes
a god to know a thing like that.” Not anymare,

The business of finding facts has been an important gear in
the workings of human knowledge, and the technology has just
been upgraded from rubber band to nuclear reactor. No won-
der there’s some confusion ahout Google’s exact role in that—
along with increasing fear about its power and its intentions.

Muost of the time Google does not actually have the answers.
When people say, “I looked it up on Google,” they are com-
mitting a selecism. When they wy to erase their embarrassing
personal histories “on Google,” they are barking up the wrong
tree. 1t 1s seldom right 1o say thar anything is true “according
to Google” Google is the oracle of redirection. Go there for
“hamadryad,” and it points vou to Wikipedia. Or the Free Online
Dictionary. Or the Official Hamadryad Web Site (it's a rock
band. oo, wouldn’t you know). Google defines its mission as
“to organize the world's information,” not L possess it or accu-
mulate it, Then again, a substantial portion of the world's printed
hooks have now been copied onto the company's servers, where
they share spuce with millions of hours of video and detailed
multilevel imagery of the entire globe, from satellites and from
its squadrons of roving street-level cameras. Not to mention the
great and growing trove of information Google possesses regard-
g the interests and behavior of, approximately, everyvone.

When 1 say Google “possesses™ all this information, that's
not the same as owning it. What it means to own information is
very much in flux,

In barely a decade Google has made itself’ a global brand
bigger than Coca-Cola or GE: it has created more wealth faster
than any company in history; it dominates the information cco-
nomy. How did that happen? It happened more or less in plain
sight. Google has many secrets but the main ingredients of its
success have not been secret at all, and the business story has
already provided grist for dozens of books. Steven Levy's new
aceount, M the Plex, 15 the most authoritative 1o date and in
many ways the most entertaining. Levy has covered personal
computing for almost thirty years, for Mewsweek and Wired and
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in six previous books, and has visited Google's headquarters
periodically since 1999, talking with its founders, Larry Page
and sergey Brin, and, as much as has heen possible for a jour-
nalist, vhserving the company from the inside. He has been
able to recard some provocative, if slightly self-conscious, con-
versations like this one in 2{04 about their hopes for Google:

“It will be included in people’s brains” said Page. *“When
you think about something and don't really know much about
it, you will automatically get information.”

“That's true,” said Brin. “Ultimately I view Google as a way
o augment your brain with the knowledge of the world. Right
now you go into your computer and type a phrase, but you can
imagine that it could be easier in the future, that you can have
just devices you talk into, or you can have computers that pay
attention to what's going on around them, , | 7

... Page said, “Eventually vou'll have the implant, where if
you think about a fact, it will just tell you the answer,”

In 2004, Gooele was sall a privare company, five vears old,
already worth 325 billion. and handling about 85 percent of
Internet searches. Tts single greatest innovation was the algo-
rithm called PageRank, developed by Page and Brin when they
were Stanford graduate students running their research project
frem a computer in a derm room. The problem was that most
Internet searches produced useless lists of low-gquality results.
The solution was a simple idea: to harvest the implicil knowl-
edge already embodied in the architecture of the World Wide
Web, organically evolving.

The essence of the Web is the linking of individual
“pages” on websites, one to another. Every link represents a
recommendation—a vote of mterest, if not quality. So the algo-
rithm assigns every page a rank, depending on how many other
pages link to it Furthermore, all links are not valued equally.
A recommendation is worth more when it comes from a page
that has a high rank itself. The math iso't trivial—PageRank is
a probability distribution, and the calculation is recursive, cach
page’s rank depending on the ranks of pages that depend . . . and
s0 on. Page and Brin patented PageRank and published the
details even before starting the company they called Google,

Most people have already forgotten how dark and unsign-
posted the Internel once was. A user in 1996, when the Web
comprised hundreds of thousands of “sites” with millions of
“pages,” did not expect to be able to search for “Olympics™ and
automatically find the official site of the Atlanta games. That
was too hard a problem. And what was a search supposed ta
produce for a word like "university™? AltaVista, then the lead-
ing search engine, offered up a seemingly unordered list of aca-
demic instimtions. topped by the Oregon Center for Ophics.

Levy recounts a conversation between Page and an AltaVista
enginger, who explained thal the scoring system would rank a
page higher if “university”™ appeared multiple imes in the head-
line. Alta Vista seemed untroubled that the Qregon center did

not gualify a< a major university. A conventional way
universities would be to consull experts and assess mea
quality: graduate rates, retention rates, test scores. The
approach was to trust the Web and its numerous links, fo
and for worse.

PageRank is one of those ideas that seem obvious
fact. But the business of Internet search, young as it w
fallen into some rigid orthodoxies. The main task of
engine seemed to be the compiling of an index. Peop
rally thought of existing technologies for organizing the
information, and these were found in encyelopedias
tionarics. They could see that alphabetical order was &
become less important, but they were slow to apprecs
dynamic and ungraspable their target, the Internet,
Even afler Page and Brin flipped on the light switch, mé
panies continued to wear blindfolds.

The Internet had entered its first cxplosive phase, ba
then bust for many ambiticus startups, and one thing =
knew was that the way to make money was to attract 2=
users. The buzzword was “portal”—the user’s point @
like Excite, Go.com, and Yihoo—and portals could ne
maoney by rushing customers into the rest of the Internet.
iness” as Levy savs, "was the most desired metric in
at the time." Portals did not want their search functioss
too good. That sounds stupid, but then again how did &
intend to make money when it charged users nothing?
interface at first was plain, minimalist, and emphatics
of advertising—naothing but a box for the user to type &
[ollowed by two buttons, one to produce a list of resnlts
with the famously brash tag “I'm feeling Iucky”

The Google founders, Larry and Sergey. did eves
their own way. Bven in the unbuttoned culture of Silicos
they stood out from the start as originals, “Montessos
{per Levy), unconcerned with standards and proprieties)
ing big red gym halls over office chairs, deprecating ors
tion charts and formal titles, showing up for business me
in roller-blade gear. Tt is clear from all these books the
believed their own hype; they believed with moral fes
the primacy and power of information. (Sergey and
not invent the company's famous motto—"Ton't be evil®
they embraced it, and now they may as well own i)

As they saw it from the first, their mission encompass
just the Internet but all the world’s bocks and images, too
Google created a free e-mail service—Gmail—its comp
were Microsoft, which offered users rwo megabyies of &
of their past and current e-mail, and Yahoo, which offers
megabytes, Google could have trumped that with six o
instead it provided 1.000—a gigabyte. It doubled that
later and promised “to keep giving people more space fol

They have heen relentless in dnving compuler 2
forward. Google Translate has achieved more in m
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iranslation than the rest of the world’s artificial intelligence
experts combined. Google's new mind-reading type-ahead
fearure, Google Instant, has “to date” (boasts the 2010 annual
report) “saved gur Users aver 100 billion keystrokes and count-
ing.” (If you arc seeking information about the Gobi Desert,
for example, you reccive results well before you type the wiord
“desert”)

Somewhere along the line they gave people the impression
that they didn’t care for advertising—that they scarcely had a
husiness plan at all. In fact it's clear that advertising was fun-
damental to their plan all along. They did scorn conventional
marketing, however; their arritude seemed to be that Google
would market itself. As, indeed, it did. Cloogle was a verband a
meme. “The media seized on Google s a marker of a new form
of behavior,” writes Levy.

Endless articles rhapsodized aboul how people would
Google their blind dates to get an advance dossier or how they
would type in ingredicnts on hand 1o Google a recipe or use
a telephone number to Google a reverse lookup. Columnists
shared their self-deprecating tales of Googling themselves. . . .
A contestant on the TV show Who Wants to Be a Millionaire?
arranged with his brother w tap Google during the Phone-a-
Friend lifeline. . . . And a fifty-two-year-old man suffering
chest pains Googled “heart attack symptoms” and confirmed
that he was suffering 4 coronary thrombasis,

Google's first marketing hire lasted a matter of months in
1999: his experience included Miller Beer and Tropicana and
his proposal involved focus groups and television commer-
cials. When Doug Edwards interviewed for a job as marketing
manager later thar year, he understood that the key word was
wyiral " Edwards lasted guite a bit longer, and now he's the firsl
Google insider Lo have published his memoir of the experience.
He was, as he says proudly in his subtitle to I'm Feeling Lucky,
Google employee number 59. He provides two other indica-
rors of how early that was: so early that he nabbed the e-mail
address doug® google.com: and so early that Google's entire
server hardware lived in a rented “cage.”

Less than six hundred square feet, it felt like a shotgun shack
blighting a neighborhood of pated mansions. Every squarc inch
was crammed with racks bristling with stripped-down CPUs
|central processing uniis|. There were twenty-one tacks and
more than fifteen hundred machines, each sprouting cables like
Play-Doh pushed through a spaghetti press, Where other cages
were right-angled and inorganic, Google's swarmed with life, a
giant termite mound dense with frenetic activity and intersect-
ing Curves.

Levy got a glimpse of Google's dara slorage a bit fater and
remarked, “If you could imagine a male college freshman made
of gigabytes, this would be his dorm.”

Mot anymore. Google owns and operales @ constellation of

- L ades Bee windowless

structures, resembling atrerafl hangars or power plants, some
with cooling towers, The server farms stockpile the exabyles
of information and operate an array of staggeringly clever tech-
nology. This is Google's share of the cloud (that notional place
where our data live} and it is the Tion's share.

How thoroughly and how radically Google has already
transformed the information economy has not been well undsr-
stond, The merchandise of the information economy is not
information: it is attention. These commaodities have an inverse
relationship. When information is cheap. altention becomes
expensive. Attention is what we. the users, give to Google, and
our attention is what Google sells—concentrated, focused, and
crystallized,

Google’s business 15 not sparch but advertising. More than
96 percent of its $29 billion in revenue last year came directly
from advertising, and most of the rest came from advertising-
related services. Google makes more from advertising than all
the nation’s newspapers combined. It's worth understanding
precisely how this works, Levy chronicles the development of
the advertising engine: a “fantastic achievement in building a
money machine from the virlual smoke and mirrers of the Inter-
et Tn The Googlization of Everything fand Why We Should
Worry ), a book that can be read as a sober and admonitory com-
panion, Siva Vaidhyanathan, a media scholar at the University
of Virginia, puts it this way: “We are not Google's customers:
we are its product. We—our fancies, fetishes, predilections, and
preferences—are what Google sells to advertisers.”

The evolution of this unparalleled money machine piled one
brilliant innovation atop another, in fast sequence:

1, Early in 2000, Google sold “premium sponsored links™;
simple rext ads assigned 1o particular search terms,

A purvevor of golf balls could have its ad shown to
everyone who searched for “golf” or, even better, “golf
balls.” Other search engines were already doing this.
Following tradition, they charged geeording o how
many people saw each ad. Salespeople sold the ads to
big accounts, one by onc.

2. Late that year, enginecrs devised an automared self-
service system, dubbed AdWords. The opening pitch
went. “Have a credit card and 5 minutes? Gel your ad
on Google today,” and suddenly thousands of small
husinesses were buving their first Internet ads.

3. From a shert-lived startup called Go To (hy 2003 Google
owned it) came two new ideas. One was to charge per
click rather than per view. People who click on an ad for
olf balls are more likely to buy them than those who
simply sec an ad on Google’s wehsite. The other idea
was to let advertisers bid for keywords—such as “rolf
ball"—against one another in fast online auctions. Pay-
per-click auctions opened a cash spigot. A click meant
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a successful ad, and some adverlisers were willing to
pay more for that than a human salesperson could have
knovan, Plainails' lawyers seeking clients would bid as
much as fifty dollars for a single click on the keyword
“mesothelioma’™—the rare form of cancer causcd by
ashestos.

4, Google—monitoring its users’ behavior so
systematically—had instant knowledge of which ads
were succeeding and which were not, It could view
“click-through rates™ us a measure of ad quality. And in
determining the winners of auctions, il began (o consider
not just the money offered but the appeal of the ad:
an effective ad, gelling lots of clicks, would get better
placement.

Now Google had a system of profitahle eyeles in
place, posilive feedback pushing advertisers to make
more effective ads and giving them data to help them
do it and giving users more satisfaction in clicking on
ads, while punishing noise and spam, “The system
enforced Google's insislence thal advertising shouldn™t
be a transaction between publisher and advertiser bul
a threc-way relationship that also included the user,”
writes Levy. Hardly an equal relationship, however,
Vaidhvanathan sees it as exploitative: “The Googlization
of everything entails the harvesting. copying,
agpregating. and ranking of information about and
contributions made by each of us.”

By 2003, AdWords Select was serving hundreds of
thousands of advertisers and making so much money
that Google was deliberating hiding its success from the
press and fram competitors. Bul it was enly a launching
pad for the next brilliancy.

5. So far. ads were appearing on Google's scarch pages,
disereet in size, clearly marked, at the top or down the
right side. Now the company expanded its platform
outward, The aim was to develop a form of artificial
intelligence that could analyze chunks of text—websites,
blogs, e-mail, hooks—and match them with keywords,

fith two billion Weh pages already in its index and with
its close tracking of user behavior, Google had exactly
the information needed to tackle this problem. Given a
wehsite (or a blog or an e-mail), it could predict which
advertisements would be effective.

This was, in the jargon, “content-targeted advertising.” Googla
called its program AdSense. For anyone hoping to—in the
jargon—"monetize” their content, it was the Holy Grail. The
biggest digital publishers, such as The New York Times, quickly
signed up for AdSense, letting Google handle growing portions
of their advertising business. And so did the smallest publishers,
hu the millione—so orew the “lone tail™ of possible advertisers.

down to individual bloggers. They signed up because
were so powerfully, measurably productive, "Google co
the advertising world with nothing more than applis
ematics,” wrote Chris Anderson, the editor of Wired, *
pretend to know anvthing about the culmre and conver
advertising—it just assumed that better data, with better
cal tools, would win the day. And Google was right.” Ney
and other traditional media have complained from fme
about the arrogation of their content, but it is by absor
world’s advertising that Google has become their most
tive competitor.

Like all forms of artificial intelligence, targeted ad’
has hits and misses. Levy cites a classic miss: a gory A
Poxt story aboul a body dismembered and stuffed in a
bag. accompanied on the Post website by a Google ad
tic bags. Nonetheless, anyvone could now add a few
code w their website, automatically display Google |
start cashing monthly checks, however small, Vast trac
Web that had been free of advertising now became Gogo
ners. Today Google's ad canvas is not just the search
the entire Web, and hevond that, greal volumes of e-n
potentially, all the world’s books.

Search and advertising thus become the matched
a sharp sword. The perfect search engine, as Sergey a
imagine it, reads your mind and produces the answer y
The perfect adverlising engine does the same: it show:
ads you want. Anything else wastes your attention, th
tiser's money, and the world’s bandwidth, The dream
ous advertising, matching up buyers and sellers to the b
all. But virtuous advertising in this sense is a contrad
terms. The advertiser is paying for a slice of our limit
tion; our minds would otherwise be elsewhere. If our
and the advertisers” were perfectly aligned. they would
to pay. There is no information utopia. Google users al
to a complex transaction, and if there is one lesson to |
from all these books it is that we are not always witting

Seeing ads next to your e-mail (if you use Goog
e-mail service) can provide reminders. sometimes
of how much the company knows about your inner s
without vour e-mail, your search history reveals pl
Levy says, “vour health problems, your commercial |
your hobhies, and your dreams” Your response 1o ad
reveals even more, and with its advertising program:
began tracking the behavior of individual users from ¢
net site to the next. They observe our every click (wl
can) and they measure in milliseconds how long it ta
decide, If they dida't, their results wouldn’t be so u
effective. They have no rival in the depth and breadd
data mining. They make statistical models for everytl
know, connecting the small scales with the large, fror
and clicks to trends 1in fashion and season, climate and



Hew Google Duminates Us by James Gleick

M

It’s for your own good — that is Google's cherished belief, If
we want the best possible search results. and if we want adver-
tisements suited 1o our needs and desires, we must let them mio
our souls,

The Google corporate motto is “Don’t be evil.” Simple as
that is, il reguires parsing.

It was first put forward in 2001 by an engineer, Paul Buch-
heit, at a jawboning se<sion about corporate values. “People
laughed.” he recalled. “Bur | said, ‘No, really.™ (At that time
the booming tech world had its elephant-in-the-room, and many
Googlers understoad “Dun’t be evil” explicitly to mean "Don’t
he like Microsoft™ ie., don't be a ruthless, take-no-prisoncrs
monopaolist,)

Often it is misquoted in stronger form: “Do no evil.” That
wonld he a harder standard o mect.

Now they 're mocked for it, but the Googlers were surely sin-
cere. They believed a corporation should behave cthically, like
a person. They brainstormed about their values. Taken al [ace
value, “Don't be evil” has a finer ring than some of the other
conlenders: “Gongle will strive to honor all its commitiments™
or “Play hard but keep the puck down.”

“Don't be evil” does not have 1o mean transparency. Nong
af these books can tell you how many search querics Google
fields, how much electricity it consumes, how much storage
capacity it owns, how many streets it has photographed. how
much e-mail it stores: nor can you Google the answers, because
Guogle values its privacy,

Tt does not have to mean “Obey all the laws” When Google
embarked on its program to digitize copyrighted books and
copy them onto its servers. 1t did 5o in stealth, deceiving pub-
lishers with whom it was developing business relationships.
Google knew that the copying bordered on illegal. It consid-
cred its intentions honorable and the law outmoded. T think
we knew that there would be a ot ol interesting issues,” Levy
guotes Page as saying, “and the way the laws are structired
isn't really sensible”

Who, then, judges what is evil? “Evil is what Sergey says
is evil.” explained Eric Schmidt, the chief exccutive officer, in
2002,

As Tor Sergey: “1 feel like T shouldn’t impose my beliels
on the world. It's a bad wechnology practice.” But the found-
ers seem sure enough of their own rightecusness. (" Rastards!”
Larry would excluim when a blogger raised concerns about
user privacy.” recalls Edwards, “‘Bastards!’ they would say
about the press, the politicians, or the befuddled users who
couldn’t grasp the cbvious superiority of the technology hehind
Google’s products.”)

Google did some evil in China. Tt collaborated in censorship.
Beginning in 2004, it arranged to tweak and twist its algorithms
and filter ite results so that the native-language Google.cn
would omit results unwelcome to the government. In the most

notorious example, “Tiananmen Sguare” would produce sight-
seeing suides but not history lessons. Google figured out what
to censor by checking China's approved search engine, Baidu,
and by accepting the government’s supplementary guidance.

Yet it is also true that Google pushed back against the
governmenl as much as any other American company, When
results were blocked, Google insisted on alerting users with
a notice at the botom of the search page. On balance Google
clearly believed (and T think it was righe, despite the obvious
self-interest) that irs presence benefited the people of China by
increasing information flow and muking clear the violation of
transparency. The adventure took a sharp turn in January 2010,
afler organized hackers, perhaps with government involve-
ment, hreached Google's servers and got access to the e-manl
accounts of human rights activists. The company shut down
Google.cn and now serves China only from Hong Kong—with
results censored not by Google but by the government’s own
ongoing flers.

S0 is Google evil? The question is out there now: it nags, cven
as we blithely rely on the company for answers—which now
also means maps, translations, street views, calendars, video.
finuncial data, and pointers 1o goods and services, The strong
version of the case against Google is laid out starkly in Search
& Destrov, by a sell-described “Google critic” named Scott Cle-
land. He wields a blunr chub: the book might as well been have
bean titled Google: Threat er Menace 7! “There is evidence that
Google is not all puppy dogs and rainbows,” he writes,

Google's corporate mascot is a replica of a Tyrannosaurus
Rex skeleton on display outside the corporate headquarters.
With its powerful jaws and teeth, T-Rex was a terrifying preda-
tor. And check out the B-32 bomber chair in Google Chair-
mun Eric Schimidt’s office. The B-32 was a long range bomber
designed to deliver nuclear weapons,

Levy is more measured: “Google professed a sense of moral
purity . .. but it seemed to have a blind spot regarding the conse-
guences of its own technology on privacy and property rights”
On all the evidence Google's founders began with an unusu-
ally ethical vision for their unusual company, They believe in
information—"universally accessihle™—us a force for good in
and of itself. They have created and led teams of technologists
responsible for a golden decade of genuine innovation. They
are visionaries in a time when that word is o cheaply used.
Now they are perhaps disinclined to submit to ather people’s
ethical stundards, but thar may be just a matter of personality.
It is well to remember that the modern corporation is an amoral
creature by definition, obliged to its shareholder financiers, not
to the public interest.

The Federal Trade Commission issued subpuenas in June in
an antitrust investigation into Google's search and advertising
practices; the European Commission began a similar investiza-
tion last year. Governments are responding in part 1o organized
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complaints by Google's business comperitors, inclnding
Microsoft, who charge, amons other things, that the company
manipulates its search results to favor its friends and punish
its enemies, The company hae always denied that. Certainly
regulators are worried about its general “dominance”—Google
seems to he everywhere and seems (o know everything and
nifends against cherished notions of privacy.

The rise of social networking upends the equation again.
Users of Facebook choose 10 reveal—even to flaunt—aspects
of their private lives, 1o at least some part of the public world.
Which aspects, and which part? On Facehuok the user options
are nutoriously obscure and subject to change, bt most users
share with “friends” (the word having been captured and drained
hloodless). On Twitter, every¥ remark can be seen by the whole
world, except for the so-called “direct messaze” which former
Represcntative Anthony Weiner tried and failed to employ. Also,
the Library of Congress is archiving all tweets, presumably for
sternity, a fact that should enter the awareness of teenagers, if
not members of Congress.

Now Google is rolling out its sccond attempl at 4 social-
perworking platform, called Google+. The first atternpt, eighteen
months ago, wWas Guogle Buzz, it was an unusual stumble for
the company. By default, it revealed lists of contacts with whom
users had been chatling and e-mailing, Privacy advocates raised
an alarm and the FTC began an investigation, quickly reaching &
settlement in which Guoogle agreed 10 regular privacy audits for
the nexi LWenty years. Google+ gives Usels finer control over
what gets shared with whon. Still, one way o another, everything
is shared with the company. All the social nerworks have aAccess
1o our information and mean 1o use it. Are they our friends?

This rauch is clear: We need to decide what we want from
Google. If only we can malke up our collective mingds. Then we
still might not get it.

The company always says users can “opt out” of many of its
furms of data collection, which is true, up 1 a point. for savvy
computer users; and the company speaks of privacy in terms of
swrade-offs,” to which yaidhyanathan objects:

Privacy is not something that can be counted, divided, of
«raded” It is not a substance o collection of data points. It's just
o word that we clumsily use 10 stand in for a wide array of values
and practices that influence how we manage oul reputations in
various contexts. There is no formula for assessing it: 1 can't give
Gaogle three of my privacy points in exchange for 10 percent
better service.

[rom The New Fork Review of Hoouks, Aupust 18, 2001, Copyright @ 2011 by Jumes Gleick,

This seems right to me, if we add that privacy involves
just managing our reputation but protecting the inner life
may not want 1o <hare. Tn any case, W continue to make
cisely the kinds of trades that vaidhyanathan says are Imposs
hle. Do we want 1o be addressed as individuals or as neurcns!
the world brain? We gel better search results and we 5¢2 e
appropriate advertising when we let Google know who we :a
And we save a few keystrokes.

Critical Thinking

1. Whal 15 the overwhelming source of Google's revenue”
Why do you think Goople invests 52 heavily in products
separate from their principal revene gorees? Why do you
think Google offers s0 many of their produsts for free? Do
you think this musiness model i qustainable? Do you think i
wanld work for other companies today? Why of why not?

[ ]

. Gleick says “what it means 1o pwn information is very
much in flux.” What do you think it means Lo 0w informa
tion? Does Google own youL informarion? Docs Facebuook
Do they possCES yoUr information? Do they have the right
10 make decisions sbout now 10 L8 it? Sell (or license) it
Show it 1o the government? Deprive you of acwess 10 i?
Delete it?

3. Much is made of Google s Pagelank algorithm. what 1%

it Consider Gleick's description of PageRank and how it

displaged AltaVisia's simpler search algorithmn. How has

PageRank rechnology impacted us hevond simply miaking

Google the leading search engine?

Create Central

www.mhhe.cunu’cr&an:t:entral
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AmazonFresh is Jeff Bezos’ Last Mile

J. J. McCoRVEY

earning Outcomes
fter reading this article, you will be able to:

Understand the differential advantages Amazon has created
to gain dominance in the markerplace.

Understand the issues driving the creation of an Internet
sales tax and why Amazon, the biggest retailer of them all,
is in favor of this tax,

strides into a room,

A surprisingly diminutive figure, clad in blue jeans
- a blue pinstripe button-down, Bezos flings open the door
noan audible whoosh and mstantly commands the space
1 his explosive voice, boisterous manner, and a look af total
fidence, “How arc you?” he booms, in a way that makes it
nd like both a question and a high-decibel announCement,
Zach of the dozen buildings on Amazon’s Seattle campus s
wed for a milestone in the company’s history—Wainwright,
mstance, honors its first customer, Bezos and I meet in a
floor structure known as Day One North, The name means
more than the fact that Amazon, like every company in the
“erse, opened on a certain date (in this case, it's July 16,
3). No, Day One is a central motivatin 2 idea for Bezos, who
been reminding the public since his first letter to sharehold-
m 1997 that we are only at Day One in the development

I he first thing you notice about Jeff Bezos is how he

Quest for Total Retail Domination

Amazon upended retail, but CEO Jeff Bezos—Who just bought

the Washington Post for $250 million—Insists it’s still “day one.”
IWhat comes next? A relentless pursuit of cheaper goods and faster
shipping. The competition is already gasping for breath.

of both the Internet and his ambitious ritail enterprise. In one
recent update for sharcholders he went so far as to assert, wilh
typical [-know-something-vou-don’t flair, that “the alarm
clock hasn't even gone off vet.” So I ask Bezos: “What exactly
does the rest of day one look like” He pauses to think, then
exclaims, “We're still asleep at that!™

He's a liar,

Amazon is a company that is anything but aslecp. Amazon,
in fact, is an eyes-wide-open army fighting—and winning—
a battle that no one can map as well as jts general. Yes, it is
still the ruthless king of books—especially after Apple's recent
loss in a hook price-fixing suit. But nearly two decades aficr
its real day one, the e-commerce giant has evolved light-years
from being just a book peddler. More than 209 million active
Customers rely on Amazon for everything from flat-panel TVs
to dog food. Over the past five years, the retailer has snalched
up its most sophisticated competition—shoe seller Zappos
and Quidsi, parent of such sites as Diapers.com, Soap.com,
Wag.com, and BeaurvBarcom. It has purchased the robot
maker Kiva Systems, because robots accelerate the speed at
which Amazon can assemble customer arders, sometimes get-
ting it down to 20 minutes from click to ship. Annuzl sales have
yuadrupled over the same period to a whopping $61 billion.
Along the way, incidentally, Amazon also became the world's
most trusted company. Consumers voted it 50 in a recent Harris
Poll, usurping the spot formerly held by Apple.

Amazon has done a lot more than become a stellar retailer.
It has reinvented, disrupted, redcfined. and renovared the global
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marketplace, Last year, e-comimerce sales around the world sur-
passed 51 trillion for the first time; Amazon aceounted for more
than 5% of that volume. This seemingly inevitable shift has
claimed plenty of victims, with more to come. Big-box retailers
like Circuit City and Best Buy bore the brunt of Amazen’s digi-
tal assault, while shopping-mall mainstays such as Sears and
JCPenney have also seen sales tank, Malls in general, which
once seemed to offer some shelter from the online pummeling,
have been hollowed oul. By Green Street Advisors™ estimate,
10% of the country’s large malls will elose in the next decade,
It has become painfully clear that the chance to sift through
bins of sweaters simply isn'L conough of a draw for shoppers
anymore, “It has been this way in retail forever” says Kevin
Sterneckert, a research VP at Gartner who focuges on shopping
trends. and who lays out a strategy that should blow nobody™s
mind: “If you don’t innovate and address wha vour customers
are, you become irrelevant” And now that means fanding off
threats fram every phone, tablet, and laptop on the planet,

Amazon's increasing dominance is now less about what it
sells than how it sells. And that portends a second wave of change
that will further devastate competitors and trunsform retail again,
It*s not just *1-Click Ordering” on Amazon’s mobile app, which
is tailor-made for impulse buying. It's not just the company's
“Subseribe & Save” feature, which lets customers schedule reg-
ular replenishments of essentials like wiler paper and decdorant,
It's tiat just Amaren's “Lockers™ program, in which huge metal
cabinets are installed ar 7-Flevens and Staples in select cities,
letting customers securely pick up packages at their convenience
instéad of risking missed (or stolen) deliveries.

No, it’s all this, plus something more primal: speed. Bezos
has turned Amazon into an unprecedented speed demon that can
oive you anything you want, Right. Now. To best understand
Ammazon's aggressive same plan—and its e ambitions —you
need to begin with Amazon Prime. the compuny s §7%-per-vear,
second-day delivery program. “I think Amazon Prime is the best
bargain i the history of shopping,” Bezos tells me, noting that
the service now includes free shipping on more than 15 million
items, up from the | million it launched with in 2003, Prime
members also gain access to more than 40,000 streaming Instant
Video programs and 00U free books in the Kindle Owners’
Lending Library. As annoying as this might be to Netflix, 1t 1s
not intended primarily as an assaull on that business, Rather,
Bezos is willing to lose money on shipping and services in
exchange for loyalty, Those 10 million Prime members (up from
5 million two vears ago, acconding o Mermingsiar) are prac-
tically addicted to using Amazon. The average Prime member
spends an astonnding 51,224 a year on Amazon, which is 5700
mere than a regular user, Members” purchases und membership
foes make up more than a third of Amazon's ULS, profit. And
memberships are projected to rise 150%, to 25 million. by 2017,

Robbie Schwietzer, VP of Prime, is more candid than his
boss when explaining Prime’s true purpose: “Once yvou beeome

a Prime member, your human nature takes over, You
leverage your 579 as much as possible,” he says. “Nol
vt buy more, bul you buy in & broader set of categons
discover all the selections we hive thal you otherwise we
have thought to look to Amazon for” And what you 8
Amazon you won't buy from vour local retailer,

Frime is phase one in a three-ticred scheme the
involves expanding Amazon's local fulfillment capabilite
a nascent program called AmazonFresh, Together, these
will remake consumers’ expectations about retutl. Bezos
te relish the coming changes. “In the old world, you could
a living by hoping that your customer didn’t know
your price was actually competitive. That's a very”
pauses for a second to rummage for the least insulting W
“renuons strategy in the new world, [Now] vou can't €0
people you have the Tow price: you actually have to b
low price. You can’t persuade people that your delivery §
are fast: vou actually have to have fast delivery speeds!
that last challenge, he erupts in a thunderous laugh, &
ing his cleanly depilated head so far back that you can 8
dark fillings on his upper molars. He really does seem
something the rest of us don't. We're still asleep, e says
alarm clock al Amason went off hours ago. Whether the
the retail world has woken up vel is another question.

Amazon’s 1-million-square-foot Phoenix fulfillment
ter produces a steady and syneopated thytho, It is the o
mechanical conveyor belts, the thud of boxes hilling mets
beeping of forklifts moving to and fro, and the hum of
than L0 industrial-size air conditionars whirmng away. T
the sound of specd—a sonic representation of what itt
serve millions of customers scatterad across the globe.

In centers like this one, of which there are 89 globally
more o come), Amason has buill the complex machine
miake sure a product will ship out in less than 2.5 hours frg
time a customer clicks place vour order, From that chick, a
algorithms caleulates the costomer’s location, desired shig
speed. and product availability: it then dispalches the p
request o “pickers” on duty at the nearest fulfiliment
Tha system dircets the new order to the picker whe is cloj;
the floor to that product, popping up with a bleep on the
cr's handheld scanner gun. These men and women roan
sea of product shelves with carts, goided by Amazon's §
hand to the precise location of the product on the colorg
shelves. The picker gathers the item and puts it into a bin
other customer orders, And from there, the ilem zooms ¢
a comveyor belt to a boxing station, whare 1 compuler ins
a worker on what size box to grab and what 1ems belo
that box. After the packer completes an order, the word s
lights up in big green letters on a nearby compurer screen,
the packape pos back on a conveyor, where the fastest de
method is caleulated by seanning the box, which is then K
down a winding chute to the appropriate truck.
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Amazon-Proof Retail

How one store merges digital and
physical

It anyone can design a brick-and-mortar store for an
e-commerce world, it should be MNadia Shouraboura.
She used to be Amazon's VP of global supply chain and
fultiliment technology and has since created Hointer, a
fully autormated store run on software algorithms and
machinery. She calls it a “microwarshouse’ that mar-
ries digital's instant gratification with in-store bensfits. *in
apparel, this will win," she predicts. It works like this:

Step 1. Search

A customar enters the spare stors, where thare's anly
one ot every product in view. She pulls up the Hointer
&pp. scans the QR code on a pair of jeans she likes, and
enters her siza.

Step 2. Deliver

Within 30 seconds of scanning the cods, a pair of
jeans in her size travels through a chute and lands in
her dressing room. She can scan as many items as she
likes,

Step 3. Refine

Inside the dressing room, she tries on the jeans, but
they're too baggy. So she chucks them down andther
chute and selects a smaller size from the app.

Step 4. Purchase

The jeans fitl She pays on her phone or swipes her card
&t 3 Kiosk, and leaves the store with her purchase. No
sales clerk necessary.

The process is cfficient, but still lower tech than it could be.
Although Amazon shelled out $775 million last vear for those
orange Kiva robots, it says it's still “evaluating” how to deploy
the bots, and they're nowhere to be seen here. “Fulfillment by
Amazon” iz still @ very human endeavor —and the company’'s
creativity thrives within that limitation. A team at the Phoe-
mix center is constantly thinking of ways to chip away at the
-.5-hour processing time. For instance, when products arrive
from Amazon's vendors and the 2 million third-party mer-
chants who sell their goods on the site, workers now scan them
ale Amazon’s inventory syslem (again, with a handheld oun)
mstead of entering the details manually. Also, products have
neen stowed on shelves in what otherwise might appear to be a
wndom way—for example, a single stuffed teddy bear might be
=ext 10 a college biology hook— because it reduces the potential
=istance 4 worker must trek between popular products that might
®< ordered together. Small tweaks like these have an impact: In
Sic past two years, Amazon has reduced the time it took to move

a product by a quarter. During the past holiday season, the com-
pany processed 306 items per second worldwide,

These centers aren'l just about warehouse speed, though:
They're also ubout proximity, Over the past several years,
Bezos has poured billions intw building them in arcas closer
and closer to customers. The Phoenix warchouse, one of
four in the region. serves a metro arca of nearly 4 million,
Robbinsville, New Jersey, is roughly one hour from & million
New Yorkers. Patterson, California, is an hour and a half from
7 million people living in the San Francisco Bay Area. Three
locations in Texas—Coppell, Haslet, and Schertz—will serve
not only the nearly 9 million citizens of the Dallas and San
Antonio metro arcas but also the other 17 million or so custom-
ers in the state (and possibly neighboring states too) who live
only a few hundred miles away.

“What you sce happening” Bezos explains, “is that we can
have inventory geographically near major urban populations,
If we can be smart enough—and when I suy ‘smart enough,’
1 mean have the right technology, the right software systems,
machine-learning tools—to position inventory in all the right
places, over time, your items never gel un an airplane, It's
lower cost, less fuel burned, and faster delivery”

The haly grail of shipping—same-day delivery—is tansaliz-
ingly within reach. Amazon already offers that service in select
cities, what it calls “local express” delivery, but the big trick is
to do it nationally, And the crucial element of this ambitious
plan iz revealed by something wonkier than a bunch of build-
ings. Tt is something only an accountant could see coming: a
cunning shift in tax strategy.

Il you were a competitor who knew what to listen for, you'd
practically hear the Jaws theme every lime Bezos said the
word taxes. For vears. Amazon fervently avoided eslablishing
what is called a “tax nexus"—that is, a large-enough physical
presence—in states that could potentially force it o collect
sales tax from its customers, something brick-and-mortar and
mom-and-pop stores had long arcued would finally remove
Amazon’s unfair pricing advantage. In states that dared to chal-
lenge Amazon, the company would quickly vank operatinns,
The scrutiny even extended to its sale of products by other mer-
chants. “We had to be very careful, even with the third-party
business, about not incurring tax-nexus sttt recalls John
Rossman, a former Amazon executive and current managing
director at Alvarer and Marsal, 2 Seattle-based consulting firm.

But Amazon has since changed its mind. It determined that
the benefits of more fulfillment centers—and all the speed
they'll provide—will ourweigh the tax cost they’ll incur.
So it began negotiating with states for tax incentives. South
Carolina agreed to let the company slide without collect-
ing sales tax until 2016, in exchange for bringing 2.000
jobs to the state, In California, Amazon was given a year
lo slart collecting taxes in exchange for building three new
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warchouses, And at the end of 2011, Amazon even threw its
support hehind a federal bill that would mandate all online
retailers with sales of more than $1 million to collect tax
in states in which they sold to customers. In 2012 alone,
Amazon spent 52.5 million lobbying for issues that included
what's known as the Marketplace Pairness Act—the same
law, essentially, it had once moved heaven and earth to crad-
icate. The bill recently cleared the U.S. Senate and awaits
passage in the House,

“The general perception is companies thinking, Oh, greal,
finally a level playing field)” Rossman says. “But other rerail-
ers are going to regret the day. Sales tax was one of the few
things impeding Amazon from expanding. Now it's like wher-
ever Amazon wants (o be, whatever Amazon wants to do, they
are going to do it”

There’s yet another weapon in Amazon's offensive, and it's
ready for rollout. It's called AmazonFresh, a grocery delivery
service that has long been available only in Seattle. The site has
a selection of 100,000 items, and from my hotel room in that
city on a recent Saturday at 11 am., | gave it a try. I clicked on
chips, bananas, apples, yogurt, and a case of bottled water—
along with a DVD of Silver Linings Playbook and a Moleskine
reporter’s notebook. After checking out and paying the 510
delivery fee, [ requested my goods to arrive during the 7 pum.
to 8 p.m window. At 7:15 that evemng, De, my AmazonFresh
delivery woman, showed up in the lobby. She helped carry my
bugs up the elevator and to my hotel room, and tricd several
times to refuse a $35 tip for the trouble I put her through in the
name of rescarch. It was simple, casy—and for Amazon com-
petitors, very threatening.

De and the Kiva robots are central to what Amazon sees as the
future of shopping: whatever you want, whenever you want it,
wherever vou want it, as fast as you demand it. AmazonFresh is
expected to expand soon to 20 more urban markets—including
some outside America. Los Angeles became the second Ama-
zonFresh market, this past June, and customers there were
offered something the folks in Scattle must wish they got: a
free trial of Prime Fresh, the upgrade version of Amazon Prime,
which provides free shipping of products and free delivery of
groceries for orders over $35. Subscribers will pay an annual
fee of $299, Considering that grocery delivery otherwise costs
between 5% and $10 each time (depending on order size), the
subscription covers itself after aboul 30 deliveries—which busy
families will quickly exceed.

Bezos, in his cagey, friendly way, seems more excited about
my Fresh experience than he is sbout describing Fresh's future,
He seems almost surprised that the service worked so well at
a hotel, given thar it was designed for home delivery. “Thank
vou!” he shouts, After peppering me with questions on how,
precisely, the delivery went down, he finally gets around to
addressing the service's business purpose.

“We'd been doing a very efficient job with our cus
distribution model for a wide variety of things,” Bezos s
“Diapers? Fine, no problem. Even Cheerios, But there 28
bunch of products thal you can't just wrap up in a cardbs
hox and ship “em. It dogsn't woerk [or milk, 1t doesn’t work
hamburger.” So he developed a service that would work
because he suddenly wanted to become your full-service g
bul because of how often people buy food.

AmazonFresh is actually a Trojan horse, a service desig
for a much greater purpose. “It was articulated [in the inS
internal pitch to Bezos] that this would work with the b
rollout of same-day delivery” says Tom Furphy, a fon
Amazon executive who launched Fresh in 2007 and ran it 8
2009. Creating a same-day delivery service poses rrement
logistical and economic hurdles. Tt's the so-called last
problern—you can ship trucks’ worth of packages [rom a w
house easily enough, but getting an individual package to
its way through a single neighborhood and arrive at a singles
sumer’s door isn't easy. The volume of freight and frequend
delivery must outweigh the costs of fucl and time. or else
last mile is wildly expensive. You can't hire a battalion of
unless they earn their keep. So by expanding grocery dell
Amazon hopes to transform monthly customers to weekly
even thrice-weckly—customers. And that, in turn, will prog
the kind of order volume that makes same-day delvery
investing in. “Think of the synergy between Prime, same
delivery, and Fresh,” says Furphy. “When all of those 18
start working in concert, it can be a very beautiful thing.”

AmazonFresh is arguably the last link in Bezos's big 8
to make Amazon the dominant servicer—not just seller—
entire retail expericnee. The difference is crucial. Third-g
sellers, retailers laree and small, now account for 40% of
zom's product sales. Amazon gencrally gets up to a 20%
of each transaction. Those sellers are also highly incent®
to use Fulfillment by Amazon (known as FBA). Rather
shipping their products themselves afier a sale is made o
Amazon site, these retailers let Amazon do the heavy 1if
picking and packing at places like the Phoenix center. b
sellers, an FBA agreement grants them access to Prime
ping speeds. which can help them win new customers ans
allow them to sell at shightly higher prices. For Amazon,
increases sales, profits, and the likelihood that any shopp
find any item on its website,

The burgeoning AmarzonFresh transportation ned
will help expand these numbers. In Los Angeles and 58
a fleet of Fresh trucks delivers everything from full-g
meals to chocolate from local merchants. The bright 8
branded trucks—with polite drivers in branded uniformss
Amazon personify its brand, giving it the same kind of
worthy familiarity that fucled the rise of UPS in the 1930
you have all kinds of fly-by-night operations coming (o
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Eoor, people don't like thar™ says Yossi Sheffi, professor and
irector of the MIT Center for Transportation and Lugistics,
It's different with someone in a U.5. Postal Service or FedEx
iform, Those brands inspire confidence.”
As Amazon evolves into a same-day delivery service, jis
tive transportation fleet could become vet another competi-
¢ advantage. By supplementing jts long-term relationships
ith UPS and FedEx with its own Fresh trucks, Amazon
v well be able 1o defiver faster than retailers thar depend
tirely on outside services. “Prelly soon, if you're 4 retailer
ith your online Business, you're going 10 be faced with 4
ice,” says Brian Walker, a former analyst at Forrester
search who is now with Hybris, a provider of e-COMmuneree
flware. “You're not £0ing to be able 1o match Amazon, so
Te going to have to consider partmering with them and
eraging their network.”
This shift could CVER turn Amazon into a competitor 1o UPS
d FedEx, the ]nng-standing duopoly of next-day U.S. ship-
2. “Tf Amavon could do it at enough scale, they could offer
IPPing at a greal vajye and still eke out some margin,” says
tiker. “Tn classic Amazon fashion, they could leverage the
Fasliructure they've built for themselves, rake & disruptive
roach to the pricing, and run jt as an efficiency play.”
Amazon has been down this road before. Its Web Services
4 45 an efficient, relighle back end 1o handle its awn weh

ices [or an enormous range of customers, including Netflix
- reportedly, Apple. I1's not impossible to imagine Amazon
2 the same with shipping. Last vear, the company cut irs
PINE COsIS as a Percentage of sales from 5.4% 1o 4.5% As
lilds more distribution centers, installs more lockers, and
Is out its fleet, Amazon is lilkely to drive those efficiency
» down even further,
0 is Amazon Freight Services Bezos's next missjon? When
- the laugh lines vanish from his face as if someone flipped
itch on his back. He contends that same-day delivery is
tpensive outside of urban markets and thar jt only makes
-for Amazon to deliver is own products within the Fresh
Am, In China, he explains, Amazon does in fact deliver
Cls vid many couriers and bicyele messengers, “But
ountry like the United Stares” he says, “we have such
histicated last-mile delivery system that it makes more
for Amazon 1o use that system 1o reach its customers in
1 and accurare way.” When I ask whether hie would con-
say, buying UPS, with its 90,000 trucks—or sven more
Iy, purchasing the foundering USPS, with 213,000
% running daily through America’s cities and owns—
scoffs. But he won't precisely say no.
ils aren’t waiting for an answer. EBay has launched
Vow, 4 $5 service that uses its own branded couriers
‘York, San Francisco, and San Jose, to fetch products

from local retail siores like Best Buy and Tovs “R™ Us and
deliver them to customers within an hoor, Google, fully aware
that Amazon's marke; share in produer search is substantig]
(now 30% 1o Google’s 135}, has launched a pilot serviee
called Google Shopping Express, which Partners with courier
companies, Walmar—which has booted gl Kindles from its
Stores—started testing same-day delivery in sclect cities dur-
ing the last holiday season, shipping items directly from irs
stores, (Joel Anderson, chief executive of Walmart.com. even
suggested paving in-store shoppers to deliver online orders
10 other customers the samp day. Come for » handsaw, leave
with a joh!)

These are the sort of ideas that retailers— both e-commerce
and physical, large and small —will have to consider us Amaron
cxpands. Guys ke Jelf Jordan, partner gt well-known ventyure
finn Andresssen Horowitz, will make sure of iL His firm fil.
lows and invests in direci-to-consumer businesses, “We won't
invest in g company,” he says, “unlesy they can tel] us why they
won't get steamrolled by Amazon."

Given the astounding growth of Amazon. and the scemingly
infinite ways il has defied e Critics, Hezpy may have proved
himself the best CEQ in the world at raking the long view. But
he doesn’t like talking abourt it “Did You bring the crystal balj?

fact, he likes talking about his customer so much that the warg
van seem like a conversational tic; he used it 40 times, by my
count, in just one interview. “It's impossible 1o imagine tha
10 yeurs from now, I could intervipw an Amazon customer and
they would rel] me. “Yeah, [ really love Amazon, T just wish
¥Our prices were a litle higher™” he says, “0p, Jjust wish
you'd deliver 1 little maore slowly.”” Tn Bezos's worid, the poal
of the coming decude is g lot like the goal of the past two; Be
cheap, Be fast. That's how You win,

There is, naturally, no gusrantec tha Bezos will simply win
and win and win. The bigger Amazon gets, the greater the num-
ber and variety of stakeholders required 1o make the Amuzon
maching hum. Many seem (o ha gelling increasingly frustraged,
Consider Amazon's third-party scilers—thar group making up
40% of the Company’s product sales, Earlier this year, Amazon
1ssued a series of fee hikes for use of jts fulfillment scrvices,
ranging from as low as 5 Cents per smallish unit to as mucl, a8
20 for heavier or awkwardly shaped irems (like 5 whiteboard.
say, or roll-away bed), Many sellers took 1o Amazon's forums
W eomplain, and others threatened to 20 o eBay, which mcstly
leaves fulfiliment 10 its sellers. “1 think Amazon is g necessary
evil," says Louisg Eyler, distributor for Lock Laces, g shoelage
product that sells as Mmany as 3.000 units per week op Amazon,
After the price hike. Eyler says her total fees for the 57.99 jlem
went from 52.37 1o 53.62. She says Amazon now makes more
Per unit than she does.
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Can Online Piracy Be Stopped by Laws?

Considering the legal responslbilities of Internat intermediaries in the aftermath of the Stop Cnline Privacy

Act controvearsy,

PAMELA SAMUELSON

Learning Outcomes
After reading this article, you will be able to:
= Describe the controversy over piracy of digital media.

= Articulate arguments for and against legislation to protect
digital media copyright.

hile on a scuba diving wip in the Seychelles Islands

F\;‘f carlier this year, 1 found myself worrying abouwt

pirates. Real pirates, as in people who attack boats,

mke hostages, and somerimes kill their prey. This kind of piracy
225 become unfortunately commeon in that part of the world.

Om hoard our ship were four former British special forces
soldiers who served as security guards. They were armed
=ith semiautomatic weapons and on parrol, 24/7, for the
satire trip. The danger was not just hypothetical. The frigate
s=rthed next to us as we boarded had 25 pirates in its brig.

Waking up every morning to the prospect of encountering
=al pirates added brio to our excursion, It also induced reflec-
=ons on use of the word “piracy” to describe copyright infringe-
=ents. Downloading music is really not in the same league as
emed atlacks on ships.

As we werg cruising from Mahe to Aldabra, T expected
© be far away from it all. But the ship got a daily fax of
=c main stories being published in the New Yok Times.
Among them were stories about the controversy owver the
croposed  legislation knmown as the Stop Online Piracy
Aol (SOPA), S0OPA  would have given the entertain-
==t industry new lagzal tools 1o impede access o foreign
“rogue™ Web sites that host infringing content and to challenge
© 5.-directed Web sites that the industry thought were either
=different or acquisscent to storage of infringing materials.

For a time, it seemed virmally inevitable thar SOPA would
become law, Yet because strong opposition emerged from tech-
nology companiss, computer security experts, civil liberties
groups and members of the seneral public, SOPA has been put on
hold. It is unlikely to be enacted in anything liks its original form.

This column will explain the key features of SOPA, why the
entertainment industry believed SOPA was necessary to combat
omline piracy, and why SOPA came to be perceived as so flawed
that numerous sponsors withdrew their support from the bill,

Blocking Access to “Foreign
Rogue Web Sites”

As introduced, SOPA would have empowered the Attorney
General (AG) of the U.S. to seek court orders requiring for-
cign Web sites to cease providing access to infringing copies
of U.5. works. Because “rogue” Web sites seemed unlikely
to obey a U.S. court order, SOPA further empowered the AG
to serve these orders on U8, Inmernet intermediarics who
would then have been required to take “technically feasible
and reasonable measures” o block their users from access-
ine the foreign Web sites. This included “measures designed
to prevent the domain name of the foreign infringing
gite . . . from resolving o that domain name’s Internet pro-
tecol address.” These measures needed to be undertaken “as
expeditiously as possible,” but no later than five days afler
receipt of the orders.

Upon receiving a copy of a rogue-Web site order, search
engines would have been reguired to block aceess o the sites
even if users were searching for items that would otherwise
have hrought the sites Lo their atlention, Internet service pro-
viders would have had to ensure thar users who typed certain
URLs (for example, hitp:/thepiratebay.se) into their browsers
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could not reach those sites. Payment providers (such as Visa or
Mastercard) would have had to suspend services for complet-
ing transactions. Internet advertising services would have had
ro discontinue serving ads and providing or recelving funds for
advertising at these sites,

Those whao failed to comply with the DINS blocking obhiga-
tions could expect the AG 1o sue them. The AG was also anpow-
cred 1o sue those who provided a service designed to clrcamyent
this DNS blocking (for example. a plug-in or directary that
mapped blocked URLs with numerical DNS representations).

Frustrated by the weak enforcement of intelleciuul property
rights (IPRs) ahroad. the U.S. enlertainment industry urged
Congress 1o adopt SOPA as the best way to impede onling
infringsments. Foreign rogue Weh sites might still be out there,
but if U.S.-based Internel intermediaries blocked access 0
the sites, users would not be able to access infringing materials
through U.S. intermediaries.

Because I1SPs in the U.5. and ahroad have no duty to monitor
what users do on their sites. it is easy for sites to hecome hosts
of large volumes of infringing materials, Some operators Seetl-
inaly turn a blind eye to infringement, s0Mme encourage pisting
of infringing content, while other sites may just be misused by
infringers. By cutting off sources of transactional and advertis-
ing revenues, the hope was Lo discourage these sites from col-
tinuing o operate.

Challenging U.S.-Directed
Web Sites

SOPA would also have given holders of 1.5, intellectual
property rights (IPRs) power to challenge “U.S.-directed
sites dedicated to the theft af U.5. property”” Al first blush.
it might secm that rcasonable persons should supporl &
law craficd to target such sites. But “dedicated to the theft
of U.5. property” wis defined in a troublingly ambigu-
ous and overbroad way. It included operators of sites that
were taking “deliberate actions 10 avoid confirming a high
probability of the use of [thal] site to carry out acts™ in viola-
fon of copyright or anli-circumvention rules, Alsn includad
was any site thal was “primarily designed or pperated for
the purpose of. hald] enly a limited use other than, or [wal
s marketed by ils operator oF another acting in concert with
that operator in, offering soods or services in a4 manner that
engages in, enables, of facilitates™ violations of copyright ar
anti-circumyvention laws.

$OPA would have enabled firms who believed themselves
1o be harmed by one of these siles 10 send legters Lo payment
providers and/or to Interncl advertising services 10 demand that
they ceuase providing services 10 sites alleged to be “dedicated
oy the theft of U.S. property” shortly after receiving such letters.

Payment providers and [ntemet advertising services wens
tasked with notifying the challenged sites about the “dedis
to-theft” allegations against them. Challenged sites could
these allegations by sending counter-nitices to the payme
viders and Internet advertising services. Bul withoul 4 ¢
notice, payment providers and [ntemet advertising servi
to cease further dealings with the challenged Weh sites.

Content owners could also sue dedicated-1o-thett
direetly 10 enjoin them from nndertaking further actio
evidenced their dedication to theft. SOPA also suthorized
{ent owners (o sue puyment providers or advernsing st
who failed 1o comply with demands that they cease e
with challenzed Web sites. |

SOPA's Flaws

The main problems with SOFA insofar as it would
employed DNS blocking to impede aceess to loreign
Weh sites were, first, that it would undermine the securi
grability of the Internet as 4 platform for communicati
commerce and second, that it would be incffective.

SOPA is fundamentally inconsistent with DNSSEC
Security Extensions), 4 protocol developed o avoid
redirections of Internet raffic, whether by criminals
crulic governments. or other wrongdoers, Computer $
experls spent more than decade developing DNSSEC
i« now being implemented all over the world, including
gOVETTIIEnt Agencies.

As the USACM Public Policy Commilice obsarved |
ter sent to members of Congress, DINSSEC Web site of
cannot reliably block offending sites “and so may he fac
ihe choice of abandoning DNSSEC or being in viol:
issued court orders.”

This letter explained why DNS hlocking would be
tive, “[Mt is effectively impossible 10 bar access 10 ¢
[INS servers around the globe because there are mil
them on the Internet.” Use of those servirs “allows for
ing of DNS blocking” Circomvention of DNS bl
maoreover, “technically simple and  universally  as
Browser add-ons lo avoid DNS blocking have alres
developeil and would be available on servers outside
aven il illegal in the U5,

The main problems with the dedicated-to-thett pros
SOPA were. [Trst, that iL was 100 imprecise and secar
represented a dramatic change in the rules of the road
Internet intermediaries.

What docs it mean. for instance, for an Internet i
ary to ke “deliberate actions to avoid confirming a b
ahiliny” of infringement on the site? If Viacom tells
i has found infringing clips of “South Park™ shows ¢
does YouTuhe become a sile dedicated to the theft of
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roperty if 1t does not investigate these claims? If Universal
Vusic Group objects to the resale of MP3 files of its music on
-Bav, docs cBay become a site dedicated to theft of Universal’s
sropetty hecause one or more of its users offer the MP3 files
or sale there?

Many Internet companies considered the dedicated-to-thelt
iefinition to be fundamentally inconsistent with the safe harbors
slablished by the Digital Millennium Copyright Act (DMCA).
Under the DMCA, Internet intermediaries are obliged to fake
jown infringing materials after they are notified about specific
nfringements at specific parts of their Web sites. They have no
shligation to moenitor their sites for infringement. The safe nar-
bors have been an important factor in the extraordinary growth
of the Tnternet economy.

he safe harbors have been an important
actor in the extraordinary growth of the
ternet economy.

Tt may be apt to characterize sites such as Napster, Aimster, and
okster as having been dedicated to the theft of U.S, intellectual
operty, but existing copyright law supplied copyright owners
ath ample wols with which to shut down those sites,

Had the entertainment industry sought more narrowly tan-
ted rules aimed 4t inducing payment providers and Internet
vertising services 1o stop the flow of funds to sites that were
ally dedicated to infringement, such a law might have passed.
ut that was not SOFA.

onclusion

he collapse of support for SOPA was principally duc o con-
rted efforts by Internet service providers (including Wikipe-
ia. which went “dark” one day to protest SOPA), computer
curity cxperts, civil society groups, and millions of Internet
sers who contacted their Congressional representatives 1o
ice opposition to the hill.

ecause SOPA was a flawed piece of
gislation, the collapse was a good thing.

Because SOPA was a flawed piece of legislation, the col-
pse was a good thing, It would, however, be a mistake to think
s hattle over Internet intermediary liability for infringing acts
Fusers has heen won for good.

The entertainment industry is almost certainly going to make
further efforts to place greater legal responsibilitics on Internet
intermediaries, This industry believes intermediaries are the
only actors in the Internel ccosystem whe can actually affect
the level of online infringements thal contributes o enlerlain-
ment industry panics.

An odd thing about the entertainment industry is its
deeply skewed views abourt piracy, In movies such as Pirates
af the Caribbean, the industry glamorizes brigands who
attack ships hy depicting them as romantic herces who
have great adventures and engage in swashhuckling fun.
Yet, it demonizes fans who download music and movies as
pernicious evildoers who are, in its view, destroving this vital
part of the U.5. economy. Something is amiss here, amd 1t 13
contributing to a profound disconnect in perspectives abour
how much the law can do to bring about changes in norms
about copyright.

Critical Thinking

1. The RIAA likens people who acguire music from “rogue”
wibsiles (sites populated with mustic, video, sames, or
software that host torrents or other file sharing applications)
to pirates or criminals. Do you agree?

1

1f lemslation such us SOPA and PIPA are not the answer fo
protecting copyright in the digital age, what is the answer?
Might different, scaled down, legislation week? Might there
be a technological solution” Or might there be a business
maodel solution to this dilemma?
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