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More Advance Praise for Targeted

“Part history and part handbook, Targeted is an inside look at the way
digital advertising impacts both businesses and consumers. Mike
Smith offers a thoughtful, in-depth study of how online advertising
is delivered now, and how it will be in the future”

—PAUL SCIARRA, Cofounder, Pinterest

“Targeted is a must-read for anyone interested in the digital business
today. Learn how to target your customers by reading one of the
most detailed and informative books on the topic. Smith knows
the “ins and outs” of this complicated medium and draws on his
decades of experience from HBO to Forbes to Hearst. This book is
a good read for industry veterans as well as the general consumer
who wants to know more about why particular ads appear every
time they log in to their computer or mobile device”

—DAVE MOORE, Chairman, Xaxis, and President, WPP Digital

“Technology has been the driving force of Mike Smith’s career. Now

he has chosen to share his knowledge of digital advertising to edu-
cate and enlighten those in the industry, as well as entrepreneurs,
business executives, educators, and even consumers. The internet
and digital advertising are here to stay. It's time to learn what is
happening behind computer screens and mobile devices and dis-
cover how to take advantage of the knowledge Smith shares!

—DR. JOEL BLOOM, President of New Jersey Institute of Technology
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“The world of digital advertising offers many, many advances for mar-
keters of all shapes and sizes...but it also has some very big nega-
tives. It can seem incredibly complex and that complexity can help
foster unethical and at times illegal activities on unsuspecting adver-
tisers. Mr. Smith understands this digital ecosystem and gives an
inside look at not only the realities of today’s marketplace but how
we got here as well. He offers insight into how to make the most of
the staggering marketing opportunities that are available today while
staying clear of the most destructive black-hat activities. This book is
a must-read for newcomers and established online marketers alike”

—JIM SPANFELLER, Founder and CEO, TheDailyMeal.com and

TheActiveTimes.com

“Mike Smith takes you on an informative journey through the his-
tory of online advertising—covering the technology, data and players
responsible for the incredible innovation that has taken place in the
past two decades—and provides a view into the future of addressable
advertising. Ad execs, business owners, online information seekers and

savvy shoppers must read Targeted” —DENISE COLELLA, CEO, Maxifier

“l am a product-driven CEO running a technology company. I know
that engineering a solution that intersects with the needs of the cus-
tomer and a rapidly evolving marketplace can be a difficult task. 1
rely on the digital media executives as a reference point to achieve
this. Within that community, Mike Smith is among the most progres-
sive and innovative thought leaders on the sell side of the market.
Not content to sit on the sidelines and wait for the popular choice, he
is leading the industry forward and defining the standard along the
way. Targeted is a must-read for all media professionals, entry-level to
C-suite. It is an end-to-end look at the fascinating and dynamic dig-
ital media market, written by one of the most relevant digital media

executives in the space’ —MICHAEL CONNELLY, CEO, Sonobi
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Introduction

he Internet is a compelling engine of engagement. It's a network

where we can get any kind of information, conduct our business, and
connect with others anywhere in the world at any time. This relentlessly
churning and navigable Amazon of information and interaction has chan-
nels numbering in the millions through which the current flows in any
direction. No medium ever invented gives us so much control over our
entrances and exits. We can leave it on a whim and without any effort. It
is changing our lives in ways we need to pay attention to. Its influence is
and will be as profound as if something had been implanted in our brains
or had modified our genome.

Everything we get from the Internet we get for free because others pay
for it.! The Internet has grown and been sustained by advertising. Whether
we think publishers have earned our attention or advertisers have hijacked
it, it is money from advertising that has put the content at our disposal.
Advertisers subsidize the medium to get our attention, however fleeting or

ungovernable it may be, in order to pitch their products to us.
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4 TARGETED

To some, this phenomenon is like a beanstalk on Internet growth hor-
mone, which will lead to a bonanza in cyberspace. To others, it's the hu-
mongous man-eating plant from Little Shop of Horrors, insidiously tracking
them and invading their privacy.

However you see it, there is no denying that digital advertising in all
its forms is vastly different from every sort of advertising that has preceded
it. It has grown and transformed itself with stunning speed. As with the In-
ternet that spawned it, it is changing the future we will inhabit. Even as “re-
alists” assumed digital advertising was a gimmick with little utility, it went
from a concept in entrepreneurs’ imaginations and the wishful thinking of
venture capitalists to an apparatus of commercial promotion that reached
critical mass while many were still wondering if it was for real.

As an executive in digital publishing since January 2000—for thir-
teen years at my former employer, Forbes Media LLC, and, now, at Hearst
Corporation—I can testify that the trajectory of digital advertising has been
rocketlike. From a standing start, the market for digital advertising became
substantial in less than twenty years. In 2013, in the United States alone,
advertisers spent $42.8 billion? for digital advertising—approximately one
of every four dollars spent for advertising of any kind.’ Those $42.8 billion
2015 digital ad revenues amount to approximately $11.4 billion more than
the print advertising revenues of newspapers and magazines combined. It's
57 percent of what was spent on TV advertising ($74.5 billion), the biggest
single advertising medium.* Back in 2011, digital advertising surpassed
what was spent for cable TV. Perhaps most noteworthy, in 2013, digital
advertising exceeded what was spent for broadcast TV. The two forms of
TV advertising combined may still be greater than digital advertising, but
digital advertising is now bigger than either type of TV media individu-
ally® PricewaterhouseCoopers predicts that by 2017 the worldwide market
for digital advertising will reach $185 billion.®

That's a big claim, but it's not only for advertising that you see on
your computer; it also includes advertising that you see on any networked

device, such as your tablet, mobile phone, and TV (or any other device
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showing video, such as an iPod Touch). It encompasses whatever ad-
vertising and sponsored links you encounter when you do a search or
use social media such as Facebook or Twitter. According to a June 2014
forecast by eMarketer, by 2017 total U.S. digital advertising revenues will
reach $74.1 billion, almost equal to what will be spent on TV advertising
($75.98 billion), and advertising on mobile devices ($474 billion) will be the
fastest-growing share of the digital ad total.” As projected by eMarketer,
by 2018, digital media’s share of total annual U.S. ad spending will surpass
that of TV, broadcast plus cable (a 373 percent share for all digital media
vs. a 35.7 percent share for all forms of TV combined).?

But online advertising is unprecedented for much more than its cur-
rent size and its recent growth. It's also exceptional because the Internet
is drastically different from any other medium of communications that
advertisers have used. Among its many distinctions, it has spawned an
exponential proliferation of publishers, it has liberated viewers from fixed
schedules for getting content, and it has empowered its audience in ways
that traditional media never has.

While the audience for digital content is enormous and global, it is
also ultrafragmented. It can be composed of the tiniest slivers of audience
groups. Never has an audience of this aggregate size been this disaggre-
gated. This is an audience that can consist, at times, of cohorts of one.
Today, if a wealthy shopper somewhere on the Internet is in the market
for an expensive luxury car right now, targeting that one shopper at that
moment may be more valuable than advertising to millions of unmoti-
vated consumers, who, two generations ago, were watching I Love Lucy at
the same time and may have been wondering if they had time to go to the
bathroom during the commercial break.

Viewers who browse the Internet are much more independent than
past consumers of mass media. They can instantaneously leave the web
page where your ad appears with unprecedented ease and lack of loyalty.
Clicking on links, they can go wherever they want whenever they want.

They are capable of verging-on-anarchic nonallegiance.
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6 TARGETED

But if this audience has unprecedented ease in getting out of your
corral, it is also capable of being incredibly responsive to your message.
You can tap into that responsiveness because every individual in this au-
dience is trackable and addressable. That is vastly valuable to advertisers.
Online advertising to this audience is a two-way street. Audience mem-
bers are able to react to your ad in real time, providing feedback that was
unavailable to traditional mass media years ago. The Internet connection
is bidirectional. Because of the real-time analytics that can be associated
with an online ad, a savvy, Internet-sophisticated advertiser can learn, in
the moment, who is watching and engaging with the ad, where they live,
what their household income is, if and how they share their experiences
by means of social media, as well as other commercially useful data. This
is not just a matter of the cookies that worry privacy advocates so much. It
is also enabled by the Internet Protocol (IP) address for whatever net-
worked device—computer, tablet, mobile phone, Internet TV, or whatever
else may be invented—they are using to get the information. Even micro-
wave ovens and refrigerators can have IP addresses. At the moment the
viewer responds to an ad or a sweepstakes, or delves more deeply into an
item of interest, he or she may be generating a geyser of data that adver-
tisers can learn from.

But if the opportunities are great for Internet advertising, so are the
challenges. For starters, three out of four dollars spent on advertising in the
United States are spent on other competing ad media. Some in advertising
still see digital advertising as the tail, not the dog. Creating online advertis-
ing is not seen by ad agency creatives and account executives as cool, sexy,
and exciting work from which big bucks can be made.

In addition, Internet publishing poses a number of challenges gener-
ated by the technology that created it. The number of websites and web
publishers proliferates rapidly because it's so easy to publish online con-
tent, which creates the opportunity for presenting zillions of ads. Web pub-
lishing has the capability to generate so many ads (or, more accurately,

the spaces where the ads could go on the web page, which are called im-
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pressions) that the supply seems to be verging on infinite. The huge supply
commoditizes web ads, holding down prices.

Moreover, presenting those ads where and when they are supposed
to appear (ad serving) becomes a big technological challenge. Unlike a big
old billboard beside a highway with lots of traffic, online publishing is a
communications channel in which the medium itself has a great many
moving parts.

One group of moving parts is the bots, web crawlers, or spiders from search
engines. For example, search engines send these automated cyber-critters
crawling through content sites to log the appearance of search terms.’
That's a legitimate aspect of the search function, but advertisers should
not be charged for such robotic, nonhuman activity at a site. They should
pay for only the people who might view their ad, so those who sell online
media have to filter these virtual viewers out of their site census. Pub-
lishers have the responsibility to remove such nonhuman traffic from the
audience accounting.

There is another effect of the potentially vast supply of ads: clutter. The
glut of cyberclutter makes it more difficult for premium sites and their pre-
mium impressions to stand out. With vast numbers of pages devoted daily
to reporting on Lindsay Lohan's nightlife, sites with better content can be
appreciated for being better and special only if they can gain enough at-
tention for their quality. That has gotten much harder.

For these reasons and for others that I'll go into in more detail, online
advertising has the potential to be a powerful engine of impact. But, de-
spite the technological wizardry it has already exhibited, it's still an engine
without an automatic transmission. Sometimes the gears don’'t mesh well,
and sometimes the ad serving isn't foolproof.

At times, that has led to situations in which advertisers’ ads did not ap-
pear when or where they were supposed to. A Fidelity ad may be very ef-
fective when it appears before extremely wealthy investors when they are
browsing the Forbes.com site and have their portfolios in mind. The same

ad shown to the same viewers may be much less effective if it's shown to
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8 TARGETED

them when they're viewing sites devoted to their recreational interests or
to social media.

There have also been cases in which advertisers were overcharged
because the number of viewers who supposedly saw their ads was over-
estimated, sometimes deliberately (called click fraud). Compared to tradi-
tional advertising in print or on TV, fraud in online advertising is more
easily concealed. Because the technology beneath the web page is so com-
plex, the medium is much more opaque. It's a black box. It would take a
really good hacker-engineer to determine if a site tended to overstate the
viewer traffic that it reported. It's not as simple as counting cattle as they
go through a chute.

As the market for online advertising has developed, it poses its own
special deal-making difficulties. On May 3, 2010, Terence Kawaja, the CEO
of LUMA Partners LLC, a boutique mergers-and-acquisitions consulting
firm, gave the keynote speech at the Networks and Exchanges meeting of
the Interactive Advertising Bureau (IAB). The speech was titled “Parsing the
Mayhem! Figure I-1, with Kawaja's permission, shows a recently updated
version of the third slide from his talk.

Does this slide illustrate a free, fair, transparent, and efficient market?

It might not be fair for me to say. As executives at Hearst, which is
a publisher, my colleagues and I are players and principals in the mar-
ket. We're, perhaps, too close to the situation. Suffice it to say that when
Kawaja gave his speech and showed the slide, which went viral through-
out the online ad industry, the market for online advertising was far from
an advanced economic life-form. In contrast to thriving habitats, in new
business markets sometimes you can have too much biodiversity. For ex-
ample, in the United States online advertising business, one category of
intermediaries—ad networks—numbered more than 350 companies when
Kawaja gave his speech.

The industry has so many players poised between the publishers and
advertisers that it can sometimes feel like a stock exchange in which every

company’s stock has its own market maker. This does not lend itself to easy
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FIGURE I-1  Display advertising technology landscape (Source: LUMA Partners)

comparison shopping or prudent deal making. That's a bit of an exagger-
ation, but Ramsey McGrory, formerly head of Right Media, an ad network
that operates an online exchange, has said of Kawaja's slide, “It's a pain-
fully complex map” When McGrory came to Forbes in December 2010 to
give a talk to the ad ops (advertising operations) staff, his advice, which he
gave all the time to Right Media's employees, was “Embrace the murkiness”

There is a lot of murkiness to embrace. Clearly, the industry has a
long way to go to become a fair, free, and efficient market. Now around
78 percent of ad sales take place between publishers and advertisers (with
some intermediaries) and not on online exchanges. By conducting business
this way, each party must use its subjective judgment about how much a
certain viewer seeing an ad in a certain place at a certain time is worth.

Wherever there is subjective judgment, there inevitably is wishful thinking
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10 TARGETED

or the enforcement of market advantage. In a buyers’ market, it's the buy-
ers’ appraisal of value that prevails. Sellers may disagree; nevertheless, they
tend to concede the point. That's not evidence of the correctness of the bid

as an estimation of value.

A Look Back and to the Future

In Targeted, we examine some of the highlights of the development of digital
advertising over the past twenty event-filled years. Because the question
“How do you value an ad?” is so important, we put special emphasis on the
technologies that have helped the business advance in that regard.

Perhaps the most noteworthy of those technological innovations has
been real-time bidding (RTB) on online ad exchanges. Transactions on such
exchanges represent only a little more than 20 percent of digital display ad
sales. But such transactions, made in fractions of a second using real-time
bidding technologies, have the capability to establish value in a way that
strips away much of the intuition and subjectivity. RTB also has a bias
toward fairness. The deal is clinched by the bidder who is willing to pay
the most.

In real-time bidding on ad exchanges, there comes a moment, a mil-
lisecond, when a prudent (for the buyer) and advantageous (for the seller)
real-dollar value is placed on a fleeting impression on an Internet page.
Whatever is the opposite of just “kicking the tires,” that's what is going on
in RTB. It is happening billions of times every day. At present, such RTB
may give values for our impressions that we publishers might regard as
undeservedly low. Nevertheless, I am in awe of the technological ingenuity
our industry has displayed.

My goal in this book is to explain clearly how powerfully enabling
technologies such as paid-search advertising and real-time bidding work.
In addition, I want to take you behind the scenes to describe how some of

the industry’s most brilliant innovators developed such technologies and
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created the novel business models of some of the outstanding companies
that serve the future of digital ad sales.

I have been fascinated and, at times, a little whiplashed by being a part
of this fast-developing field and seeing at least some of it from behind the
scenes. In many ways it mirrors what is happening on a far broader scale
in society as a whole.

One of the lessons I have learned is that even if you have the lat-
est, greatest technology or the cleverest, most advantageous business
model, sometimes neither of those is enough to ensure success. Sometimes
neither—nor both—is sufficient. Even with such assets, the distinguishing
factors in success are often management skill, flexibility, and the initiative
that only leadership can elicit. No matter how powerful or capable the new
technology is, it's such human factors that make the difference. That's why,
even though Targeted emphasizes the technologies that have helped digital
advertising to advance, I take heart from the crucial role we all play in
making our enterprises work.

The advertising industry has grown enormously. It has also made great
strides in developing fairness and efficiency. Five years ago it was way
murkier than it is now. I hope that, by featuring prominently many of the
technological innovations and their creators who have advanced this in-
dustry, I will help you better understand, manage, and promote the future

of this dynamic business.
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CHAPTER 1

The Congested Online Ecosystem

The development of online advertising has been characterized by
rapid growth, ingenious technological innovation, and restless en-
trepreneurialism that have spawned the proliferation of competing busi-
ness models. But, novel technology and entrepreneurial initiative aside,
the essence of the business, as with any other advertising medium, is to
present a compellingly effective ad to the right person at the right time and
place for a price that makes sense to the seller and potential buyer. For the
principals, the advertisers and publishers, as Sam sang in Casablanca, “the
fundamental things apply”

Yet optimizing those fundamentals for a radically new digital medium
has proved very complex. While, in less than twenty years, online adver-
tising has become a substantial share of all advertising in the United States,
its growth has been more like an uphill battle than a superhighway, at least
when it comes to making money. Why?

One reason is that it's “same old, same old” That is, it's advertising.
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Some of the other reasons are that it's new and different. It's digital, dy-
namic, and interactive. First, let's look at the same old, same old.

Everyone knows that advertising works. We have all been persuaded
by an ad to buy something we hadn't intended to buy. On the other hand,
we all know that plenty of advertising doesn’t work. All of us have ignored
ads. Furthermore, we have often seen ads for which we knew we were not
the appropriate audience. So all of us have experienced the futility and
wastefulness of advertising. This will be true when online advertising be-
comes as prehistoric as a Paleolithic flint knife.

Then, too, at times it's hard to demonstrate the causal connection be-
tween advertising and the awareness or purchase of the products the ads
are supposed to promote.

Because of this acknowledged wastefulness, and because the efficacy
of advertising has sometimes been more apparent than proven, during
adverse economic times, ad spending customarily finds itself in the cross-
hairs of companies’ cost cutters. Often, it's the first category of spending to
go to the corporate guillotine. In the bloodless jargon of the management
consultant, it's a “discretionary expense!

Now let’s turn to those other reasons—what could be called “the pen-
alty of novelty” Online advertising, for a number of years, was something
of a stepchild among ad media just because it was so new and different.
Early in the Internet era, the content found on websites was derivative
and pedestrian, just cut-and-pasted pages from print publications—often
disparagingly called “shovelware” The user experience in the early days of
Internet browsing was dismally similar to that of the early days of cable TV.
Moreover, without such highlights of cable advertising as the Ginsu knife,'
the ad content of early websites was also pretty lackluster.

These obstacles were compounded by the inertia inherent in a new
advertising channel up for adoption. Ad sales were few, as were viewers. It
was all so new. Career advertising agency executives didn't understand the

new medium. There was a well-entrenched, media-buying infrastructure
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that was unfamiliar with online advertising. In many agencies, let's just say
that developing online ads was not a great career move.

The online medium was also plagued by confusion about what to
measure and who should do it (later chapters discuss competing metrics in
greater detail). Should the effectiveness of the medium be measured by
the number of unique viewers at a site, by clicks, by leads, or by acquisi-
tions, among other measures? The technological ingenuity of the online
channel had led to a proliferation of competing, clamoring metrics. Their
Ginsu ingenuity notwithstanding, there was no consensus metric of ad
performance—something that tends to thwart ad spending. By contrast,
with TV advertising, as Terry Kawaja points out, “No one argues about the
value of a Nielsen rating point!

The online channel has also been beset by certain inherent vagaries.
Users can come to a site from anywhere at any time. Moreover, with on-
line media, the existence of the ad space, or the impression, happens on
the spur of the moment. Only as a web page is being rendered for each
new user does the ad space come into being. This creation of the ad space
in the moment is the opposite of the static and enduring placement of a
billboard.

Ad spending follows eyeballs. It's just as true online. So welcome to
our site, right? Yet, on Internet sites, those eyeballs are mystifyingly hard to
keep in sight. Their attendance at a given site could be so brief, and they
could leave with such suddenness. The event can be so fleeting, it is like
trying to advertise to the dew as it's evaporating.

During the early part of the previous decade, traditional ad agencies
were still trying to match brands with the ever-increasing number of sites
on the Internet. Since then, the terrain of interactive advertising has expe-
rienced tectonic shifts with the rise of paid-search advertising, advertising
networks, and real-time bidding, along with the advent of social media
and the proliferation of tablets and smartphones. But the gap between ad-

vertisers and online publishers remained, with the former trying to figure
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out how to target consumers with increasing accuracy and the latter at a
loss about what to do with the sudden glut of unsold inventory—that is,
the white space that may appear on your browser’s screen.?

As the number of sites online proliferated, and audiences fragmented
into narrower and narrower niches, ad agencies found they lacked the
relationships and resources to adroitly use the exponentially expanding
resources of online publishers. Advertisers also had little experience allo-
cating budgets across so many potential spaces. Furthermore, brands and
agencies were suddenly expected to deliver proof of consumer engage-
ment against a new set of online metrics and return-on-investment (ROI)
benchmarks.

In addition, in its early days, ad serving on the Internet was fraught
with technical difficulties as well as difficulties in determining optimization
and fulfillment. Optimization here means getting the most impact from an
ad or from some amount of spending for ad media. Fulfillment means the
ad was shown to the potential consumer to whom the advertiser wanted to
show it. Publishers in the new medium (including established major print
publishers who were trying to become online moguls) often lacked the re-
sources to fill their ad space. They simply didn’t have the ad sales staff and
account management teams sufficiently knowledgeable in the new me-
dium to help advertisers optimize their branding campaigns. Developing
those relationships required a depth of management, expertise, and time

that online publishers often lacked.

Deals Along the Internet Highway

A number of new, technologically savvy start-ups—new types of inter-
mediaries—arose to make different aspects of ad serving work better for
different types of clients, whether publishers or advertisers. Someone had
to find a way to help both advertisers and publishers navigate the virtual
topology of the Web world. These smaller, agile start-ups, staffed by people

who had gained expertise in various subsegments of the markets, had ex-
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perience making use of online data that neither advertisers nor publishers
had developed in-house.

The great promise of interactive advertising, after all, was improved
accuracy, targeting, effectiveness, and transparency. The amount of data
suddenly available about consumer behavior and preferences promised to
make the Nielsen TV rating system seem antiquated.

A range of new media partners entered the digital field to give guidance
to both the brand-marketing and publishing sides. These intermediaries
proposed to help advertisers optimize their placements and publishers sell
their inventory, thereby bridging the online marketing gap.

To understand the opportunity for and the behavior of these interme-

diaries, it helps to take a closer look at your typical trip online.

The Toll Road

Imagine each time you go online as a trip to a new destination. The address
of the web page that you type into the browser address field sets your
desired endpoint, and the instant you hit the Return key, you're off. From
your standpoint, the journey takes no longer than a few seconds. You take
a sip of coffee, stare out the window, and, voila/, your page is fully loaded
and ready to read, almost as if by magic.

Inside the workings of the Internet, however, the route that brought
you to, for example, Esquire’s homepage had many more stops than you
might have realized. Let's think of those stops as tollbooths. Standing be-
tween you looking at a blank browser screen and you arriving at your ul-
timate destination—the fully loaded web page you selected—are a horde of
invisible toll collectors (the intermediaries), each of which collects a small
cut of every advertising dollar so that you can visit the page you picked.

These tollbooth operators are those firms that play a role in ad serv-
ing, that help ensure that an ad gets to the right place on the page you
intend to visit. Each receives a small piece of the money that was paid by

the advertiser to place the ad on the appropriate page. All of the tollbooth
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operators, including, finally, the publisher of the web page, share in the
revenues paid by the advertisers. In that way, they help keep the system
running, and, as they do, small amounts of change (the tolls) add up to lots
of dollars as thousands of viewers like you pass through their tollbooths.

How much do all those online tolls amount to? According to one
widely accepted analysis,® for every $5 an advertiser pays to place an ad
online to be viewed by one thousand suitable consumers (called the cost
per thousand, or CPM), the publisher on whose web pages the ads appear
customarily gets less than $2. (We'll come back in a later chapter to the
enormous cost imposed by intermediaries, when we discuss alternatives to
the toll road I have just described.)

Let's imagine a site published by Hearst—say, www.esquire.com—as the
end of the highway. That's your objective. At the other end are the adver-
tisers who, in a sense, are sponsoring your journey to that destination.
Nowadays, an almost dizzyingly complex conglomeration of entities falls
somewhere in the middle, between you and that destination.

Making up this complicated chain of intermediaries is some combi-
nation or all of the following: demand- and supply-side platforms, data
optimizers and providers, ad exchanges, and ad networks, among others.
And each of these many parties gets some sliver of the payment between
the brand marketer and Hearst, as they enable you to get the content that
you want.

To better understand the invisible mechanisms that deliver the Inter-
net to your screen, let’s take a look at some of the principal service provid-

ers (“toll collectors”; see Figure 1-1).

The Toll Collectors

PUBLISHERS: If you have followed the news even casually over the last
few years, it's likely that you came across a story about publishing in crisis.
(In fact, you probably saw that story on a screen instead of reading it on

paper) While rumors of newspapers’ last gasps have been greatly exagger-
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FIGURE 1-1
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ated, no one in any part of the media food chain would deny the industry
upheaval that is reshaping the publishing world.

For our purposes, a publisher is any content provider whose busi-
ness model is providing information that is paid for by advertising. This
includes portals like AOL, MSN, and Yahoo!; traditional news and special
interest outlets such as nytimes.com, cnn.com, and esquire.com; search en-
gines such as Google and Bing; and social media sites like Facebook and
LinkedIn. These publishers may be “platform agnostic” That is, they may
deliver content by means of more than one medium. So, for example,

Hearst provides Esquire’'s content both in print and online.
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AD NETWORKS: Now we're getting into the heavily trafficked part of the
toll road, where the most transactions take place. As Internet use expanded,
most ad agencies did not have adequate media-buying resources to select
and purchase ad spaces (impressions) across the multitude of websites sud-
denly sprouting up. Ad networks arose to meet this need for selective and
efficient ad space allocation for presenting what are called display ads, which
look like little billboards. They bought ad space in bulk from publishers,
often at prices far below the full retail prices publishers asked for. Often,
the impressions they bought were those the publishers were unable to
sell-or unable to sell for good prices (known as remnant inventory). Then the
ad networks resold their aggregate inventory across the Internet to adver-
tisers and their ad agencies. (See Chapter 5 for a more detailed account of
this moment in interactive advertising history.)

Some of the noteworthy ad networks are AOLs Advertising.com, the
Yahoo! Network, DoubleClick, Microsoft Media Network, and 24/7 Real
Media. DoubleClick (which now operates a major online ad exchange) is
owned by Google, providing the search giant with a perch at many loca-
tions along the toll road—as publisher, exchange, network, and advertiser.
Smaller ad networks, such as Blogads, Deck Network, and Federated Media,
help advertisers reach more specialized, niche audiences on sites that have
limited ad inventory. By using these smaller networks, advertisers gain the
benefit of knowing they are reaching a desirable, very selective segment

of consumers.

AD EXCHANGES: The primary function of an exchange is to aggregate ad
space (supply) from publishers and sell it via an auction, thereby matching
the supply with the demand (the advertisers), theoretically with greater
efficiency than if publishers and advertisers interacted one-to-one. Pub-
lishers might divide their inventory among, and advertisers may buy
impressions from, multiple ad networks, operating as intermediaries. In
contrast to all that dividing and allocating, the premise of an ad exchange,

as with a stock exchange, is the consolidation of inventory so that these
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inventory-clearing, ad-serving transactions can take place with greater
transparency and scale and at prices that work best for buyers and sellers.

This category of the toll landscape has seen a big consolidation over
the past several years. The most prominent ad exchanges have been ac-
quired by major online media conglomerates. Right Media was acquired
by Yahoo! in April 2007 for $680 million. DoubleClick was purchased by
Google in May 2007 for $3.1 billion. Microsoft bought ad exchange AdECN

in August 2007 for an undisclosed amount.

DEMAND-SIDE PLATFORMS: As the road between publishers and adver-
tisers became more crowded with intermediaries, advertisers and their ad
agencies began looking for help navigating the increasingly complex ter-
rain. So-called demand-side platforms (DSPs) were formed to work for and
consult with the buyers of online advertising. They offered expert services
helping advertisers select potential audience members across ad networks
and exchanges by, for example, helping them pick the right media and/or
actually buying the media on behalf of their clients, promising advertisers
that they could greatly improve their ability to target and buy specific au-
diences. By aggregating demand by means of DSPs, ad agencies and media
buyers can better manage their campaigns across a range of sites. DSPs
such as MediaMath, DataXu, and Turn Inc. help improve the selectiveness

of those who buy ad space.

SUPPLY-SIDE PLATFORMS: These are companies that work with and con-
sult for the publishers, the sellers. Their role is to help publishers make the
most money in selling their media; that's why they are sometimes called
yield optimization companies.

Since mass-media advertising began, brands have sought assurance
that their ads were being heard or seen by the right prospective custom-
ers at the right time. Yet, as we saw earlier, the fragmentation of Internet
audiences, the vagaries of viewers’ attention, and their flitting among sites

have raised doubts about the ability of publishers or ad networks to de-
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liver the right target at the right time. Supply-side platforms (SSPs) rose to
the challenge with technologies that demonstrated to advertisers that they
were reaching those they wanted to target. SSPs work on behalf of publish-
ers to help them sell more impressions and/or sell them at higher prices.
Prominent players in the field include Admeld (now owned by Google),
PubMatic, and the Rubicon Project. Publishers often enlist their help when

they want to maximize their revenues by selling remnant ad inventory.

DATA AGGREGATORS/PROVIDERS: The growing use of the Internet has
created a deluge of digital information about you: the identity and address
of your computer, the make and model of your car, the online and off-
line destinations you visit, and myriad other facts about your preferences.
Given the increased splintering of online audiences, behavioral data about
who is doing what and when grows more valuable.

BlueKai, eXelate, Nielsen, Intelius, and Spokeo are some of the com-
panies currently providing or mediating the exchange of data. Such data
gathering is controversial because it arouses concerns that it infringes on
our privacy. The increasing amassing of data files about individuals is met
with suspicion, especially by consumer advocates, who view such data
gathering as if it were a video camera keeping us all under surveillance.
Nevertheless, it's likely that the growing volume of Internet traffic will only
add to the amassing of data, especially as content is served in new ways by

new networked devices (for example, tablet computers such as the iPad).

A Drive Down the Internet

Now that I have described some of the principal intermediaries between
you and the website you want to visit, and sketched their business mod-
els and business interests, let's see how this actually plays out when you
go online. Let's suppose you wanted to go to www.esquire.com, one of
Hearst's sites. You'd type in the web address, hit return, and off you'd

go. But while the address field on your web browser said one thing—
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http://www.esquire.com—and stayed that way for as long as it took the
page to load, the browser went through a great many tollbooths before
reaching its destination.

Here's a list of the waypoints the browser visited—in a few thousandths
of a second—while it was loading Esquire's homepage: ad.doubleclick.net
(DoubleClick’s ad server), p.raasnet.com (Hearst's core audience trading desk),
pg-directrevscinet (AudienceScience, an ad tech platform), contextual. media
net (Media.net, a paid search syndication service), static.nrelate.com (nRelate,
a content marketing firm), pubads.g.doubleclick.net (AdX, the Google online
ad exchange), ads.pubmatic.com (site for PubMatic, an SSP), segment-pixel
.invitemedia.com (DoubleClick's bid manager subsidiary, a DSP), loadm
.exelator.com (site for eXelate, a third-party data provider), s.ixiaa.com (IXI,
another third-party data provider), userlucidmedia.com (site for Videology,
an ad network for video), cbetrad.com (site for Evidon, a consumer pri-
vacy monitoring firm), beacon.walmart.com (site for Walmart, an adver-
tiser), celijit.com (site for Sovrn, a content marketing firm), rnexac.com (site
for Datalogix, a third-party data provider), d.adroll.com (site for AdRoll, an
ad network), segments.adap.tv (site for Adap.TV, an ad network for video),
and, finally, d.audienceigq.com (site for Outbrain, an audience analytics
firm).

Eighteen stops before finally reading “Done”” A trip with that many fast
stops usually causes whiplash. Instead, the browser handled it all without
blinking. Okay, maybe it blinked a few times. But from where you sat, the
experience was pretty smooth and unruffled.

The data wizards working behind the scenes at each of these websites
don’t want you to pay any attention to what's going on back there. Frankly,
you probably don't care anyway. You just want to see what's on the Esquire
website. You have enough things on your mind without worrying about
what byzantine set of queries your browser made so that the page could
smoothly and quickly load and look right. But without this complex chain
of handoffs from one profit-motivated digital traffic controller to the next,

working behind the scenes, there would be infinitely less content than
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there is today. Without advertisers, there would be no Esquire website—or
any other commercial website, for that matter—and much of the content
on the Internet wouldn't exist. The reason there is so much content is that
publishers provide it in order to make money. Without the economics and
the technologies supporting the business, there wouldn’t be much content
to discover.

As 1 have just shown, this detour-filled road trip takes only seconds, or
fractions of a second, depending on the speed of your browser. But what
if it could be even faster? Even more efficient? With less money going to
intermediaries? That's the promise of real-time bidding on ad exchanges.
Chapter 6 goes into that in much more detail. But before we get to technol-
ogies for the sale of display ad impressions, it will help, first, to understand
the development and use of paid-search advertising (Chapter 2), which was

an indispensable predecessor of RTB.



CHAPTER 2

Search Engine Marketing

he ability to search at lightning speed through digital content is per-

haps the most distinctive innovation that computers have put at users’
and advertisers’ fingertips. Paid-search advertising, an important part of
search engine marketing (SEM), really is new and different. It's like har-
nessing a comet—one that lands almost in the instant it takes off, and there
you are, with your ad, right at the comet’s landing pad. Where search is
concerned, computers are dazzling, and they make previous promotional
media seem pretty dim and dawdling. As tireless, obedient, warp-speed
search engines, computers behave like genies.

Here's how it works. Search engine advertisements are purchased from
search engine companies like Google on the basis of keywords (that is,
search terms or phrases, which may contain many words). There are two
sorts of search engine marketing: search engine optimization (sometimes
called “organic,” “natural,” or “SEO”) and paid search.

In SEO, advertisers, agencies, and publishers hire specialists to opti-
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mize their content with the goal of winning high rankings on the search
engine results pages (SERPs). In paid-search advertising, a paid-for ad or
sponsored link appears near the occurrence of a search term on the SERP.
For example, a maker of mountain bikes might pay a search engine com-
pany such as Google so that the bike maker's ad or a link to its website
appears on the “mountain bike” SERP. Customarily, the bike company pays
a certain amount only when someone viewing the SERP clicks on its ad or
link. This pricing policy is called pay per click (PPC).

In addition to search advertising's amazing digital prestidigitation, it
is important for a number of other reasons. First, it is an awesome traffic
generator. According to a study by Borrell Associates, since 2009 five times
as many people use search engines on a regular basis to find a local busi-
ness than use the yellow pages.'

Furthermore, paid-search advertising, with its pay-per-click pricing
policy, has settled some of the issues that have distressed advertisers. For
example, there is little, if any, doubt that an ad has been seen—someone
has to see the ad or link to click on it, right? In addition, PPC appears to
satisfy advertisers’ determination to pay for something only if it works. As
Borrell Associates writes, “The magnetism of pay-per-click advertising is
undeniable!?

Since 2003, paid-search advertising has outsold display advertising. A
display ad (sometimes called a banner ad) is like a little billboard sitting on
the web page. It is usually an illustration in a rectangle, box, or vertical
column with some text. It can also be an interactive graphic that pops up
or is animated somehow, or it can be a video that you turn on or that turns
itself on. It's pictorial.

Paid search is the biggest segment of online advertising. Spending
for paid-search advertising in the United States in 2013 was $19.9 bil-
lion, 46 percent of the digital advertising total, a new record. Spending
for online display ads was $17.84 billion in 2013, around 42 percent of

total U.S. online ad spend. An eMarketer forecast projects that annual
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paid-search ad spending will grow to $32.08 billion in the United States
by 2018, a compound annual growth rate of 10.8 percent for the period
2012-2018°

The Advantages of Paid Search

Display advertising has been around for ages, so why has a newcomer
such as paid search been outselling it since 2003? For the same reason
that cowboys wear spurs: because they work. Paid search is thought to be
more like direct-response advertising than display is, and direct-response
advertising is thought to work. Search advertisers believe that customers
who see their ad soon after they have evidenced interest by searching for
some topic will be more responsive. They regard seeing a display ad as a
passive experience, often devoid of intent or even interest. “Audiences are
more focused, engaged, and interested when doing searches,” says David
Hallerman, principal analyst at eMarketer.

Consumers often use a search engine to compare alternatives right
before making a decision about what to buy. Paid-search ads can have a
click-through rate (CTR) of around 10 percent, while display ads custom-
arily get a CTR of one user out of every thousand (or less). A CTR of 0.1
percent is considered respectable for display advertising. That means that
search users are one hundred times more likely to click on an ad than
viewers of display ads. Such stats lead marketers to presume that Internet
browsers using search are more likely to be in-market shoppers. Search
advertisers are betting on—and paying for—search engine marketing'’s abil-
ity to drive immediate response and sales.

Search engine marketing also gets points because advertisers believe
that it improves customer targeting. How? “Search engines lare] an easier
way to figure out to whom to show your ad,” says Suren Ter-Saakov, an
authority on e-commerce, “because what users type in the search box ex-

presses the user's interest in a clear, concrete form”
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Perhaps most important, search engine marketing introduced the
use of competitive bidding to determine placement—the ranking of
advertisers—on the search engine results page. If you want your ad or link
to be featured prominently, you can have it, if you're willing to pay for it.
The highest bidder gets the link placed at the top of the stack on the SERP.

This was competitive bidding, not real-time bidding. It was, and still
is, preconfigured bidding. It's an auction that happens before the search
is conducted. The price is settled in advance. Nevertheless, paid-search
advertising sold at auction served as an indispensable predecessor for the
real-time auction exchanges—where bidding occurs in the moment—that
have dramatically boosted the efficiency of selling display advertising on
the Internet (see Chapters 6 and 7).

The introduction of auction selling, with its transparency, for which
advertisers really have to thank GoTo.com, the predecessor of Overture
Services, most compellingly raised the question: How much is it really
worth to connect with a customer online? With the advent of auction sell-
ing, the process of putting a price on a click, and a value on search engine
ads, went public. Online sales for paid-search advertising were now out in
the open and subject to scrutiny, at least among interested and competitive
bidders.

The Pitfalls of Paid Search

Paid-search advertising appears deceptively simple. Buy and link your
ad to a keyword, then wait for customers to line up like zombies at a
casting call for George Romero’s Night of the Living Dead. However, it's one
thing to bid on and buy a search term. It's another to conduct an effective
paid-search ad campaign. Search advertisers have to pay as much atten-
tion to managing their campaigns as investors in companies whose shares
trade on a stock exchange. There's a lot going on when the market is open,

and the Internet never closes.
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Picking the right keywords takes skill. You need to pick “steak branding
iron,” if you are selling little branding tools used to decorate steaks on your
grill. If you choose the broader term “branding iron,” you'll get lots of clicks
(that you'll have to pay for) from ranchers, but probably no sales. There is
a lot of wisdom in the slogan of Didit, a search marketing consulting firm
in Mineola, New York: “Don’t buy traffic; buy buyers!

As with Goldilocks, keywords can’t be too narrow or too broad. They
have to be just right. If they are not, there may be unintended conse-
quences. For example, if you were selling replacement windows for build-
ings, it would be sensible to screen out keywords (to prevent associations
you don’'t want) such as “software” and “program” to make sure that you
don't get charged per click on every search that pertains to Microsoft's
Windows operating system.

One search marketing services firm had as a client a law firm that
served military personnel. The search services firm bought the keyword
“Don’'t Ask, Don't Tell” When the term appeared a multitude of times in
online media, paying for all those clicks became prohibitively expensive—
too much of a good thing.*

Then there is geography to consider. If your window replacement busi-
ness handles jobs only in the Poughkeepsie, New York, area, you have to
restrict your keyword geographically by using the term “Poughkeepsie” if
you don’t want to start getting orders and paying for clicks from elsewhere.

Multiply this by the number of keywords that you have paid to link
to, and you can see how complicated a keyword buy can be. Different key-
words can cost different amounts at different times, can tap into different
flows of traffic, and can incite users to click on them or respond to the ad
at different rates. Each of these variables can also change in a moment or
at different times of the day. The effectiveness of each can change, as can
their return on investment, if your ad’s placement rank goes up or down
on the SERP.

What others are bidding can strongly affect where your link appears.
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Here's an example that works to your advantage. If others stop bidding for
your term of choice, you could rebid and get the term for less, and perhaps
even elevate your rank on the SERP. That would improve your ROI-but
only if you have been paying attention to the market and spotted the
opportunity. Conversely, because competing advertisers are always chang-
ing their bids, your prominence on the SERP can fall if you are outbid. A
high-ROI search term for which you were paying a reasonable price could
suddenly become much less effective because your position on the SERP
had deteriorated. You have to either settle for less effectiveness or sweeten
your bid.

Search terms or keywords that embody a lot of intent or interest by
searchers can sell for quite high prices per click. The New York Times reported
that the price of keywords like “life insurance” rose to more than $20 from
about $1 between 2002 and 2012.° In addition, few positions get a lot of
clicks; usually only the top three or four get clicked much. Then, too, SERPs
show text ads or text links—just underlined words—which are the least en-
gaging, immersive, or brand-building sorts of ads.

Last, but very important, Internet browsers spend only about 5 percent
of their time online at search engines. They spend around 95 percent of
their time online at other kinds of sites. So while searchers are much more
focused and intent on what they are doing, whether it's research or shop-

ping, their time spent at the search site is very brief.

Buyer Beware

Looking back on the development of search engine marketing, it seems
inevitable that innovations such as auction selling, pay-per-click pricing,
and metrics like click-through-rate would be widely adopted. These prac-
tices seem so aligned with the interests of online advertisers. Indeed, pro-
ponents of paid-search advertising have claimed that the advertiser has
extraordinary control over its connection to the viewer. The question is:

How reliable is that control?
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For all the seeming transparency and accountability of paid-search
campaigns, advertisers have encountered problems in conducting them.
Almost as soon as they began to put ads alongside search engine results,
advertisers wondered whether the search results were biased. Rankings
have always been done by algorithms, and advertisers have never been
comfortable with having a black box determine whether or where their
ads would appear. It's a question of whom (or what, in the case of an al-
gorithm) you trust.

In addition, as pay-per-click pricing became established, there was
increasing incidence of what became known as click fraud. In one version of
this scam, a competing company clicks on a paid-search advertiser's link a
massive number of times to force the advertiser to pay for the bogus clicks.

Another search-related fraud is page-jacking. That's when content is
copied from one site and re-published on another. The web crawlers that
are sent out by search engines to detect search terms and log their oc-
currence are indefatigable indexers. But they are not Sherlock Holmes or
copyright attorneys. They can't identify the content that is original or detect
an unauthorized copy. Because of the undiscerning nature of the searching
and logging conducted by these web crawlers, the search engine company
places a link to the plagiarizing site’s pages on the SERP. Although the link
to the copied content may rank lower on the SERP than the authentic con-
tent, it may nevertheless siphon off traffic that would have gone to the site
whose content was ripped off.

Another SEM practice where the gray area at times shades into black
(sometimes referred to as black hat SEO) is called link buying. This happens
most often in organic search, where advertisers pay to post links near a
search term that comes up in editorial content on a web page. Search
advertisers—let's say a retailer—have been known to pay bloggers to, for ex-
ample, publish pages that extol certain categories of merchandise to which
the retailer wants to link. This paid-for SEO buzz produces links that as-
cend in rank as the number of paid-for editorial mentions proliferates. Al-

though search engine companies such as Google and Microsoft deplore the
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practice, and sometimes actively discourage it (a process known as Google
slapping), it can be hard to differentiate genuine buzz from counterfeit buzz.

Despite the sizzle of digital search technology, maximizing the effec-
tiveness of search advertising is no slam dunk. The computer can search
fast and automatically. But, clearly, a paid search ad campaign can't be run

on autopilot.



CHAPTER 3

Auctions and the Development
of Paid-Search Advertising

B ack in the late 1990s, paid-search advertising itself was searching for
a new business model. It had gone through several stages of business
model development. “If search were a religion, it was polytheistic,” says
Danny Sullivan, founding editor of SearchEngineLand.com.!

Initially search engine marketing was a loss leader for portals such as
AOL and Yahoo!. In paid search’s first generation, search engine companies
offered advertisers only the option of buying a paid listing on the SERP,
called a static listing. Advertisers paid a set fee for the keyword, for the
same spot on the SERP, for a set period. Everything was sold in advance,
unchangeable, and unresponsive. It was as if the listings had permanent

price tags.

SEM’s Early Challenges

SEM made a big lurch forward in 1997, when Bill Gross, who founded Idea-

lab, a new-business incubator, started GoTo.com, a search engine market-
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ing company. GoTo.com at the outset was a lot like an online yellow pages.
However, Gross was bothered by the proliferation of spam online and,
especially, in Internet search. Gross recalls that in the late 1990s, as many as
half the listings on SERPs might be completely unrelated to your search.?

SEM was earning itself a somewhat unsavory reputation. Because it
didn’t cost an advertiser anything to be reported on SERPs with an organic
listing (a listing whose link led to the search term on an editorial page),
sleazy, bait-and-switch websites proliferated. Users who clicked on links
on those sites and submitted their contact information at times would be
sent invoices. Many unwittingly paid the bills, even though they had re-
ceived no goods or services.

During the same period, display advertising on the Internet often was
inhospitable, especially to smaller advertisers. Selling online ads resembled
selling print ads, which were sold predominantly by direct sales forces.
Often they imposed hard-to-meet minimum order sizes and charged high
fixed prices denominated in cost-per-thousand impressions (CPMs).

“It was a big players’ game,” says Tim Cadogan, CEO of OpenX Tech-
nologies, an operator of an online exchange, and, from 1999 to 2003, a
senior executive at GoTo.com. “Smaller companies had no way to advertise
economically on the web. They had no effective voice”

The spamming, especially, irritated Gross. “There was a dramatic de-
cline in the quality of search results,” he explained. His first try at fixing the
problem, which occupied him for four or five months in 1997, was to set
up a paid-search venture in which human curator-editors would evaluate
and approve the legitimate sites before they were posted on the SERP. This
attempt failed dismally. There was no way that Gross's human watchdogs
could keep up with the traffic and the proliferation of sleazy spammers.

“There were all these kludgy tricks [spammers] were playing to game
the system,” says Gross. “By November 1997 we realized that our solution
was beautiful, but not scalable”

Gross lamented this decline in search quality. One day late in Decem-
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ber 1997, Gross was sitting in his office at Idealab with several of his staff-
ers. All of them were grousing about how frustrated they were that their
effort to reform paid search had failed. Gross listened absentmindedly to
their kvetching. He, too, was frustrated and a bit humiliated by the failure
of the venture. Then he noticed a set of yellow pages lying around his of-
fice. It was a search technology, too, he realized, but just an old-fashioned,
analog one. He had a thought: You never get spam in the yellow pages.
Why? Suddenly it occurred to him that it was because advertisers paid for
their display ads in the yellow pages. No one got a display ad for nothing.

All advertisers knew that everyone paid for their yellow pages display
ads and that how much they paid determined how big the ad was. It was
all completely transparent. There was what publishers call a rate card, a
document with retail prices stipulated. A full-page ad costs so much. A
sixteenth-page ad costs around one-sixteenth as much. You get what you
pay for. Why not apply that principle to paid search? Gross wondered.
Next, he took his idea a step further. Instead of a rate card, why not cre-
ate an auction? he asked himself. Being forced to pay would exclude the
spammers, and you could use the bids as a way to sort advertisers on the
SERP. The highest bidder would appear at the top of the column—the most
conspicuous and desirable location—on the SERP. Gross still recalls the
excitement he felt when he told his staff the idea. The buzz didn't last very
long. His crew shot the idea down and told him to forget it.

But Gross had a number of start-ups operating in Idealab’s building.
All of them were tiny companies, and all of them advertised online. Gross
walked around the building and asked them what they, as advertisers,
thought of the idea. They all loved it.

“All of our companies were doing banner ads on the web,” Gross says.
“So I asked them, "What are you paying for a person to come to your site?"”

Many did not know. “But, when we said, "'How would you like to pay
exactly what it's worth to you for them to come to your site?, they were

thrilled” That vision was the start of a frenzy of development at Idealab.
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Gross wanted to present the auction idea at the TED (Technology, Enter-
tainment, and Design) conference in Monterey, California, on February 28,
1998.

While the new way of doing business was being developed, Gross
had his salespeople go out and sign up charter advertisers, who would
demonstrate the feasibility and economic advantages of the approach.
Pretty quickly, they got about one hundred advertisers. All were tiny com-
panies. Gross then had a few salespeople focus on getting at least ten big
advertisers to sign up. Eventually, they got notable firms such as Amazon,
Toyota, and About.com to sign up, and Gross's salespeople flaunted the big
names when they told other potential advertisers about the new venture.

Then, unexpectedly, just a few days before the TED conference, several
of the big marquee advertisers pulled out. Toyota, Amazon, and others
were worried that GoTo’s SERPs would display what they bid. This was too
much transparency for them. They canceled, and Gross worried that their
defections would have a snowball effect on other advertisers.

When he took the stage at TED a few days later to describe his terrific
new brainchild, Gross had forebodings that the concept was falling apart
even before it was officially announced. He saw a number of influential
people in the audience, among them Jeff Bezos, CEO of Amazon, and Scott
Kurnit, CEO of About.com. Panning the room after he finished his talk, he
thought he saw the sort of body language that indicated disapproval. No
high fives, no fist pumps. He remembers feeling pretty demoralized.

After some polite-but-strained chitchat outside the auditorium, Gross
trudged back to the hotel. By chance, he got into the same elevator as
Bezos was in.

“Terrific presentation,” Gross recalls Bezos saying to him.

Gross couldn't believe what he was hearing. “What are you talking
about?” he asked Bezos. “You pulled the plug on us three days ago”

Now it was Bezos's turn to be incredulous. As it happened, the decision

to pull out of the new paid-search auction-pricing regimen had been made
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by someone lower down in the Amazon hierarchy. Bezos had no clue. He
assured Gross that he would get Amazon back working with him.
That moment was the beginning of true pay-for-performance ad sales

in paid-search advertising.

Paid-Search Auctions

They worked like this. An advertiser chose as its search term a specific
keyword or phrase and placed a bid on that term. The advertiser submitted
an ad for the term. GoTo’s editors checked it for relevance. If the ad was
accepted, it was shown when a user searched for the term.> However, the
auction did not eliminate other bidders. This was not a winner-take-all
competition. Paid-search advertising became accessible to all advertisers,
big and small. Lower bidders’ ads were also presented on the SERP, but in
descending prominence. The lower the bid, the lower that advertiser’s ad
ranked. According to Andrew Ellam and Marco Ottaviani, “When the user
clicked on an ad, the advertiser was billed the amount of their bid. A user
might click on more than one ad—in which case more than one advertiser
would be billed—or on none™

r

“This was a ‘rupture point,” says Cadogan from OpenX. “Nothing like
that existed before. It was a brand new business model. GoTo invented
paid search”

The new model encouraged marketers, especially those at smaller
firms. It didn't burden them with too much risk. The cost of entry was low.
Advertisers could bid a penny. That wouldn’t get their link featured prom-
inently, near the top of the stack, but no matter how meager their budget,
they could be in the game on a SERP.

GoTlo’s new ad sales regimen was targeted, self-service (that is, there
was no intermediation by a direct sales force), advertisers named their price,
and the deal could be changed at any time, which meant bidders could

raise or lower their bids as the market or their circumstances changed.
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At times, this auction selling could be advantageously elastic. When
bids and rankings were bunched close together and competitors were not
changing bids in response, sometimes a very small increase in a bid could
greatly improve an ad’s rank and lead to big improvements in traffic and
clicks.

GoTo's innovation made paid-search advertising simple and transpar-
ent. Advertisers knew what they were bidding, and they could see how
much they would rise in rank by how much they raised their bid. They
could compare what they were doing with what others were doing; in that
way, they could make an educated guess about what others were bidding
and develop a bidding strategy. “[Advertisers could] constantly monitor or
modify their performance, daily if they wished,” says Cadogan. Accessible
and fair as this new auction-selling model may have been, GoTo's business
could not cruise along as if it were a bike being ridden with no hands on
the bars. GoTo may have been a scrappy little start-up with new ideas,
but, to succeed, it had to grow itself from a minnow to the biggest fish in
the pond before a bigger fish could swallow it. It had invented the new
model. Commercializing it was another thing entirely. As with other Inter-
net businesses, even those blessed with brilliantly innovative technologies
or breakthrough business models, the problem was achieving scale.

Fortunately, 1998 saw the arrival at GoTo of Ted Meisel, who became
one of the pioneers of paid search. A Stanford-educated lawyer, Meisel had
worked as a McKinsey strategy consultant before he came to GoTo as chief
operating officer. Meisel realized that crucial to GoTo’s success was getting
much more traffic from Internet searchers. Even though its focus was on
search, GoTo wasn't getting anywhere near the growth in traffic it needed.

Getting that scale, and in a hurry, was a complicated challenge for
Meisel to manage. Golo had to pull off three difficult initiatives at the
same time: (1) getting search adopted by advertisers, (2) getting much more
search business, and (3) making sure that GoTo and its partners (the portals
from which it got the searches) fulfilled their commitments to advertisers

(which included billing them correctly).
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Search advertising was new to advertisers. It required an awful lot of
explanation. Search wasn’t an important part of most advertisers’ cam-
paigns then. From 1997 to 1998, display advertising, sold on a CPM basis,
and other forms of sponsorship accounted for 80 to 90 percent of ad sales
on the Internet.

“The promise of [advertising on] the Internet,” says Meisel, who now
is a senior adviser at the private equity firm Elevation Partners, “was to
lenablel the right ad to be delivered to the right person at the right time
for the right price”

To fulfill that promise to advertisers and get search adopted, Meisel’s
sales pitch spotlighted the fairness of the auction model. “We were the first
to say that the right price was decided by the advertiser,” says Meisel, and
the right price was “what was bid”

Ensuring that the ad was delivered to the right person was the easy
part. In search advertising, the right person is defined by what the person
is looking for.

Getting search traffic was the big hurdle. GoTo wasn't getting enough.
So Meisel went to the big portals (for example, AOL and Yahoo!) and of-
fered to take over their search engine function. In return, he offered to
share a portion of the search