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Abstract

This paper identifies and explores the commercial relevance of the new category of online applications commonly described as Social Media or Web 2.0. It examines the significance of Web 2.0 for Marketing Strategy and the role it could play as a Direct Marketing tool in particular. The issue is far from straightforward: While several observers see in Web 2.0 a clearly defined new direction in the evolution of the Internet, others simply rejected as a new High -Tech hype. The experience so far, based to a large degree on anecdotal evidence, is that Web 2.0 has a substantial effect on consumer behavior and has contributed to an unprecedented customer empowerment.  The consequences are far reaching, affecting not only the area of technology development but also the domains of business strategy and marketing.  From the academic but also the practical point of view, attention must be placed on the demarcation and evaluation of the new technologies and trends so that the real value of Web 2.0 as component of the modern marketing can be determined. 
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Introduction 
On the 2nd of April 2005 The Economist published an article titled “Crowned at last” and the TIME magazine, braking a tradition of almost forty years, assigned the title of the 2006 Man of the Year not to any particular personality but to the modern virtual consumer.  The underlying theme of both publications – and many other that followed - was the effect of the new kind of Internet applications in shaping a new breed of consumers who increasingly integrate the web into their daily life. Both articles describe how the phenomenon commonly referred to as Web 2.0 or Social Media is affecting the way people communicate, socialize, learn, entertain themselves, interact with each other or even do their shopping. They also suggest that next to transforming peoples’ individual and group behavior the Web 2.0 has also affected the power structures in the marketplace causing a substantial migration of market power from producers or vendors towards customers. The main reason for this is that today’s online consumer has access to a previously unknown reservoir of information and knowledge as well as unlimited choice, available at the click of the computer mouse. 

The terms Social Media and Web 2.0 are often used as interchangeable; however some people associate the term Web 2.0 mainly with applications and the term Social Media with the social aspects of applications (participation, openness, conversation, community, connectedness; SpannerWorks, 2007) running on Web 2.0 technologies. In this paper we will use the term Web 2.0 as an umbrella term of web applications fulfilling a number of criteria to be defined further on.   
The growing importance of the Web 2.0 and the effects on consumers and organizations are issues frequently making headlines and increasingly attracting academic attention. The interest is often focused on the ways these applications contribute to customer behavioral change and on new challenges facing strategists and marketers (Urban, 2003; McKinsey Quarterly, 2007). There is little clarity as to the exact nature of Web 2.0; for all intents and purposes there is still no generally accepted definition of the term and no systematic research on the importance and effects of it on the marketing practice. This paper will attempt to define this phenomenon and identify its dimensions in an effort to help marketers understand the potential of Web 2.0 as a (direct) marketing tool. 
What is Web 2.0?

The term Web 2.0 is around since 2005 but the subject is already controversial. Much controversy stems from the fact that in Web 2.0 applications are based on content generated by users being often anonymous and lacking qualitative credentials. This is a basic difference from previous Internet applications: The user as an essential contributor is a new commercial phenomenon instigating a migration of market power from the producers to consumers, from the mass media to personalized ones. 

The controversy is also evident in the lack of general consensus as to what exactly the Web 2.0 is. Without any generally accepted definition this paper will apply the following definition when referring to Web 2.0:

Web 2.0 is a collection of open source, interactive and user-controlled online applications expanding the experiences, knowledge and market power of the users as participants in business and social processes. Web 2.0 applications support the creation of informal users’ networks facilitating the flow of ideas and knowledge by allowing the efficient generation, dissemination, sharing and editing/refining of informational content.
 Web 2.0 presents corporations with new challenges but also new opportunities for getting and staying in touch with their markets, learning about needs and opinions of their customers as well as interacting with them in a direct and personalized way. 
A number of technology principles that will be briefly explained in the next chapters are common to Web 2.0 applications. As to the categories of Web 2.0, we propose a basic classification based on application types, divided in five main categories:
1. Blogs: Short for Web logs: online journals, the most known and fastest growing category of Web 2.0 applications. Blogs are often combined with Podcasts i.e. digital audio or video that can be streamed or downloaded to portable devices. Examples: http://gizmodo.com, http://www.boingboing.net,  http://www.huffingtonpost.com
2. Social Networks: allow users to build personal websites accessible to other users for exchange of personal content and communication. Examples: http://www.myspace.com, http://www.facebook.com, www.hyves.nl, http://www.ning.com/
3. (Content) Communities: Web sites organizing and sharing particular types of content. Examples are applications of Video sharing: http://video.google.com, www.youtube.com, http://etsylove.ning.com, Photos sharing: http://www.flickr.com, Social Bookmarking www.digg.com, http://del.icio.us and publicly edited Encyclopedias www.wikipedia.org, http://en.citizendium.org/wiki/Main_Page
4. Forums / Bulleting Boards: sites for exchanging ideas and information usually around special interests Examples: www.epinions.com, www.personaldemocracy.com, http://www.python.org. 
5. Content aggregators: applications allowing users to fully customize the web content they wish to access. These sites make use of a technique known as Real Simple Syndication (RSS). Examples http://uk.my.yahoo.com/, http://www.google.com/ig, http://www.netvibes.com/
The user is a vital factor for all categories of Web 2.0 applications, not only as consumer but mainly as content contributor. The term User Generated Content (UGC) is often used to underline this special attribute of all above Web 2.0 application categories. 

Evolution and Trends of the Internet: From Web 1.0 to Web 2.0

The recent high-profile takeovers of the Internet telephone service Skype and of the online payment system PayPal by the successful online auction Ebay, the takeover of the photo sharing site Flickr by Yahoo and the 1.3 billion dollar takeover of the – unprofitable - video exchange site YouTube by Google have placed the subject of Web 2.0 in the spotlights. Some observers already draw parallels to the Internet gold rush of the 90’s. The issue is already a subject of public debate while studies about of the phenomenon begin to surface (McKinsey, 2007; Forrester, 2007). In the academic literature the topics of Web 2.0 and social media are slowly attracting attention (Karger and Quan, 2005; Biever, 2006; Deshpande and Jadad, 2006; Boll, 2007) yet there is no visible line on research interests and no definition of Web 2.0 enjoying general academic acceptance. 

The term Web 2.0 was proposed by O’Reilly (2005) to become quickly the new buzzword of   Silicon Valley circles and media. For many in the Internet software industry the phenomenon is not really new while marketers becoming familiar with Web 2.0 increasingly engage this concept as part of their marketing strategy (McKinsey, 2007; Hitwise 2007
, Forrester, 2007). Expectations are high, despite the fact that on the whole the adoption rate among traditional businesses is still low and the instruments used are selective and limited
. 
The term Web 2.0 is used extensively despite the ambiguity as to its exact meaning is. Yet using a common term serves a useful purpose: it allows the development of a common vision and provides a platform for the identification of a specific type of online service-oriented and customer-controlled applications. 

The influence of the Web 2.0 concept is evident in the field. One of the most noticeable trends in the Internet-mediated online marketplace is that applications are increasingly build not anymore on proprietary platforms but rather on frameworks usually based on open source software. These frameworks enable the rapid development of new forms of functionality allowing the “democratization” of technology and in many cases even facilitating connectivity to competitive applications. As a result of application interconnectivity the cooperation and interaction among web users has substantially increased. The value and benefits underpinning this trend are not always clear and their effects have not yet been studied in a systematic way. One of the reasons for this is the newness but most importantly the complexity of the issue: in the Web 2.0 domain various technical and business aspects are heavily interrelated making often difficult the identification of the underlying value models. 

With regard to the innovative nature of Web 2.0, it can be argued that the movement has not contributed many radically new technological components, it merely created new families of online applications sharing a number of common sets of objectives, characteristics and design principles. Their main innovative aspect of these applications is the way they allow user participation in the form of content contribution and content editing; as such they are usually build on a common set of development practices and present users with a new value proposition based on network effects.

The Web 2.0 and marketing: what is changing?

The Web 2.0 is as a new step in the evolution process of the Internet as commercial environment. While some skeptics reject the Web 2.0 idea as nothing more than another technology fad, the success and wide adoption of it point to the fact that Web 2.0 is here to stay. Several studies suggest that young consumers have adopted the online social media as integral part of their life: According to a recent survey by Alloy Media & Marketing 96% of US teens go online to participate in a social network at least once a week (Biz Report.com, June 27, 2007)
Next to the young generation Web 2.0 applications become increasingly popular among professionals: more than 50% of professionals participate already in social networks according to the Social Network Practitioner Consensus Survey of May 2007 (BizReport.com, June 5, 2007).  On the other hand the mainstream online consumer has noticed that Web 2.0 applications offer new and previously unknown possibilities and empowerment not only in the form of information sourcing but also as forums of dialog and often confrontation of producers and vendors with their social, ethical and commercial responsibilities. The power of these media can be very substantial and there are already several cases of “citizen journalism” exposing product failures or corporate misconduct and forcing companies to respond; one of the most famous examples was the recall of a Dell laptop after bloggers reported about a defect and potentially dangerous battery. 
Despite these positive signs the Web 2.0 issue remains controversial : Keen (2007), Keegan (2007) and Wilson (2007) argue that  the Web 2.0 and specifically the applications based on consumer generated content present a real and present danger to the western culture. As example: anonymous amateur videos and music remixes posted to sites like YouTube, Google Video and other such sites contribute to public frustration (the viewer is not able to distinguish between reality, fiction and advertising) and abuse of intellectual rights (from using copyrighted material like music, video, logos etc) leading to the demise of traditional professional artists. Gillin (2007) and others disagree arguing that in fact the social media represent a healthy phenomenon, becoming the new source of consumer creativity, influence and empowerment. A certain effect of the customer empowerment is the fact that traditional media and old-style marketing are constantly loosing ground as influencers of consumer behavior. According to the 2004 Yankelovick Monitor
  today 60% of US consumers have a much more negative picture about Marketing and 70% of consumers tune out advertising much more often than a few years ago. On the other hand a recent study of Deloitte Touche USA reveals that 62% of the US consumers read consumer-generated online reviews and 98% of them find these reviews reliable enough; 80% of these consumers say that reading these reviews has affected their buying intentions. (emarketer.com, 12 Oct. 2007)
From the marketing perspective it is necessary to look to Web 2.0 as a challenge rather than a threat and consider it a new frontier of commercial strategy. As such the subject poses some interesting questions: What are the dimensions and the possible consequences of the Web 2.0 phenomenon on the marketing practice? What are the possible responses of business to the phenomenon and what of these responses are likely to be successful?

Main consequences: Shift in market power, value offering and customer needs
An important effect of the Web 2.0-mediated customer empowerment is a visible shift in consumer attitudes. Some of the symptoms of this shift are the surfacing of new customer needs, the emerging new value perceptions and various effects on consumer search and buying behavior. 

The shift in customer needs is reflected in the growing demand for online services, particularly in the Web 2.0 domain where consumers not only can interact with marketers but also access peer communities. The constant expansion of blogs and other online platforms where people can post and share or exchange personal ideas, videos, pictures, tags or play online multi-party games etc. has by now created its own dynamics: it takes place without any form of advertising or marketing from the part of the application providers. The value attributed to these applications is not based on the classic customer value approach but rather on some feeling of achievement through personal gratification. As to the consumer behavior this is increasingly influenced by peer opinions and the collective intelligence (Surowiecki, 2005) 

Web 2.0 as Direct Marketing tool 

What could Web 2.0 mean to marketers and how they can integrate it into the corporate commercial strategy? Recognizing the effects of Web 2.0 on the consumer’s decision making process, understanding the sources of customer value and the motives of consumers to use these applications are the first steps to this direction. Web 2.0 applications become increasingly popular due to the advantages they offer to users (transparency, referrals, contacts with other users etc) and their effect on customer power (Urban, 2003). Interaction with peers triggers new customer needs – often for niche and personalized products -  and alter buying attitudes. The new buying attitudes are not limited to the online buying behavior but extend to the traditional one. According to a recent survey of Sterling Committee “consumers want a seamless buying experience across all channels” (BizReport, August 30 2007).  Moreover the customer preferences and experiences about products and services marketed either in traditional or electronic outlets are not based any more exclusively on information made available through traditional mass media or corporate web sites. In the era of Web 2.0 customer preferences and decisions are increasingly based on inputs provided by parties beyond the control of online marketers: peer reviews, referrals, blogs, tagging, social networks, online forums and other forms of – uncontrollable by the marketer - user generated content. 

As a result the Internet and particularly the Web 2.0 as a new marketplace component, further complicate the traditional “textbook” process of buying behavior described in the Inputs – Processing – Response model (Illustration 1) where the elements A and B represent the traditional influencers of the consumer behavior: The conventional marketing influences (A) and the uncontrollable personal influencers (B) (Kotler, 2003).
In today’s digital-focused marketing environment the Internet as a communication and transaction channel adds two more inputs and influencers of buying behavior to the model: the online marketing mix (C) that basically represents the  - controllable - online experience provided by the corporate web site (Constantinides, 2004) and the Web 2.0 influences (D) that for all intents and purposes are beyond the marketer’s control. 
Illustration 1 underlines the increasing complexity of the customer decision making process in the Web 2.0 environment: as the web user and the technology matures, marketers discover that influencing the consumer behavior by means of traditional marketing media and practices becomes more and more difficult. Next to the new parameters entering the decision process equation, an additional problem is the increasing mistrust of consumers for traditional, mass marketing tactics as explained earlier; these consumer attitudes are reflected on the diminishing effect of mass media 
.  As a result, consumers increasingly base their preferences and purchasing decisions on information they consider more reliable than the corporate communication i.e. information based on other users’ experiences, easily obtainable in the Web 2.0 area. 
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Illustration 1: Factors influencing the decision making process in an information-based marketplace adapted form Kotler (2003) and Constantinides (2004).

A and B: Factors affecting the buying decision-making process in traditional shopping environments

A, B and C: Factors affecting the buying decision-making process in an Internet (Web 1.0) -mediated environment

A, B, C and D: Factors affecting the buying decision-making process in an Internet (Web 2.0) - mediated environment

Identifying ways to enhance user experience, meet the customer’s information needs and help customers becoming successful – an approach known as customer advocacy  – will be the future keys to success. Even in the case of product categories previously considered as generic (like travel and vacation services), vendors discover that they can gain and retain customers by offering something more than only low prices (Gilden, 2006). There is evidence that customer reviews posted in different forums or online communities, Web blogs and podcasts are much more powerful as marketing tools than expert product reviews (Gillin, 2007); customers consider their peers or independent parties to be more reliable information sources than the vendor or the traditional media expert. The influence of particularly blogs and podcasts is increasing because of the fast expansion of audience and contributors 
. 

Corporate options

Firms can capitalize on these developments in three different ways. The first is to understand how social media function and actively include them in their PR arsenal, in order to reach and inform the proper online influencers (bloggers, podcasters etc.) about their new market offers. Doing this in an efficient way offers immediate access to their market but also to very specific market segments at a fraction of the costs required by traditional media. Advertising in well-selected blogs can also be a very interesting and relatively low cost communication option.

The second way marketers can engage the Web 2.0 is to actively and consequently “listen-in” to what people say about the firm and its products in blogs, podcasts, forums and online communities. There are already specialized parties and search engines available allowing to firms to find and gather this type of content. The value and quality of this information is obvious: people like to talk online about their experiences about products, services and firms, advising others or even proposing how the product can be improved; this is high-quality market information obtainable at a very low cost. 
The third way to utilize Web 2.0 media is to engage these as tools of direct, personalized one-to-one marketing. Brick-and-mortar firms like Nike, Disney, Coca Cola, TIME magazine, The Hearst Media etc are already experimenting with social media as part of their direct marketing strategy seeking communication, interaction and customer feed back. They do this by introducing Web 2.0 web sites based on user generated content, encouraging social networking. These firms offer to their customer the possibility to create their own social network and customize their online experience from the company’s web site. 

Another option is to launch corporate blogs and podcasts. Several business executives like Jonathan Swartz CEO of Sun Microsystems, Steve Jobs, CEO of Apple Computers and McDonalds Vice President Bob Langert post daily on corporate blogs, encouraging customers to interact and freely express their feelings or remarks about the company and its products. 
Some firms are going even further: SONY, Frito-Lay’s, Sunkist are some of the firms in a growing pool of corporations partnering with talented amateurs who even create TV commercials for them. The idea behind such partnerships is the belief that a message created by a customer is more credible and therefore more effective than one created by an advertising agency, since the former reflects genuine feelings of the product user. 

An alternative approach is the increasingly popular corporate practice to take advantage of the rising customer individualism by providing customers with personalized products. There are examples of firms going to great lengths, offering customers online tools allowing modification, customization or even the design of company products. Pioneers in this area are companies like Kleenex (myklenextissue.com), a service called photostamps.com allowing consumers to create their own (US Postal Service approved) stamps from their photos, Heinz (myheinz.com) inviting customers to create their own personalized labels of their ketchup bottle and M&M (nymms.com) allowing customers to select their favorite candy colors and have a personalized message printed on it. Pepsi invites fans to design their soft drink cans in the Design Our Pepsi Can Contest (www.designourpepsican.com) with the best idea adopted as the new look of the product in regular intervals and NIKE offers similar tools to its customers allowing customizing the sport articles they order online(http://nikeid.nike.com) .
Conclusions and issues for further research

The fuzzy family of social media or Web 2.0 appears to present a new phenomenon and a 

new stage in the Internet evolution and direct marketing. A number of common software
development and commercial principles underpinning the Web 2.0 applications are emerging 
and the effects on market power structures, marketing strategy and practice are already 
visible to the corporate world. 

Web 2.0 applications underline the trend towards openness and technology democratization and present a new approach to the architecture of participation, based on decentralization and user generated content. They present consumers with a whole array of options in searching for value products and services and finding exactly what they need and want with minimum effort, in line with the current customer desire for personalization, individual approach and empowerment. 
By adding a new uncontrollable element in the customer decision-making process equation (Illustration 1) the Web 2.0 represents a new challenge to marketing strategists who witness the diminishing effect of traditional marketing practices. The best alternative is to engage the new media in an active way as part of the overall marketing strategy, as part of the PR and communication mix, as a way to listen to the customer’s voice and as a means of direct, one-to-one marketing. These areas are already pioneered by corporations adopting a strategy based on openness, dialog and individual (one-to-one) approach, offering customers the possibility to express their creativity, experiences and needs and in some cases even involving customers in the production of communication messages and design of their products. 

From the academic point of view these developments present a challenging research domain that should embrace three main topics:

1.
The identification and classification of the different types of applications and instruments belonging to the Web 2.0 category from the technological but also from the commercial perspective. This will provide the basis for a comprehensive definition as basis for the systematic analysis of the phenomenon.
2.
The study of the effects of these instruments on consumer perceptions, needs and behavior. What is the effect of Web 2.0 on market niches.  
3.
The value of Web 2.0 applications as marketing tools and the ways to maximize the effectiveness of these tools. How these tools can be efficiently incorporated into the marketing strategy and how they can become sources of additional business value and effective instruments of customer acquisition and retention?  
Finally all indications point to the fact that the social media are here to stay. In the future

Marketers should learn to co-exist and communicate with a powerful customer very little
sensitive to old fashion push marketing but rather determined to participate as equal in the

marketing process.   
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C. WEB Experience:�Online Controllable Marketing Factors 


Web site Usability, Interactivity, Trust, Aesthetics, Online Marketing Mix 








CUSTOMER DECISION


- Product choice


- Brand choice


- Dealer choice


- Purchase timing





BLACK BOX:


PROCESSING CENTER





CUSTOMER





B. Uncontrollable stimuli:  


Demographic, personal, cultural, attitudinal, perceptual, sociological, economic, legal, environmental etc.








A. Controllable stimuli: 


Traditional Marketing Mix

















D. WEB  2.0  Experience:�Online Uncontrollable Marketing Factors


Weblogs, Social Networks, Podcasts, Communities, Tagging, Forums, Bulleting Boards etc.





































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































�     HitWise.com in a study published in April 2007 calculates the participation of Web 2.0 to the top participatory web sites to 12,28% , an 668% increase compared to 2 years ago


�   Marketingvox.com, March 28, 2007


�     2004 Yankelovich Marketing Resistance Survey


�    2004 Yankelovich Monitor


�  According to Technorati.com a firm measuring the development of this phenomenon as of Sept 30, 2006 1.3 mil blog posts are published daily, 54.000+ per hour
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