


Serious business
Web 2.0 goes corporate

Even after the Internet bubble burst in 2000,
consumers, businesses and governments around the
world continued to flood online. Internet innovators
took advantage of this growth with applications
that helped users express themselves and connect
to other users. Start-ups exploiting things such as
social networking, consumer-generated content and
the wisdom of crowds—such as News Corporation’s
MySpace, Google’s YouTube and community-
generated Wikipedia—took off. All garnered
extraordinary media attention, and the first Web

2.0 conference in 2004 promoted the idea of the

Internet as a participatory platform rather than a mere

collection of static pages (see Web 2.0 glossary).

To many people outside the IT industry, however,
and even at some traditional information technology
(IT) shops, these innovations seemed frivolous.
Although they generated enormous buzz among
enthusiasts, especially the young, they appeared to

have little to do with the serious business of industries

like financial services, manufacturing, energy and
consumer goods.

In January 2007 a research programme conducted
by the Economist Intelligence Unit and sponsored
by FAST gauged the relevance of Web 2.0 to large
corporations throughout the world and across a wide
range of industries. The research, which consisted
of an online survey plus follow-up interviews with
senior executives at large public corporations, found
that Web 2.0 now has significant implications for
big business across a wide range industry sectors.
By 2006, and even earlier at some companies, the
world’s multinationals began to see many Web 2.0
technologies as corporate tools. In fact, according to
our survey, 31% of companies think that use of the
web as a platform for sharing and collaboration will
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“I think that eventually these kinds of Web 2.0 technologies will
transform the business model through community development, 360-
degree view of important product enhancements that should be made.

Harvey Koeppel, chief information officer and senior vice-president at Citigroup Inc’s Global
Consumer Group in New York.

affect all parts of their business.

Why are large corporations interested in what
many see as no more than the latest dot-com fad?
The answer is growth and profitability. AImost four-
fifths of executives surveyed see the sharing and
collaboration aspects of Web 2.0 as an opportunity
to increase their company’s revenue and/or margins.
“Web 2.0 is no longer bleeding edge,” says Harvey
Koeppel, chief information officer and senior vice-
president at Citigroup’s Global Consumer Group in New
York. “Now it is leading edge.”

About the survey

In January 2007 the Economist Intelligence Unit polled 406 senior execu-
tives from around the world on the impact of Web 2.0 on their businesses.
Sponsored by FAST, the online survey focused on the prospects for improved
internal and external collaboration, increases in revenue or profitability,
and implementation challenges.

Respondents included 406 senior executives, of which 41% were from
the C-suite or the board. The average company size was about US$2.5bn in
revenue, and major industry segments included financial and professional
services, life sciences, IT/telecoms and media. Two-fifths of the respondents
were located in North America, about one-quarter each in Europe and the
Asia/Pacific region, and the rest from elsewhere in the world.

The survey was supplemented with in-depth interviews with senior
executives across a range of industries, including financial services,
telecoms, advertising and publishing.
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Web 2.0 glossary

Blog

Enterprise 2.0

Mash-up

Network effect

RSS

Tagging

Web 2.0

Wiki

Personal or corporate online journal that offers reporting
and opinion about people, things and events.

The use of Web 2.0-type concepts and software (see below)
within an enterprise. Enterprise 2.0 was first used by
Andrew McAfee of Harvard Business School in the Spring
2006 MIT Sloan Management Review.

An application that pulls and displays information from
multiple sources in response to user queries to deliver a
customised result.

Asituation in which a product or service becomes more
valuable the more people use it.

Really Simple Syndication, an online system that lets aver-
age consumers designate what news or information they
want multiple sources to deliver directly to them.

An online labelling system that lets consumers create a de
facto index for the purposes of identifying and sharing con-
tent.

“Web 2.0 is the network as platform, spanning all con-
nected devices; Web 2.0 applications are those that make
the most of the intrinsic advantages of that platform:
delivering software as a continually updated service that
gets better the more people use it, consuming and remix-
ing data from multiple sources, including individual users,
while providing their own data and services in a form
that allows remixing by others, creating network effects
through an ‘architecture of participation,” and going
beyond the page metaphor of Web 1.0 to deliver rich user
experiences.”?

A collaborative website that average users can update,
without a need for programming skills. Wiki is a Hawaiian
word for quick.

1 From a 2005 blog posting by Tim O'Reilly, chief executive officer and founder of O’Reilly Media, the company that

coined the term.
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Web 2.0’s progress into
the mainstream

Web 2.0 is gaining significant ground across a range
of business sectors.

@ Nearly 60% of big companies in our survey say
that they are, for example, inviting customers to
contribute content that explains, supports, promotes
or enhances their products, or that they plan to do so
within the coming two years.

@ Further, 47% of companies are, or are planning
to, treat customers as co-developers of products that
they constantly improve in a continual “beta” testing
phase.

@ Big business expects the repercussions of these

new tools and methods to be far-reaching: 58% say
that their use of the web to partner with customers
will impact on some or all parts of their business.

Companies based in countries such as the US,
Germany, China, India and the UK are among the
early adopters of these Web 2.0 tools and methods,
according to our survey, while early-adopter

How early adopters are using Web 2.0

Does your company currently use web technologies or processes
to increase sharing and collaboration, or plan to use them within
two years?

(% respondents)

Il Plan to use Use now

Mash-ups
I 2

Online communities
I /0

Solicitions of innovations
I 35

RSS
[ 3

Blogs, Wikis
[ 32

Source: Economist Intelligence Unit survey, January 2007



industries include entertainment and media,
technology, travel and tourism and professional
services. So far, early-adopter companies have
focused their Web 2.0 efforts on the creation of online
communities that can help with product marketing or
the development of new products. Right behind that,
companies are setting up blogs or wikis to initiate
conversations either inside or outside the company.

Going forward, companies expect Web 2.0 methods
and tools to have the greatest impact on either the
way that their company interacts with customers
(according to 68% of survey takers), or on how
employees interact with each other and the company
(49% of survey takers).
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The financial impact

The desire to cut costs and increase revenue is behind
this widespread adoption of Web 2.0. A full 79% of
companies surveyed see the collaborative aspects of
Web 2.0 as away to increase corporate revenue and/or
margins. As a cost-reducer, 30% of companies expect
Web 2.0 tools to trim the most in customer-service
and -support costs. “Instead of a call centre with
5,000 people, you could have one with 2,000,” says
Citigroup’s Mr Koeppel, because customers can find
their own answers to questions online.

However, 21% of companies also expect Web
2.0 tools to lower public relations, advertising and
marketing costs, while 17% expect to reduce the
costs of product and service innovation. Blogging,
for example, “is very effective from a marketing
and branding standpoint,” says Anthony Christie,
executive vice-president and chief marketing officer
at Global Crossing Ltd, a US$2bn telecoms company
that provides broadband, voice, data and multimedia
communications solutions in more than 600 cities
in 60 countries on six continents. “It’s an extremely
efficient, low-cost approach to building your brand.”

For example, in 2006 the world’s largest car
manufacturer, General Motors (GM), followed its
successful launch in 2005 of a blog called FastLane
with a second blog called FYl. GM wanted to “change
the perception that GM is a giant corporation that is
impersonal,” says Bill Betts, manager of web services
at GM in Detroit. So, in addition to the executives who
blog on FastLane, GM put employees from factories
and offices on the blogging front lines at FYI. “It has
put a human face on the corporation,” Mr Betts says.
“We're very pleased that we’ve got the return we've
hoped for and maybe even more than that. This has
been money well spent.”

As well as cost reduction, though, many businesses
also expect Web 2.0 to add to their revenue. Which
department will reap the biggest revenue advantage
from Web 2.0 methods depends on the company’s
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How Web 2.0 will impact on revenue and margins

Increasing revenue
(% respondents)

Acquiring new customers
38

Customer service and support
25
Product/service innovation

[ 25

Marketing/advertising/public relations
24

Customer retention
I >3
Account management

I : >

Online sales

I 1

Service delivery

I |

Logistics and distribution

I -

In-person sales (lead generation, cross-selling, up-selling)

.

Source: Economist Intelligence Unit survey, January 2007

sector, says Colleen DeCourcy, chief experience officer
at J Walter Thompson (JWT), the largest advertising
agency in the US and the fourth-largest advertising-
agency brand in the world. Product-development
departments at the Googles and Yahoos of the world
are likely to get the biggest revenue boost from Web
2.0, for example, she explains, while service firms like
JWT are likely to achieve the most financial success
with Web 2.0 tools in the business-development
department.

JWT, for example, has expert groups that
follow various industry sectors such as banking,
entertainment and travel. These expert groups or
“pods” use online collaboration tools (customised
internally on top of existing open-source software) to

“If everyone has a little bit to contribute, we get someplace big. Thereisa
quickness, a rapid-release nature to consumer communities. Businesses
need to learn how to move with that [consumer] speed.”

Colleen DeCourcy, chief experience officer at J Walter Thompson (JWT), the largest
advertising agency in the US.
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Reducing costs
(% respondents)

Acquiring new customers

I 15

Customer service and support
I 30
Product/service innovation

) 17

Marketing/advertising/public relations

Customer retention
I
Account management
I 5

Online sales

I 3

Service delivery

I 3

Logistics and distribution

I >

In-person sales (lead generation, cross-selling, up-selling)

I

monitor industry trends. The “pods” then use those
Web 2.0 tools to communicate the intelligence they’ve
gathered to JWT’s business-development executives,
saying, for example, “Here’s an idea for how to acquire
new customers.”

“You need to use Web 2.0 to bring people
together,” Ms DeCourcy adds. “We need these virtual
spaces for our internal experts. Wikis work well, blogs
work well and tagging puts a structure around it all.”



Web 2.0 revenue-generating
strategies

When it comes to actually increasing revenue, most
companies expect to get the biggest return on Web
2.0 investment from new business: 38% of companies
expect to use Web 2.0 tools and methods to boost
revenue through customer acquisition. One-quarter
of survey takers expect Web 2.0 to increase revenue
through product and service innovation.

Schibsted Sok (Search), a new company wholly
owned by Schibsted Media, Norway’s largest media
company with roughly US$1.5bn in annual revenue,
for example, has plans to use Web 2.0 technologies
better to customise its services. “We are looking to the
next phase of our search services, to make them more
personalised and connected to blogs, so there will be
more interactions between users and content,” says
Mikal Rohde, chief executive officer at the Oslo-based
Schibsted Sok.

Companies have, in fact, all sorts of short- and
long-term ideas for boosting revenue by using Web
2.0’s collaborative tools internally and externally.
Over the coming two years, for example, Schibsted
Sok is also thinking of developing a collaborative
sales platform to share with sales and joint-venture
partners. This way, the company will be able to
collaborate with partners on the sale of online search
services to customers. “We have a lot of content and
we would like to use it in different ways, so we are
developing a sales-administration platform on the
Web to keep track of who has called who and so forth,”
says Mr Rohde. “We are looking now at handling that
with collaborative tools.”

At JWT, Web 2.0 is adding to the bottom line by
yielding superior products and services. The firm is
shifting from merely supplying clients with people and
products to offering them thought leadership, says Ms
DeCourcy, adding “Thought leadership has a different
cost structure.”
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Big corporations that haven't yet seen aWeb 2.0
impact on their bottom line, however, are quick to
point out other advantages that Web 2.0 tools are
offering now. In March 2006, for example, Global
Crossing Ltd launched a blog site where today a
number of bloggers—mostly engineers, but also one
lawyer and one salesman—feed the site with their
own personal take on new products, strategies for
technical implementations and the like. The site lets
Global Crossing show off its talent, something that
the firm considers to be one of its key competitive
differentiators.

“Awell-run blog is a way to grow brand equity
over time,” says Mr Christie. “It’s a wonderful way for
people to realise that there are real people working for
these big companies. It will take some time before it
makes a difference to our bottom line [but] it is a good
motivator for our people. It’s great for them to feel
empowered, that’s a great advantage.”
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The challenge of IT resources

As companies work to get Web 2.0 adopted internally
and externally, they may need to look beyond the IT
department for help. This is not for lack of support
on the part of IT managers: survey takers, in fact,
say that the understanding, buy-in and commitment
of senior IT managers is the key thing that the IT
department can offer to help most with the challenges
of Web 2.0 sharing, collaboration, search, and
partnering with customers. However, 26% of survey
respondents cite the competence level of their IT
staff as the department’s weakest link. Even at firms
where the IT department is Web 2.0 savvy, there may
not be enough to go around. More than one-third
of survey takers cite a lack of resources to invest in
new technology as the issue that most hinders the
IT department’s ability to help with Web 2.0. “Reed
has been extremely accepting of Web 2.0,” says Reed
Business’s Mr Baker. “But it’s a matter of freeing up
or hiring new [programming] resources. There are too
many projects to complete and not enough resources.
I can’t find enough people.”

Finally, Mr O’Reilly, CEO and founder of O'Reilly
Media, the company that coined the term Web
2.0, suggests one more challenge for companies:
in applying the spirit and essence of Web 2.0 to
industries far and wide, companies can get caught
up in the trappings of Web 2.0 tools and lose sight
of what the tools are meant to build. As our survey
shows, the danger is real: more than two-thirds
of respondents failed to identify applications that
harness network effects as a Web 2.0 characteristic,
when in fact network effects are the essence of Web
2.0. Tools such as corporate blogs can become “just
such a trivial part of Web 2.0” says Mr O’Reilly, if they
are not accompanied by the network effects that blogs
are meant to build, for example.

As he points out, Web 2.0 trends come in a variety
of shapes and sizes and not just in archetypical tools
such as wikis and blogs. “Web 2.0 is about building
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applications that harness the power of the network,”
Mr O’Reilly says. However, “network” does not
necessarily equate to “web.” By way of example, he
points to two non-traditional examples of companies
harnessing network effects. Both use networks and
personalisation to address business problems in the
spirit of Web 2.0, but do not use the web directly.

@ In October [2006] Norwich Union, the UK’s largest
insurer with more than 6m customers and £332bn
(US$643bn) of assets under management, launched
the “Pay As You Drive” insurance option. Global
positioning system (GPS) technology is installed in
the cars of drivers who agree to participate. The driver
data generated is then used to calculate monthly
insurance premiums based on how often, when and
where customers drive. Customers willing to provide
the company with their driving information can
benefit from lower insurance premiums.

@ This year in New York, Swedish telecoms-equipment
provider, Ericsson, is launching a technology trial
that could help mobile-phone service providers
identify and correct so-called “dead spots” in

their coverage area. Owners of taxi medallions can
generate extra cash by allowing Ericsson to place
mobile test equipment in the trunks of taxicabs to
test, as they drive around, mobile-phone reception
coverage and quality. The cigar-box-sized test units
will track mobile-phone signal strength and clarity
and transmit the data back to engineers through the
phone network. The randomly circulating taxis should
let Ericsson cover vast amounts of territory in a cost-
efficient way.
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Your turn to play

Such examples illustrate the broad impact that Web
2.0 strategies and tools are having at some of the
world’s biggest organisations. Stretching far beyond
the IT sector, Web 2.0 is reaching a level of maturity
that demands the attention of businesses across a
wide range of sectors. While Web 2.0 challenges may
be numerous, many emphasise the importance of
surpassing those challenges in years to come.

To see how it may all play out in the future, Mr
O’Reilly recommends looking backwards in time to the
personal computer (PC) industry. At the moment when
something becomes a commodity, such as the PC did
when IBM published the specifications for building
“IBM-compatible” computers, the value in an industry
migrates elsewhere, such as to software as it did in the
PC industry. So to consider the future of Web 2.0, Mr
O'Reilly suggests that the value of being online—now
something of a commodity—will migrate to those who
capitalise on the network effects that come with being
online.

“There were also companies reluctant to adopt
the PC,” says Mr O’Reilly. “The market will eventually
convince them. Their competitors will convince
them. Some people will get [Web 2.0] sooner than
others and they will lock up a position of power. The
companies that are better at this stuff will outperform
others.” The trick, he says, is for companies to ask
themselves “How can I harness collective intelligence
to improve my business? What data am | going to own
and build so it gets better and so that more people will
use it?”

“Web 2.0 will be very important in the future,”
concludes Schibsted Sok’s Mr Rohde. “People have to
wake up and see what is happening.”
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In January 2007 the Economist Intelligence Unit polled 406 senior executives from around the world on the
impact of Web 2.0 on their businesses. Our sincere thanks go to all who took part in the survey. Please note that
not all answers add up to 100%, because of rounding or because respondents were able to provide multiple

answers to some questions.

Which of these concepts or technologies would you say
characterises Web 2.0?

Select all that apply.

(% respondents)

Enabling users to easily create content
58

Social networks
57

Collaborative content creation
54

Leveraging collective intelligence through tagging
39

Online search
37

Instant messaging
33

Applications that harness network effects
32

e-mail
I :0
Website analytics
I 2o

Web mash-ups
I 23

Chat rooms

I, 20

Online availability of press releases

I 1
Open APIs

I

Product review sites

I

Client-server model

I 15

Don’t know

I 10

Which of the following changes promise to have the biggest
impact on your company’s business strategy?

Select up to two.

(% respondents)

Growth in broadband access

45
Growth in standards for exchanging data over Internet
33
Proliferation of wireless Internet access
29
Rise of mobile Internet access
27
Increase in number of Internet users to over 1 billion
26
None of the above—these will not have a significant impact on strategy
9
Other
| M

From my point of view, the use of the web as a platform for
sharing and collaboration is primarily:
(% respondents)

A threat to my company’s
revenues and/or margins 1

An opportunity to increase
my company’s revenues
and/or margins 79

Not likely to have a
significant impact on
revenues and/or margins 18

Don’t know 2

Does your company currently use search technologies, or plan to use them within two years?

(% respondents)

Access to customers via use of online aggregators (Google, Yahoo, etc)

41

Ubiquitous search (search available on any application or website)
3L

Easier access to niche markets (long tail)
18

mmUse now BmPlantouse ®mNo plan to use Don’t know

22 27
30 24

35 26
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Does your company currently use web technologies or processes to increase sharing and collaboration, or plan to use

them within two years?
(% respondents)

mmUse now EmPlantouse ®mNo plan to use Don’t know

Easy ways for individuals to initiate conversations inside or outside company (blogs, wikis)

33

32 30

Online communities around processes (marketing, new product development) to which members can post/modify documents,

which flow to the whole community
31

40 22

N
©

Use of web to solicit, expose and engage talent (both inside and outside the organisation) in developing innovations

35

Ability to pull data from multiple sources and share personalised results (mash-ups)

22

Data syndicated and delivered to users (RSS) rather than users going to data

21

4

The use of the web as a platform for sharing and collaboration
have the greatest impact on which areas of your business?
(% respondents)

Some but not all areas of our business

43
All parts of our business

w
=3

A few narrowly defined parts of our business
18

No significant effect on our business

~

;o
S
=3
~+
=
3
]
=

From the viewpoint of my company’s senior management
team, the use of the web as a platform for sharing and
collaboration is primarily:

(% respondents)

A threat to my company’s
revenues and/or margins 4

An opportunity to increase
my company’s revenues
and/or margins 64

Not likely to have a
significant impact on
revenues and/or margins 23

Don’t know 8
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Which areas of your business will feel the greatest impact?
(% respondents)

The way my company interacts with customers
68

The way employees interact with each other and the company
I, o
The way my company is viewed by customers
I, s
The information and opinions available about my company’s products
I
My company’s business model
I, :o
The way our customers interact with each other
I s
The power that customers have relative to the company
I
The way potential recruits interact with each other and the company

6
Other

B:



Search will have the greatest impact on which areas of your
business?
(% respondents)

All parts of our business 26

Some but not all areas of

our business 42
Afew narrowly defined
parts of our business 19
No significant effect on
our business 8
Don’t know 4

Given the growing importance of search technology, which areas
of your business will feel the greatest impact?

Select up to three.

(% respondents)

The way my company interacts with customers
54
The information and opinions available about my company’s products
46
The way my company is viewed by customers
45
The power that customers have relative to the company
I 26
The way employees interact with each other and the company
I 26
My company’s business model
I o1
The way our customers interact with each other
I 1
The way potential recruits interact with each other and the company
I ©
Other
M

From my point of view, the increasing importance of search
technology is primarily:
(% respondents)

Athreat to my company’s
revenues and/or margins 3

An opportunity to
increase my company’s
revenues and/or margins 74

Not likely to have a
significant impact on
revenues and/or margins 20

Don’t know 3
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From the viewpoint of my company’s leadership, the
increasing importance of search technology is:
(% respondents)

A threat to my company s
revenues and/or margins 4

An opportunity to
increase my company s
revenues and/or margins 62

Not likely to have a
significant impact on
revenues and/or margins 26

Don’t know 7

Approximately what percentage of your company’s revenues
can be traced to searches or advertisements on web aggregators
such as Google or Yahoo?

(% respondents)

- -

0% 23

A 1-9% 37
— 10-25% 17
25-49% 7

50-75% 2

What is your company doing to develop Internet sales channels?
(% respondents)

Working with aggregators
to capture new customers 32

Developing our own
customer-centric site(s) 67

Developing or

strengthening customer
acquisition channels

outside the Internet 35

Other 6
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More than 75% 1

Don’t know 14
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