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[ Closing Case Has Facebook Solved the Mobile

Ad Problem? ]

The Business Problem

In 2012, Facebook (www.facebook.com) was unsuccessfully
managing the shift of online activities from computers to
smariphones and tablets, Immediately before ifs initial public
offering (IPO) in May 2012, the company revealed that it was
not eaming “any significant revenue” from either its mobile
Web site or its mobile app, despite the fact that more than half
of its members used its service on their mobile devices.

Facebook had to deal with the two most common prob-
lems associated with mobile devices: small screens and gaps in
marketers' ability to measure the impact of mobile ads. These
factors made ads look far less effective on mobile devices.
Consequently, marketers were less willing to pay for them.

Compounding these ssues, Facebook’s advertising team
was too preoccupied with pushing a new kind of deskiop Web
ad, called Sponsored Stories, to pay much attention to mobile,
Sponsored Stories are actions by a Facebook member, such
as “liking” a page or checking in at a store, that marketers can
then promote, for a fee, to the member’s friends. CEO Mark
Zuckerberg viewed these ads as the future of Facebook adver-
tising because users were more likely to respond to real posts
from friends.

By August 2013, the widening gap between mobile usage
and revenue caused Facebook shares to drop by 50 percent
of their offering price. Zuckerberg admitted in September
2013 that the company had made a “bunch of missteps” in
mobile.

The IT Solution

Facebook discovered that integrating ads directly into a user’s
flow of natural activities—in Facebook's case, the main feed
where people view updates from friends—is far more effec-
tive than banners and pop-up ads. Although these “native ads”
might be controversial, they appear to be advertising’s most
successful adaptation yet to mobile computing,

Facebook began running its ads not just in the right-hand
section reserved for ads but also on its prime real estate: the
news feed, where people spend most of their time on the social
network, Facebook executives realized this was a risky step—
particularly when they extended the same type of ads to mobile
as well. What if the ads in the news feed really annoyed people?

Fortunately for Facebook, that fear did not materialize.
Sponsored Stories still got more clicks than it had previously.
However, the mobile ads got twice as many clicks as Spon-
sored Stories and commanded nearly three times as much
revenue from advertisers as ads on the desktop, according to a
study by advertising agency TBG Digital. Within a short time,
the mobile ads were grossing $500,000 per day.

Facebook then launched other mobile ads, including one
that allowed makers of mobile apps to encourage users to

install their games or programs. This step was an even big-
ger leap. It was the first ad in the mobile news feed that did
not require advertisers to wait for a "Like” or some other
social action to create it. Advertisers instead could use Face-
book’s huge quantity of biographical data from user profiles
to target likely prospects, as they already were doing with
traditional ads.

This process worked as well. For instance, Cie Games used
app installation ads to draw players for its first iPhone game,
Car Town Streets. The cost of acquiring the ads was 40 percent
lower using Facebook’s ads than using ads from other mobile
ad networks. In addition, Walmart purchases 50 million mobile
ads from Facebook annually.

The Results
Consider this trend for Facebook mobile ads:

® Revenue from mobile apps totaled $305 million for the
fourth quarter of 2012, a figure that amounted to 23 per-
cent of overall Facebook ad sales.

® for the fourth quarter of 2013, Facebook reported that
mobile ads accounted for 53 percent of the company's
total ad revenue, for a total of $1.24 billion.

® [acebook’s ad revenue in the fourth quarter, 2014, totaled
$3.6 billion, with mobile ads comprising nearly 70 percent
of this total, or $2.5 billion.

Facebook's success has exploded several myths concerning
mobile marketing. Advertisers often complain that they can-
not run big, fAashy ads on tiny screens. However, Facebook's
mobile ads take up a larger part of the screen than desktop ads
do, which is one reason why they attract so many clicks. In
fact, an increasing number of mobile ads now contain photo-
graphs, and Facebook is actively looking to incorporate video
into mobile ads.

Industry analysts worried that users might balk at ads that
are mixed with posts from friends. So far, that has not hap-
pened. Research revealed that the ads reduced comments,
likes, and other interaction with posts by enly 2 percent, a
decline that Facebook considers acceptable However, Face-
book will have to be careful not to overdo mobile ads to the
point of overloading its users’ feeds.
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o — 4. Ifthere isa difference between your answers to questions 2

and 3 above, explain why.
1. Explain why mobile ads are so effective on Facebook. Pro-
vide specific examples to support your answer.



