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MARY: In the past two weeks, both Microsoft Corp. and Yahoo! introduced 
 strategies to boost their positioning in the search engine marketing space, 
re both trail Google in market share. Microsoft joined the competitive field by 
ching its adCenter SEM program, while Yahoo! announced additional features 

its Yahoo! Search Marketing platform. Both moves are significant, as the 
rentiated features introduced represent steps forward for each company. In 
s of control and usability, the SEM campaign management features baked 

 these new products will likewise raise the bar for the industry. Gaining 
nd on Google and converting loyal AdWords users will be the biggest 

llenges for Yahoo! and Microsoft, though new business will also result from 
rall industry growth. 

 months of testing in pilot mode, Microsoft on May 4 announced the details of its 
nter search engine marketing platform, which will go live sometime this summer. 
 four days later, Yahoo! announced enhancements to its Yahoo! Search Marketing 
platform that will be available in the third quarter. Yahoo!’s product improvements 
 anticipated; The Kelsey Group analyzed their nuts and bolts in the April 13 issue 
cal Media Journal.  

e moves are clear signals that Microsoft and Yahoo! plan to make a run at 
le’s leading share of the SEM space. Though Overture — YSM’s predecessor, 
 Yahoo! purchased in 2003 — essentially invented SEM, Google has largely 

nated the space since introducing AdWords in 2000. According to comScore 
orks, Google’s current SEM market share is 35 percent, with Yahoo! following at 
percent and Microsoft’s MSN at 16 percent. 

eir plans to gain ground on Google, both Yahoo! and Microsoft seem to be focused 
fferentiating their respective SEM platforms with new usability and control 
res for advertisers. This is meant to win over AdWords customers but perhaps 
 importantly to snare a stake of new industry growth — an arguably easier task. 
ompanies aim to usher in a new generation of SEM advertisers by introducing 
 to the medium through these features in hopes they will develop early loyalties.  

 on the Rise 
verall SEM industry is on a steady growth path that will continue, meaning there 
e new business for both Yahoo! and Google to capture.  

 Jaffray senior research analyst Safa Rashtchy predicted in January that paid 
h will generate more than US$14 billion globally this year, up 41 percent from 
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US$10 billion in 2005. He also projected that the industry will grow at a 77 percent 
compound annual growth rate to reach more than US$33 billion by 2010.  

“Crossing the 50-percent threshold on broadband usage, increasing focus of traditional 
media companies on Internet, and most importantly, the gradual but profound change 
in consumers’ behavior for content consumption is pushing many more advertisers to 
allocate more dollars online at the expense of traditional media,” Rashtchy noted in his 
January report. 

Tied to this trend are the efforts of search portals to bring more small businesses 
online. According to our research, More than half of the 20 million small businesses in 
the United States don’t have Web sites, rendering them unable to launch SEM 
campaigns. Ability aside, logic dictates that a business without a Web site is likely to be 
less inclined to launch and manage an SEM campaign.  

So what is being done about this? Search portals have recognized it as a barrier to 
monetizing a large portion of the SME market and have launched free Web site creation 
and hosting products for small businesses. Yahoo! in 2005 launched a free introductory 
Web site hosting product, which creates a basic listing that will show up in Yahoo! Local 
search results. It also offers a small-business Web site hosting product for US$11.95 
per month for a basic version, with premium upgrades available for US$19.95 and 
US$39.95 per month. Google in turn recently launched Page Creator, a free Web site 
creation and hosting product whose strategy, like Yahoo!’s, is to bring more businesses 
online. Google’s goal is to make such businesses comfortable with the Web, so they will 
evolve into paid search advertisers and generate more clicks.  

“Our goal is to give everything to an advertiser to get online and sell online and 
ultimately move over to search marketing to actually market online,” says Gaude Lydia 
Paez, YSM senior manager of communications. “So we have significant efforts under 
way to grow advertisers, who might start off as a mom-and-pop businesses with no 
[online] experience, up to the level where they’re marketing online.” 

In addition to free Web hosting, Google has also made a series of efforts over the past 
few months to grow its base of AdWords customers. As we predicted in the Nov. 3 
issue of Local Media Journal, Google earlier this month announced the integration of 
AdWords with its classified and publishing platform, Google Base. Anyone that 
publishes information or classifieds to Google Base can now bid on keywords via 
AdWords to drive traffic to their listings.  

The same strategy can be seen in Google’s partnership with Verizon SuperPages, 
announced by Eric Chandler, president of Verizon’s Internet division, at The Kelsey 
Group’s Drilling Down on Local conference in March. The deal positions Verizon as an 
authorized AdWords reseller and gives it an additional platform to offer to its SME 
customers — part of a bundled ad strategy it hopes will appeal to more local 
businesses. But more to the point, Google gains an additional sales channel (Verizon 
reps) in the local marketplace. The company hopes to net more AdWords customers 
among the majority of local businesses that aren’t technically inclined to sign up for or 
manage their own AdWords campaigns.  

“I think Google and Yahoo! have done a great job reaching the high-tech small-
business advertiser. But because they don’t have the feet on the street, there are 
certain inherent advantages that print Yellow Pages or newspaper sales forces have in 
getting to those low-tech or tech-averse small-business owners,” said MediaNews 
Group Interactive’s Jim Misuraca in a recent interview with The Kelsey Group.  
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Misuraca, who is responsible for developing MNGI’s product road map, represents the 
segment of the newspaper industry that is interested in leveraging its existing sales 
force to bring more local businesses online. Though some publishers believe pushing 
online advertising risks cannibalizing core offline revenue streams, those in Misuraca’s 
camp see it as additive. The thought is that it creates supplementary price points for 
advertisers that might not be able to afford to advertise in print.  

Misuraca expressed to The Kelsey Group that MNGI is interested in forming 
partnerships with online advertising platform providers such as WebVisible to bring 
more interactive advertising into its suite of offerings. The company is in discussions 
with WebVisible, and an agreement is likely within the next 30 to 60 days, according to 
Misuraca. Such a deal would involve WebVisible powering online ad distribution and 
campaign management for MNGI’s local advertisers. Other potential partners include 
Google for SEM; Ingenio for pay-per-call listings; and hosting companies to provide 
Web sites for small businesses (the same strategy employed by Google and Yahoo! 
through their aforementioned Web hosting products).  

“We want to give our reps the tools if someone wants to get online and doesn’t have a 
Web site, to sell them the packaged clicks product but also set them up with whoever 
we pick as a vendor for Web hosting,” said Misuraca.  

The New Products: What Are They? 
So what exactly are the new SEM features Yahoo! and Microsoft are bringing to the 
market? 
Yahoo!’s enhancements of YSM (code-named Panama) promise to make paid search 
results more relevant by giving better placement to ads with higher clickthrough rates. 
By comparison, bid price is currently the only variable that determines placement in 
Yahoo! sponsored results. This change will make Yahoo!’s paid search algorithms more 
like those of Google’s AdWords.  

It could also yield immediate financial results for Yahoo!, given that better page real 
estate for more relevant ads will result in more overall clicks (from which Yahoo! 
derives additional revenues). RBC Capital Markets analyst Jordan Rohan told The New 
York Times on May 8 he expects Yahoo! will increase search advertising revenues by 
20 percent after the changes take effect. This equates to a US$125 million revenue 
increase in the fourth quarter and about US$600 million next year.  

Qualitatively speaking, the enhancements to YSM include a robust set of tools that give 
advertisers more control over where and when their ads show up. This includes 
geographic targeting for advertisers to dynamically control the regions of the country 
in which their ads appear and at what time (day of the week and week of the month 
are currently offered, and day parting will be available in the future). The company has 
built this system using the technology it gained through the acquisition of global 
location database developer WhereonEarth last October. The technology employs a 
combination of search algorithms, geographic information system data and IP targeting 
to control where ads appear.  

“As an advertiser, if I want to target a particular part of the United States or a 
particular region or city, I can now do that online with Yahoo! in the same vein that I 
previously could do with print, radio or television,” says Geoff Stevens, YSM general 
manager of local sponsored search.  

Similar software also allows the company to better discern user intent in cases in which  
ambiguous search terms could apply to different geographies. 
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“If the user types in ‘Washington dentist,’ do they mean Washington, D.C., or 
Washington state?” says Stevens. “[WhereonEarth] provides the capability to improve 
the overall user experience and in turn provide the advertiser [with a] better 
experience in terms of their targeting and understanding what traffic or lead volume is 
going to come from these respective areas.”  

Advertisers are also offered a module that helps them figure out how to make the most 
effective use of their paid search dollars. For example, when they bid for search terms, 
Yahoo! will provide estimates of how many daily clicks they will receive and of the 
incremental clicks that are likely for each additional bid. Another feature allows 
advertisers to view how much they are spending and the clicks they are receiving 
versus the total available inventory for certain keywords. Still another feature provides 
a scoring system for ad quality that helps advertisers determine effectiveness and 
rearrange ad placements accordingly. 

“We can show advertisers a quality score of one to six to give them a sense, relative to 
other ads on a keyword or set of keywords, how they’re performing,” says YSM’s Paez. 
“They can see which ads are doing well and which ads might need a little bit of fine-
tuning; maybe it’s changing creative, maybe it’s redoing title and description, maybe 
it’s bidding on different keywords.”   

Another interesting new feature can track the success of advertising beyond the last 
click. In other words, the system can pick up deferred conversions — those on which 
previous clicks (from up to 45 days ago) had a possible influence. This technology 
could represent an important step toward improved tracking throughout the purchase 
funnel, which oftentimes involves a great deal of latency between online research and 
buying.  

According to Yahoo!, it will add more features over time, such as demographic 
targeting, more acute time targeting (such as day parting), reporting on demographic 
data and online behavior to help advertisers spend more effectively, and the ability to 
integrate rich media ads to a paid search campaign. These additions will all increase 
Yahoo!’s chances of gaining paid search market share.   

“In the future, we are looking at a model where we can support not just keyword 
targeting but also demographic or buyer segments, we can incorporate graphics into 
the creative or a coupons engine or click-to-call functionality,” says Paez. “We wanted 
to build the platform so it could be flexible and evolve along with the industry. Through 
our research and testing, we’ll determine how those fit in over time.”  

Microsoft adCenter 
Like Yahoo! Panama, adCenter exemplifies the trend toward offering the advertiser 
more control in customizing SEM campaigns. The company will integrate adCenter in 
U.S.-based MSN searches sometime this summer, after testing is completed in 
Singapore and France. It will meanwhile phase out YSM, which currently powers MSN 
paid search (the contract expires after the second quarter of 2006). 

Rather than split ad revenues with Yahoo!, Microsoft for the first time is in the position 
to capture all the paid search revenues across its network. Neither company has 
disclosed the revenue split of the arrangement, but Smith Barney estimates Yahoo! 
made US$648 million on ads that appeared within MSN search results last year. 

AdCenter’s selling points include geographic targeting like YSM but also demographic 
targeting (a feature Yahoo! plans to integrate in the future). For example, advertisers 
can “mouse over” a keyword to see relevant data on who is searching for that word,  
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including gender, age, location and time of day. Microsoft has also purchased Web 
analytics company DeepMetrix, which will allow it to integrate more reporting 
capabilities in the future.  

AdCenter comes with the added benefit of distribution across the wide range of 
Microsoft properties that orbit its quickly developing Live network. These include 
Windows Live Mail, Windows Live Spaces, Windows Live Safety Center, Windows Live 
for Mobile, Office Live and Office Online (Live currently comprises 20 beta products).  

Part of adCenter’s strategy is also the positioning as a one-stop, centralized platform to 
manage multiple campaigns that will include paid search and banner and video ads. 
Google by comparison only offers sponsored links in search results.  

“The bottom line for Microsoft adCenter is improving our advertisers’ return on their 
investment by providing them with a one-stop-shopping experience for every facet of 
their online campaigns, as well as more in-depth knowledge about the actual 
consumers who are clicking on their online ads,” says Karen Redetzki, MSN product 
manager. “Our vision is to allow advertisers to log into the Microsoft adCenter 
environment and have simple and complete control over all aspects of their Web media 
buys.”   

Interestingly, this could involve advertising that appears within games for the popular 
Xbox live online gaming platform. Microsoft recently purchased Massive, an ad agency 
of sorts for in-game advertising. The company allows marketers to deliver ads within 
online games, which can be inserted and removed in a dynamic fashion and targeted 
by geography and demographics. Massive’s current clients include Verizon Wireless, 
Dunkin’ Donuts and Coca-Cola Co., and it places ads in more than 100 online games. 
The company and its in-game advertising capabilities will be integrated into the 
adCenter platform in the future.  

“Microsoft is excited about the Massive deal, as it really understands gamers and is 
sensitive to their needs, ensuring that advertising is delivered into games in a way that 
adds value to the overall experience — in a realistic, contextually relevant and non-
obtrusive manner,”  says Redetzki. “Massive has also proven they work very effectively 
with the third-party game publishers, developers. In-game ad offerings will eventually 
be offered via Microsoft adCenter.” 

In other words, like YSM, AdCenter on a surface level is an SEM platform, but it is 
better described as the foundation for a program that will deliver all forms of online 
ads. Microsoft Chief Executive Officer Steve Ballmer said as much during an event held 
by the Churchill Club in Santa Clara, California, last week. The company will be 
diverting most of its engineering resources to Internet services and advertising, 
according to Ballmer, and its research and development spending within the MSN 
online unit will be US$1.1 billion next fiscal year — compared with US$500 million last 
year and US$700 million this year.  

Specifically, Ballmer stated at the event (as reported by Red Herring) that adCenter 
will be a major part of Microsoft’s online efforts “to create the Web's largest advertising 
network, giving us an engine that will enable us to monetize our services and compete 
against Google.” 

The Bottom Line 
Both of these product announcements represent efforts to catch up to Google’s paid 
search leading market share. The challenge for Yahoo! and Microsoft will be winning  

Copyright © 2006 The Kelsey Group. All Rights Reserved.            Page 5 
This material is for internal client use only. Any unauthorized distribution could result  
in termination of the client relationship, fines and other civil or criminal penalties. 
 



over advertisers that are devoted users of Google’s AdWords. As search marketing is a 
game of scale, an important strategy will also be to syndicate ads throughout a system 
akin to Google’s AdSense publisher network. The sizes of Yahoo!’s and Microsoft’s 
networks (Yahoo! leads the Internet in traffic, and Microsoft has a growing reach into 
different advertising mediums as described above) will be a boon for each company’s 
efforts to scale its SEM platforms in this way.  

In addition, the SEM space shows a great deal of overall growth, meaning there will be 
new business in the market for both companies to capture. Based on this growing paid 
search pie, it is a good time to launch SEM products. Companies that can provide 
differentiated SEM features that meet the evolving demands and expectations of the 
marketplace will be able to win this new business. Particularly important along these 
lines will be addressing nontechnical or resource-constrained small-business segments 
through SEM functionality that is simpler to use and makes it easier to discern return 
on investment.  

“The goal is to ultimately make it easier for advertisers to participate in this medium,” 
says YSM’s Paez. “There are hundreds of thousands of small businesses that haven’t 
really taken advantage of search marketing, as well as major brand advertisers that 
may not yet recognize the true value of search. We think [the new YSM features] will 
make it a lot easier for advertisers to participate and experiment with the medium.” 

Yahoo!’s and Microsoft’s platform enhancements both address this goal in different 
ways. The bar has therefore been raised and new standards have been established in 
the SEM marketplace. We expect a countershot of feature enhancements from Google, 
which will no doubt ratchet up industry standards yet again.  

We will provide more granularity of the aforementioned SEM platforms in an upcoming 
Advisory that will demonstrate an across-the-board comparison of each one from the 
perspective of a small-business advertiser.  
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