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MARY: Nine months ago, we released a report that compared all the major online 
ping engines (see the March 1 ILM Advisory, “Maps: Where Are We Now, Where Are 
Going?”). At that time, the previous year had seen acceleration in feature 
lopment driven by intensifying competition among portals for local search market 
e. The past year has been no different. The latest shot in the online mapping 
petitive space happened last week when Microsoft launched its Virtual Earth 3-D 
uct, an immersive mapping experience that lets users “fly” through cityscapes and 
 close-up 3-D renderings from every angle. Beyond the sheer novelty of this 
uct, its integration with the directory listings and real-time traffic data of Windows 
 Local make it a functionally sound product for local search. Furthermore, its utility 
grow throughout different verticals as third parties develop its API into various 
mercial and noncommercial applications, providing a foundation from which to create 
 ways to search for people and places online and new ways for local and national 
nesses to advertise. Its interactivity and immersive map-based experience could also 
Microsoft’s product (and its imitators) positioning as a centerpiece for social media, 
ch and e-commerce, and ultimately create new forms of local advertising. 

w Brand of Online Mapping  
Monday, Microsoft held an event in San Francisco to officially launch its new online 
ing product, Virtual Earth 3-D. A sizable departure from its previous flagship 
ing offering, Windows Live Local, this product allows users to immerse 
selves in three-dimensional graphic mock-ups of 15 U.S. cities: Atlanta, 
ore, Boston, Dallas, Detroit, Denver, Fort Worth, Houston, Las Vegas, Los 

les, Philadelphia, Phoenix, San Francisco, San Jose and Seattle. Eventually the 
any would like to cover “hundreds” of cities with the new 3-D modeling, according 
ephen Lawler, general manager of the Virtual Earth business unit, although a 
t schedule hasn’t been disclosed.  

xperience can be very fluid, depending on broadband speed, and allows users to 
through cityscapes using either a Microsoft Xbox game controller or a mouse (the 
 controller makes the experience much like a video game, which has interesting 
e implications described below).  

xperience also offers colorful and realistic details of buildings that are rendered to 
ct scale. Microsoft accomplished this by using the science of photogrammetry, a 
bility the company acquired through its purchase earlier this year of 3-D imagery 
ology developer Vexcel Corp. The technology involves high-resolution digital 
es taken from trucks and aircrafts at many different angles. These are assembled 
software that utilizes principles of geometry, among other things, to create 
ately scaled 3-D models.  
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San Francisco: The View From High Above 

 

Source: Microsoft Virtual Earth 3-D (2006) 

“If you were to take a picture of an object from this side of the room, and then go do 
the same from over there, you could make a 3-D mock-up of the object,” explained 
Christopher Pendleton, account technology specialist for the Virtual Earth business unit, 
during last Monday’s launch event. This creates the correct colors, shapes and details 
of each building, down to the windows and exterior fixtures. Retouching is necessary in 
very few cases — for example, older brick buildings throughout Philadelphia — 
according to Pendleton.  

The cost to create each model is surprisingly low at US$150,000, Lawler said. That’s 
about one-tenth of what it would cost to create such graphic models manually. The low 
cost and high degree of automation indicate the relative speed at which Microsoft will 
be able to roll out the models in other cities, and keep them maintained and updated 
over time. 

Raising the Bar 
The level of graphic detail Virtual Earth 3-D offers users is one of its key differentiators 
from Google Earth, the previous state of the art in online mapping. Google Earth offers 
3-D imagery for a limited number of structures that users have modeled with Google’s 
SketchUp modeling product.   

Virtual Earth 3-D’s browser-based setup also allows real-time integration with other 
data sources, such as value-added content and advertising. The browser-based 
availability also makes it easier to avoid adoption barriers among mainstream 
consumers (although a browser plug-in download is required) and lends itself to the  
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product’s greatest potential strength: integration throughout the Windows Live network 
of online products. “Straight out of the box,” the map data are already overlayed with 
data from Windows Live Local, such as searchable business listings, real-time traffic 
(incident and flow) reports and the “collections” feature, which allows users to create 
personal notes and append them to points on a map to share with friends or the 
Internet at large.  

Such network integration possibilities give the product functionality in addition to 
novelty and will increase as the embryonic technology is developed into various uses 
and applications. This will happen both within Microsoft and through third parties that 
have been given the product’s API to develop “mashups” that will overlay varying sets 
of data on the underlying map architecture.  

The popularity of map mashups and the resulting onslaught of applications over the 
past year will grow exponentially, given the possibilities opened up by the 3-D features 
of Virtual Earth, as developers apply the product to different areas and find creative 
ways to simulate real-world experiences.  

 
San Francisco, Up Close and Personal 

 

Source: Microsoft Virtual Earth 3-D (2006) 
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Advertising Comes Into the Picture 
Going from 2-D to 3-D also opens up a great deal of map real estate for Microsoft to 
use as advertising inventory, which it has already begun to do. At this point, ads 
appear as floating billboards placed throughout the virtual cities. Microsoft places the 
billboard ads with the help of Massive, the in-game advertising company it acquired 
earlier this year. A few advertisers are already on board, including Fox Entertainment, 
Zip Realty and Nissan Motor.  

 
… Even Closer 

 
Source: Microsoft Virtual Earth 3-D (2006) 
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Floating Nissan Billboard Found in the Outskirts of Las Vegas 

 
Source: Microsoft Virtual Earth 3-D (2006) 

Microsoft continues to test the process for selling and displaying ads, which can be 
dynamically created and placed. The company did not disclose the “secret sauce” of its 
contextualization formula, but generally speaking it will involve pattern matching to 
determine consumer intent and geographic targeting based on a combination of the 
user’s location and that of the map he or she is viewing. 

“There are two elements here,” explained Bobby Figueroa, director of product 
management for Live Local Search. “One is where the user is located, and the other is 
where the map is. So if you’re located in San Francisco, but you’re checking out a map 
in Atlanta, we take into account the fact that you are looking for particular things in 
Atlanta to help better target your experience. If you are in a different location checking 
out a place, that could mean that you want to travel there, so it starts to open up some 
interesting contextual ways to provide better connectedness without the user explicitly 
telling us.” 

In essence, Microsoft’s new product creates a new breed of advertising that is a hybrid 
of outdoor, display and paid search advertising. Though Google and other companies 
have tested map-based advertising, such efforts were hindered by limited screen map 
real estate. There are challenges in monetizing the experience without over-
commercializing it, however, and Microsoft recognizes this. 

“We don’t want to overdo it with ads, but there is still a lot of room and a lot of 
opportunity to add relevant ads throughout the maps,” said Pendleton.  
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Beyond billboards, the product has obvious applications for real estate advertising that 
could involve listings that appear when users fly over relevant points on a map. As the 
product evolves through Microsoft and third-party development, some less obvious 
advertising applications will likely emerge. 

“We are just going to experiment at first,” Lawler recently told the San Jose Mercury 
News. “You can imagine a billboard on SBC Park and you click it and get tickets to the 
ball game.”  

Or, as Figueroa suggested, “Think about a billboard on top of a movie theater 
announcing a movie and at the same time it could say, ‘Buy your tickets right now.’ ”  

We also expect Microsoft to integrate map-based advertising with its adCenter search 
engine marketing platform. This will allow local advertisers to engage in site-specific 
geographic targeting. Google Earth has recently tested something similar that involves 
selling text-based ads with map location search results. 

In May, we spoke with Tom Bailey, director of marketing for Microsoft’s Virtual Earth 
business unit, about the upgrades included in the third release of Windows Live Local. 
He spoke about the integration of adCenter, which, looking back, has interesting 
implications for Microsoft’s latest mapping advancement.  

“As adCenter matures and gets ready to rock and roll, as we get some of the entity 
matching infrastructure in place, we think there is going to be a huge opportunity to do 
some very innovative advertising or additional work that allows vendors themselves to 
update information and create richer data and enhanced [Yellow Pages] listings,” 
Bailey said. He also spoke about allowing users to personalize maps by indicating their 
product preferences and routine travel routes, the combination of which has interesting 
possibilities for online mapping, particularly in light of Microsoft’s new 3-D capabilities.  

“We will do this as we bring in value-add advertising where users can set up their 
preferences,” said Bailey. “I might want to know where there are the Starbucks along a 
particular route or where there are gas stations. We can then not only show traffic but 
also gas prices.”  

Bringing Together the Windows Live Family 
There are also many opportunities for Microsoft and mashup developers to bring in 
other forms of content and advertising that are conducive to mapping. For example, 
news stories could be geocoded to appear when users fly over relevant points on a 
map, which would create opportunities for Internet news aggregators as well as 
newspapers that are working hard to forge online strategies. Classified listings could 
also be integrated so searches for certain items return results plotted throughout the 
3-D map interface. Windows Live Expo is the natural choice for such integration. Expo’s 
recent integration of enhanced auto and real estate ads from AdMission Corp. could be 
taken a step further by adding a link to these listings that allows users to plot one or 
many locations or dealers on a 3-D map. 

Additionally, Microsoft could integrate other media products to enhance the experience 
and open the door for commercial and local advertising opportunities. This would 
involve the online products that orbit Microsoft’s Live initiative, including Windows Live 
Mail, Windows Live for Mobile and Office Live. Integration with Outlook, for example, 
would allow users to create and e-mail maps and driving directions as they relate to 
scheduled appointments within their Outlook calendars. These are integrations we’ve 
seen developed for Windows Live Local in the past that will take new life and gain new 
opportunity with Virtual Earth 3-D.  
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The Fairmont Hotel, San Jose: Site of The Kelsey Group’s 
March 2006 Drilling Down on Local Conference 

 

   Source: Microsoft Virtual Earth 3-D (2006) 

The integration of the Spaces blogging service, Messenger instant messaging service 
and the collections feature of Windows Live Local would enable users to tag information 
regarding locations or businesses that appear in map search results and share it with 
friends or the Internet at large. Spaces in particular has the opportunity to link users to 
map locations and businesses and could represent the foundation for value-added 
social or community layers of content on top of business listings. This strategy is 
growing in popularity and engagement in local search as led by Insider Pages, Judy’s 
Book and Yelp.  

“We will do something like this eventually,” Bailey said. “It is on our product road map 
to get reviews and ratings and other community-generated content into the service.” 

The geotargeting of users and their placement on 3-D maps would likely happen 
through a combination of IP address and geographic information provided when 
registering for a .Net passport, according to Figueroa. 

The sheer size of the Windows Live contact database (made up of registered users of 
Messenger, Spaces and other Live product) also creates a good opportunity for 
Microsoft to allow individuals to find other users who have geographic or contextual 
relevance to their location or interests. This would build relevance and enhance user 
trust of ratings, reviews and community interaction around local businesses. There are 
a total of 23 billion contacts in the database, according to Figueroa. This already  
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installed user base alleviates one of the biggest challenges of social search, which is 
gaining a critical mass of users to have enough content to make the experience 
substantive and meaningful. There are lots of ways Microsoft can link users through 
Spaces and Messenger and also allow them to connect with one another in a traditional 
social networking model.  

“When you think about the millions of people that are already connected to friends and 
friends of friends, circles of trust can be created,” Figueroa said. “What you see in 
Messenger is a subset of circles of trust. You have your coworkers, your family friends, 
your college buddies, which are all connected by a point in time or certain 
characteristics or affinities. But when you start layering location-specific components, 
you’ve opened up a new door for new trust connections to exist — people in my 
neighborhood, for example. It’s another layer, and you share different affinities than 
you would with family or coworkers or friends, but those can be helpful when you’re 
looking for specific things.”   

This level of trust is something we’ve seen built successfully in certain pockets of the 
country. The Berkeley Parents network, for example, is a Berkeley, California-based 
community forum that local parents use to share and gain advice on everything from 
hiring a nanny to shopping for a car. No one has been able to take this model and scale 
it nationally, but the massive volume of contacts on which Microsoft sits, and its ability 
to geotarget and cluster users in relevant ways, presents an interesting opportunity to 
do so and to integrate listing data and acutely targeted local and national advertising.   

Looking Into the Crystal Ball: Next-Gen Ad Possibilities 
Beyond these clear advertising and integration opportunities, the next generations of 
immersive 3-D mapping also have some intriguing possibilities, akin to first-person 
perspective gaming. In addition to plotting businesses on a map and allowing users to 
view them from many angles, the product’s next evolution could take this immersion to 
another level by allowing users to interact with businesses. This could involve a higher 
degree of e-commerce functionality and the ability for users to create representative 
avatars, which can interact with people, places and businesses throughout these virtual 
domains. Virtual marketplaces could be created that represent real storefronts and 
businesses. The interaction with other avatars could likewise take the place of today’s 
social search forums in bringing in community interaction to communicate opinions on 
various local businesses.  

The power of such a scenario has already been exhibited by the increasingly popular 
Second Life online video game. The game allows users to create an avatar that 
navigates a virtual world filled with other avatars and their creations, including 
businesses, houses and cars. Users can also buy clothes and items for building these 
things using virtual currency that is exchanged for U.S. dollars. The game therefore 
has its own economy, which has a record daily monetary exchange of US$575,000.  

In addition to virtual businesses that let you dress up your character in clothing and 
other accoutrements, real-world businesses have sniffed out a marketing opportunity 
based on the game’s user base (240,000 registered users and growing rapidly) and 
their level of engagement. Real retailers such as American Apparel have set up stores 
to dress avatars — having the benefits of promotional and awareness advertising. The 
next step is to enable consumers to create avatars with their exact body 
measurements so they can virtually try on clothes. Such a user-centric utility could 
increase e-commerce revenues for clothing retailers.  
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Virtual Window Shopping in Second Life  

 
Source: Dvorak.org (2006) 

Within Second Life, real-life businesses can buy real estate on virtual islands and 
promote their products or services any way they wish. Starwood Hotels, for example, 
has an island where it showcases some of the qualities and perks of its hotels and 
resort projects currently under construction.  

We cite these examples to illustrate the possibilities for Virtual Earth 3-D to do many of 
the same things with its map interface. Compared with Second Life, it has the 
disadvantage of being confined to real-world geographic rendering, but it conversely 
has the advantage of gaining traffic for its many practical utilities, such as driving 
directions and local search, which would be complementary to many of the above 
scenarios. These attributes could compel advertisers to engage in some of these new 
opportunities by utilizing the map real estate that represents their actual real estate.  

Future generations of Virtual Earth 3-D could extend beyond the city level to navigate 
inside retail locations and view products. This could be particularly relevant for auto 
dealers, clothing retailers and shopping malls. This could involve these establishments 
designing their storefronts and interiors using underlying code that Microsoft develops 
for future versions of the product. This vision represents the next generation of map 
mashups and could be a powerful tool for advertisers in many verticals.  

Final Thoughts: Predicting the Land Grab 
The advertisers that are first movers in this new market have the potential to reap 
unusually high rewards because of the exposure they will receive and the dearth of 
competition in the space. Without mentioning Virtual Earth 3-D, this very concept was  
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raised at the Dow Jones Consumer Technology Ventures Conference in San Jose last 
week. Panelists endorsed the idea of moving in early to new advertising media.  

“Today more than ever before [the] opportunity to be a first mover is fundamental and 
important, and if you look at something like MySpace, there were companies like Coca-
Cola, Nokia and other marketers that engaged with it two or three years ago, before it 
was this big phenom,” said Nick Pahade, president of ad agency and consulting firm 
Denuo. “And those are the ones that reaped many of the rewards and benefits that 
currently marketers are paying over $1 million for. So given that it’s virtually 
impossible to plan a three-year strategy in today’s marketplace, the ability to be a first 
mover becomes more important than it was six to 18 months ago.” 

To Pahade’s point, even four months ago many advertisers were sitting on the sidelines 
of social network advertising, which has since seen a steep acceleration in demand, 
according to market research firm eMarketer. In the report “Social Network Marketing: 
Ad Spending Update,” released this month, the firm projects ad spending on U.S. social 
networking sites will reach US$865 million in 2007, up from US$350 million in 2006.  

Spotting these opportunities among the many out there is of course the trick and is 
easier said than done. But these thoughts have particular relevance for Virtual Earth 3-
D, as it appears at this stage to hold these opportunities for early movers and to 
eventually have a disruptive influence on the online mapping, local search and 
advertising markets.  

These issues will take center stage at The Kelsey Group’s Interactive Local Media ’06 
conference, which will take place Nov. 28- Dec. 1 at the Sheraton City Center in 
downtown Philadelphia. If you have trouble finding the place, it looks like this: 

 

Source: Microsoft Virtual Earth 3-D (2006) 
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Appendix: Technical Specifications 
Much of this report has speculated about the possibilities for Virtual Earth 3-D and the 
novelty of its feature set. The enthusiasm for these features must be reined in to some 
degree with a disclaimer of the realities of the computing power they require.  

Microsoft recommends a minimum of 512 megabytes of memory and a processor 
running at the minimum speed of 1 gigahertz. It also requires Windows Internet 
Explorer versions 6 or 7, as well as Windows XP. 

Broadband speed is also a factor. Most people using a T1 line at work shouldn’t have a 
problem, nor will most cable broadband subscribers. Some DSL lines (with download 
speeds in the range of 1.5 to 3 Mbit/s), however, could have a choppy experience. 
Slower processors can similarly make the process sluggish.  

Virtual Earth 3-D offers three levels of quality that have an inverse relationship to their 
levels of performance (see image below). The highest level corresponds to all the 
pictures and descriptions above, while the lowest involves 2-D renderings of cities (all 
allow the same novel navigation capabilities to fly above and throughout the maps). 

 
Source: Microsoft Virtual Earth 3-D (2006) 

Though these restraints are in place in some cases, this is an impressive beta offering, 
and its performance will improve as Moore’s law follows closely behind to catch up with 
the necessary processing power that will be pervasive in the next generation of PCs. 
The fiber networking infrastructures currently being deployed by AT&T and Verizon 
(which will offer download speeds of up to 25 Mbit/s) will likewise bring all the 
possibilities dissected in this report closer into reach.   
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