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;’Tweet Tweet:
~What's Your Business Model?

witter, the social networking
site based on 140-character
text messages, is the |atest
ai's‘ér‘ies of unpredicted developments

ec nology gurus whom we expect to tell
it the future. Who could have pre-

d, for instance, that in 2009, in the United States, 167 million people would use
ea h engines to conduct 10 to 14 hillion online searches, 160 miflion would watch
05 online, and 96 miltion would read blogs? Who knew that America’s population
g starved for communication? No one, least of all the Internet technorati.
2009, social networking sites continue this long tradition of surprising everyone.
is the buzz social networking phenomenon of the year. Like all social networking
sites; such as Facebook, MySpace, YouTube, Flicky, and others, Twitter provides a plat-
Tor users 10 express themselves, by creating content and sharing it with their
hds”, in this case *followers" who sign up to receive someone’s “tweets.” And fike
ost social networking sites, Twitter faces the problem of how to make money. As of
‘C_'tﬂtg__b_e,r 2009, Twitter has yet to take in a single cent in revenue as its management pon-
Kfjow best to expleit the buzz and user base it has created.

TWItter began in 2006 as a Web-based version of popular text messaging services.
rovided by cell phone carriers. There are around 3 to 4 biliion ceil phones worldwide,
r MS text messaging is the most popular service after voice. The idea originated in
arch 2006 within a podcasting company called Odeo as executives searched for a new
roduct or service to grow revenues. Jack Dorsey, originator of the idea, along with other
Xec :twes bought out other venture investors in Odeo, and eventually split Twitter off
from ‘Odeo to become a stand-alone, private company called Twitter.com.




The basic idea was to marry short text messaging on ¢cell phones with the Web and|
its abliity to create social groups. You start by establishing a Twitter account online, and*.g
identifying the friends that you would iike to receive your messages. By sending a texi*}:
message called a "tweet' t6 a short code on your cell phone (40404), you can tell your
friends what you are doing, your Iocafion, and whatever else you might want to say. You
are limited to 140 characters, but there is no installation and ne charge. Kaboom: &
social network messaging service to keep your buddies informed. Smash success.

Coming up with solid numbers for Twitter is not easy because the firm is not releas- |
ing any “official” numbers. By September 2009 Twitter, according to some estimates, |
had around 20 million unique monthly usets in the United States, and perhaps 50 mil-¢
lion woridwide. Industry observers believe Twitter is the third argest social networkmg{
site behind Facebook and MySpace. z

The number of individual tweets is also only knowrn by the company. According to the | :
company, by early 2007, Twitter had transmitted 20,000 tweets, which jumped to
60,000 tweets in a few months. During the Iran rebellion in June 2009, there were !
reported to be over 200,000 tweets per hour worldwide. On the other hand, expertsf
believe that 80% of tweets are generated by only 10% of users, and that the median num-.
ber of tweet readers per tweet is 1 {most Tweetérs tweet to one follower). In contrast,:gf
Britney Spears routinely generates over 100,000 followers to her tweets. Assumingﬁf"
there's about 20 million U.S. users, only 10% or 2 million will generate a tweet. Assum-
ing these users generate 1 tweet a day, that would be 2 million a day, or 60 million tweets
a month. This is probably a low estimate, but not by an order of magnitutde. Even more:
disturbing from a value point of view is that Twittter has a 60% churn rate: only 40% of
users remain more than one month. Obviously, many users lose interest in learning
about their friends' breakfast menu, and many feel "too connected” to their "friends,” who
in fact may only be distant acquaintances, if that.

The answer to these questions about unigue users, numbers of tweets, and churn rate
are critical to understanding the business value of Twitter as a firm. To date, Twitter has :
generated losses and has unknown revenues, but in February 2009, it raised a $35 mil—]I
lion in a deal that valued the company at $255 millien. Investors included Jeff Bezos |
(Amazon founder}, Benchmark Capital, and Spark Capital. Then in September 2009,
Twitter announced it had raise $100 million in additicnal funding, from private equity
firms, previous invetors, and mutal furd giant T.Rowe Price, based on a compahy valua-
tion of a staggering $1 hillion! Quite a jump in seven short months _

So how can Twitter make money from its users, and their tweets? What's their busi-
ness model and how might it evolve over time? To start, consider the company's assets |
and customer value proposition. The main asset is user attention and audience size (eye-
bails per day). An-equally important asset is the database of tweets that contains the
comments, chservations, and opinions of the audience, and the search engine that mines
those fweets for patterns. These are "real-time" and spontaneous observations.

Yet another asset has emerged in the last year: Twitter is a powerful alternative
media platform for the distribution of news, videos, and pictures. Once again, no one
nredicted that Twitter would be the first to report on terrorist attacks in Mumbai, the |
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- How can these assets be monetized? Twitter could ask users to pay a subscription fee,
gspecially for premium services such as videos and music downloads. However, it may
be too late for this idea because users have come to expect the service to be free. Twit-
i7'"“e'r could sell display ads or text ads on its screens, something it is testing in Japan. But
j¢ial media sites are known to be poor advertising venues with very low response rates,
;Aalthough this could change with better targeting. Twitter could charge advertisers to pay
a, fee for inserting messages into individual tweets, Message your friend to meet you in

¢ tould charge service providers such as doctors, dentists, fawyers, and hair salons for
iding their customers with unexpected appointment availabilities. But Twitter's most
y steady revenue source might be its database of hundreds of millions of real-time
. Major firms such as Starbucks, Amazon, Intuit (makers of QuickBooks and the
t.com site), and Dell have used Twitter to understand how their customers are react-
10 products, services and Web sites, and then making corrections or changes in those
ices and products. '

He possibilities are endless, and just about any of the above scenarios offers some
‘6[1;1:'”' n to the company's problem, which is a lack of revenue (forget about profits). The
pany is coy about announcing its business riode!, what one pundit described as hid-
ng behind a "Silicon Valley Mona Lisa smile. These Wall Street pundits are thought to
varty poopers in the Valley. In a nod to Apple’s iTunes and Amazon's merchant serv-

customers so they can be tracked more easily. Google is selling ad units based around a
ny's last five tweets (ads are displayed to users who have created or viewed tweets
about a company). Twitter is not charging for this service. In the meantime, observers
: .onder it Twitter is tWIttermg away its assets.

igs Square and the message contains an ad for a nearby restaurant. Possible, Twit- .
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