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The alliance against Google

SAN FRANCISCO

What today's internet firms can learn from 19th-century history

PRINCE KLEMENS VON METTERNICH,
foreign minister of the Austrian Empire

during the Napoleonic era and its after-
math, would have no trouble recognising
Google. To him, the world's most popular
web-search engine would closely resem-
ble the Napoleonic France that in his youth
humiliated Austria and Europe's other
powers. Its rivals-Yahoo!, the largest of
the traditional web gateways, eBay, the
biggest online auction and trading site,
and Microsoft, a software empire that
owns MSN, a struggling web portal-
would look a lot like Russia, Prussia, and
Austria. Metternich responded by forging
an alliance among those three monarchies
to create a "balance of power" against
France. Google's enemies, he might say,
ought now to do the same thing.

Google announced two new conquests
on August yth. It struck a deal with Viacom,
an "old" media firm, under which it will
syndicate video clips from Viacom brands
such as MTV and Nickelodeon to other
websites, and integrate advertisements
into them. This makes Google the clear
leader in the fledgling but promising mar-
ket for web-video advertising. It also an-
nounced a deal with News Corporation,
another media giant, under which it will
provide all the search and text-advertising
technology on News Corporation's web-
sites, including MySpace, an enormously

popular social-networking site.
These are hard blows for Yahoo! and

MSN, which had also been negotiating
with News Corporation. Both firms have
been losing market share in web search to
Google over the past year-Google now
has half the market. They have also fallen
further behind in their advertising tech-
nologies and networks, so that both make
less money than Google does from the
same number of searches. Safa Rashtchy,
an analyst at Piper Jaffray, a securities firm,
estimates that for every advertising dollar
that Google makes on a search query, Ya-
hoo! makes only 60-70 cents. Last month
Yahoo! said that a new advertising algo-
rithm that it had designed to close the gap
in profitability will be delayed, and its
share price fell by 22%, its biggest-ever one-
day drop.

MSN is further behind Google than Ya-
hoo! in search, and its parent, Microsoft,
faces an even more fundamental threat
from the expansionist new power. Many
of Google's new ventures beyond web
search enable users to do things free of
charge through their web browsers that
they now do using Microsoft software on
their personal computers. Google offers a
rudimentary but free online word proces-
sor and spreadsheet, for instance.

The smaller eBay, on the other hand,
might in one sense claim Google as an ally.

Google's search results send a lot of traffic
to eBay's auction site, and eBay is one of
the biggest advertisers on Google's net-
work. But the relationship is imbalanced.
An influential recent study from Berkeley's
Haas School of Business estimated that
about 12% of eBay's revenues come indi-
rectly from Google, whereas Google gets
only 3% of its revenues from eBay. Worst of
all for eBay, Google is starting to undercut
its core business. Sellers are setting up their
own websites and buying text advertise-
ments from Google, and buyers are using
its search rather than eBay to connect with
sellers directly. As a result, "eBay would be
wise to strike a deep partnership with Ya-
hoo! or Microsoft in order to regain a bal-
ance of power in the industry," said the
study's authors, Julien Decot and Steve
Lee, sounding like diplomats at the Con-
gress of Vienna in 1814.

The alliances are already being struck.
Last year Yahoo! and Microsoft an-
nounced that they would connect their in-
stant-messaging systems-both of which
are much more popular than Google's al-
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ternative-and in July they said that they
would extend this co-operation to "voice
chat" (formerly known as "calling"). In
May, Yahoo! and eBay struck an alliance in
which eBay will use technology from Ya-
hoo! to place advertisements on its auction
site. On the other side of the bargain, Ya-
hoo! will use PayPal, eBay's online pay-
ment mechanism, for transactions from
Yahool's pages. (Google recently launched
a rival payment system of its own.)

The strongest alliance, of course, would
be a merger or takeover. MSN and Yahoo!
both wanted to buy some or all of AOL, a
big, troubled internet-access company
owned by Time Warner, a media conglom-
erate. But Google pre-empted its rivals last
winter and bought a defensive stake in
AOL. It still has its search and advertising
technology stationed on AOL'S site. Goo-
gle may also make its instant-messaging
service interoperable with AOL'S, the most
popular in the world.

Ally or annex?
With AOL lost to the enemy, what of a deal
between Microsoft and either Yahoo! or
eBay? Justin Post, an analyst at Merrill
Lynch, said recently that Microsoft's "ac-
quisition probability" is now so high that it
may soon start pushing up the share prices
of eBay and Yahoo! Mr Post thinks that Mi-
crosoft is most likely to bid for Yahoo! This
would help Microsoft strategically, he
says. Others are not sure. "I don't see it as a
terribly good merger," says Mr Rashtchy.
There would be big cultural differences be-
tween a media company and a software
firm. He thinks that a merger of Yahoo! and
eBay, on the other hand, might make sense
because both live mainly from serving on-
line communities.

Paul Saffo, a Silicon Valley analyst and a
fellow of the Institute for the Future, a re-
search group, thinks that any merger be-
tween the three middle powers would be a
"grand dramatic gesture" that would only
hasten their decline. AOL'S merger with
Time Warner in 2000 is the relevant warn-
ing from recent history. Big mergers also
run counter to a number of other trends on
the internet today, which are collectively
known as "Web 2.0". "This is the age of
mash-ups not mergers, open over closed,"
says Mr Saffo, referring to the open in-
ternet standards that allow users to com-
bine, or "mash" services.

Another argument against full-blown
mergers is that the bigger and more self-ab-
sorbed the established powers become,
the less likely they are to spot new insur-
gencies-start-ups such as YouTube, an on-
line video site, for instance, or MySpace.
Their equivalents in Prince Metternich's
day were the nationalist and liberal move-
ments that troubled the continental mon-
archies, and erupted in the revolutions of
1848-forcing Metternich to resign and flee
into exile in Britain. •
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Bono's capitalist
tool

NEW YORK

Forbes and an Irish rocker get together

44T DO not intend to fire myself," says
A Steve Forbes, chief executive of his

family's media group, editor of its flagship
business magazine and sometime presi-
dential candidate. He dismisses talk that
this week's sale of a 40% stake in the group
to a private-equity firm which numbers
Bono, a rock star, among its founders, is the
latest stage in his family's liquidation of its
assets in the face of financial difficulties.
Recently the Forbes clan has sold its Fa-
berge eggs, the best of its Victorian art,
some property and a private jet. On the
contrary, insists Mr Forbes, the deal is to
fund an ambitious growth strategy for the
family firm.

Mr Forbes wants an injection of cash to
develop Forbes Media's online operations.
Elevation Partners is paying between
$2som and $3Oom for its stake. Roger
McNamee, another of Elevation's foun-
ders, seems to share his optimism. Mr
McNamee says that the gloom in the print
industry-at newspapers even more than
magazines-is enormously overdone.
Forbes, he says, has an authoritative voice
and is trusted by its readers, not least be-
cause of its consistent enthusiasm for busi-
ness ever since the "capitalist tool", as it
calls itself, was founded in 1917.

Elevation believes that the big opportu-
nity may lie in the second phase of the
commercial development of the internet.
The first phase was all about aggregation,
Mr McNamee says: the enthusiastic, indis-
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criminate pulling together of all sorts of
things. This was a "difficult place" for print.
Having an authoritative voice was under-
valued then, but will be hugely valuable in
"Web 2.0", which will provide new ways
to make money from well-written, accu-
rate analysis of the business world.

But the purchase is certainly a gamble.
Some people question the quality, in com-
mercial terms, of the readers who are at-
tracted to the Forbes website, which covers
a wider range of subjects than the maga-
zine. The website brings in money, but a
robustly profitable business model is still
work in progress. There are suggestions
that Elevation may have overpaid. Private-
equity firms are flush with cash and some
may be desperate to spend it. Many others,
such as Providence Equity Partners, have
either invested in media businesses al-
ready or are planning to.

Conde Nast, publisher of dozens of
magazines, including the New Yorker and
Vogue, reportedly bid for Forbes a while
ago, but was put off by the price. Instead, it
is to launch Portfolio, a business magazine
of its own, next April. Insiders say that
news of Conde Nast's new title persuaded
Mr Forbes and Elevation to conclude their
long courtship.

As for Bono, investing in a publication
that celebrates capitalism and consump-
tion may seem to sit awkwardly with his
crusades against world poverty, including
a trip to Africa with Paul O'Neill, America's
treasury secretary at the time. Although he
has not spoken publicly about Elevation's
investment, he presumably agrees with
Mr Forbes, who believes that entrepre-
neurship is the best way to tackle poverty
(the archetypical hero of a Forbes story is
someone who pulls himself up from noth-
ing). His fellow members of U2, Bono once
said, would rather he hung out with busi-
nessmen than with politicians. •
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