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Are Estimates of Mobile and Social Advertising 
Spend Too Optimistic?
“If you build it, he will come…” the “voice” 
to Ray Kinsella, Field of Dreams.   

It is a quote that we have seen used, some 
might say over-used, to describe various 
Internet business models.  Be it eyeballs, 
or homes passed, or the [insert on-line 
business idea here] value of just reaching 
just one out of every 100 persons in the 
BRIC countries – these “field of dreams” 
arguments have been used to justify the 
potential of various Internet businesses in 
times of good and froth, and to disparage 
them in times of want and fear.  

Lots of Eyeballs – Fewer Ad Dollars 

One place where this argument has taken 
hold is the social and mobile advertising 
space.  The argument is simple.  Currently, 

mobile’s and social’s usage significantly 
exceed their market shares of the media 
advertising spend.  Therefore, the market 
opportunity for these mediums has significant 
upside as it is expected that the market share 
of advertising spend for mobile and social will 
rise to meet their share of the “eyeballs”.  

This “gap” between utilization and 
monetization is not insignificant.  In the chart 
below, Mary Meeker argues that there is $20B 
in ad spend in the U.S. alone that is 
“misallocated” and that will be expected to 
flow to mobile and social  (social is a portion 
of overall Internet) advertisers based on 
current consumer usage patterns. 

  

Conventional wisdom argues 
that the social and mobile 

advertising market is poised 
to grow based on past 

patterns of dollars following 
consumer usage patterns.   

What if this conventional 
wisdom is wrong?   
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In a similar vein, Goldman Sachs argued in its 
initiation of coverage of Facebook stock that 
Facebook’s stock is undervalued as CPMs for 
Facebook lag other web players such as Yahoo 
significantly.  Therefore Facebook need only 
capture a portion of the CPM value of these 
other web companies to justify its lofty stock 
valuation. 

In both cases, the argument is being made that 
there is significant value and upside to social 
and mobile markets and companies based on 
the unrealized value of the share of user time 
spent in these mediums compared to where 
advertisers currently spend their money.   

And I would argue that in both cases that there 
is alternative way of thinking about that “gap” –
and at the very least these projections are 
overly optimistic vis a vis advertising’s ability to 
capture those dollars.  

We Have Built It, But What If Those Ad 
Dollars Never Come? 

The problem with the argument made above is 
that those making the argument mistakenly 
equate time spent using social and mobile 
media with more traditional off-line media and 
the content-driven first-generation Internet 
media that was patterned after it.   Quite 
simply, these arguments are rooted in 
traditional concepts about media use that are 
only partially relevant in an interactive-driven, 
data-rich social and mobile environment. 

Traditional media (whether off-line or Internet) is 
passive and indirect in its user engagement.  
Information is presented by content providers 
and consumed by the user.  Information about 
that user is inferred based on surveys and 
panels and advertising and marketing dollars 
flow to the media that best attracts users in the 
advertiser’s or marketer’s target demographic.  
The nature of the advertiser/consumer 
engagement in this environment is passive as 
well – the message is presented to the potential 
customer in the same fashion as the content 
they are consuming. 

For the content-driven Internet that predates 
social media, this presentation/consumption 
model does extend to user engagement not 
possible in off-line media – such as search-
driven usage - but the passive relationship 
between the information and the consumer 
remains.  Where the “pre-social media” Internet 

begins to depart from off-line media is the 
ability of advertisers and marketers to be less 
indirect in their targeting of users for particular 
messages.  Obviously the computer and the 
nature of search allows for more 
“personalized” delivery of a message, even if 
its remains technically indirect (e.g., via 
cookies or IP addresses).  This improves the 
ability of advertisers and marketers to be more 
efficient with advertising spend, but the 
pattern of presentation/consumption remains. 

In the pre-social media Internet world, the 
argument that ad spend will follow eyeballs 
makes perfect sense.  The type of media that 
consumers use to consume information has 
changed from print or TV to the web, but the 
nature of the engagement has not.  So time 
spent on the new media is essentially 
equivalent to time spent on the old media. 

Indeed, we have witnessed that the gap 
between spend and usage for the Internet as 
a whole has narrowed sharply over the past 
few years as companies recognize the value 
of using that medium to reach consumers.  
But a “gap” remains, and at this point we 
would argue that much of that gap has to do 
with the fastest growing portion of the Internet 
– social media – rather than latent advertising 
spend that is yet to find its way to the Internet 
medium.  

Not All Usage Can Be Considered 
Equal 

Social and mobile usage is fundamentally 
different than traditional off-line and Internet 
usage.  A significant portion of the time spent 
during social and mobile usage is not the 
presentation/consumption model of off-line 
and earlier Internet media – but is instead 
spent creating content or otherwise using that 
media to engage with other users.   

It is this user created content, engagement, 
and feedback loop of data associated with 
that activity that separates these mediums 
and undermines the argument that advertising 
spend will follow usage as it has in the past.   
The degree to which that usage falls outside 
of the traditional media model of 
present/consume can only be estimated – but 
to be certain it is not an insignificant amount. 

The chart below outlines the breakdown of 
time spent on Facebook by content section: 

The problem with the 
argument made above is 
that those making the 
argument mistakenly equate 
time-spent using social and 
mobile media with more 
traditional off-line media and 
the content-driven first-
generation Internet media…  
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If we estimate that 15% of time spent on the 
three major content sections of Facebook 
(Newsfeed, Profiles and Photos) is creating 
content, e.g., adding photos, updating 
statuses, creating likes, commenting, etc., and 
that the use of Apps and Tools and “Other” are 
focused on activities other than information 
consumption, (e.g., games, communication 
and administrative tasks) that means that 
roughly 45% of user time on social media is 
focused doing something other than 
information “consumption” which can be 
addressed by Internet advertising focused on 
the traditional presentation/consumption 
model. 

What this means is that we do not think that ad 
media spend breakdown will follow time spent 
on the Internet and on mobile to the same 
degree that historical analysis of media usage 
patterns would predict. The reason is for this 
view is that traditional advertising models 
cannot address that portion of social and 
mobile usage that is not “consumption”.   

This is a big and systemic change to the 
market potential for Internet advertising that is 
not addressed in the argument of “ad dollars 
follow eyeballs” made above.  This change is 
even more important given the trend toward 
more social media and more mobile usage as a 
percentage of overall time spent on-line. 

So If Not Advertising, Then What? 

While we think that “Internet” and “mobile” will 
be systemically under represented in the 
future breakdown of “advertising spend” on a 
time spent to market share basis, we think 
that the reason for that is not because the 
user time that is outside of the traditional 
presentation/consumption model is without 
value.  Instead, we think that this new form of 
engagement provides and requires different 
approaches to reach consumers than can be 
achieved via traditional advertising.  This 
manifests itself in two ways:  

1.  In the Social/Mobi le Environment 
Opportunit ies for How Companies 
Engage Consumers Are Dif ferent 
Than In the Off- l ine and Pre-Social 
Internet Environment:  The 
interactive, content-creating, nature of 
user behavior in social and mobile 
internet usage is quite different than 
traditional Internet behavior.   This creates 
different opportunities to reach potential 
consumers in manners that achieve 
similar goals as advertising, but are not 
traditional advertising.  Examples include 
activities such as the cultivation of 
“brand-champions” or “likes-campaigns”. 

 
2.  The Value of a Potent ia l  Customer 

is Disconnected from the Amount 
of Time Spent by a User On-Line.  
The opt-in, data-rich, behavior-driven, 

… we do not think that ad 
media spend breakdown will 
follow time spent on the 
Internet and on mobile to the 
same degree that historical 
analysis of media usage 
would predict…  
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self-identified nature of social and mobile 
user profiles provides a much clearer and 
more direct path to potential consumers 
than the traditional 
presentation/consumption model of 
advertising-driven customer acquisition.  
The user creates much of this value 
themselves taking actions during time that 
they are essentially unavailable to the 
presentation of traditional advertising.    

 

In short, we believe that these two trends 
will result in advertising dollars that would 
have flowed to social and mobile based on 
past patterns of usage will instead be 
repurposed outside of advertising.  We 
expect a large portion those “gap” dollars 
to go to companies that are building 
technologies and services designed to take 
advantage of the unique properties of social 
and mobile Internet usage rather than 
companies engaged in traditional 
advertising.   

The goal will be the same – consumer 
engagement – but the modality through 
which they reach the consumer will be 
different based on the unique capabilities 
that social and mobile Internet have to offer.  

Examples of where these “dollars formerly to 
be spent on advertising” might end up are: 

• Social Media Analyt ics & 
Technology Companies:  Social and 
mobile bring much richer streams of data, 
much of it “opt-in”, to the party.  How that 
data is then mined and connected with off-
line data will be critical to getting the most 
out of what is available in the social and 
mobile Internet space.  While it is still quite 
early, we expect that dollars that may have 
gone to more blanket advertising in the 
past, will instead be spent on technology 
and services used to understand and 
manage the firehose of data that social 
and mobile create.  These technologies 
and services will allow companies to target 
high value consumers with their messages 
and offers.  Essentially this results in more 

money spent up front in the process and 
less on the message. 
 

• Social Media Content/ Inf luence 
Services and Technology:  Since a 
good portion of the activity in the social 
environment is driven by consumer-
generated content, finding and 
influencing that content will need to be 
part of a social and mobile strategy to 
reach consumers.  Some of this will be 
technology and services focused on 
identifying what players are important 
within any particular social graph and 
how to engage those “influencers”.  
Another example, which is closer to 
traditional advertising, will be how to 
effectively manage “paid content” in a 
social setting.  

 
• Direct Consumer Engagement:  We 

expect that rather than spend dollars on 
advertising companies will look to engage 
customer in ways that can only be 
achieved via a social or mobile Internet 
experience.   For example, a company 
may choose to launch a customer loyalty 
program driven by mobile technology, or 
create a virtual storefront in Facebook. 

 

So, in the end, while we think the opportunity 
for “advertising” in the social and mobile 
mediums will be less than projected, we do 
believe that the market opportunity to help 
companies to engage consumers via social 
and mobile Internet is large.  In fact, we 
believe when combined with that advertising 
that is and will be focused on social and 
mobile, they will be larger together than if that 
engagement were solely through advertising.  
Where many of those dollars go, however, will 
be to these new types of companies that are 
outside of traditional advertising. 
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About Headwaters MB 
 

Headwaters MB is an independently owned, growth investment bank and advisory firm.  Headwaters MB has transacted over $15 billion of 
middle market deals and has over $75 billion of deal experience from its 65 full-time senior professionals.  Headwaters has a national office 
footprint in the United States, headquartered in Denver, with additional offices in Boston, Chicago, New York, San Francisco & Washington 
D.C. 

Headwaters MB has a significant international track record; providing our clients with a global reach. 

Our team has generated significant revenue from cross-border transactions, has local advisory partners in 30 countries and the firm has 
been the winner of “Cross Border Deal of the Year”.   

The firm has an established reputation as quality service provider and trusted long-term advisor to clients with a history of process and 
transaction excellence. 

  

The Headwaters TMT Team 

Gary Moon  John Batdorf Mark R. Langner 
Head of TMT Banking Managing Director Managing Director – Research 
415-766-3862 (office) (415) 926-7454 (office) 415-464-6322 (office) 
650-515-8734 (mobile) (415) 847-8805 (mobile) 415-994-0557 (mobile) 
gmoon@headwatersmb.com jbatdorf@headwatersmb.com mlangner@headwatersmb.com 

 

James Stone Sun Jen Yung 
Managing Director Managing Director 
202-263-3290 (office) 203-992-1667 (office)  
703-638-8272 (mobile)   917-297-8716 (mobile) 
jstone@headwatersmb.com sunjyung@headwatersb.com  
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Our bankers have deep personal experience completing transactions for Internet advertising companies, including: 

 
 

FINRA Disclosures  

Per FINRA regulations, Headwaters MB, LLC has developed a Business Continuity Plan on how we will respond to events that significantly disrupt our 
business. 

Since the timing and impact of disasters and disruptions ARE unpredictable, we will have to be flexible in responding to actual events as they occur. With 
that in mind, we are providing you with this information on our business continuity plan.  

Our business continuity plan addresses the following: data back-up and recovery; all mission critical systems; financial and operational assessments; 
alternative communications with customers, employees, and regulators; alternate physical location of employees; critical supplier, contractor, and bank 
impact; and regulatory reporting.  

If after a significant business disruption you cannot contact us as you usually do at (303) 572-6000, you should go to our website at 
www.headwatersmb.com.  

Significant business disruptions can vary in their scope, such as only our firm, a single building housing our firm, the business district where our firm is 
located, the city where we are located, or the whole region. Within each of these areas, the severity of the disruption can also vary from minimal to severe. In 
a disruption to only our firm or a building housing our firm, we will transfer our operations to a local site when needed and expect to recover and resume 
business within one business day. In a disruption affecting our business district, city, or region, we will transfer our operations to a site outside of the affected 
area, and recover and resume business within five business days. In either situation, we plan to continue in business, and notify you through our website 
(www.headwatersmb.com) regarding how to contact us. If you have questions about our business continuity planning, you can contact us at (303) 572-6012 


