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Sir Martin Sorrell is one of the world’s best-known marketing men.  The business he founded in the mid 1980s, WPP, is now a FTSE 100 giant with a value approaching £8bn.  It has over 100,000 employees providing £30bn worth of services to clients in more than 100 countries.  The group includes some of the best-known brands in advertising, marketing and communications, such as Ogilvy & Mather, JWT and Research International.  It also includes the combined media buying operation, Group M.  As the man at the helm of WPP for over 20 years, Sir Martin has led the company’s rapid adaptation to the digital world and has a deep understanding of the impact of online marketing on traditional media worldwide. 
MS
Well, I think in the Western World and by that I mean the US and Western Europe, principally the Big Five, so UK, France, Germany, Italy and Spain.  They... what’s happened there is that the new media has attacked, in many cases, disintermediated, a number of traditional media channels.  It’s probably had its biggest impact on newspaper and magazines.  There’s also had an impact on television and radio and, less so, outdoor and cinema, but will have impact there over time.  And as a result what we’ve seen is a tremendous pressure on traditional media, not just because of that but because of the consolidation of media buying points.  I mean, we ourselves are consolidating our media buying points into Group M and in many markets Group M is the media buyer and will, as I said, have an influence over 25% or a third of all media.  In some markets such as India it’s 50% or Germany even higher at around 45% or Italy about 40%, 45% so we have very significant shares and we’re consolidating those to take advantage of media buying opportunities.  Not so much planning, which, you know, has similar diseconomies of scale to other parts of our business, but certainly on the buying side.  In the newer markets, the faster growing markets of Asia, Latin America, Africa, Middle East and Central and Eastern Europe, both old and new media, both offline and online have been growing very, very rapidly and there’s little or no distinction, although the opportunities for areas such as mobile are very considerable.  In China, China Mobile, last time I looked has about 340 million subscribers so it’s 10% bigger than, in one operator network; the subscribers are 10% bigger than, than the United States population.  In India I think there are about 200 million, 210 million subscribers.  It will go to 500 million by 2010.  So mobile in these markets is very effective and is leapfrogging the PC, in terms of cheap, cheap access to the internet.  So in these fast growing markets, we’re seeing balanced growth of old media and new media.  Or I should say, very strong growth for both.  And we’re seeing mobile in a way disintermediate or leapfrog the PC which is the development and progression we saw in the Western European market.  So the pattern is very, very different and for example, in the UK, here our forecasts for 2008, basically it’s all the old media if I can call them that, will be very flat, the new media, internet, will be growing by as much as 30%.
IV
When the commercial potential of the internet first became apparent, debate raged over whether it was simply another channel to add to the marketing mix or whether it was fundamentally transforming the relationship between advertisers and audiences.  A decade on, which view does Sir Martin feel has been proved right?
MS
It’s probably a bit of both, I mean, it is an additional weapon in our clients’ armoury and our own armoury and it is of such significance, such significance that it changed the game.  I mean, our forecast for the UK, or rather Group M’s forecast, the aptly named Adam Smith of Group M is forecasting that internet this year will be about 24% I think of spending in the UK and may outdistance... well not may outdistance television next year, but will outdistance television next year in the UK.  Sweden will be the first country where it outdistances TV this year.  Worldwide, of course, the picture is not quite as buoyant with budgets... internet budgets or digital budgets accounting for about 10%, 10% of worldwide expenditure as against 8% last year but it is growing rapidly and it’s where growth... where growth in most major mature markets, that’s the US and Western Europe, the biggest growth elements of those markets.  In the faster growing markets of Asia, Latin America, Africa, Middle East and Central and Eastern Europe, those markets are growing both traditionally and non-traditionally in these areas such as internet, mobile and video which is still in its infancy.  So I think it, it’s a bit of both; I think you could say both.  It’s an additional means of reaching the consumer but the consumers’ media habits, particularly amongst younger age groups, has changed so dramatically that this has had a much bigger impact than the introduction of other media over time.  Having said all that I think maybe in a few years’ time we won’t be talking about new media and old media, we’ll be talking about them as one thing and there won’t be the distinction.  It’ll be exactly the same as we saw with television many years ago where it started off as TV, a TV department and then became part of media as a whole.

IV
To the extent that the internet has changed the nature of the marketing conversation, what is it that’s enabled it to achieve this?
MS
It’s the targeting.  It’s targeting and measurability, although on the measurability side I’m not sure that we’ve managed to... either clients or we ourselves, have managed to measure these new media as effectively as we will be able to or should have done by now.  The argument has always been they’re more measurable, they’re more targeted, they’re more one-to-one and can be developed in that way.  But as yet we haven’t got there.  We may get there pretty soon but as yet the jury is still out on measurability.  So I think that’s the characteristic of it, that it is targeted, that a lot of the content is user-generated or can be user-generated and it is more measurable.  But, you know, the proof of the pudding is in the eating and there’s as yet, on a worldwide basis, internet is still in its infancy.  Our exper... if you take WPP as a whole, about 23% of our business is coming from digital direct interactive internet activities.  Where would I be relaxed or more relaxed... I never would be relaxed I guess, but where would I be more relaxed about it?  If it was about a third of our business.

Search is effectively a mechanical Yellow Pages.  If you look at the growth of Google, I think we this year will be buying about $850 million worth of stuff from Google, the majority of which, or almost all of which is search and that excludes Dell, which is a recent new business win.  It includes AT&T.  That, you know, we’ve become a major buyer but our $850 million... or, let’s say whatever it is with Dell, let’s say it goes to $1 billion, that $1 billion is out of, I think, projected revenues of Google of around well over $20 billion, which would give us about a 5% share, their largest customer but a 5% share.  And if you ask why that share is only 5% whereas our normal share would be 25% or a third according to RECMA of media, the reason is that Google tends to be, a, as I say a mechanical Yellow Pages, which appeals to new advertisers or classified advertisers or small low and medium sized advertisers who don’t use or don’t employ big budgets.  So it’s sucked in new money or it’s sucked away old money from classified.  Now, the reason it’s so interesting is that it’s a very targeted means of reaching consumers and consumers are expressing a preference or a need and they’re responding in that way.  So I think that’s the reason it’s proven to be so popular, that it is targeted, in theory, measurable and you can see precisely what’s happening.
IV
One class of company that’s been relatively slow to move into the online world is manufacturers of fast-moving consumer goods – typically huge spenders in traditional media.  With his intimate knowledge of their thinking, can Sir Martin explain why they appear to be late adopters and what it will take for them to release a tidal wave of money onto the web?

MS
They tend to be the most conservative and the, probably the slowest moving in terms of moving through these areas.  And as I said, if you look at Google and you look what Google represents of our media planning and buying and what it should and do represent, I mean, you see the same phenomenon you just referred to.  And the fact that, that only 8% or 10% of worldwide budgets last year and this year are online tells you a little bit about who’s doing it.  It’s not the big packaged goods budget.  And of course online advertisers or online media owners, if I can put it like that, are aggressively looking at what they can do with the online, on the online budget.  Of course, the sort of people that run clients, agencies, media owners, tend to be, let’s say the mature, more mature end of the lives.  You know if you’ve spent 30, 35 years of life getting to the top of the company and you’re going to be CEO for the last five or so years the last thing you want is significant change, you want things to be fairly relaxed and you can enjoy yourself in your twilight years and change is left, left to the poor chap or woman who follows you.

And so you see that conservatism amongst packaged goods advertisers.  Maybe rightly so, I’m not saying it’s wrongly so, but maybe you see that conservatism in any event from people not moving as quickly as perhaps they should.

It depends on whether it’s demonstrated to packaged goods advertisers that this would be an effective use of their money and if so, to what extent?  I think you have to understand this is a relatively new medium and we’re feeling our way.  And I said, I think measurability for the FMCG or packaged goods manufacturers is critically important, critically important.  They have to see that it makes sense.
IV
In part, the job of persuading the big spenders to increase their internet presence will fall to the traditional media companies that partner them in the offline world.  But how successfully are those traditional agencies themselves adapting to the changing order?
MS
Well I don’t know about others but as I said to you about, it’s almost now a quarter of our business.  Out of the 12 billion in revenues or the 50 billion, 55 billion of billings that we have, it is digital interactive and internet or influenced in one way shape or form.  I think that’s a pretty conservative figure as to what the actual figure is, although it’s taking a fairly broad definition.  There are very few global networks that can handle new media campaigns and our own, Ogilvy One, Wunderman, RMG Connect to a lesser extent and G2 to a lesser extent are probably unique.  I mean, there’s nothing like a Wunderman or Ogilvy One in terms of its global coverage.  Others are trying to do it.  I can’t speak for others, all I can say to you is that we’re trying, one of our three objectives and we have a geographical objective in relation to the faster growing markets, we’re now, almost 25% of our business we’re hoping to be, a third of our business.  The second one is the non-traditional forms of advertising and marketing.  Instead of being half our business we want to be two thirds.  Firstly because of the cost, the increasing cost of network television, secondly because of the fragmentation of the media and the third one is we want measurability, measurable areas such as direct impact and internet market research, which is currently about a third of our business, to be half of our business because we think measurability is going to become increasingly important.  In our case, and again I’m not speaking for others, we’re very keen to move into these areas, all three, the geographical and the two functional areas, non traditional and measurable, as rapidly as possible.  And, you know, the mark of success will be if WPP in five to ten years is more Asian, more Latin American, more African and Middle Eastern, more Central and Eastern European, more outside traditional advertising and more measurable.  So again, I think this is absolutely critical.  The smaller agencies that started from scratch have an advantage because they have a white sheet of paper or a, they start with a clean sheet; they have no legacy investments or costs.  The bigger agencies, the more mature, the older ones, have an advantage too because they have the database of clients, they have the resources; they have the networks to deliver across the board.  In a way it’s a happy medium between the two.  What we’ve noticed in the last few months and years is that the so-called new agencies, those agencies that don’t have the legacy systems or approaches or infrastructure have become quite frustrated because they can’t break in to the larger budgets, you know, the FMCG budgets that we’ve just been talking about as an example, without the help of these more institutional frameworks.  So I would say, there’s a happy medium between, you know, what we can do as a, an uninhibited, more flexible, more adventurous new company and what we can do as a network, whether it’s a larger infrastructure and historic relationships balance that go back a long way and we’ve got the, you know, we’ve got the exhibited benefit for clients over the years.

IV
The benefits of integrating online and offline capabilities are obvious – both for the agencies and for the clients they serve.  But do the technology- and data-driven skills of the new world sit easily alongside the quirky creativity of the old?
MS
Oh it’s not easy.  I mean, acquisitions, mergers, bringing two different, I don’t like to use the word culture, but bringing two, those two sets together is not easy but I think it is something that you have to do.  Even if you start something from scratch inside, let’s say a network agency, you have the problems of integrating the two approaches or the two cultures or the two different ways of thinking and it’s not, it’s not easy.  Having said that, you went back 50 years ago it was the same with television and ultimately television was absorbed or absorbed the other media to create a systematic whole.

Maybe I shouldn’t say this because it’ll maybe alert them to their mistakes but I think that we have taken a very different approach to our competition.  Our acquisition of 24/7 took us very much full frontal into the new technological areas and I think what the agencies don’t understand, or let’s say the traditional agencies don’t understand, is the business has changed.  Sure it’s about people, we all invest about 60% of our revenues in people and people are absolutely critical but it’s about a different kind of people.  It’s not about traditional creative approaches and attitudes or traditional account management or indeed strategic planning.  Strategic planning, account management and creative has to change.  I think the medium is becoming more important, or has become more important than the message.  You have to tailor the message to the medium and increasingly WPP is becoming a media company, a purveyor of media where we, where we, we advise clients how much they should spend and where they should spend it and tailor the messages for those individual media and I think that’s very different.  And in tailoring those messages for the individual media, particularly the new media, technology becomes more important so when we buy 24/7 we have access to media sales, online media sales, media planning and buying, media investment management, as we call it online digital buying.  We have access to advertisers’ websites and publishers’ websites and we’ve become much more heavily involved in the technology as you just pointed out than we were before.

IV
In Sir Martin’s view, marketing businesses will need to offer a seamless blend of online and offline services to help their clients mount successful campaigns.  But to do this, agencies will have to take their traditional strengths of local knowledge and relationship-building, and combine them with global technological leadership.
MS
Well it means that we have had to have very much different sorts of people and we have to integrate much more effectively.  Our, our winning of the AT&T account, media account, which was $3.5 billion in the US earlier this year, or last year; of Dell, you know, which is probably the biggest account win in our industry, probably ever.  Rising, according to reports, up to $150 million a year in terms of revenues.  We give them; we give them most agencies, let alone an account.  The winning of Sony, let’s say, in the Far East or LG or whatever it happens be.  These have come I think from, for two reasons, one is an understanding of the role of the faster growing geographic markets and the other being an understanding of technology.  AT&T said publicly that Schematic and 24/7 were heavily influential in us winning the business so I think, I think it comes down to two things at the end of the day that are of critical importance.  One is geography and one is technology.  Those two issues or opportunities or challenges or threat dominate everything that our clients are doing and that we are doing as a result.  Those are the critical issues.  Those are the issues that we all have to deal with on a more concerted, assertive way.  So I think when you look at everything that we do, it’s really built around those two things.  Now the geographical bit is much easier to do.  I think intellectually you get your mind around China or India, the BRICS, Brazil, Russia, India and China or what Goldman now calls the, the Next Eleven.  The 11 fast growing markets, all of which, with the exception of Iran, we have a very, very strong position in, all of those Next Eleven.  So in 15 out of the, sorry, in 14 out of the 15 BRICS, plus Next Eleven countries, we have very, very strong, if not dominant positions.  Intellectually, as long as you have good people running those businesses, whether it be Indians or Chinese or Russian or Brazilian or whatever, I think it’s fine.  The much more difficult areas of technology, we’re just figuring out, not even what is the, what is Google doing, but what the next Google might be doing.  Michael Eisner, I remember saying ten years or ago, when asked by an analyst what does he worry about, he said he worries about, this is a very prophetic comment, about the PhD, the PhD students in a shed in Stanford in California.  I’d amend it, I’d still be worried about Stanford but I would be worried about MIT and Harvard and not least Bangalore and Beijing.  And I think that’s figuring out where the next revolutionary impact from a technological point of view is going to be critically important.

IV
Whilst the potential for online marketing is clearly huge, the extent to which it will be taken up partly depends on the health of the world economy.  In January 2008, the Bellwether Report from the Institute of Practitioners in Advertising found that, in the UK at least, the outlook was weak, with Q4 2007 seeing the steepest fall in advertising budgets for two years.
MS
Well I found the Bellwether Report slightly puzzling, or more than puzzling because it’s the first time, and they asked me for a comment but I couldn’t, I couldn’t give it to them in the end as we usually do because we diverged actually from what, what they said.  Our experience in the fourth quarter was not quite as they read it, even in the UK.  You know, I’m still, I was interested to hear Levy’s comments on behalf of Publicis this morning where he echoed, he seemed to be saying that they saw a very soft quarter, Q4 which we didn’t see and I don’t know if that’s special to Publicis or the reverse is special to us but we haven’t seen that.  In fact, you know, October was probably a little bit, a little bit less than we thought, November was better, I’m still waiting for the final numbers on December, but everything we see on December shows it was pretty good so that’s all a little bit puzzling to me.  And I’m still of the view, when we look at our budgets for next year, we see similar, we see a good start to the year.  Now that might be because we’ve had an unprecedented run of new business in the 22 years that we’ve been involved in WPP.  I can’t remember a time when we’ve had a better new business run and of course it came at a very good time of the year. The back end of last year we had a sort of quiet first three or four months and then it came through with a rush.  It may be that that’s reflected in our numbers and if anything, you know, I won’t go into what the budgets show but I think we’ve indicated for the market that we’ve been more than surprised.  I think I’ve said on a road show in France, in Germany and France late last year that I’d be very, very surprised if we don’t go into 2008, or then when we’re going into 2008, that we don’t go in with a very similar position as we went into 2007 and our budgets were showing 3% to 4% growth.  I remain of the view that this year, ’08, because of the Beijing Olympics, the Olympics traditionally add 1% to worldwide growth and advertising and marketing services, spending in the quadrennial year, along with the US presidential election.  This year is a bumper year, both from the point of view of the Olympics because the Beijing Olympics is an unprecedented event.  It’s the capstone of the first 20 or so years of Chinese growth and marks more than the coming of age of China because it almost marks back to the future because 200 years ago China and India were dominate, dominant at 40% of worldwide GNP as they are predicted to be by 2025.  So we’ve all seen this before but you’d have to be alive 200 or so years ago to see it.  But the point is I think that 2008, because of the Beijing Olympics which will be not just a sporting, but a political and social event too, and no self respecting company either in China or outside will not use the Olympics to either re-brand itself, reposition itself or enhance its brand reputation.  The US presidential election will involve spending above the line, traditional spending of at least $3 billion.  If Mayor Bloomberg was to come it would add another $0.5 billion at least so this will squeeze the media markets.  We don’t benefit directly from it but it will squeeze the media markets in pricing and last but not least we might be out of the European Cup, but we do have agencies in Croatia and the European Cup will be significant too, not as significant as the other two events.  So net/net I still see 2008 being a pretty good year.  But the year that worries me is 2009, I mean what happens post Beijing?  We’ll have Shanghai expo in 2010, we’ll have the Asian Games in Guangzhou in 2010 but China can’t continue to run at 10% compound.  Our business in China is growing by 30% compound, like for like at the moment.  It can’t carry on, you know, the law of big numbers means there has to be some slow up and ’09 might be the year.  India we’re growing but if GNP is growing at 10% like China our business is up by 20%.  So we’re growing, what happens in these markets because they’re under-branded and under-advertised, the spending in those countries increase faster as a proportion of GNP allocated to advertising and marketing strategies increase.  So I’m, I’m bullish about ’08 or let’s say, not bullish, I certainly don’t think there will be a recession in our industry in ’08 but I worry about ’09.  Not necessarily there’ll be a recession but because of the, the impact post Beijing.  And also the impact post the American Presidential Election.  Whoever gets elected, whether it’s Hillary Clinton or Barack Obama or maybe McCain is slightly different because he may only have four years but the other candidates, if elected, have eight years, they’ll look at eight years and will be in a political cycle and any unpleasant medicine that they have to dole out in the form of increased taxes or reduced government spending will have a negative effect on the economy.  And of course a withdrawal from Iraq will tend to be deflationary as well because of the reduction in government or armament and defence and war spending.  So I think on balance I remain of the view that ’09 will be the more challenging year than ’08.  And it may be that the disconnect with the financial services market is obviously driven by the subprime crisis but it’s also driven by the fact that stock markets, financial markets tend to, to forecast, or tend to be ahead of real events but in, with real companies I’m not sure that it’s had a significant impact as yet.  But the downside or the danger in ’08 is that recessionary thinking becomes important, that you know, we talk ourselves into a recession.  I’ve always been somewhat sceptical about that argument but, you know, with the weight of media comments that’s going on, you know, people start to think that way and they start to react that way and they start to tailor their budgets that way.  Having said all that we haven’t seen that as yet.

IV
Even if the world economy slows significantly in 2008 or 2009, many commentators foresee mobile search contributing greatly to the growth of online marketing.  Is this an expectation that Sir Martin shares?
MS
I think, I think that’s going to be very, very significant.  I mean, you know, if you, I don’t wish I was running Google but if I was [laughter] running Google that would be an area that I would really focus on and I think that’s the biggest area, you know, instead of, robots for the moon or alternative energy or chasing after a number of other things, I think mobile search [cell phone in background] has got to be one of the most powerful areas for growth.  If you just think about the growth of the mobile phone, and you heard one going off there in the background, the growth of the mobile phone and the growth of the measurability of it, the one-to-one nature of it, the ability of consumers to control what they receive, when they receive it, how they get it.  This has got to be a very powerful instrument.  And if you look at the iPhone, you know, I remember people saying, ah well nobody’s going to watch television on a mobile phone.  We now have a screen on the iPhone, you know, as long as you can get the wireless communication, which is immensely powerful, and is going to become increasingly powerful as the devices become and as broadband expands, the whole, there will be a significant revolution in the way that we receive television.  If we look at the growth of AT&T and Verizon in America and the growth of their fibre optic network, again, as capacity increases these are going to become more potent competitors, for example, to the cable industry and so mobile and video will be delivered in very different ways in the future.
IV
Earlier on, Sir Martin mentioned that the use of mobile search in Asia is likely to leapfrog Western nations, with US and European consumers largely remaining attached to PC-based search.  Will this change over time?
I think, I think mobile will progress here.  I mean, one of the puzzles to us is why the operators have not got together in a more concerted form to try and develop television, mobile, mobile advertising.  We see that as being a major opportunity.  And I sort of get the feeling that the mobile operators are almost like alpha males.

They compete so heavily against one another that they can’t get it together and they need an external force to galvanise them and that could well be Google. I mean, there are rumours about what Google may or may not be doing in mobile telephony and we’ll see how that goes but I think that might push them very, you know, very, to be much more aggressive in terms of what they do and that will have an impact.  So I think in the, in the Western markets there are opportunities in the mobile as well as the PC area and they will come in, in time.
IV
Another trend widely predicted is an increased level of integration between search and social media.  Sir Martin sees this as a potentially significant development for the marketing industry – but one that needs to be handled with care.
MS
I think social media is, you know, certainly that has been buoying our public relations business.  I can’t explain why our PR businesses, which are 1.1 billion out of the 12 billion, our public relations businesses; I can’t explain why they’re growing so fast at this stage in the cycle.  They’re growing at about 10% as a whole.  And I can only explain that in terms of the growth of social networking and the growth of internet technology.  You know, I think consumers like recommendations from their friends and therefore they like the idea of receiving recommendations from people that they trust.  In other words far better for me, for WPP,  if 3i or whoever, say “WPP is a great company” rather than, you know, if I take an ad in a newspaper or if I take an analogy to the newspaper editorial says we’re good is better than having an advertisement next to the editorial.  So editorial recommendation is still very important but there’s the rub.  These social networking sites were put together by people who thought they were getting untainted sites, who thought they were getting a way of working together with one another or recommending one another in an extremely effective way.  So I think that’s the difficulty and what you’ll see with social networking, as being a very volatile area.  Sites will come and go, they’ll be like magazines.  And while social networking, I think, is extremely important, you saw that with Facebook when Mark Zuckerberg rehashed the Beacon, the Beacon initiative and had to retrench and alter it almost immediately because the moment that people sort of undermine a site which they believe to be pure, they react against it.  They want an untainted site.  I remember, I can’t remember the site, the site that specialised with, in building social networking between young kids and in fact the parents used to go on to the sites when the kids went to bed at night and parents being horrified when a film advert was shown for a kids’ film.  Nothing, nothing salacious or anything like that, but just an ordinary, animated kids’ film and the parents reacted and kids reacted very violently to the site being commercialised and almost being devalued by having any commercial connection.  So when Microsoft now buys into Facebook, when Facebook tries to improve its advertising profile and develop its advertising profile, it has to be done very carefully because the reason why consumers went into this in the first place was not because they wanted to see ads.  And it may well be you can tailor these things in a more effective way.  Mobile search, on the other hand, I think is a medium that people will understand much more in that context.

I think probably over time there will be a reaction against open sites and people will look for more closed operations like A Small World where they’re there by invitation only or there are restrictions on who uses them.  Because the bigger these things get, the more commercial they have to be and the more commercial pressure there is on them, you know, with a, with an implicit value, I don’t think it really is a value, of 15 billion on Facebook because of Microsoft buying, you know, 1% or whatever it was, that had a pro rata price that implied that.  I don’t think it is really a valuation of Facebook at that level but the very act of that puts pressure on Microsoft, Facebook and others to try and get economic value out of it as rapidly as possible.
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