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Mike Reid joined 3i as an investment professional in the mid 1990s, just as the horizon was opening up for internet-based businesses.  Having spent more than a decade investing in fast-growing companies at the cutting edge of web commerce, Mike understands the intersection between media, technology and the internet, and the powerful role played by ‘search’.  Among 3i’s current portfolio of interests is Taptu, a business that is turning the promise of mobile search into reality.  But is ‘search’ simply one among many good places to invest – or does it hold greater significance?
MR
The search market is, as we'll discuss through the interview, is an absolutely huge market.  From our perspective, we think it'll reach about $30bn next, this coming year, so in context, I mean, it's grown about 48% in this year, sort of 06 to 07, and I guess we expect it to grow another 30, 35% in 08.  So for us, as 3i itself, in attracting people, both potential entrepreneurs, then we are very conscious about how 3i comes across in terms of the various search engines, so we put quite a lot of effort into that.  But yeah, no, from our investment standpoint, it's absolutely key to the portfolio companies we're in, and that's not just the sort of technology-related companies, that's right across our retail and business service activities.  So, you know, we have a lot of investments in retail businesses, Agent Provocateur we just, we closed, we used to have an investment in Gant, a whole series of international retailers, and so for them it's absolutely key.  And then we've, one kind of interesting fact from Christmas is, in the UK, the word, the searches for “Christmas sale” have gone up 300%, so it's kind of, it's interesting to see that people in the know see search as a kind of a big business, and like we've reached the level where search is a big impact.  The reality is we're actually still on the steep slope of growth.
IV
But although search is a vast and rapidly-growing phenomenon, it’s also well-known for being dominated by a handful of large players.  In most Western markets, Google, Yahoo! and MSN share the overwhelming proportion of search enquiries.  Does Mike foresee any challenge to that dominance in the near term – and if not, what opportunities does search hold for the dynamic businesses in which 3i invests?
MR
Is there going to be a, you know, an outlier coming in to kind of take a serious market share in the core market search?  I don't think so.  So, no, from our point of view, you know, the big boys will continue to dominate the core market.  For us, the opportunities are around, one as I mentioned before, in terms of around the sort of support services around the whole search area, given it's such a big area already, and it's continuing to grow rapidly.  Second is that, you know, this is a, now fast becoming a massive market, so therefore some crumbs around the edges, you know, are actually pretty big markets in themselves.  So there's a couple of examples we're already playing in.  One is around what we call vertical search, which is essentially property-related search, or automotive search or travel search, so markets which are more specialist than general search where Google and others may play at some point, but at the moment don't really want to get their hands dirty in the, let's say, French property market.  So we, for example, backed, you know, the leading French property search player about two and a half years ago, and floated that business about 18 months ago, and it's grown very nicely, you know, because good customer engagement, good user experience and it meets a need in the market.  Another area for us, which we're very excited about, is the whole mobile interaction, and I think that again is going to be, you know, a very, very big market.  Now mobile has some particular issues with it in terms of, you know, the sort of, the user experience on a mobile, the fact that it's a smaller screen, etc.  And I think there will be some good opportunities for some smaller players to meet the slightly different needs, subtly different needs, of the mobile user than maybe the big boys.  So we've actually launched, we've backed a team who launched late last year called Taptu, and they've already had fantastic pick-up.  It's all about going direct to consumer, you know, not going via operators, because the operator engagement is such a tough model.  And we are seeing very good pick-up, primarily because, you know, slowly but surely, people with mobiles are, you know, playing around with what one might dare to call the web over the mobile phone, and they're playing around with Taptu in that kind of context, finding that it's a great service and sticking with it.
IV
Devising innovative search products is a high-profile part of the market – but for Mike, it’s simply the most visible tip of a very large iceberg.
MR
What we've talked about to date is just the core search market itself, so i.e. the paid-for listings in and around Google, MSN, Yahoo, etc.  So if we look at that and say, okay, well that's about a $3bn market, there's actually an even bigger market all around the guys who are helping brands promote and engage with that market itself.  So if you list out all the brands in the world, they're all starting to wake up over the last two years in terms of, oh my God, you know, search is actually very important for me competing versus my competition, because I've just noticed the guy over there seems to be getting a lot of business, and I don't know how he's getting it.  And suddenly I've worked out he's getting it by being above the rankings in some of the search terms.  So there's a whole massive industry in and around, you know, helping brands, helping advertising agencies, in and around that area.  And to us, there is a massive opportunity in that market.  I think there's a number of things going on in that market, because I think what you've seen over the last two, two and a half years is the springing up of specialists in particular fields of online marketing.  So search engine optimisation, search engine marketing, shops, I think we've had conversations with Nick Hynes who recently sold his business in that area, who've done a great job in terms of, you know, being a specialist for, say, you and me as a brand saying, help, I don't know what I'm doing with search, but I've just suddenly noticed my search marketing budget has broken through the sort of £500,000 level.  I want to make sure I'm optimising that and I'm not just wasting it.  What we see in the next phase is actually, that budget will continue to grow, so that company's budget will probably go from 500K up to, you know, maybe 1m, 1.5m.  But at the same time, they, you know, the team, management team, brand teams, will start to say, okay, so I don't see search just on its own now.  I start to see my engagement with the customer across search, other digital mediums, so banner advertising, social network engagement, but also offline mediums as well, so traditional poster ads, TV ads.  So we will, in our mind we're already starting to see examples where people are trying to coordinate when they do a TV campaign, their search profile.  So you watch the TV, you think, right, I quite like that product, you go to your PC, I can't remember the name of the company, I can't remember the name of the website, but I do remember something about it.  You bung it in the search engine and if your, let's say if we take car insurance, you know, if your competitor's car insurance business comes up before you, you've just wasted a whole TV campaign, and just driven business to your competitor not your own self.  So we see that the kind of phase of specialists, you know, you still need to be a specialist and know what you're doing, but the phase of sort of  independent specialists will slowly come to an end and be taken over by more integrated offering to ad agencies and maybe to brands, to say right, I can sit and help you as a brand manage your total profile to your consumer, not just persuade you to spend all your money on search, and don't give it to those TV guys because, you know, we're far more effective than them.
IV
Specialist agencies have certainly carved out a niche role by helping clients promote themselves on the web – but increasingly the traditional marketing agencies are striking back and integrating new media capabilities into their offerings.  Once the giants have completed the process of becoming web-friendly, won’t they be able to use their big-name client relationships to reassert market leadership?
MR
I would see it slightly differently and say that, one, the big boys have struggled in this area, because culturally, you know, the guys who run most of the big agencies don't get it, they haven't been, they've been brought up in a traditional world of media – nothing wrong with that.  But they're not kind of into that, into more the analytical, geeky-type areas, so therefore they have been struggling with how to kind of do it.  Second, the ones that have been reasonably successful have grown very fast, but from a small base.  So even the successful digital media agencies are still relatively small, compared to the big boys, and they are relatively geographically focused.  So I think they are growing apace, but, you know, to grow in marketing services, you need to grow people, and therefore you can only grow so fast.  So I think what we're seeing happening is, one is some big boys are swallowing medium-sized people, and some of those acquisitions are not going to plan because of the cultural issues we were talking about, i.e., you know, come on board with us and join our big group and we can all be friends.  And then the reality sometimes doesn't quite work out that, because bureaucracy and politics kind of gets in the way.  And so for us, we see a great opportunity for private equity, because, you know, we are financially focused, which means, you know, we're free to support management teams in terms of what they want to do.  So we're seeing quite a few opportunities where we're finding ambitious teams who've done well in a local geography, let's say UK, or some European countries, and they are wanting to do two things.  One is, they're wanting to say, right, what we'd like to do is to acquire a couple of other businesses on a small, smaller level, in other geographies, so we start to address brands, pan-European brands like, let's say Volvo or P&G etc, on a European basis.  And the second is, we were a search specialist, but now we want to expand into banner advertising, into social networking optimisation, into mobile technology, so we can start to offer more of a one-stop shop partnership deal with the customers.
IV
As well as the opportunities available in the support services arena, Mike is also enthusiastic about the potential for price comparison sites.
In terms of the other vertical search type businesses we've talked about, you know, the travel and property and all those other pieces, I think the key in those areas and one we haven't discussed which I think has come up very significantly in the last year, is around price comparison, which is arguably just another search product.  The issue there is all around customer acquisition and retention, so which price comparison engine do you use.  You probably use one or two, and you've probably never thought why you use that one or two.  That's a very lucrative market.  And the skills sets in that market are going to be all around, you know, getting you to use my price comparison engine and stay with it, rather than having to spend, you know, hundreds of thousands of pounds and dollars on acquiring new customers to replace customers who've churned out, because someone else is advertising them.

IV
So 3i is clearly interested in a broad spectrum of search-related investments, from technically-innovative products to support services and price comparison.  But fast growing businesses in this space seeking funding have plenty of alternatives avenues to explore – what does a partnership with 3i bring them that other options don’t?

MR
For every private-equity firm, depth of pocket is key, so 3i has a strong depth of pocket to support these guys through for whatever they want.  The key bit for us is the blend of international network and sector knowledge.  So, and both of those are one, essentially engaging with entrepreneurs and management teams, in a depth of conversation around a sector that they understand, you know, far better than us, but that we can actually engage at the right level to debate and discuss the ways to help him deal with the challenges he's got.  And a lot of the challenges that these guys have got are international in nature, so for us, it's about getting round the table or a conference call and discussing with, okay, I want to go to India, I don't know the first thing about India, I don't want to talk to anybody who's selling me stuff in India.  When I go to India, I'm nervous that someone's got a conflict of interests somewhere, so I don't trust what they're saying.  With us, we can get round the phone, fly to India, get round the table with 3i guys who are, you know, who have, their interests are exactly aligned with the entrepreneur's and then debate the local market in context with not only the guys knowing the local landscape in terms of people, but also knowing, you know, a good set amount about the internet space and who's doing well and badly, and things differently in those space.  And that goes for India, China, the US, France, Germany, Sweden, so you know, Swedish companies trying to go to the US, French companies trying to buy companies in Germany, Indian companies looking to expand out of India and wondering whether to take on Asia first or Europe first, or US first, etc.  so we spend a lot of time in that field, and to me that feels like a really useful piece of added value to entrepreneurs, because it's not just us, but the key is, right, who are the top five people I should be speaking to in Silicon Valley, in London, in XYZ if I want to launch a business, I want to find a partner, I want to do all that kind of stuff.  So that bit is the, to me as an employee at 3i, is the best feeling you have when you engage with entrepreneurs.
IV
With its global network and deep sector expertise, 3i is well-placed to spot trends in the market.  What does Mike think will be looming large on the agenda of search-firm bosses over the next couple of years?

MR
There's a couple of other things I think will be interesting in 08 and 09 for us, which are quite difficult to predict, back to this kind of, it looks like status quo is set now.  There's, you know, the few big players.  To us there's a couple of other issues which may, you know, radically change the whole landscape.  The first two are regulation, so if you look at Google at the moment, I think globally, if you take market by dollars charged, they have a 73% market share.  And in some of the European countries, you know, that market share is even bigger than that.  So whichever way you cut it, Google is a dominant market player.  And if you look at what they're doing in their acquisition strategy over the last year in terms of acquiring, you know, additional media, either banner ad networks, a number of other applications and even starting to engage with the offline marketing industry, you know, they are becoming, fast becoming a dominant advertising media business.  And so to me, there's going to be a point, whether it's, probably not the US but it's probably going to be some European regulator saying, hang on a sec, you know, this is not acceptable.  If these kind of rates of market share were bandied around in other industries, you know, we would be straight onto them.  So I think regulation's going to be very interesting.  The second one which I think would be more led by the people, consumers and the like, is data protection.  So you can see, despite the friendly face of Google on the front of it, you know, they will through their search and other applications, their banner ad network etc, they will have complete tracking of what you do on the internet.  They will be able to see where you go, what you're searching for, where you visit, and that slowly but surely will become a pretty scary thing.  So I think, so there'll be an interesting, both maybe formal backlash by some of the regulatory, data protection regulators, but I think probably more unpredictable is how you and I change our habits slowly to say, well, I don't really like that so I'll use, you know, something that's different to that.  And the service may be, you know, the same, a little bit less, but it doesn't really matter, it's good enough for me.
The other piece I think is quite interesting is around the sort of progress of social networks.  So social networks have, you know, climbed enormously as we know, in the last, you know, couple of years, and I think for the UK now, they're sort of one in five page impressions.  So I think for looking around for other big giants who are, you know, aware of where the money is in this market, you know, social networks will be scratching their heads and thinking, well, you know, why aren't we making as much money as those guys, and therefore what can we do to have a bit more of that.  I think eBay went from number three to number four, so Facebook went to number three over Christmas period, compared to the year before, pushing eBay down to number four.  So eBay'll be thinking, well, where's my slice of the action and all this kind of stuff.  There are some pretty wealthy online businesses in and around the sort of search market, and each of those players will be starting to say, hang on a sec, you know, how do I start to get a slice of this action.

IV
3i’s keen interest in the online world is plain – but what view does it now take of the printed information market – an area in which it enjoyed outstanding success in 2004 when it created a €1.8bn company by combining a number of international businesses into the YBR Group?
MR
I think where we see the opportunity is in the areas, again, where the Yellow Pages players and the search, the online search players, are not doing a good job, which, in my view is in the sort of rump of the market, which is less tech-savvy, and it's very interested in local.  So I think the stats are something like, you know, we spend 80% of our time within five miles of where we live.  Now in our view, there are, and there's a few Yellow Pages players addressing this, but there's not, if you take the UK, there's not many people addressing the actual very local, truly local, market, both on a paper basis, but also on an online basis.  So Google's trying, desperately trying to do it, Yahoo's desperately trying to do it, but they just don't have the access to the data.  Yell as you see, I think they cover in one of their books, probably 300,000, 400,000 homes, which is you know, far too wide to be kind of relevant to you and me in terms of the thick book we have on our desk.  Some examples, some good examples, one of the businesses we used to own in Holland, they have gone down that route.  They've got each of their books, I think, goes to circa 80 to 120,000 homes, and you know, the engagement with that community is very, very strong, and the particular area we're interested in is then using that engagement to move that online, and the Danes and the Dutch particularly have been very successful with that, and we're actually looking at an opportunity in the UK in exactly that field.
IV
So online search doesn’t look as if it will kill off the printed directory in the near future – but one area where it will bring significant change for all of us, in Mike’s view, is the way we’re seen by the world at large.
MR
Well I think the one that probably hits us all, that doesn't get a huge amount of profile at the moment, I think is something around people search.  So there are some quite interesting applications coming together so far, but I think they will develop in quite scary ways to say, well okay, I don't know this guy Mark Emmett.  I'm about to meet him in some kind of context, whether it's an interview or he's looking for a job with me, or you know, he's a potential customer of mine, etc, etc.  You know, there's a place I can go onto the internet to find, you know, quite frankly much more than you'd want me to know about you, whether that's, you know, your old Facebook chats from some time ago, through to what deals you've done, the last job, why you left your last job.  So I think the information is now scarily out there, and the applications and companies who are sort of pulling those disparate sets of information together, and we've got an investment in a company called Garlik, which works exactly, they've sort of invested an enormous amount in a semantic search engine which is focused purely on searching for details around people.  Fortunately they are on your side as it were, so they are there as your friend to say, right we don't, we're not there to kind of catch you out or help other people catch you out, we're there to help you understand what's out there on the web for you, so you can manage your own reputation, you can see whether your bank password is out there, your email address, your mother's maiden name, your, etc – you know, the sort of list is endless in terms of stuff that you're not aware that it's out there, but it is out there, or if it's not out there, it soon will be.  Yeah, the best example for me is, okay, I'm looking to rob your house, but I notice that you've booked a car parking slot with NCP at Gatwick, between 1 and 7 June, so I know you're not going to be home because you're on holiday.  That's quite interesting, well, let's have a look at your house.  Okay, I notice you put planning application in the other day, so I've got a couple of useful PDF files I got from the local council, and I know exactly what the interior of your house looks like, so I know where to break in.  So yeah, looking forward to having that new Playstation III that you bought several weeks before departure.
IV
And although this new world may sound slightly sinister, it presents clear opportunities too.  As Mike points out, the same techniques that can be used to harvest information about your life can also be used to help you present yourself at your very best…
MR
To be fair, I think most of the use is positive, you know, just the, I guess Linked In is an example, but in terms of, you know, helping people present their profile to the world, so you know, so you're meeting me for the first time and you whack in Mike Reid into one of the search engines, you know, up I come, and you get what you want, I present to you what I want, and we're both feeling engaged and feeling good about ourselves when we first meet.  And that can, that might be just people-orientated, but…  So I think the whole, and when we extend that out into sort of video and other sort of more richer media sort of things, I think generally the experience of that whole people search and people profiling will be fun and appropriate, but there will be sort of a level of privacy that I think in the older generation now will feel a bit uncomfortable with, the newer generation it’s unclear whether they will continue to be very comfortable with it as they seem to be at the moment, blindly maybe, or whether at a point they'll suddenly say, hey, hang on a sec, you know, I didn't really want that stuff to remain on the web, I'd like to take that down please.  And not having the ability to actually do that.
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