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The judiciary antitrust hearing, in July 2020 involving the GAFA’s CEOs (Google, Amazon,
Facebook and Apple). Among other things, the hearing showed how big tech companies have
reached their peak in terms of influence. There has been no other time in history, where tech
companies have played such a role.

This historic period, can be easily compared to the end of the 1800s and the beginning of the
1900s when new markets developed, and as a result, companies, once small (what today we
would call startups) managed to become monopolies, giving rise to the most powerful
businessmen in the US (Carnegie, Ford, Rockefeller, Vanderbilt).

Those men combined with their companies could control whole markets. Yet, it's important to
emphasize that while history gives us a glance into what we thought improbable was finally
happening, it can’t give us specifics about what can still happen.



Copyrighted Materials © By FourWeekMBA

Therefore, those times have their own properties. History is a path known only in hindsight.
Going forward we can build the path we want. Through this report we’ll look at the current state
of the business models of the GAFAs, to see where they are at, and how their business models
look like, as of June 2020.

Nonetheless a global pandemic which has shaken the world, big tech companies still pulled it
off. And indeed they were among the winners. Beside Google, which has recorded a slowdown
in its core advertising machine, we’ll see instead how all the other companies (Amazon, Apple
and Facebook) kept growing.

Among those companies, the best positioned to take advantage of this suddenly changed
market is Amazon, which generated even more cash from its operations. Cash invested back to
further expand and strengthen its infrastructure.

The scale of those players is incredible and it spans across many industries.
Why did | put together this report?

First, in today’s world, if you're trying to build a small business, chances are you will need to go
through those giant gatekeepers, which locked in distribution for billions of users across the
world. Therefore, that might be useful to know what'’s the business logic behind each of them.

Second, understanding the current market landscape is fundamental also to be a more aware
consumer. In an era where tech giants have become huge consumer brands, it's important to
understand how they work and why they work the way they do. There is this strong belief that
technology is neutral. This is the farthest from the truth. Each of those tech giants operate
according to some of their core beliefs, which are arbitrary. Those beliefs are imbued by
engineers within the products’ algorithms, that at scale influence billions of people. Therefore,
it's important to realize that technology doesn't follow a given objective path, it's also a human
choice. And as a consumer you have a saying in that.

Third, if you're like me, you’re a very curious person, so you might want to know how those
companies work, independently, from any practical necessity.
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The State Of Google Business Model - Q2 2020

State Of Google - Q2 2020

Google is an attention-based, asymmetric business model. As of June 2020, over 80% of its revenues came from advertising
(Search, Network Members, and YouTube Ads). While the rest is spit among other revenue streams (like purchase within
Google Play Store, Hardware and YouTube Memberships), Google Cloud and other bets.
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Google remains the core product for Alphabet’s business model.

The search engine made over $55 billion in the first six months of the year 2020.

The video search engine (YouTube) made $7.8 billion in advertising revenues.

This does not include the membership revenues which are composed of Google's

revenues.

e (Google search and Google network members revenues slightly decreased in the first six
months of 2020, compared to 2019. (get a detailed report to see what caused the
decrease).

e The segments that grew were YouTube Ads, Google Other revenues (comprising

purchases in Google Play Store, Hardware and YouTube Subscriptions).
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e Other bets also decreased, while Waymo, one of the other Google’s bets, finalized
another important round of investment.

e In July 2020, Alphabet committed $4.5 billion to invest in India’s Reliance Jio Platforms.
The Indian media giant. This is in line with Alphabet’s strategy to create a strong
presence in India. It was also an important move to compete with Facebook prior
investment, a few weeks before.

Detailed report

Disaggregated Revenues

The following table presents our revenues disaggregated by revenue source (in millions, unaudited). Certain
amounts in prior periods have been reclassified to conform with current period presentation.

Three Months Ended Six Months Ended
June 30, June 30,
2019 2020 2019 2020
Google Search & other $ 23642 $ 21319§8$% 46,189 $ 453821
YouTube ads!” 3,603 3,812 6,628 7,850
Google properties 27,245 25,131 52,817 53,671
Google Network Members' properties 5,249 4,736 10,264 9,959
Google advertising 32,494 29,867 63,081 63,630
Google Cloud 2,100 3,007 3,925 5,784
Google other" 4,080 5,124 7,700 9,559
Google revenues 38,674 37,998 74,706 78,973
Other Bets revenues 162 148 332 283
Hedging gains 108 151 245 200
Total revenues $ 38944 $§ 382978$% 75283 $ 79,456

" YouTube non-advertising revenues are included in Google other revenues.

Google’s revenues are primary made of:

Advertising on Google’s properties (Google Ads).

Advertising on Google’s network members properties (Google AdSense for websites and
Google AdMob for apps in the Play store).

YouTube Ads.

Google Cloud.

Other Bets.

What caused Google’s advertising revenues to decline?

For the quarter ended June 30, 2020, Google’s advertising revenues declined compared to the
prior year due to the impacts of COVID-19 causing reductions in global economic activity.

Google Search & other (all these produced on Google’s properties) revenues decreased by $2.3
billion in the first three months of 2020, compared to 2019. Beginning in March of 2020, the
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effects of COVID-19 on both desktop and mobile search led to a decline in revenues when,
despite an increase in user search activity, the revenues were adversely affected by a shift to
less commercial topics and reduced advertiser spending.

To appreciate these changes it’s crucial to understand Google's pipeline in terms of users’
behaviors. Indeed, search from users can be classified in three main categories:

e [nformational
e Navigational
e Transactional

Throughout the pandemic the informational search has spiked. However, transactional and
commercial (users searching for commercial keys such as “buy X” or “product A”) searches
decreased.

Thus causing at the same time a decrease in revenues, as the keywords searched by users
were less valuable for advertisers on Google’s Ads platform.

However, in the second quarter of the year, things started to stabilize. As lockdown measures
got lifted (or perhaps as people started to get out), also search behavior adapted again, and it
picked up.

Thus, the overall loss in revenues from advertising in the six months of 2020, compared to 2019
was around $368 millions, overall.

Google’s network members decrease

In the six months of 2020, compared to 2019, Google’s network members decreased by $305
million. This decline in revenues was primarily driven by Google Ad Manager and
AdSense due to reduced advertiser spending driven by the impact of COVID-19.

YouTube advertising machine on the rise

YouTube video search engine, with its video-based advertising, showed instead not only a
resilience during the pandemic. But a strong increase in revenues.

YouTube ads revenues increased by over $1.2 billion in the last six months of 2020, compared
to 2019. YouTube advertising revenues increased thanks to its direct response advertising

products. What caused YouTube ads revenue increase?

Improvements to ad formats and delivery and increased advertiser spending.
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Understanding the dynamics of Google’s advertising machine

Three Months Ended Six Months Ended
June 30, June 30,
2019 2020 2019 2020
Paid clicks change 28 % 8 % 33 % 10 %
Cost-per-click change (11)% (15)% (15)% (10)%

Google advertising machine is primary based on clicks. The more clicks the company is able to
generate toward advertisers’ websites, the more it will make money through its Google Ads
machine.

Yet, for those clicks to be valuable for both the advertiser and Google, it needs to drive qualified
traffic, while Google is able to keep the click cost for advertisers constant. However, in the first
part of the year:

e As users' traffic patterns changed from commercial keywords to informational keywords,
the overall traffic spiked, yet the value of the traffic decreased.
In addition, advertisers reduced their budgets.
And Alphabet’s new ad formats (YouTube perhaps) determined an increased in paid
clicks, but a decrease in value per click.

In short, while paid clicks increased on Google - driven by growth in views of YouTube
engagement ads; an increase in clicks due to search queries resulting from ongoing growth in
user adoption and usage, primarily on mobile devices; and improvements in ad formats and
delivery - the cost per click for advertisers decreased, thus also reducing Google
advertising revenues.

What caused the decrease in cost-per-click advertising?
To recap, three main factors influenced cost-per-click decrease:

e |Less commercial topics during the pandemic (people searched for information on any
topics, but less commercial keywords).

e Reduced advertiser spending in response to COVID-19 (many large companies reduced
their advertising budgets substantially).

e Continued growth in YouTube engagement ads where cost-per-click remaining lower
than on our other advertising platforms. Indeed, as the YouTube advertising formats are
still relatively young compared to Google’s search ads formats, they are also - so far -
less competitive, therefore still have a lower cost, compared to traditional search.
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Three Months Ended Six Months Ended
June 30, June 30, I
2019 2020 2019 2020 |
Impressions change 11 % 16 % 8 % 14 %
Cost-per-impression change (1)% (23)% — % (15)%

Google’s isn’t just, what we can call, a last-mile advertising machine, but also a digital branding
machine. When users see brands’ names on the search results pages, those count as
impressions.

Overall, by June 2020, impressions count increased by 14% compared to 2019, yet the
cost-per-impression decreased, thus resulting in a negative change.

What caused it?

While increased impressions had a positive effect on revenues, the reduced budget of
advertisers (especially on branding activities) reduced the overall revenues for the company.

Inside Google’s cloud business

Google Cloud revenues are made of offerings from:

e Google Cloud Platform ("GCP") which includes infrastructure, data and analytics, and
other services;
G Suite productivity tools;
Other enterprise cloud services.

Google’s Cloud revenues increased by $1.8 in the six months ended June 30, 2020, compared
to the same period in 2019. GCP and G Suite offerings drove this growth. Within GCP,
infrastructure, data and analytics platform products were the largest contributors.

Inside Google’s other revenue streams

Google other revenues are made of:

e Google Play, which includes revenues from sales of apps and in-app purchases and
digital content sold in the Google Play store;

e Hardware, including Google Nest home products, Pixelbooks, Pixel phones and other
devices;
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e YouTube non-advertising, including YouTube Premium and YouTube TV subscriptions
and other services;
e And other products and services.

Google other revenues by $1.85 billion by June 2020, compared to 2019.
What drove Google’s other revenue growth?

The growth was primarily driven by Google Play (driven by sales of apps and in-app purchases)
and YouTube subscriptions (driven by an increase in paid subscribers).

At the same time Google recorde a decrease in hardware revenues (Pixel Phones, Google
Home and the rest).

Other bets

Other Bets revenues consist primarily of revenues from the sale of Access internet services
and Verily licensing and R&D services.

Google’s other bets are not profitable yet.

Google’s costs of sales (money spent to generate revenues)

For Google’s cost of sales, or the money the company spends to generate revenues in the first
place. Those costs of sales are broken down into:

e TAC: traffic acquisition costs on Google’s properties, and revenue-split with network
members.
e Other cost of sales (data centers, infrastructural costs and content acquisition costs).

What does influence Google's TAC?

A key metric to look at to evaluate the health of Google in the long-term, it's the TAC, or traffic
acquisition costs.

In short, Google runs several expenses to deliver its search results in the first place, or to
enable other partners to deliver advertising on their websites, as part of Google’s networks.

Therefore, we have two main types of TAC.

e Partnerships, distribution (make Google the default search engine). Partnerships and
distribution deals are critical to make the service accessible, and therefore collect the
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revenues. Perhaps, if you find Google as the default search engine on Safari, or your
iPhone, that is not by chance. Behind that there is a multi-billion dollar deal, which is part
of Google's traffic acquisition costs. Those are expenses run by Google on its main
properties.

e Revenue-split with network members represent another important chunk of that. Indeed,
Google has to split the revenues coming from the banners shown on network members
websites. Therefore, if Google collects $100 on advertising revenues coming from a
website part of Google's network, a good chunk (around 70% of that) goes back to the
publishers part of the network.

What does influence Google’s other cost of revenues?

e Data centers and infrastructure expenses are critical to deliver the service in the first
place. What non-software companies call CoGS (or cost of sales), Google calls those
traffic acquisition costs. Therefore, what it takes for Google (in terms of resources) to
deliver the core service, and therefore collect the revenues in the first place.

e Shifting the platform to mobile also influenced the increased traffic acquisition costs, as
we’'ll see, as Google has to adapt to the global shift in consumers’ behavior.

Reduced traffic acquisition costs for network members, and increased cost of revenues
for Google’s platforms

Six Months Ended
June 30,

Three Months Ended
June 30,

2019 2020 2019 2020
TAC $ 7,238 $ 6,694 §% 14,098 § 14,146
Other cost of revenues 10,058 11,859 19,210 23,389
Total cost of revenues $ 17,296 $ 18,553 $ 33,308 $ 37,535
Total cost of revenues as a percentage of revenues 44.4 % 48.4 % 442 % 472 %

While the TAC remained stable in the first six months of 2020, compared to 2019. Other cost of
revenues increased substantially (over $4 billion). Some key aspects determined TAC to remain
stable:

e TAC rate on Google properties increased due to the ongoing shift to mobile, which
carries higher TAC because more mobile searches are channeled through paid access
points.

e This increase was partially offset by the favorable revenue mix shift from Google
Network Members’ properties to Google properties.

Cost of revenues increased by over $4 billion for the six months ended June 30, 2020,
compared to 2019 was due to an increase in data center and other operations costs and an
increase in content acquisition costs primarily for YouTube consistent with the growth in
YouTube revenues. This increase was partially offset by a decline in hardware costs.
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The State Of Amazon Business Model - Q2 2020

State Of Amazon - Q2 2020

Started in 1994 as a bookstore, Amazon soon expanded and became the everything store. The company's core business model
is based on its e-commerce platform. Amazon also has physical stores, subscription services (Prime), AWS, a world leader in the
cloud space, and an advertising business competing with Google and Facebook.
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While Amazon is primarily a consumer e-commerce platform, its tentacles move in many directions:
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The starting point of Amazon success is its e-commerce consumer platform, which products are

broken down into:

e Amazon branded products: which are products that Amazon either acquired or

developed over the years.
Amazon third-parties products: which are products that Amazon hosted on its own

e-commerce platform. Those products benefit from Amazon e-commerce visibility and
sustained traffic.

On top of the core consumer e-commerce platform the whole Amazon business model has been
developed over the years. In fact, for Amazon third-parties sellers that host their products on
Amazon, they can further benefit from:

Amazon third-party seller services: Amazon built over the years services like fulfilled

by Amazon, which enable sellers to host their inventories, and delivery with Amazon,
thus collecting a royalty as a result of the sales made on the platform.

As a natural line of business for Amazon, advertising enabled those third-party sellers to gain
more visibility on the platform. Therefore the other revenue stream is:

e Product advertising: Amazon is the most popular product search engine. While the

platform is much smaller than Google in terms of absolute search volume. In reality,
Amazon has what Google had tried to develop for decades: pure product search. Google
born naturally as a search engine emphasized for years also on product search (what
was known as Froogle). That is why Amazon has build within its product search also an

advertising machine worth now billions of dollars.
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