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ABSTRACT

Since the start of digital decade, all around the world new contents called User Generated Content (UGC from here on), same concept of User Created Content (UCC from here on) in Korea, are diffusing very rapidly by producing more exciting and powerful information than traditional media with technology innovation. TIME's Person of the Year for 2006 is ‘you’ which contains all of ordinary but influential people in interlinked blog or online media area: they refer to as social networking sites in general.
While most internet companies are going head-to-head with this such as Google's acquisition of YouTube for $1.65 billion, there is still skeptical opinion concerning about how to gain profit. For the most part, the users have free access and most sites are funded with only advertising revenue. It seemed likely to be dot.com bubble. Recalling the dot-com bubble in 1999, there were a lot of internet companies that had no substantial revenue. As we learned from the first dot-com silliness, value is not in click-through or eyeballs. Value comes from revenue.
This paper provides a discussion of challenges and opportunities for this burgeoning issue, UGC vogue and its tactics required to make profit especially in Korea. Korea is equipping with the highest level's internet infra globally and tech-savvy Koreans, who are typically equipped with mobile handsets that double as high-quality video recorders, are leading such a trend. 
The paper is structured as follows: the first section reviews the concept of UGC and then analyzes the structure of the UGC market and issues concerning actual condition of web 2.0 in Korea. The second section investigates general business model of the international market like United States and Japan. Firstly we need to look at the case of United States as a benchmarking model for UGC business because all of UGC or new web services have started in United States. For example, YouTube announced that it plans to share revenues with UGC creators. And the UGC, called as Consumer Generated Media (CGM) such as Social Networking Service (SNS from here on) or blog, also succeeds in Japan. Looking at the website of Mixi, the biggest social networking site in Japan, it is interesting to see that the company initially relied on their closely-related FindJob recruiting business to fuel income and profits for the first 3 years, and only after the number of users reached the millions did they then push hard for advertisement and other revenue opportunities. This has been a very smart way of overcoming the negative-income results of most other SNS hopefuls.
As a conclusion, based on the benchmarking previous best practices, we are going to propose how social networking sites could develop UGC to new revenue sources in Korea successfully by integrating strategies with how to monetize and regulatory point of view. These finding will contribute the managerial implication for the SNS firms of providing considerable guidance in terms of methods for developing their business model and marketing strategies. 
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1. Introduction

As “Web 2.0” era begins, UGC is becoming a key element and the popularity of UGC has been a global issue. Various kinds of media and research institutes forecast the growing trend toward UGC. TIME's Person of the Year for 2006 is ‘you’ which contains all of ordinary but influential people in interlinked blog or online media area and selects YouTube Internet website as the best inventor. The Economist also forecasts that UGC initiatives would be the mainstream of year 2007. 
UGC enable to reduce the cost to produce and distribute contents, and to reinforce competitive power with viral marketing show a steady growth with rapid spread of prosumer
. Recently in the digital video section, new business opportunities are arising by using low-cost and high-efficiency distribution channel such as Internet, and even from in that, video UGC is being expected as the best innovative and promising business. Promising aspect of Video UGC is based on the development of information technology infra and is augmented by the newly changed culture and media focusing on a high quality video.
And most internet companies are going head-to-head with this. There is a single acquisition with YouTube was completed for $1.65 billion, paid for in Google stock. And Facebook was almost acquired by Yahoo for $1.62 billion. 
But there is still skeptical opinion concerning about how Web 2.0 gain profit. For the most part, the users have free access and most sites are funded with only advertising revenue. It seemed likely to be dot.com bubble. Recalling the dot-com bubble in 1999, there were a lot of internet companies that had no substantial revenue. Therefore, this paper provides a discussion of challenges and opportunities for this burgeoning issue, UGC vogue and its tactics required to make profit especially in Korea. 

2. UGC Market Trend
2.1 What is UGC (User Generated Contents)?

There is no widely accepted definition of User Generated Contents (UGC from here on). But it is defined as various kinds of digital contents that are produced by end-users. These include digital video, blogging, internet broadcasting, mobile phone photography and wikis. UGC is also known as Consumer Generated Media (CGM from here on) in Japan or User-created Content (UCC from here on) in Korea. 
The OECD has defined three central characteristics for UGC; ‘Publication requirement’, ‘Creative effort’, and ‘Creation outside of professional routines and practices’. UGC is published in publicly accessible website or on a page on a social networking site only accessible to a select group of people. And OECD doesn’t consider non-creative contents like copying a portion of videos in spectrum of UCC. Namely, users must add their own value to the work. And UGC should not have an institutional or a commercial market context. The last condition seems to be getting harder to maintain because there is now a trend towards the monetization of UGC. 

Actually, internet users have expressed their own opinions through the bulletin board since initial stage of the Internet. Then why new paradigm with UGC appears newly? The reason is because the latest “Web 2.0” technology which is clearly architected for participation between users. Everybody linked as authors, editors, synthesizers, archives, distributors and customers. Web 2.0 is characterized by increased voluntary participation and interaction of users in comparison with the past web 1.0 driven by providers one-sidedly. 
Under such open platform, UGC becomes commonplace gradually by the trend change of Internet entertainment culture, diffusion of digital devices, etc, and expression style focusing on simple text and image is gradually evolving into video with a high volume. 
But, until now UGC is all about blogging, merely creating content. According to the point of view with ‘Created’, UGC is significantly different from the RMC
 (Read Made Contents). Besides, there’s a big difference between UGC and collective intelligence: a lot more to Harnessing Collective Intelligence (the new HCI).
2.2 User summary
1) Change of prime users
SNS (Social Networking Service) was considered as the exchange place only for young generation. But, recently several research institutes announced some interesting findings to indicate that the leading user group is changed to the persons aged 35-64 years in United States. 
Figure 1. A percentage of YouTube user group aged 35-64
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Source: comScore Media Metrix
Everyone said services for silver generation will be expanded, but nobody can even forecast that core user group of streaming video service is the people aged 35-64. Although it is under uncertainty that this trend affect in earnest, it should be prepared in advance on the current environment comes to be thick Long Tail.
2) The Volcano Law[10]
Going in and out, all UGC site users don’t make the video and upload it. The 10% of contents producers can just copy or scrap lots of contents from other websites, rather than creating themselves. And some people out of the 10% producers make the pure creator and killing contents providers is within 1% of them. 
Such user distribution could be drawn with volcano shape, that’s why it’s labeled as Volcano Law. 10% of UGC producers seem to be volcano and 1% of them are eruption part of the volcano, and the remaining 90% seems to be the surface of the sea, watching for a volcano burst into eruption.

On the other side, majority users (55.2%) involve distributing UGC at least one, and there are 28.8% of positive distributors participated with every activities.  
Then, UGC site should recognize their focus group and make outstanding platform enables killer contents providers to create contents easily to attract people’s attention. 
3. Korean UGC Market Status

On the video basis, UGC also faced the multimedia era with change text or image into video. Korea UGC market growth rate has increased by 43.7% compared with the same period of previous year. 
Why the Korea is the commonplace for UGC? Korea has the highest number of broadband connections per capita in the world. Because densely populated areas have made it easier for telecommunications companies to offer extremely fast service to large numbers of people. Rapid advances in digital infra make it possible for any Koreans to use UGC in their daily conversation apparently. And most Korean is equipped with a personal computer, a digital camera, and cell phone enables to create multimedia contents and share it with millions of people. 
In Korean market, there are several UGC sites placed after YouTube and video UGC containing grotesque and comic factors are favoring by Korean. It is expected that UGC as an open platform will show the rapid growth by enriching political and societal debates like inter-Korean meeting lately. Most UGC sites have been start-ups or non-commercial ventures of enthusiasts, but other commercial firms such as Social Networking Service Sites are now playing an increasing role in supporting, hosting, searching, aggregating, filtering and diffusing UGC.
Figure 2. Background of rapidly emerging video culture
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Big SNS sites came to the self-sufficiency level with strategic alliances and active M&A with specialized video sharing site to secure the contents DB externally. SM Entertainment undertook Damoim which it has two video sites, Mncast and Aura. MNET media undertook some parts of GomTV equity. Also The Chosun Ilbo made Tagstory and escaped the influencing power of Mgoon occupied by CD Network. Finally SNS site don’t need contents with outsourcing anymore. And they are now struggling for leadership of video UGC market by providing UGC generating tool and community, and reinforcing the searching engine internally. 

Table 1. Number of visitors and reach of SNS sites (as of Aug. 2006)

	Video service of SNS sites
	# of Visitors
	Reach(%)

	‘Play’ of Naver (play.naver.com)
	5,638,820
	19

	‘TVpot’ of Daum (tvpot.media.daum.net)
	6,764,028
	22.79

	‘Yummy’ of Yahoo (kr.multimedia.yahoo.co.kr)
	1,813,126
	6.11

	‘Q’ of Freechal (q.freechal.com)
	1,810,038
	6.1


At the beginning or year 2006 full-scale UGC competition has started with development of multimedia UGC production solution comparatively by UGC-based Internet CP(Contents Provider)s. And UGC market has largely bisected with SNS and the specialized video sites according to the entrance of online media firms. 

The number of SNS video user had 13,579 people with 90% reach
 as of April 2006, and those of the specialized video site has recorded 7,988 people with 50%. But in terms of user concentration level, the specialized video site is higher than SNS provider.  
Table 2. Number of visitors and reach of the specialized video sites (as of Aug. 2006)

	Video service of the specialized video sites
	# of Visitors
	Reach(%)

	‘Aura’ of Damoim (aura.damoim.net)
	1,571,708
	5.3

	Mgoon (mgoon.com)
	4,381,491
	14.76

	Mncast (mncast.com)
	4,474,506
	15.08

	PandoraTV (Pandora.tv)
	3,401,962
	11.46


YouTube in United States have started video UGC service at the end of year 2005. And PandoraTV in Korea have started in 2004, 1 year before YouTube, but they’re still unknown in the world. 
In spite of keen competition among video sharing sites in Korea, there are no entrants with powerful brand loyalty and differentiated service and technology to threaten no. 1 site. And most firms have very weak business model to drive revenue from a mix of advertising, partnering and subscriptions.
1) Cyworld

Cyworld is the most famous personal community aim at the text and image contents sharing in Korea and it is developing into a combination of MySpace, YouTube, iTunes, Flickr, and Blogger.  Cyworld believe ‘relationship’ must take center stage, and their all services including mini-hompy (homepage with miniature size) focus on the relationship. Instead of the traditional online relationship under anonymity, it can maintain and strengthen existing offline relationship. And Cyworld introduced the real-name login system and then the contents produced by owner of mini-hompy are distributed with a circle of owner’s acquaintances very privately rather than public to anonymous audience. 
And Cyworld contributed significant business model with Dotori (it meant acorn with Korean), currency to trade fee-charging online contents in Cyworld, at a profit of monthly 250 million Korean won and annual 800 hundred million Korean won .
Cyworld resembles with MySpace but lots of information is requested when users subscribe to Cyworld. So it is criticized as being too closed platform that the overseas users cannot approach to the site easily and contents aren't yet compatible with other sites. 
2) Africa TV

A motto of Africa TV having a fun name with ‘A FRee broadCAsting’ is ‘New Continent which is brimful of a fun’. There are two kinds of video service on the Internet. One is On demand type like YouTube where the people tries to videotape themselves, upload on the Web and share it with other users. The other way is Live streaming type which the user directly deliver video in real-time over uncertain audiences. 
As is often the case with broadcasting, the contents are endowed with pure UGC which generated with users directly. And their simultaneous audiences on a program reached 80 thousand people equivalent to cable TV service as of November, 2006. 
3) Daum

Recently Daum presented new advertising model that advertisement is exposed when buffering, and got good outcomes like the quadruple of CTR (Click Through Rate) as compared with initial banner advertising by inserting post roll (postscript advertisement). And increasing returns are also expected that after open beta AdClix service which provides profits to users producing blog contents finally had the users who create the revenue more than 40 hundred thousand Korean won per month. 
4. Global presence of UGC 
4.1 UGC in USA
1) YouTube

YouTube, a synonym for video UGC, has become the most favorite video UGC site in the world as well as USA. You Tube is meant for sharing and enjoying video. It is important to realize that it’s an open media platform. YouTube was built on ease of use and trust of use as a place to express themselves. Users can subscribe to YouTube with their existing e-mail address only, and in the country selection window there are about 160 countries, namely in the whole world. The ‘verivicationt’ system is supported to prevent an indiscreet inflow of users when subscribing to the site; typing displayed character is required. 
Language conversion process will lead the change of the site alignment with user’s native video in order to join and enjoy easily. And sophisticated link network enables to communicate each other actively. There are clear guidelines for content upload like fulfillment of legal obligations. Google’s purchase of YouTube will ultimately prove to be successful. 
2) MySpace
MySpace cleared away the competitor, Friendster and defended the best favorite social networking site after only 3 years since founded. MySpace considers itself a tools and platform company that lets users communicate and share information. 
MySpace’s leading users are mainly distributed among 12 to 17 year old young teens have coined the term ‘MySpace Generation’. Actually MySpace monopolizes the current SNS market with a penetration rate of 79.9%. In terms of copyright, they secured plentiful clear contents with merger of News Corporation, the American press plutocracy. 
MySpace generates $25 million per month in advertising revenue. MySpace where it doesn’t have special business model without advertising have a plan to sale songs of 3 million rude rockers via MySpace, and develop TV On Demand service that after seeing advertising it is possible to see popular TV series with no charge by alliance with 20th Century Fox. For sustainable growth new business model should be developed. 
Table 3. Market Share of US Internet Visits to Top 20 SNS as of April 2007

	Rank
	Name
	Domain
	Market Share

	1
	MySpace
	www.myspace.com
	79.70%

	2
	Facebook
	www.facebook.com
	11.47%

	3
	Bebo
	www.bebo.com
	1.28%

	4
	Imeem
	www.imeem.com
	1.03%

	5
	BlackPlanet.com
	www.blackplanet.com
	0.87%

	6
	Tagged
	www.tagged.com
	0.84%

	7
	Yahoo! 360
	360.yahoo.com
	0.71%

	8
	Xanga
	www.xanga.com
	0.69%

	9
	hi5
	www.hi5.com
	0.58%

	10
	Gaiaonline.com
	www.gaiaonline.com
	0.58%


Source: Hitwise
3) Second life
Second Life is a 3-D virtual world entirely built and owned by its Residents. Since opening to the public in 2003, it has grown explosively and today is inhabited by a total of 8,542,650 Residents from around the globe. It’s very hard to find differences by appearance with existing online games, but there are as many opportunities for innovation and profit in Second Life as in the Real World. Its marketplace currently supports millions of US dollars in monthly transactions. This commerce is handled with the in-world unit-of-trade, the Linden dollar, which can be converted to US dollars at several thriving online Linden Dollar exchanges (LindeX) or other unaffiliated third party sites for real currency. 

Virtual business structures of the Second Life can be exchanged with real currency by using a floating exchange rate indicates 1 dollar = 280 linden dollar. Based on this structure above 500 thousand dollar are traded inside within one day, and this is considered valuable business model to overcome the limitations of digital contents distribution. 
Figure 3. US $ Exchanged on Lindex (in Millions)
[image: image3.jpg]$75

0.0





Source: Secondlife.com

Inside Second Life, real estate, information, or Avatar dress could be sold and that means new types of business opportunities. The result shows the participants increase continuously with a rapid growth rate of 38% for every month. Media specially focused on the participation of the enterprise as well as general user. Because they see the possibility in there to catch the newly innovative marketing tool actually linked with their product. Therefore, there is required to have accessibility of general users, If they do not want to be narrow world of gamer or firms. 
4.2 CGM in Japan
In Japan, as of the end of March 2006, the number of registered weblog users was 8.68 million, and the number of registered users of Internet-based social networking services totaled 7.16 million (source: Ministry of Internal Affairs and Communications). 
Figure 4. Frequency of Visitation: SNS
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1) mixi
Mixi is a leading SNS provider in Japan, and since started 2004 they showed the tremendous growth with 10 million subscribers within only 3 years and 3 months as of May 2007. According to the Account Balance Announcement, revenue amount is 52.47 billion yen rose 1.8 times in comparison with the previous quarter. Their home page framework is very unique. It is entirely decorating only with an advertisement on the main home page, and there is one simple login window in the left. Response to Advertising is very high and Find Job!, their Job offer information site, augmented sale with favorable environment. 
2) Mobi-ge Town
If considering only the number of subscribers, Mixi sharing with PC-based subscriber is the best SMP. But only for mobile market it is different. There are no competitors of Mobi-ge Town. Most video UGC is distributed via mobile in Japan. Name-recognition of Mobi-ge Town is about 70%, 2 out of 3 mobile user. Because most of the mobile SNS is supported overwhelmingly by teens, Mobi-ge Town firstly secures the subscribers through the free game and SNS building, and derives profit from Avatar consumption and point system.
This is very similar with Hangame Japan (www.hangam.co.jp), but whilst the business model of Hangame Japan is purchasing Avatar, that of Mobi-ge town is advertising through banner and e-mail.

5. Suggestions for UGC Business Strategy
5.1. Monetizing Strategy
Most of the companies and papers talk about how market player is different, which video is popular, or some other aspect of the user experience, but none of them say anything about business models apparently. 
There are five possible models: i) voluntary contributions, ii) charging viewers for services like pay-per-item or subscription models, and bundling with existing subscriptions, iii) advertising-based models, iv) licensing of content and technology to third parties, and v) selling goods and services to the community (monetizing the audience via online sales). These models can also reward creators, either by sharing revenues or by direct payments from other users. These models need to evolve continuously and most business models are still in flux.
1) Advertising
Ad-supported video streaming is recently spotlighted in Korea. GomTV or JJmediaworks TV in Korea use this business model. It is divided into pre-roll/mid-roll/end-roll with a location of an advertisement. Pre-roll is sponsor’s favorites but most users are not familiar with it. 
Table 4. Ad Pricing Models
	Flat-fee / Cost Per Ad (traditional)
	Most unknowns & highest risks

	CPM: Cost Per Mile (1000 Impressions)
	Many unknowns & risks

	CPC : Cost Per Click
	Shared risks (advertiser & publisher)

	CPA : Cost Per Action (lead or inquiry)
	Fewest risks (highest for publisher)


Most of current PPL advertising is sponsored by movie/soap opera only one-time. And it’s not clear to measure the advertising effect enables to estimate exact cost. But on the Internet, open PPL type has advantage to estimate exact advertisement effect based on the click rate. 
While CPC is related with a click rate, CPA charge for the user’s purchasing of the product. Therefore, CPA has higher cost than CPC but it could prevent moral hazard with unlimited clicking for gaining advertising fee.    
It is expected that CPC or CPA would be combined with PPL. When users watch contents, by embedding open PPL, it can adjust amount with the number of users or click rate

2) Content Licensing  
This model is mainly in B2B case. Profit could be gained by what is so called channel effect. It is a traditional model to sell mobile, IPTV, or other sites the video generated from on-line. It’s already widely used in Korea. 


3) Subscription 
UGC service can be open only for users who pay a subscription fee. But it is limited with only premium contents, and this case is rarely used in Korea where users pay each contents bill. But SERI (Samsung Economics Research Institute) in Korea is a good example which they provide various kinds of economics and social issues only for the users who pay a subscription fee. 

4) Pay per view 
UGC can be charged by individual video unit. Because it’s a free watching model with a video advertisement, it is somewhat doubtful to grow. 

5) Revenue sharing with publishers 
PandoraTv and pixcow try to do this business model. But, it is criticized that PandoraTV doesn’t judge carefully whether the publishers hold the copyright on a contents. 
5.2 Regulatory view
Challenges related a lot of “shades of gray” in video UGC have been raised. Professional content can guarantee no objectionable contents that might be problematic for an advertiser but unfortunately, UGC can not.
Recently to resolve copyright problem alternatives likes CCL(Creative Commons License)
 are discussed actively, and UCC platforms continuously tried to unauthorized contents as well as digital rights management. And this regulatory need is about the infra that 'premium' content will come. 
6. Conclusions
UGC have rapidly evolved within recent 3 to 4 years. Contents type is also developed from text with the photograph to the video. For UGC, the first hurdle for grow-up is business model. With a low entrance barrier, the competition of market gets more deepened, but there is no reasonable profit. Although the advertising is very limited because most users hate the existing online advertising which has the banner type flashing here and there, unique Brand Channel of YouTube leaves the lesson to the Korean UGC site. The boundaries between entertainment and advertising are currently disappearing.

And the majority of the UGC on SNS site is a compilation featuring popular broadcasting of the inside and outside of the country. And most of them are busy trying to just chase UGC trend without discussing sustainable development model. For that, UGC firms should attention current partial side effects and try to resolve it. And netizens should recognize it together.
Also Korean UGC site should not miss the important keyword ‘Open Platform’ through the case of Second Life. And whilst most of Korean UGC marketing strategy is limited to South Korea, there is new big market to participate where the junction between Korea and Japan consists of 2 billion people. The key is having a viable mobile strategy especially for Japan. Web 2.0 is just getting started. And the best business models are still to come. 
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� a � HYPERLINK "http://en.wikipedia.org/wiki/Portmanteau" \o "Portmanteau" �portmanteau� formed by contracting the word producer with the word consumer


� RMC is defined as the contents by traditional media producers such as professional writers, publishers, journalists, licensed broadcasters and production companies. 


� Hanhwa securities in Korea


� A ratio indicates that how many times users contact the sites for some period.





� Ipsos Insight, 2007


� CCL(Creative Commons License): Copyright licenses known as � HYPERLINK "http://en.wikipedia.org/wiki/Creative_Commons_licenses" \o "Creative Commons licenses" �Creative Commons licenses� is to avoid the problems current � HYPERLINK "http://en.wikipedia.org/wiki/Copyright" \o "Copyright" �copyright laws� create for the sharing of � HYPERLINK "http://en.wikipedia.org/wiki/Information" \o "Information" �information�. It provides several free licenses that copyright owners can use when releasing their works on the � HYPERLINK "http://en.wikipedia.org/wiki/World-Wide_Web" \o "World-Wide Web" �Web� and also provides � HYPERLINK "http://en.wikipedia.org/wiki/Resource_Description_Framework" \o "Resource Description Framework" �RDF�/� HYPERLINK "http://en.wikipedia.org/wiki/Extensible_Markup_Language" \o "Extensible Markup Language" �XML� � HYPERLINK "http://en.wikipedia.org/wiki/Metadata" \o "Metadata" �metadata� that describes the license and the work, making it easier to automatically process and locate licensed works. Currently, several million pages of web content use Creative Commons licenses.





PAGE  
1

