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Last year, McDonald’s transformed its popular Happy Meal website into a new online virtual world. The
company worked with a number of digital advertising “hot shops” to create a compelling, immersive environment
filled with an array of engaging interactive elements that have quickly become state-of-the art in the new “digital
marketing ecosystem.” Children are encouraged to create their own customized avatars, play with virtual pets, and
interact with characters from movies, comic books, and TV shows. They can also connect with their friends on the
site’s social networking platform. Through mobile applications, they can take the virtual world with them wherever
they go. Codes printed on the Happy Meal boxes, bags, and toys invite kids to play interactive games, enter contests,
and receive online coupons for McDonald’s products. Each child can save her favorite activities in a customized “My
Happy Meal” profile, “enabling the company to gather valuable data for targeting. Tapping into the wave of excitement
over online political participation, McDonald’s offered children the opportunity to vote on the name for the new site,
which they collectively tagged “McWorld.”* The user-generated content (UGC) campaign produced a “purchase
intent” rate of 67%, and engaged 5 million individuals in more than 100 countries over a sixmonth period.?

Like other food and beverage companies, McDonald’s has moved aggressively into digital marketing
because that is where children and teens spend so much of their time. “We own a strong relationship with kids in the
real world,” commented a marketing executive for the fast food chain, “and we felt we could do the same in the virtual

worlds that they're living in more and more."™

Even in the midst of an economic downturn, online marketing is holding
steady.* Many major food and beverage marketers have been increasing their interactive advertising expenditures
The next few years will witness further innovation and increasing sophistication in digital marketing, with important
advances taking place in several key areas that will be discussed below. These developments will shape the growing
digital marketplace, altering significantly the nature and scope of advertising, and enhancing the ability of marketers
to insert their brands into the daily lives of young people.

The interactive marketplace is still in a somewhat fluid, formative stage of development. Purveyors of junk
food are at the forefront of digital marketing, promoting foods that, according to the Institute of Medicine, children
should avoid. Government and self-regulatory policies developed in the next few years could change or curtail some of
the emerging digital practices that companies are using to market unhealthy food products to children and
adolescents, and could have long-term impacts not only on the evolution of digital marketing, but also on the health of
young people. With a new presidential administration in place, we now have a critical window of opportunity for
renewed public policy attention to this urgent issue. In the last several months, regulators at the Federal Trade
Commission, as well as key staffers in Congress have been seeking input and guidance from advocates about the
most effective policy proposals. What has been missing, however, is a solid body of research, and a concrete set of
targeted policy options designed to address the most harmful interactive strategies and techniques being employed
by food marketers.

The food industry’s rapid embrace of digital techniques raises important questions for those concerned
about the impacts of food marketing on children and youth: How can recent research in the fields of

communications, marketing, and child development help us understand the ways in which children, adolescents, and
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multicultural youth may be affected by digital marketing? What are the most problematic or harmful interactive
marketing practices? What kinds of policy interventions would be particularly effective at safeguarding young people?
What are the most promising areas of research that could inform public policy interventions? What are the most
significant gaps in the literature where work is urgently required? What kinds of legal and policy work should NPLAN
undertake in light of new marketing practices and recent research on youth development?

This paper is designed to serve as a background and framing document for the second NPLAN/BMSG
meeting on digital marketing. In the following pages, we will: 1) summarize the key features of digital marketing that
make it distinctly different from traditional advertising; 2) discuss several recent trends that are shaping the growth
of interactive food marketing (and interactive marketplace in general); and 3) suggest some opportunities to protect

children and adolescents from harmful food and beverage marketing in light of current political and policy openings.

Key Features of Contemporary Marketing

In today’s digital marketing system, advertising, editorial content, measurement, and content delivery have
been intertwined.® Advertisers employ a host of new techniques across a variety of new-media platforms to reach
and engage young people. Taken together—and viewed against the backdrop of the major changes taking place in the
worlds of media, advertising, and market research—they constitute a new digital marketing paradigm. We have
documented many of these practices in several longer papers.” Below we present some of the key defining features
of digital marketing.

* Ubiquitous Connectivity: Marketers design their campaigns to take advantage of young peoples’
constant connectivity to technology, their multitasking behaviors, and the fluidity of their media
experiences. This “360 strategy”is one of the core principles of today’s youth marketing, aimed at
reaching viewers and users repeatedly wherever they are.

* Behavioral Targeting: Behavioral targeting—a form of database or “customer relationship” marketing
(CRM)—enables companies to develop unique, long-term relationships with individual customers.
Through ongoing data collection and tracking, marketers can create personalized marketing and sales
appeals based on a customer’s unique preferences, behaviors, and psychological profile®

* Social Media Marketing: Participatory Web 2.0 platforms are further enhancing marketers’ ability to
know the nature and extent of an individual’'s social relationships and to exploit them for brand
promotion campaigns. Online monitoring can identify the most influential person in a social network
and then enlist that individual to help transmit the brand message®

* Immersion: State-of-the-art animation, high-definition video and other mult-media applications are
spawhing a new generation of immersive environments, including interactive games and three-
dimensional virtual worlds. Using “dynamic product placement,” ads can be incorporated into a game’s
storyline, and programmed to respond to a player’s actions in real time, changing, adding, or updating
messages to tailor their appeal to that particular individual.X® Through “rich media,” the ads themselves

are becoming increasingly immersive.
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* User-generated Advertising: Marketers use a variety of strategies to encourage young people to
produce and promote commercials for their favorite brands. The strategy is designed to foster powerful
emotional connections between consumers and products, tap into a stable of young creative talent
willing to offer their services for free, and produce a new generation of “brand advocates.”* These
practices turn the conventional model of advertising on its head, transforming children from passive
viewers of commercials into ad producers and distributors.

* Engagement: A fundamental goal of interactive advertising, “engagement” refers to the “subtle,
subconscious process in which consumers begin to combine the ad’'s messages with their own
associations, symbols and metaphors to make the brand more personally relevant.”*? The concept of
engagement is being operationalized into a measurable set of responses, which will enable marketers
to precisely assess and further refine their strategies for influencing individual consumer behaviors.

* Integrated Measurement: The advertising industry is developing an array of “new metrics” to closely
analyze the nuances of interactions between users and advertising. Increasingly, measurement tools
are being built directly into the ads themselves. For example, so-called “smart ads” can instantly alter an

interactive advertising message based on an individual’s online actions.
Recent Trends in Digital Marketing
The following is a very brief overview of some of the most significant developments in the digital marketplace

that are influencing how food and beverage companies target children and youth.

As social networks play an increasingly central role in the lives of young people, “social media marketing” is

becoming even more sophisticated.

“Facebook provides an opportunity for brands to
More than 15 million 12-17 year olds—75% have sustained and authentic relationships with
of all teens—will use social networks this year."* Ad users...and organic distribution of branded
expenditures for social media are expected to generate content — Facebook: Media Kit for
$1.2 billion in 2009.** A growing number of food and Brand Advertisers."

beverage marketers - including Coca-Cola, Denny’s,

Pepsi, and Mars - are using a host of new social media marketing techniques.*® For example, marketers can closely
monitor and analyze the streams of daily communications among users on Facebook, Twitter and YouTube, launching
“digital word of mouth” campaighs among networks of friends.*® Sixty-five percent of global Internet users (604 million
people) have already interacted with a “widget,” a small, downloadable application that allows users to customize their
personal pages while also serving as a means of delivering advertising and tracking user responses to those ads.
Social networks have experienced an explosion of such branded “app-vertisements,” which are now widely viewed by

marketers as “new ad units.” 1
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Virtual worlds and interactive games are an expanding sector in the digital marketing landscape, attracting
an increasing number of advertisers.

Ingame ad spending is projected to reach $1 billion by 2014,

: . 4 ) _ “One billion eyeball hours can be
according to recent industry projections.™ Virtual worlds are increasingly generated by a top-selling game.”

popular among youth, with six million 3-11 years olds and 3.7 million —IGA advertising network’
teens 12-17 visiting some form of virtual world online each month.*°

Food and beverage companies are finding both platforms to be especially effective venues for brand promotion. For
example, Frito-Lay worked with Microsoft’s popular Xbox to “create an engaging interactive online experience” for
Doritos, targeted at 16-24 year olds. The campaign began with a contest on the snack food company’s website, Snack
Strong Productions, where visitors were invited to design their own “usergenerated” ideas for a “Doritos-inspired video
game” built around the product’s “iconic shape, color, bold flavors, and/ or the intensity of the chip experience.” One
million users were attracted to the Doritos site as a result of the Xbox campaign (72 percent were new visitors), where
they spent significant amounts of time viewing all the submissions. More than 160,000 “Doritos theme packs” were

downloaded on Xbox Live.”?°

Online video has continued to soar in popularity, becoming an increasingly popular and effective advertising

medium.

Viewing video online is now a regular routine for almost 117 “Online video moved from niche to
mass market, and in the process

million Americans, more time than is currently spent on blogs and social )
became one of the fastest-growing

networking sites. It is a particularly popular pastime for young people, media platforms in history.... [O]nline

with 82 percent of older teens routinely sharing their favorite videos video in the”U S is now as big as
network TV.

through social networks, email, and instant messaging.?* Ad spending on — eMarketer, May 2009*

online video is expected to reach $4.6 billion in 2013, seven times what
it was last year. The growing role of advertising will help transform the online video medium itself, with long-form content
earning most of the ad revenues.? (In order to address this threat, cable and telephone companies plan to deploy Web-
like interactive and personalized television advertising in 2009, which has already drawn interest from food
marketers).2® Google’s YouTube—the leading online video service with over 80 million monthly users—has been working
to increase revenues by forging “branded entertainment” campaigns with advertisers, including Burger King and Carl’s
Jr2* “Watching a video ad on YouTube alone significantly increases ad recall and attribution,” according to Google

advertising research, “up to 14% higher than watching the same ad on TV."*

Mobile advertising has introduced an entire arsenal of powerful new marketing tools, especially effective for

targeting youth. The mobile phone is “the ultimate ad
Mobile ad revenues are expected to skyrocket in four years to 5 31ilfion 6 e o8y 26 B HidF4eRY Of
the planet that people go to bed with. It’s
year.2® Nearly 80 percent of all teens use a mobile phone and already vi swgy@m@@é‘gmglmmm,’é\@/mgalmost
half of all 8-12 year olds own or regularly use one. Both AfricanAmerican%?ﬁ’ﬂ%(ggﬁ@%aﬁ{%‘?é RERSFBHFoni bFan
know where you've been, where you’ve
lingered, what store you stopped in, what car
dealership you visited. It goes beyond any
traditional advertising....”
— Sumit Agarwal
Google Mobile Product Manager*
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using mobile services to access content—and are considered an important target market by advertisers.?” Advertising
on mobile devices will be especially powerful, since it will be able to target users by combining both behavioral and
location data.2® Mobile advertising will increasingly rely on interactive video and become firmly embedded in “mobile
social networks.” (Teens aged 13-17 already account for 21 percent of mobile video users). Among the many food and
beverage companies using mobile campaigns in 2009 are Coca-Cola, Denny’s, McDonald’s, Burger King, Carl’s Jr., and

Dominos.?®

Neuromarketing—the use of a variety of biometric measures to help determine how advertising messages
should be framed and delivered—is becoming a more powerful force in all of advertising, including food

marketing.

“We measure something very important
called the subconscious brand essence.
intensely the developments in neuroscience, incorporating the ...understanding the brand essence enables
one to evoke brand passion.”

—Neurofocus CEO?*

For a number of years, marketers have been following

most recent theories and methods into a new branch of market

research called “neuromarketing.”*° Some of the largest food
and beverage companies have embraced neuromarketing as a core strategy in developing their digital marketing
efforts.®! This spring, the Advertising Research Foundation (ARF) gave its highest award to FritoLay’s “Orange
Underground” campaign, which employed a variety of neuromarketing techniques to promote Cheetos. FritoLay worked
with several prominent players in the neuromarketing field to “uncover the underlying thoughts and feelings about
Cheetos,” and to identify “significant moments of the Cheetos consumption experience.”? The campaign is particularly
interesting because it grew out of Pepsico/ Frito-Lay’s 2007 agreement with the voluntary Children’s Food & Beverage
Advertising initiative to restrict snack food advertising to children under 12. The study, which recruited adults as well as
children ages 10-13, was aimed at repositioning the brand for a new target group (adults), without “eroding its core

equity [among children] built over decades.” The campaign resulted in an increase in Cheetos’ overall market share 33

Recent advances in behavioral advertising are enabling marketers to more accurately predict and influence

user behavior.

“Millions of us are playing, working, flirting, and

So-called “predictive behavioral targeting” socializing online—and producing oceans of data....

combines data from a number of different sources [T]his flood of data could be as transformative as

] ) Galileo's telescope was for the physical sciences....”
and makes inferences about how users are likely to —Duncan J. Watts
respond to marketing messages. Increasingly, Columbia University sociologist

now on leave and heading a research unit at Yahoo!*
behavioral profiles are incorporating information

from outside databases.** Social media platforms

are embracing behavioral targeting, to help drive “robust advertising response and conversion.”*® Google, Facebook
and many others are working on a variety of “data portability” initiatives, designed to ensure that all consumers—and
many commercial and noncommercial application companies—will have “anytime/anywhere” access to their data.

This could enable marketers to tap into the interests and potential location of users throughout the day.®
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Measurement of user interactions with ads is becoming increasingly precise, reflecting larger changes in

how the advertising industry designs online content and generates revenues in the digital environment.

Using new data collection and analysis
“We are paying for the interaction, not just the
chance for an interaction....”

(almost in realtime) how a particular marketing —Kellogg’s ad executive *

techniques, marketers can evaluate and instantly alter

campaign is working.3” Specialized companies are
routinely measuring responses to online videos. “Audience interactions (views, stops, rewinds, sharing),” explained one
firm, “are gauged by the millisecond and response can be measured, in real numbers. Advertisers who can combine
that data with behavioral or demographic profiling, to reach exact targets, get amazing results.”® VideoEgg, a social
media interactive marketer that has worked with McDonald’s, Coca-Cola, P&G, and others (with 13-17 year olds as one
its targeting categories), offers advertisers the ability to gauge how an ad captured the attention—or engagement—of a
user, which it calls an “AttentionRank” metric. It claims that improvements in the creation of their ad environments—
called Adframes—“have increased average time spent by almost 50%.”%° These practices are ushering in a new
system of ad compensation called “performance” marketing, in which ad agencies and marketers will only be paid if

they can document that they actually delivered results *°

Legal and Policy Implications

These trends—which we have only briefly highlighted—will continue to shape the growing digital
marketplace, transforming the very nature of advertising and marketing in the 21% century. The papers that have
been written for this meeting clearly demonstrate the need for a serious reexamination of how we regulate food
and beverage marketing to children and adolescents, particularly in the growing digital media landscape. As Louis
Moses and Dare Baldwin point out, “digital marketing environments tend to be interactive, immersive, alluring,
engaging, and motivationally and emotionally rewarding.” Agnes Nairn’s discussion of implicit persuasion challenges
the cognitive model that has long dominated children’s advertising regulation. In addition to Nairn’s paper, the
analysis of brain and psychosocial development during adolescence written by Constance Pechmann and her
colleagues suggests youth older than 12 may require safeguards for particular kinds of marketing techniques. Given
the unique health risks for obesity and related diseases faced by Latinos and African Americans, which Sonya Grier
describes, we may need policies specifically designed to address multicultural marketing in digital media.

NPLAN is uniquely positioned to play a leadership role in formulating a strategic legal and policy framework
for addressing interactive food and beverage marketing. If informed by the latest developments in both digital
marketing and academic research, such a framework could be particularly useful in the coming months, as policy
makers engage in a number of proceedings that are either directly focused on, or relevant to, food marketing policy.
Among the upcoming opportunities are:the newly established Interagency Working Group on Food Marketing to
Children; the Federal Trade Commission’s planned review of the Children’s Online Privacy Protection Act (in the light

of new media marketing developments, especially mobile); the current congressional interest in online marketing and
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privacy; and the Obama Administration’s plans for health care reform (taking advantage of the President recent
speech to the AMA when he discussed “junk food” and obesity). It will also be important to educate new officials at
the major regulatory agencies, including the Federal Trade Commission, the Federal Communications Commission
and the Department of Health and Human Services.

As part of the legal analysis, we believe it is important for NPLAN to examine specific digital marketing
practices that raise ethical and legal issues. Several of these techniques have been identified in the papers for this
meeting. They include: integration of marketing and “content” to make the two indistinguishable; linking point of
influence to point of purchase (for example, in mobile marketing campaigns); peerto-peer strategies, especially on
social network platforms; prizes, contests, and other incentives designed to encourage participation in marketing
campaigns and to facilitate data collection; behavioral advertising, multicultural targeting, smart ads, and dynamic
product placement; and the use of neuromarketing to develop implicit persuasiontechniques. Each of these
techniques should be analyzed within the context of recent research on child and adolescent development, current
government advertising regulations (at both the FTC and the FCC), industry self-regulatory guidelines, and First
Amendment jurisprudence. Age categories should be carefully revisited when considering the appropriateness of
certain practices, especially given what we know about adolescent vulnerabilities.

It may well be that some of these emerging practices could already be considered deceptive and unfair
under current laws. While the FTC is constrained from launching broad rulemaking procedures, it can and does act on
individual complaints. This was the strategy that advocates used successfully on children’s privacy during the 90s
(along with a strategic media campaign), which led directly to passage of the Children’s Online Privacy Protection
Act.** NPLAN could provide valuable legal analysis for identifying the practices that may violate existing laws.
NPLAN could also develop model language for regulatory proposals that could address the use of certain techniques
for marketing food and beverage products to children and adolescents.

Finally, we would urge NPLAN to work closely with a network of experts in the fields of child development
and marketing to develop a long-range legal and policy research agenda. While we recognize that resources are

limited, we also believe that strategic efforts in the next few years could have a lasting impact on the public health.

H###
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