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Can Britain produce a success
like YouTube?

New dotcom entrepreneurs are lacing together
bright ideas with shoestring budgets

Bobbie Johnson and Owen Gibson
Monday October 16, 2006
The Guardian
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Three years ago, in a grimy corner of Whitechapel in east
London, a sound engineer, a musician and a student
started work on a new project. They had, they thought, a
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"We didn't have much. We had this very helpful paranoia
that somebody was going to rip us off. We were sure that
somebody else would copy our idea, like iTunes."

Martin Stiksel, another founder and a former DJ on
Austrian Radio, adds: "We had to bootstrap everything as
we went along. We put Google adverts on our pages,
Amazon links - anything to make some money. We took
donations from people to keep us alive."

In those days investors were more afraid of the unknown -
some of them burnt, perhaps, by the last dotcom
implosion. Things have changed. The company now
employs 20 staff and has moved into larger offices a
couple of miles away.

It has found favour with the likes of Index Ventures, which
has also bought into other success stories such as
internet telephony company Skype, purchased by eBay for
$4.1bn. Last.fm is now tipped as one of Britain's leading
Web 2.0 firms.

The phrase Web 2.0 might be opaque - nobody has a
definition that everyone agrees upon - but it encompasses
a second wave of internet start-up companies with the
potential for deals worth millions, or billions, of pounds.
The focus is on websites that let surfers share,
collaborate and create new material. Investors, particularly
in the US, are tripping over each other in the rush.

Deals like Google's immense $1.65bn spend on
YouTube.com, the video sharing site, are making the
founders some of the richest young entrepreneurs in
history. British web entrepreneurs are trying to catch the
wave, while avoiding another dotcom disaster.

The UK developed a number of hugely successful internet
companies during the last dotcom boom, but overall it was
more synonymous with high-profile failures such as
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fashion retailer Boo.com and health website ClickMango.
This time around British entrepreneurs are determined to
get it right - and while much of the heat is being
generated inside California's Silicon Valley, UK firms are
pushing to get in on the act, and City analysts are backing
them in the belief that real money can now be made
online.

Internet advertising in the UK is already three times the
size of the radio market and is on course to overtake
press revenues by the end of the year. According to
figures from the Internet Advertising Bureau, almost £1bn
was spent online by advertisers in the first six months of
2006.

"We have seen a raft of companies in the UK emerge over
the past 18 months or so," says Peter Davias of online
media firm 7digital, which runs a variety of sites including
Indiestore.com, where unsigned bands can sell their music
over the internet. "Considering the difference in UK and
US market sizes, the UK is proving to be a key participant
in the global acceleration of Web 2.0."

Recruitment website Zubka.com, which launched last
month, gives people the chance to earn a recruitment fee
for placing their contacts into new jobs. Users are offered
thousands of pounds for successful referrals, and the
founders hope it will revolutionise job hunting in the same
way Lastminute.com changed the travel business. "Clients
are looking for the right person, quickly and at the
minimum cost," says David Shieldhouse, one of the site's
founders. "£23bn was made last year by recruitment and
job search companies ... what we're looking to do is
redistribute it more easily."

Sam Sethi, editor of technology news website Techcrunch
UK, says the atmosphere has changed markedly. "We have
seen in the last 12 months the big venture capitalists
coming over to the UK to invest." Mr Sethi, a veteran of
the first dotcom bubble, believes investors could endanger
potential success stories by pushing for too much profit.
"The trouble is that it's a bit like Dragon's Den. The
minute there's a half-decent idea the venture capitalists
want 100% of the company for very little money."

In America Techcrunch has been one of the major
cheerleaders for Web 2.0. It was first with the news of
Google's purchase of YouTube.

But Mr Sethi admits that even though British web
entrepreneurs have succeeded, many have still been
forced to move to the US.

Some believe this is changing. "The conditions for startups
are now very favourable," says Philip Sheldrake, co-
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founder of property site OnOneMap.com. "Operating costs
have dropped dramatically, servers are many times more
powerful and cost a fraction of the price they did in 2000.

"Startups need less money to get going than ever before,
and can become profitable more easily."

Part of the appeal of Web 2.0, say experts, is that
companies often run with very low costs, spending their
money on engineering good products rather than on
marketing. The crazy days when heavy spending was not
allied to profits are gone. "We're not at the level of 1999
or 2000, there's a lot more rationality," says Paul Lee,
director of research in Deloitte's technology, media and
telecoms team. "But there is quite a bit of money around
at the moment. At times like this you get bigger winners
but also more losers."

Peter Linthwaite, chief executive of the British Venture
Capital Association, says the technology groundwork laid
down in the UK by investors and universities years ago is
beginning to pay off. "This is a long burn - the work that
was done back in the mid-90s is only now beginning to
come through.

"I think it's an evolutionary period; the UK is ahead of
many other countries and has a much stronger
infrastructure, and | think the balance is shifting."

There is also a strong belief that Britain's huge mobile
phone market may give it an advantage over America as
new developments head towards the handsets in our
pockets rather than computer screens on our desks.

"What we'll see next year is some real activity," says Mr
Sethi. "And we might just find one or two really exciting
companies."

But while every internet entrepreneur might dream of
YouTube style riches, some see trouble ahead. There are,
they say, "institutional" problems.

In the past industry experts have pointed to relative
inertia in Britain's new media industry as preventing wider
success.

Some blame the sheer power of existing giants such as
Google and Yahoo, which use their influence to scoop up
young British talent. Others claim that the BBC's influence
on new media has stifled entrepreneurs.

And there are geographical problems - a presence in
Silicon Valley remains today as much of an advantage as it
was in 1999.

"In America it's damn easy," says Mr Miller. "We were in
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San Francisco earlier this year and you could just hire
people at the restaurant buffet.

"But it's a different culture there."

A study by Dow Jones showed that around $500m was
due to be poured into Web 2.0 type companies in the US
this year, double last year's figure. But the majority of
that money is "seed" or "first round" funding, suggesting
that the biggest wave of investment is still to come.

Barry Maloney, a partner at Benchmark Capital, which has
invested millions of pounds in several UK Web 2.0
companies including social networking site Bebo and
virtual teen hangout Habbo Hotel, says two important
factors are the cost of office space and the availability of
talent.

With London offices costing four times as much as in San
Francisco and a dearth of technical talent making
recruitment difficult, both could have a serious effect on a
new company's ability to scale up quickly.

And whereas in the UK many projects start in academia or
are the work of keen hobbyists, in the US there tends to
be a much more commercial approach from the start, he
says.

"If you look around in the UK, it's not a great story. There
are only three or four companies that come to mind,
whereas in Germany and elsewhere there's lots of
activity," says Mr Maloney, recently returned from a visit
to Bebo's US headquarters.

The social networking site, which rivals MySpace for
popularity in the UK, was set up by husband and wife team
Michael and Xochi Birch in the US. Despite Michael being
British, they launched the firm in San Francisco and only
recently opened a London office. "In the UK companies
will always find it that bit harder to achieve economies of
scale," says Mr Lee.

But Mr Maloney says that, unlike during the first dotcom
boom, there is still plenty of time for Britain's would-be
Web 2.0 millionaires.

"There's significant investment available. It's certainly not
too late. This is the start of the next internet wave and at
the moment we're only seeing the early pioneers."

What is Web 2.0?

Coined by American technology publisher Tim O'Reilly,
Web 2.0 has become the buzz phrase for internet and
tech firms around the world. But despite its heavy use,
few people actually agree on what the term means. To
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some it indicates power and influence is handed over to
the users of a site, while others see it as a more technical
description, based on a set of rich new web technologies.

In a wider sense it covers a grab-bag of slick sites that
represent a step forward from the old guard of the original
dotcom boom. Among the flagbearers for this second
generation are Wikipedia, photo sharing website Flickr and
video host YouTube - prime examples of a new breed of
business that has succeeded the formats of the late
1990s.

So what's the next big thing?
Ten of the UK's latest internet start-up companies
Shozu shozu.com

A free mobile phone application that makes it easy to
share photos, video and music with other users and social
networking sites

Last FM Last.fm

Software tracks musical tastes, provides customised radio
stations, connects users and makes personal
recommendations

Zubka Zubka.com

Recruitment site that allows users to earn thousands of
pounds in return for referring successful job candidates to
advertisers

On One Map OnOneMap.com

Aggregates properties for sale and rent from around the
UK and displays them using interactive mapping
technology.

Zopa Zopa.com

Like a betting exchange, but for loans. The site puts those
with money to lend in touch with credit worthy borrowers,
taking a 1% commission

Habbo Hotel Habbo.com

Long-established 3D virtual world for teenagers that has
come of age in the Web 2.0 world

Jake Jaketm.org

Gay social networking site with almost 30,000 members
that also organises social events and encourages business
as well as personal use

WeeWorld Weeworld.com
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Allows users to create a WeeMee, an avatar to represent
them online, in communities and on mobile phones.
Already has deals with Friends Reunited, MSN and
Vodafone

Crowd Storm Crowdstorm.com

A "social shopping" site that uses the "wisdom of crowds"
to recommend products and bring together like minded
consumers.

Trusted Places Trustedplaces.com

Another social networking site, based around travel tips
and recommendations
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