Marketing 2.0: The Preferences of Crowds
Ely Dahan, UCLA
The Web 2.0 paradigm changes the way some companies develop new products, opening up new frontiers in collaborative creativity.  Major shifts are occurring in who creates new ideas for potential products; and who evaluates which of these ideas get launched.
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In this paradigm, there is an evolution towards more collaborative product creation and evaluation. The customer’s role shifts from being a passive consumer of the company’s products to becoming a product development collaborator. The proliferation of product and feature ideas flowing from customers to companies necessitates a screening system that identifies the best ideas based on market potential. Dahan proposes two such systems are Securities Trading of Concepts (STOC) and a competition involving estimation of other people’s preferences (E [ OTHERS ]). 
STOC
STOC (Securities Trading of Concepts) appears to work like other virtual markets such as prediction markets, information markets, or experimental economics.  However, unlike those examples, STOC markets are not based on external information nor are they affected by outside news that affects game play.  Rather, individual stock prices are pegged to the consensus preferences of traders for the products and attributes being traded.  Participants’ personal preferences are measured ahead of STOC trading.  Traders’ beliefs about others’ preferences can also be measured ahead of trading.  Differences between the current stock prices and the beliefs of individual traders translate into buying or selling decisions: if a participant considers that the product or attribute is underpriced (people are not betting on it) then he or she will buy this stock. In other words, participants reveal their preferences through trading.  This happens in real time, so these decisions are observable to all participants through the pricing mechanism.  Participants can therefore update their beliefs as they try to maximize the value of their portfolios to win the game.
This method has several advantages. First, it addresses the components of each decision made, the reasons behind product preferences, the key touch points.  Second, it scales up to large number of securities (concepts), because the system does not need every individual to trade every security.  Ensuring a minimum number of traders per security is enough. And it is fast.  Trading can be run in an hour and yield very solid results, unlike other virtual or information markets that need to be run for weeks and months as news pours in. 
The results exhibit high consistency and reliability across trading experiments and against independent surveys.  In addition, participants enjoyed this method far better than alternative methods.
E [ OTHERS ]
At the core of the STOC model there is the simple idea that people have some insight into what other people prefer.  Utilizing this insight allows for a less sophisticated but very powerful application of the wisdom of crowds, as James Surowiecki termed it.  While individual estimations about others can be quite poor predictors of actual preferences, the consensus of a larger crowd about these preferences is much closes to the truth.  E [ OTHERS ] is a survey technique and game that asks respondents about their own preferences and their expectations of others’ preferences for new product concepts and attributes.  It’s not only that the crowd performs better than the average participant (as theory guaranties), but the crowd frequently outperforms the very best participants and is consistently in the top 5-10% of all participants.
Managerial implications
STOC provides a reliable and sound estimate of aggregate customer preferences (ideal products, features or attribute levels); it scales up in the number of concepts tested (which is very useful in the Web 2.0 context).  Detailed analysis on individual traders also reveals the biases and heterogeneous preferences of the respondents.
STOC can be used in the new product development process in different stages: to narrow potential concepts and product attributes to a manageable number; to focus resources where they will yield the greatest marginal benefit; to rate or rank the most promising integrated concepts; and to measure preference intensity and tradeoffs for features.
Further, the method yields results after an hour of trading, and participants become very engaged and enjoy the game. Many concepts can be used as stocks: preferences, attributes, products, etc. 
E [ OTHERS ] has many of the same advantages as STOC, without the demands of simultaneous trading and trading system complexity.  Unlike stoc, where every trader can observe market price information, information gathered through E[others] surveys can be kept private, which may be relevant in the context of new product development.  But the individual surveys do sacrifice some of the learning benefits of traders observing stock price movements.
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