
LUMA presents our annual State of Digital Marketing, which covers our views on the 
market, industry trends, and the future of the ecosystem with a specific focus on 
digital marketing. We hope you enjoy it. 
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Looking at the public markets: MarTech had a good year; a very good year. The sector 
was up 80% with almost every company in the index up and almost all over $1B in  
market cap. For Ad Tech it was a very different  story: down 20% with all but one 
company trading below $500M in market cap.  You’ll notice one exception that we’ve 
placed in a category of its own so it doesn’t overly distort the analysis: The Trade Desk, 
which enjoyed continued financial success and momentum. Up 164% this year and now 
trading at a $5B market cap. Impressive.
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And the IPO market has been healthy; we saw four new issues priced this year.  All of 
them MarTech.  The post IPO trading has been mixed with a couple down and a couple 
up; one of those up big: SendGrid.
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Digging deeper into SendGrid’s performance – a year ago, they priced at 6x revenues or 
$16.00 a share. 11 months later Twilio offered to acquire them at 12x revenues or ~$36 
per share that has since traded up above $40 netting an increase of 186% in a year.  
Thank you very much. A nice example of M&A trumping the IPO market.
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We thought we’d be talking about Qualtrics which was set to price this week, but SAP 
came in and took care of pricing over the weekend paying $8B, over 20x revenues. 
Thank you, very very much! Example number 2 of M&A over IPO. What’s next? It’s not 
clear – while there are a number of potential candidates, no near term pricings 
currently in the pipe. 
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So back to M&A. Perhaps it’s self serving, but it is also true: M&A remains the primary 
source of exits…
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And big exits at that. Last year we saw over 50 scaled deals across Ad Tech, MarTech
and Digital Content.
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MarTech was again the place to be. Here’s a snapshot of the big MarTech deals this 
year.  Note the half dozen $1B+ deals!
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What else is trending in MarTech? Take privates! We saw 7 public companies taken 
private for a total of ~$15B in deal value – and done at robust valuations averaging 
almost 25x EBITDA.
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A guess as to what’s inspiring this activity: Look at Marketo. In 2016 Vista paid a big 
premium to take Marketo private: 8x revenues. Outbidding strategic buyers for a non-
profitable company. At the time many called them crazy for overpaying. Vista deployed 
their operational playbook to turn the company profitable and we’ve heard perhaps 
even inflect the growth rate.  Two years later Adobe stepped in to pay 15x revenues or 
almost $5B – an outstanding return for Vista. Thank you very much, indeed. 
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Last month we put out a report looking at investment and returns in Ad Tech which we 
appropriately titled Problematic I/O.
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A lot of money indeed came in: $15B invested chasing the huge opportunity in digital 
advertising. And they weren’t wrong.  Today it’s a $100B market and growing. The 
problem is that the duopoly is eating it all. So the invested capital is getting long in the 
tooth with over a quarter of it invested 7 – 10 years ago. 

16



The public markets have been unfriendly to AdTech (unless you’re The Trade Desk), so 
M&A has been the primary source of exits.  But, the list of potential buyers is shrinking.
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Historically, Internet Originals, Social Networks and Telcos have been the most active 
buyers of Ad Tech.  However, as the top two categories have built out their stacks and 
have increasingly shown concern about regulatory oversight, we’ve been left with 
largely a single category, buyer-friendly market for Ad Tech.  We expect the resulting 
consolidation to be quite painful for the remaining companies. 
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So that was Ad Tech.  Looking at MarTech tells a tale of two cities indeed.
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MarTech has seen huge investment: $24B into almost 2,000 companies.  
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Unlike Ad Tech, 90% of that investment was within the last 6 years. 
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M&A has also been the source of most exits, and recently, of many large exits with 
2/3rds of the sizable deals done in the last 5 years.
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So in summary: 1) There has been big investment into both categories. 2) The Ad Tech 
dollars are getting stale, leading to increasingly anxious investors. 3) Big Ticket M&A 
has been almost all in MarTech.
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Why?  Let’s review that buyer universe.  While Ad Tech is facing a shrinking, buyer-
friendly marketplace; MarTech continues to enjoy robust strategic interest from the 
Marketing Clouds and increasingly, competitive interest from Private Equity. 
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This makes for good exit dynamics which is to be expected given the natural maturity of 
the sector and is one of the reasons we remain so bullish on the category. 
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In every State of Digital Marketing over the past four years, we have started each 
presentation reminding ourselves of every marker’s goal, which is to drive more 
revenues at the lowest cost. How do they do this? By optimizing the customer 
experience with the right message, at the right time, to the right person. These goals 
have not changed. 
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Looking back over the years at how MarTech vendors have been enabling this goal, 
we’ve seen a steady and logical progression. In 2015, we noted how predictive analytics 
was enabling the right message at the right time. 2016 seemed to be the year of 
Identity, where the industry realized that the identity layer was crucial to delivering the 
message to the right person across channels and devices. Last year, we noted how the 
CDP category had emerged to capture the ability to extract the data from the siloed 
marketing systems and orchestrating the messages across all channels.
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Forrester recently released a report claiming that “Customer Data Platforms 
Overpromise and Underdeliver,” which serves as a reminder that the CDP category is 
still very nascent. 
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But investors believe! With $400M invested since the beginning of 2017, the CDP 
category continues to grow. Like these leading investors, we at LUMA are bullish on the 
category. We think that CDPs will prove to be a foundational technology to drive digital 
marketing. 
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This year more than others, we haven’t seen a major shift in marketing technology 
trends. These are the trends we remain excited about, particularly Direct-to-Consumer 
Brands. This category of marketers is effectively utilizing advanced technologies and 
techniques (such as those represented in trends 1-8) to successfully disrupt large, 
incumbent brands. So while these hot consumer names (Peleton, Tesla, Allbirds, etc.) 
are clearly the protagonist in the story, the real hero is MarTech. 
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The ANA showed that in 2016, over 50% of Fortune 500 companies declined in revenue. 
Marketers know how to spend the money, but they just don’t know how to convert the 
money.
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Relatively young startups with minimal funding are garnering double-digit market 
shares against category incumbents who have been building brand equity, sometimes 
for decades. This is unprecedented in the marketing world!
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And it’s rapidly proliferating. We have accounted for over 400 brands, which span 
across nearly all verticals. 
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This is not just an American phenomenon. D2C brands are global. Or better said, 
globally local, with brands sprouting up across North America, South America, Europe 
and Asia. 
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And this is no longer a tech boy’s club. We are seeing meaningful female leadership in 
D2C, with over 30% of D2C brands having female CEOs and founders. That’s what we 
call a good start!
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This is more than just some passing fad or internet meme.
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D2C Brands have more in common with each other than with their erstwhile vertical 
competitors. Allbirds sells shoes like Cole Haan and Warby Parker sells sunglasses like 
Sunglass Hut. But from their design intuition, the go-to-market strategy, the back end 
technology and the media strategies, these companies are fundamentally very different 
from the competition and similar to one another.
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D2C is not the first successful challenger story in marketing. We have had “David and 
Goliath” narratives in enterprise marketing, consumer marketing, and even in 
investment banking. 
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D2C in 2018 feels like programmatic in 2009 where that enterprise sector had rapid new 
company formation, a fragmented ecosystem, rampant venture funding, nascent 
consolidation and was poised for huge growth. In 2018, we are seeing the same 
phenomenon with D2C brands.
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With one major difference. As programmatic spend thrived over the last 10 years, the 
duopoly of Google and Facebook has taken a majority of the growth. In D2C, however, 
there is no natural monopoly.
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Amazon is a double edged sword for D2C. On one hand, Amazon private label products 
offer competition to D2C brands operating in those verticals. For most of D2C brands 
though, Amazon provides the necessary back end capabilities to allow these brands to 
focus on their front ends. Net-net, Amazon is a huge boon to the D2C proliferation.
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Turns out, the digital giants are actually the biggest D2C brands. If you want to know 
your favorite D2C brands; simply open your phone. These brands are all sitting right 
there on the home screen.
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There are certain conditions precedent that led to this phenomenon. The first of these 
were the availability of money & technology. Without the development of the app 
ecosystem, AWS for computing, Shopify and Amazon for simplified e-commerce, there is 
no D2C. The second, and more interesting condition, is a new consumer openness to try 
new brands. Brand loyalty is not as relevant as it once was, and for legacy brands this 
should be terrifying.
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This playbook has been run before – consider mobile gaming where the game 
marketers were customer acquisition machines. Their P&Ls featured huge sales, 
minimal direct costs, large marketing costs and massive profits. If you were to conclude 
that Supercell is solely a great gaming company, you would be wrong. Supercell is a 
great gaming and marketing company!
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We then saw this expand into the broader app market, and then into the D2C sector.
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This is really the natural gestation of performance marketing. Gaming was pretty 
straightforward with one vertical, one demo, and a channel that was digital-to-digital, 
so that the data was in a closed loop. With apps, marketing expanded to multiple 
verticals, a broader demo, but was still digital-to-digital, and a closed loop. Now D2C 
marketers have to target all verticals, all demos and do so across channels (you’ve seen 
Peleton bus shelter ads and Casper 30 second spots). The one constant is the closed 
loop on data, which is the most important aspect for these companies. 47



So, what makes these D2C brands different? Here are our 7 DNA traits of D2C. They are: 
1) digital native, mobile centric, 2) focus on product design, 3) disintermediate the 
middlemen, 4) use identity focused CRM, 5) have a performance oriented approach to 
marketing, 6) place emphasis on content marketing to tell their story and 7) deploy 
marketing professionals with different talents than traditional brand marketers.
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D2C brands have leveraged digital from the outset (even though they are often physical 
products) and focused their attention on optimizing mobile. In fact, many are garnering 
over 50% of new customers through mobile channels.
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Over the years, Apple has shown intense focus on product design and user experience. 
Led by Jony Ive, one of the greatest industrial designers in the world, this design focus 
has become one of Apple’s greatest strengths. With so much great design in D2C 
products and focus on user experience, it seems like everything is designed by Jony Ive.
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Probably the most signature trait of D2C brands is their ability to disintermediate 
traditional production, marketing, and sales channels. Rather than take on the cost 
associated with legacy supply chains, D2C brands are leveraging technology to bypass 
wholesalers, retailers and agencies to have direct access to their consumers and own 
the customer relationship.
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Some D2C brands are also forward integrating into retail to get even closer to the 
consumer and increase brand awareness.
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Traditional marketers often aren’t able to identify their consumers until they become 
purchasers. This forces them to utilize “spray & pray” advertising using unknown, 
cookie-based IDs to target demos rather than an individuals. Meanwhile, D2C brands 
place identity at the core of their marketing strategy, using 1st party data to identify 
consumers further up the purchasing funnel, allowing them to tailor messaging to 
consumers on an individual level.
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Identity is the key ingredient for creating marketing orchestration across all channels. 
D2C brands have recognized this and place emphasis on utilizing identity capabilities, 
along with data and AI, to create consistent and effective marketing across channels. 
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As AI capabilities continue to expand, we are seeing more and more applications within 
marketing. We are used to the left brain functions that AI is been good at for some 
time, but it’s the right brain functions that excite us, as AI continues to develop.
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This does come with a warning. Many early marketing companies labeled themselves as 
“artificial intelligence”, sometimes rewarding them with significant share value. 
However, as time went on these claims seemed to be overstated, leading to significant 
price decline.
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The way D2C approach advertising is fundamentally different. D2C brands know the 
lifetime value (LTV) of a customer and can thus calculate the bounty to pay for a 
qualified new customer, which is just customer acquisition (CAC) math. Accordingly, 
these brands treat advertising as a profit center, effectively moving it up the income 
statement from a discretionary expense to a cost of goods sold.
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With this approach to advertising, media spend is always on as there is no campaign 
“off” switch. This “drink from the firehose” dynamic has allowed the D2C brands and 
their performance media intermediaries, like AppLovin, to scale very rapidly.
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Whether it’s DR or brand advertising, D2C brands are migrating away from proxies and 
more towards business outcomes. The further up the curve companies are, the higher 
the operating leverage, which for D2C brands is attracting venture funding.
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D2C brands heavily utilize content marketing. It can be a more efficient strategy than 
paid media. Also, these founders have a compelling narrative to share with their 
consumers on the birth of the brand and product, which is very effective for marketing.
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D2C brands started their journey on the digital channel, heavily relying on social media 
to market to the consumer. And it worked! But now, we are seeing that digital is simply 
not big enough for the growth D2C brands have achieved. 
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With this, we’re seeing D2C brands move outside of the digital channels. These brands 
are forward integrating into physical retail and using OOH advertising to expand its 
reach. Lastly, the most significant channel that D2C brands are moving into is television.
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In order for D2C brands to access their audience, they need to utilize TV and expand 
their reach. Only 73% of the US population has broadband penetration, while 96% of 
the population has access to TV. 
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The fast growing Over-The-Top (OTT) category is D2C’s nirvana. The cohort of 
millennials who subscribe to OTT and the cohort of millennials prone to buy D2C brands 
are virtually the same demo.  
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Convergent television (CTV) applies the digital attributes of targeting, personalization, 
attribution and performance to TV’s sight, sound and motion format, audience and ad 
spend scale, premium inventory and brand safety. 
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This CTV opportunity is the greatest in marketing’s history.
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Can traditional marketers be the fourth iteration of this natural gestation? Let’s take a 
look. 
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1) Can traditional marketers be digital native / mobile centric? No. 2) Focus on product 
design / UX? Yes. 3) Disintermediate? No. 4) Utilize identity-focused customer 
relationship? No (many don’t even know their customers). 5) Use performance-
oriented media spend? Marketers could, but those models are already set and most 
likely won’t change. 6) Use content marketing for brand storytelling? Yes. 7) Infuse 
growth-focused marketing talent? Yes, but with an asterisk. That step may require a 
personnel change. 68



Traditional CMOs and D2C CMOs are different at every level, starting with their titles. 
D2C marketing leaders are Chief Growth Officers (CGO), with a focus on results not 
spend. Age is a generational difference, educational backgrounds are diametrically 
opposed and the comp structures have completely different incentives. Traditional 
CMOs have a cash heavy salary, while the D2C CGOs are more heavily weighted on 
performance bonuses and equity. As a result, D2C CGOs have more leverage.

69



For traditional marketers wanting to become more like D2C brands there are two 
options: build or buy. Let’s start with build.
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In general, it’s very difficult for legacy marketers to build their own D2C brands. 

Dollar Shave Club gained market share and popularity with an innovative business 
model and a coolness factor. The viral video staring Founder & CEO Mike Dubin went 
viral with over 25 MM views, all organically. 
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The market share leader, Gillette’s response to Dollar Shave Club was to launch Gillette 
Shave Club, a copycat business model that screamed inauthenticity.  
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Traditional marketers trying to build a new D2C brand, is a lot like a middle-aged white 
man try to dance cool. It’s very difficult to make work. 
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Nike and Disney are the few incumbents that have had success with D2C, and they are 
the greatest marketers in the world. Even these brands required significant initiatives 
and reorganizations in order to succeed with D2C.
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So maybe build isn’t the way forward. Instead traditional marketers may need to think 
about buying.
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LUMA decks often call for more M&A because when you’re a hammer, everything looks 
like a nail!
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There have only been 10 scaled D2C exits (defined as those over $100M) in the last few 
years. As with all acquisitions, these were driven by to opposite strategies, defense, 
whereby a company is looking to protect their current position, or offense, where a 
company is opportunistically moving into a new area. The valuations of the defensive 
rationale deals are multiples of 2-3 x of the underlying valuation. Meanwhile, the 
offensive deal multiples look more like tech deals with significant multiples to revenue. 

77



Dollar Shave Club is one of the truly amazing D2C outcomes. Mike Dubin makes a funny 
viral video, which then led to $164M in venture funding. Six years later, after continuing 
to achieve significant growth, Unilever acquired Dollar Shave Club for $1B.  
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For Walmart, the initial reaction to their acquisition of Jet was mostly negative. 
However,  after just a year, it has become an undeniable success. A key component of 
this success is the cultural infusion the Jet team has brought into Walmart. Marc Lore is 
the CEO of Walmart eCommerce.

79



One of the challenges of a fragmented ecosystem is finding targets. As with the 
enterprise side (Ad Tech and MarTech companies), there will undoubtedly be a high 
failure rate. Therefore acquirers and investors need to choose wisely.
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With the premise that D2C brands have more in common with each other than they do 
with their vertical competitors, it is possible we could see D2C brand conglomerates. 
Grouping multiple products around common functionality, especially customer 
acquisition strategies, has been done at early stage investors like Science, Inc., the LA-
based incubator (who launched Dollar Shave Club and many more D2C brands). 
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We’ve clearly struck a chord. Now that marketers have seen what’s going on, they 
simply can’t ignore this D2C phenomenon. 

82



Marc and I can agree on one thing: There is a big opportunity for all marketers to learn 
from D2C brands.
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The mission of the LUMA Corporate Partners program is to provide education, insights and market 
development to all constituents of the digital ecosystem. LUMA’s Corporate Partners are comprised 
of leading media, marketing and technology companies for whom LUMA’s leadership team provides 
strategic advice on the latest industry trends and a fresh perspective to aid in making critical growth 
decisions. LUMA’s proprietary insights, research, content and events initiatives afford personalized 
guidance and education at leadership off-sites, teach-ins and customer events. If LUMA can help 
your organization sort through this complicated and dynamic sector, contact Gayle Meyers, CMO at 
Gayle@lumapartners.com.


