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		Abstract

		Recently there has been an increased interest in using targeted advertising online: users are presented with advertisements that are a better match, based on their past browsing and search behavior and other available information (e.g., hobbies registered on a website). This technique, known as behavioral targeting, has been hailed as the new â€œHoly Grailâ€� in online advertising because of its potential effectiveness. In this paper, we study the economic implications when an online publisher engages in behavioral targeting. The publisher auctions off an advertising slot and is paid on a cost-per-click basis. Using a horizontal differentiation model to capture the fit between a user and an advertisement being displayed, we identify the factors that affect the publisher's revenue, the advertisers' payoff, and social welfare. We show that revenue for the online publisher in some circumstances can double when using behavioral targeting. On the other hand, increased revenue for the publisher is not guaranteed: in some cases the prices of advertising and hence the publisher's revenue can be lower, depending on the degree of competition and the advertisers' valuations. We identify two effects associated with behavioral targeting: a competitive effect and a propensity effect. The relative strength of the two effects determines whether the publisher's revenue is positively or negatively affected. We also demonstrate that although social welfare is increased and small advertisers are better off under behavioral targeting, the dominant advertiser might be worse off and reluctant to switch from traditional advertising. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chen,  Jianqing and Stallaert,  Jan, An Economic Analysis of Online Advertising Using Behavioral Targeting (August 1, 2010). MIS Quarterly, 38(2), 429-449, 2014.,  Available at SSRN: https://ssrn.com/abstract=1787608 or http://dx.doi.org/10.2139/ssrn.1787608 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Jianqing Chen (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				The University of Texas at Dallas, Jindal School of Management  ( email )

			

			
			
				
				
				
					800 West Campbell Road
Richardson, TX  75080
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jan Stallaert

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Connecticut - School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Connecticut - School of Business  ( email )

			

			
			
				
				
				
					368 Fairfield Road
Storrs, CT  06269-2041
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,155

			

		
		
		
			Abstract Views

			    8,563

		

		
		 
		
			Rank

			   13,299

		

		
	


	
		
            
            	        9 Citations
		

	

	
		
			
				       35 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Economics of Networks eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Economics of Networks eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,704

                                    

                                    
                                        PAPERS

                                           14,730

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Nicholas Economides at New York University - Leonard N. Stern School of Business - Department of Economics 

                                    

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              944

                                    

                                    
                                        PAPERS

                                           18,689

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              797

                                    

                                    
                                        PAPERS

                                            8,022

                                    

                                

                                
                            

                        

                    

                
	
                    Innovation & Management Science eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Innovation & Management Science eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              278

                                    

                                    
                                        PAPERS

                                            7,423

                                    

                                

                                
                            

                        

                    

                
	
                    eBusiness & eCommerce eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                eBusiness & eCommerce eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              230

                                    

                                    
                                        PAPERS

                                            7,181

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Erik Brynjolfsson at National Bureau of Economic Research (NBER), John Little at Massachusetts Institute of Technology (MIT), Xiaoquan (Michael) Zhang at Chinese University of Hong Kong

                                    

                                
                            

                        

                    

                
	
                    Information Systems & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Information Systems & Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              224

                                    

                                    
                                        PAPERS

                                           14,615

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Erik Brynjolfsson at National Bureau of Economic Research (NBER)

                                    

                                
                            

                        

                    

                
	
                    Information Systems: Behavioral & Social Methods eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Information Systems: Behavioral & Social Methods eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              183

                                    

                                    
                                        PAPERS

                                            7,693

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Here, There, and Everywhere: Correlated Online Behaviors Can Lead to Overestimates of the Effects of Advertising

                        
                            By
                                
                                
                                    
                                    David Reiley, 
                                    
                                
                                    
                                    Justin M. Rao, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Northern Exposure: A Field Experiment Measuring Externalities between Search Advertisements

                        
                            By
                                
                                
                                    
                                    David Reiley, 
                                    
                                
                                    
                                    Randall A. Lewis, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Northern Exposure: A Field Experiment Measuring Externalities between Search Advertisements

                        
                            By
                                
                                
                                    
                                    David Reiley, 
                                    
                                
                                    
                                    Sai-ming Li, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            How Effective is Targeted Advertising?

                            
                                By
                                    
                                    
                                        
                                        Ayman Farahat
                                         and 
                                    
                                        
                                        Michael Bailey
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Location, Location, Location: Repetition and Proximity Increase Advertising Effectiveness

                            
                                By
                                    
                                    
                                        
                                        Garrett Johnson, 
                                        
                                    
                                        
                                        Randall A. Lewis, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
