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Online Advertising


Advertising has long played an important role in media. Traditional media, such as television, newspapers, magazines and radio, have historically derived a large portion of their revenue from advertising, and in some cases, all of it.  Online media is no exception.  While there are many possibilities for revenue generation in an interactive medium such as the World Wide Web (retail, subscription-based services, etc), advertising has been, and continues to be, a simple and well-understood method for monetizing content or services.


Why is advertising such a natural fit?  To understand that, it helps to understand the basic wants and needs of the primary players involved in any web interaction.  In this case, those players are the publisher (or service provider), the user, and, assuming an advertising-based model, the advertiser.

The Publisher


Publishers and service providers provide the substance of the internet.  Without publishers, there would be no content, no World Wide Web.  The definition of a publisher isn’t very specific, the term encompasses everything from somebody hosting a personal web page, to “destination sites” such as major online news providers, to the providers of any of a variety of useful tools, as in search engines, photo-hosting sites, online games, and so on.

All of these entities share the same problem: developing and maintaining their content or service requires time, effort, and capital investment.  While many are self-funded (personal web pages, etc), or exist purely to disseminate information (corporate portals, etc), a large number of them are commercial in nature, that exist for the purpose of earning a profit.  For these publishers, without some type of payment for their efforts, developing and maintaining their properties is impossible.

The User


Users are the consumers of the internet.  Without users, there would be no reason for the web to exist.  Users desire content and services.  In some cases, users are willing to pay a publisher directly; good examples of this are services such as web hosting, and certain types of premium content.  In all cases, it’s a trade-off: the user weighs the value proposition of what they get in return for what they have to “pay”. 

The Advertiser

Online advertisers, just like offline advertisers, are businesses that need to communicate a message.  Whether the message is intended to increase general brand awareness or to simply inform potential customers that your business provides the product or service they need, the basic need is the same.

Advertising


Advertising is so widely used because it satisfies all of these needs.  The publisher gets the revenue needed to cover development and maintenance costs.  The user gets value (they get to view content or use applications) for a reasonable price (they simply need to view the advertisements).  The advertiser is able to communicate their message to the intended audience.  Assuming each party acts responsibly and holds up their side of the implied contract, the system works, and is sustainable.


The system does need all three to be successful, though.  If any one falls through, the system falls apart.  If advertisers don’t purchase advertisements, the publisher can’t sustain development.  If publishers don’t make meaningful content available, users have no reason to visit, and there is no traffic, and thus nothing for advertisers to buy.  If users refuse to view advertisements, the advertisers get no value in exchange for their purchases, and will thus not continue buying.


All of these issues apply equally to offline advertisers as well as online. In fact, in many ways, the world wide web is just a new media channel, providing many of the same services as television, radio, and printed media.  Assuming the market is there on all sides (publisher, user, advertiser), the system can be just as successful as it is in traditional media.


There are, of course, many other methods that publishers can monetize their content and services, such as via paid subscriptions, retail, and so on. However, these methods are outside the scope of this paper, and thus won’t be discussed in depth. 

Online Advertising Models


There are primarily three different models used in online advertising: CPM (Cost Per Mille), CPC (Cost Per Click), and CPA (Cost Per Action).  They differ primarily in how the advertising itself is bought and sold, although there are also more subtle differences between the three in who is responsible for different aspects of the process.

CPM


The simplest model to understand, and the one that directly inherits from most offline advertising, is CPM.  CPM is an acronym for “Cost Per Mille”, meaning cost per 1,000 ad views (impressions).  The advertiser and the publisher negotiate a fixed amount that the advertiser will pay for every 1,000 times an ad is shown.  CPM is a very simple payment scheme, assuming the two parties can agree on a method for counting impressions.  There are often stipulations in the agreement, such that the ad can only be shown on certain pages of the publisher’s site, or can only be shown on pages with a limited number of other ads.


CPM advertising is often utilized for so-called “brand” advertising.  Brand advertising is designed to build general awareness of an advertiser’s message, and is not intended to immediately lead to customer action.


In a CPM relationship, the publisher is primarily concerned with maintaining a high-quality audience that has well defined interests or characteristics.  The advertiser is primarily concerned with creating a message that will be noticed by their target audience, because they pay for the impression whether or not the user actually sees the ad.  In general, the more knowledge a publisher has about a particular audience, the higher the CPM that can be charged, because the advertiser is able to more clearly know who their message is being delivered to.

Since CPM is chiefly concerned with buying and selling certain audiences, the onus is on the advertiser to ensure that the advertisement is being delivered to the target audience.

One prominent weakness of CPM advertising lies in the fact that the advertiser is only getting value if the user actually sees the ad.  If the user doesn’t notice the ad on the page, the money the advertiser paid is wasted.  In some cases, this can result in people going to great lengths to ensure the ad is seen, such as making obnoxious banner ads, or in extreme cases, resorting to “pop-up” or “pop-under” ads.  This lowers the value proposition for the user, because the browsing experience becomes less pleasant, and it may lead to the user abandoning the publisher.  Another weakness is that it is difficult for an advertiser to prove that they are getting the desired value from the advertising.  Since the goals of many CPM campaigns are not clearly defined, it can be difficult to measure results against them.

CPC


Another model, which has become quite popular in recent years, is CPC advertising, or Cost Per Click.  In this model, the advertiser pays the publisher a set amount for each user that clicks on the ad, regardless of how many times the ad was shown.  This relaxes many of the stipulations associated with CPM advertising, because the advertiser is no longer concerned with who views their advertisement, only with the resulting quality of the set of users that demonstrate interest in the message.

Because the advertiser typically has little or no visibility into who is viewing their message, CPC advertising is typically less appealing to brand advertisers than CPM.  Instead, the primary market is made up of “performance” advertisers, who are mostly interested in provable metrics of how the traffic they are buying performs, for instance, how likely it is that a user that clicked on an ad will purchase something from the advertiser.  These advertisers are less concerned with overall user-awareness of their message, and are usually interested in immediate action from the user (such as buying something, or signing up for a newsletter).

In a CPC relationship, it is now the publisher’s responsibility to ensure that the right advertisement is shown to the right audience.  The advertiser is still responsible for crafting a message that will appeal to the target audience, and hopefully only that target audience (the advertiser doesn’t want to pay for clicks from users not likely to be interested in their products), but the exact composition of the total audience is no longer important to them.

In some respects, CPC has advantages over CPM.  It is easy to compare the actual performance of an advertising campaign against the goal.  Also, the advertiser is no longer concerned with simply getting as many eyeballs as possible viewing the ad, so the incentive to create obnoxious ads is virtually eliminated.

However, CPC advertising has weaknesses of its own. Primarily, “click fraud”.  Since the publisher’s compensation is directly tied to the number of clicks generated, unorthodox publishers often resort to questionable tactics to increase the click count.  These activities vary from outright cheating by generating false clicks or incenting users to click on ads that they’re not actually interested in, to more subtle attempts to “trick” users into clicking on ads, by disguising them as page content.  Such fraud lowers the value proposition for the advertiser, who may decide to leave the market.

Click fraud is a serious problem that is currently being faced by the CPC advertising market.  It is commonly accepted wisdom that in most cases, 10-15% of generated clicks are invalid for one reason or another
, and in some cases that number can be as high as 50%.
  It has been estimated that advertisers are being billed $1 billion annually for fraudulent clicks.

CPA


A third model, which won’t be covered in great detail in this paper, is CPA, or Cost Per Action.  In this model, the advertiser pays a set amount for each user that performs some specified task, such as making a purchase or signing up for a credit card.  The “action” is usually similar to the desired goal of a CPC campaign, but in this model, the publisher has all of the responsibility, from matching ads to users, all the way to designing the actual ads.  This is the safest model for advertisers: since only proven users are paid for, there is no opportunity for wasted impressions or fraudulent clicks. 


Interestingly, this payment model has led to the appearance of several “affiliate networks”, companies who offer users, for example, free MP3 players, in return for “responding to” a certain number of CPA advertisements.  The programs are designed such that the publisher doesn’t reward the user until the total revenue from CPA payments exceeds the value of the gift itself.  If the user quits after only signing up for a few “offers”, the publisher still gets to keep the CPA revenue, but no longer has the expense of providing the “free gift”.

The Early Days of Online Advertising
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Fig 1. Total online advertising spend by quarter, 1997-2006


In the earliest days of the World Wide Web, advertising was one of the first revenue models adopted for use in the new medium. The implementation and understanding was directly adopted from traditional offline media.  Advertising was almost exclusively sold in a CPM model, with little understanding or use of some of the advanced analytic and targeting capabilities unique to the web.


As in any brand-new market that is not yet well understood, there were not yet any proven business models that could be followed, so many early web-based companies defaulted to adopting an advertising-based approach.  The concept of audience composition and targetability was not well understood by a lot of organizations, so the resulting business plan consisted of one simple idea: “attract large amounts of traffic, then show as many banner ads as we can”.


During this phase, most web applications that were developed were viewed merely as simple sources of traffic, which can then be monetized via banner ads.  Valuable behavior and intents inherent to the different applications were ignored.  Even web search, which currently rules as the most lucrative web service, was treated only as a count of page views and corresponding banner impressions.


Interestingly, the founders of the current reigning search champion, Google, were discouraged from pursuing what at the time was considered “just another search engine”.  When Larry Page and Sergey Brin were developing their engine at Stanford University, the market was already saturated with search engines.  There was a common perception that the search problem had already been “solved”.  Search traffic was being monetized as poorly as any other traffic, and in fact was looked down upon by several of the larger portals.  It was well understood that when people used search engines, the end result was them leaving your site to go somewhere else.  Portals were much more interested in keeping the users in their network of sites.  It wasn’t until the development of paid search several years later that search began to be viewed as a viable business.


As a side note, some search engines, MetaCrawler and Dogpile among them, did have at least a primitive understanding of the potential added value from the interests expressed in search queries.  As an advertiser, you could purchase banner impressions on the search results pages for certain keywords.  Not quite paid search, but it begins to hint at the promise therein.  It is unclear how successful the practice was, but as it’s not in widespread use today, it was clearly overshadowed by the idea of paid search listings.


The limited understanding of the potential of online advertising wasn’t the biggest obstacle preventing it from being use successfully on a large scale.  For several years, the advertising dollars to support a large market simply weren’t there.  (See Fig. 1.)


Many traditional offline advertisers were slow to adopt the medium.  It was so new that it wasn’t well understood.  Also, until internet usage became mainstream, marketing dollars were better spent elsewhere, on traditional media channels.  As a result, much of the advertising spend that was available was somewhat unstable, a large portion of it consisting of start-up dot-coms that were spending their venture capital in an effort to get their name out there, so they could reach critical mass.  (In early 2001, Yahoo! derived 40% of their income from small dot-com advertisers.
)  When many dot-coms began to go bankrupt and close their doors in late 2000 and early 2001, a significant chunk of the total existing online marketing spend dried up, as can be seen in Figure 1.


During this time, investors began to question the viability of an advertising-based strategy for online ventures.  As the largest primary ad-supported entity, Yahoo! became the poster child for many tough questions, as many people began to doubt the viability of their business.


In response, Yahoo! (and many others) attempted to transition some of their business to a paid subscription model.
  Some services were able to make the transition quite successfully.  A good example is web hosting.  In the late 1990’s, many companies offered to host websites for free, in exchange for the hosted site displaying banner ads for the host provider.  As the advertising dollars from the struggling dot-coms began to falter, the costs (primarily hardware, maintenance, and bandwidth) quickly outran the already minimal revenue.  Many of the users of these services were eager to pay nominal monthly fees, usually around $10, for slightly improved hosting packages (more disk space and bandwidth allotment), and to get away from the banner ad requirement.  As the number of paying users increased, the free hosting services could be phased out.


Unfortunately, for many services, and most content-based sites, the public proved unwilling to pay for what they previously enjoyed for free.  Due to the ubiquity of the free-content-via-advertising model in the offline world, it was difficult to convince users to subscribe.


As it turns out, it wasn’t long before the advertising model truly did become feasible for online businesses.  Due to several important factors, including the development of paid search and the continued slow adoption of the medium by traditional offline advertisers with deep pockets, the market experienced somewhat of a renaissance.

Brand Advertising


Brand advertising is about communicating a complex range of messages about products, services, and identity to consumers
.  Through these messages, advertisers hope to form an identity that finds common ground with consumers. If consumers are able to identify with the key values a brand represents, they are much more likely to develop a sense of brand commitment.  Beyond communicating messages and an identity, brand advertisers intend to build an image that encompasses the entire customer experience.  Brand advertisers know that everything they do impinges on the consciousness of their customers. Everything from consistency of quality, which may impact stories and experiences customers share, to associations made through advertising mediums, influence brand perception.  Brand advertisers are chiefly concerned with preserving the integrity of a delicate image, while communicating an identity effectively
.


While maintaining integrity of identity, the main goals of brand advertising are to improve brand recognition and recall.  Brand advertisers, such as automobile manufacturers, Coca Cola, Geico, and so on, are primarily interested in advertising on so-called “premium” audience-rich publishers.   They are concerned with reaching valuable audience inventory in media with well-defined audience characteristics
.  A good example would be the Financials of the Wall Street Journal, which is known to host an audience of primarily well-to-do, sophisticated, and astute consumers.  Brand advertisers are chiefly interested in “premium” publishers not only because of audience demographics, but because they are able to reach those particular audience demographics within image-enhancing content
.


Brand advertisers expect a successful brand advertising campaign to yield a healthy contribution to brand equity and a strengthening of brand positioning
.  An increase in brand equity entails heightened customer awareness of a brand, which means sales will likely be won away from competitors who have not advertised their brands as effectively
.  Also, the greater the brand equity, the greater the advertiser’s ability to employ a so-called “family branding” campaign.  Family branding allows advertisers to more effectively promote new products using the familiar, brand equity-rich “family brand”, thereby avoiding many problems encountered by new brand advertisers.  Brand advertisers use such techniques to leverage an audience cautious of new brand advertisers, where new brand advertisers would typically need to go through the process of building familiarity and trust through consistency
.  Although brand advertiser expectations are well-defined, traditional media, such as television, radio, and newspaper exhibit varying strengths and weaknesses in regard to brand development facilitation.  


Television is well known to be an effective, powerful sales and branding tool through its rich video and audio combination
.  Television provides an often-favorable lack of content association, as advertisements are run in series and are never overlapped with one another or with a featured presentation.  The downfalls of television brand advertisements are the complexities introduced by a lack of sufficient demographic control, and difficulties associated with finding appropriate airtime to reach a target audience
.


Radio brand advertising exhibits some of the same characteristics as television brand advertising.  Much like television advertisements, radio advertisements are presented in series.  In contrast to the shortcomings of television demographic control, a radio audience is typically more precisely defined, as the same style of music is usually played consistently.  Advantages introduced by radio brand advertisement include some of its inherent properties.  Radio reaches close to 90% of the population, and with considerable frequency, as it is a suitable medium for consumer entertainment at home, while driving, or even in the office.  Additionally, sound is said to be more memorable than written words alone, adding to the list of characteristics of radio that appeal to brand advertisers
.


Brand advertising through newspaper advertisements, other than premium national publishers like the Wall Street Journal, is typically geared toward short-term sales, events, or other special offers, often with a short lifespan
.   Although 22% of all ad dollars go to newspapers, and 57% of adults in the US read a daily newspaper, newspapers tend to be dominated by local advertisers, which provide 85% of total newspaper advertising revenue13.  Brand advertisements launched in non-premium publishers, without well-defined content and audience demographics, are likely to subject the brand image to many undesirable associations.  Such newspaper advertisements may be placed in the midst of unpredictable content or other conflicting advertisements that may tarnish the image of the advertiser brand.


Some traditional advertising mediums are more effective than others in regard to meeting brand advertising goals and reaching a target audience composition.  Although television advertising can be a very powerful tool, it can be difficult to target specific demographics, as it remains difficult to negotiate buys across the hundreds of channels of the television landscape10.  Radio can be more flexible, and is targeted to specific market segments by music style and attributed personality.  Despite the staggering number of radio stations nationwide, there are particular selections of stations geared toward attracting specific market segments16.  A downfall of premium publisher newspaper audience targeting is that, though the audience is well defined, a 2-month consistent advertising commitment is typically required before an audience begins to embrace a new brand13.


There are some concerns about the future of traditional media brand advertising effectiveness.  According to nearly 80% of all advertisers, traditional advertising mediums, such as television are becoming less effective11.  An artifact of the digital age, the Tivo/DVR revolution is likely responsible for a negative impact on traditional media advertising effectiveness.


The performance of traditional media advertisement is in question by many advertisers.  An artifact of less-technical traditional media advertisements is that although advertisers claim they’re getting “less bang for their buck”, nobody really knows for sure since accurately measuring return-on-investment (ROI) for traditional advertising is a known problem.  New approaches to measuring the effectiveness of traditional media advertisements such as ROI-Positive advertising are being devised.  Although modern approaches to this “age-old” problem provide much improved results, the statistics derived from these techniques simply pale in comparison to the unprecedented abundance of strikingly detailed and accurate data and ROI analyses available to advertisers in the online medium11.


The online equivalent to traditional media brand advertising comes in three flavors, known as Cost Per Action (CPA), Cost Per Impression (CPM, and Cost Per Click (CPC), covering flat-rate, guaranteed publisher commissions, as well as lead-based publisher commissions
.  Again, in the online world of brand advertising, brand advertisers are primarily attracted to audience-rich premium publishers.  Online premium publishers, host to valuable audience demographics, include websites such as the New York Times, Wall Street Journal, and ESPN.  Each of these websites provides well-defined and sought-after audience characteristics to brand advertisers.  As expected, online brand advertisers tend to avoid remnant and less valuable “run of site” advertisements covering mostly random, hard to categorize content, which would associate the brand with unknown and potentially offensive content and other unpredictable advertisements.  Examples of low-value online advertising inventory include websites like Myspace, and others with user-driven content in particular.  Websites that employ strictly user-driven content provide low-value advertising inventory.  On such websites, although the publisher may know a great deal about any one particular user, the publisher is typically unable to guarantee the integrity of the content of the page on which a brand advertisement may appear.  This nearly eliminates all interest from brand advertisers, as they risk compromising the fragile image of their brand9.


The online advertising medium provides many audience-targeting options for brand advertisers, such as Site Targeting, Demographic Targeting, and Behavioral Targeting.  Site Targeting, as you may have guessed, is not typically scalable, especially for brand advertisers10.  Brand advertisers like to know a lot of information about who is viewing their advertisement, as well as the content within which it is presented.  These two requirements all but eliminate the possibility of site targeting, as the proposition of a single website catering to a specific demographic of users, with known content, where the user base is large enough to scale with brand advertiser needs is unrealistic.


Demographic Targeting in the online advertising arena is nearly a science.  Brand advertisers can reach a desired demographic across multiple websites with ease.  The main issue is that it is not feasible to distribute brand advertisements in such a way as to guarantee that the advertiser brand is not presented alongside content that may be objectionable or that may not necessarily enhance the brand image10.


“Behavioral Targeting” is a breakthrough for publishers of online advertising that effectively converts low-value advertising inventory into very high value inventory9.  Brand advertisers, as opposed to performance advertisers, are ideal consumers for Behavioral Targeting.  The main concept is to categorize website users based on past behavior.  In this way, an online publisher can use data collected to present out-of-context advertisements given the current content, which the consumer is likely interested in.  For example, say a user browses the financial pages as well as the automotive pages of a website.  A publisher may deduce from data representing financial page exploration that the user is likely wealthy, and assume from data representing automotive browsing that the user may be interested in purchasing a car.  A publisher can therefore assume the user is a wealthy individual looking to purchase a vehicle, and present automotive advertisements when the user is viewing unrelated content, thereby converting low-value advertising inventory into high-value inventory9.


Yet another online brand advertising breakthrough is the concept called Relevancy.  Relevancy is an invaluable breakthrough for both publishers and advertisers, in that advertisements can be placed in areas or results on websites where they actually add value to the publisher content.  Relevancy is a mutually beneficial concept for publishers and advertisers, in that it enhances website content for the publisher by becoming part of it, as well as building brand for the advertiser by introducing the proper associations10.


Since online advertising is similar to traditional newspaper advertising in many ways, it suffers from similar concerns.  Essentially, targeting leads to “bleeding” and associations10.  Website page content simply “bleeds” onto the advertiser brand, and in turn, content of brand advertisement “bleeds” onto website pages.


Performance of online brand advertising can be precisely determined.  Out of the three flavors of online advertising, CPA is typically best for advertisers, CPM is best for publishers, and CPC tends to be mutually beneficial, and therefore best overall18.  Unlike traditional media such as television and radio, which separates advertisements from content using commercial breaks, online brand advertising mixes content and advertisement together10.  This effectively implies advertiser sponsorship of publisher content9.  However, if content and advertisement are blended together using Relevancy, the value of both the content and the advertisement can increase.


Essentially, online brand advertising integrates consumer data to increase advertisement value9.  Regardless of increased value, brand advertisers have been slow to adopt the improved metrics and technology available to online media9.  In the end, it seems as if a majority shift to online brand advertising is inevitable, as targeting through traditional media begins to look like guesswork when compared to modern online media approaches.

Performance Advertisers and Paid Search


The concept of a “performance” advertiser encompasses many subcategories of advertisers, but they all share a common theme: they are only interested in paying for provable results.  They have no interest in paying extra for nebulous “branding” effects, and are likely to make purchasing decisions based on who is able to deliver the highest “conversion rate”, and lowest effective CPA.  (“Conversion” is the term for when a user that clicks on an ad follows through and performs the action of interest to the advertiser, i.e. making a purchase.  CPA is an acronym for Cost Per Action.  Advertisers are interested in minimizing the amount of money they must spend on advertising per resulting conversion.) 


The category of performance advertisers can also be extended somewhat to include many smaller, “mom and pop”, or local advertisers. The target audience for these advertisers is extremely small, and their sales are linearly correlated with their marketing spend.  Examples of audiences that these advertisers are looking for are people in a particular geographic area looking for a service provider (lawyer, carpet cleaner, etc.), or people looking to make an immediate online purchase of some particular type of item (such as an MP3 player).  These advertisers can typically calculate an average conversion rate, 5% for example, which would mean that for every 100 users who click on their ad, 5 make a purchase.  That rate holds whether 100 people click, or 100,000.  Thus, as marketing spend increases, so does the resulting revenue.

This set of advertisers is very poorly served by typical CPM brand advertising.  (Though it’s not entirely unheard of for performance advertisers to purchase CPM advertising.  However, since they refuse to pay for “branding” effects, the resulting CPM rates they are willing to pay is dramatically lower than that typically paid by big-name brand advertisers to premium publishers.)  To fill the market need created by these advertisers, the concept of CPC advertising was developed. In particular, paid search.


The idea behind paid search is quite simple.  Using an auction, advertisers bid on the opportunity to have their ad included in the results of a search engine query for a certain keyword.  For example, an advertiser that sells MP3 players online might bid on the keyword “MP3 Player”.  Then, when a user who is interested in purchasing an MP3 player queries the search engine for “MP3 Player”, he or she is presented with the ad from the advertiser, perhaps promising a bargain price on the hot new model.  If the user clicks on the ad, the advertiser pays the search engine for the click, and, hopefully, the user purchases an MP3 player.


Paid search is extremely successful, and is expected to be a $14 billion market in 2006.
  A large reason for this is that paid search takes advantage of the richest form of user intent, and the easiest to harvest.  The search user essentially tells you exactly what they are interested in, at the exact moment when they are most likely to make a purchase.  An analogy would be a shopper walking in to a large shopping center and asking you where he or she should purchase MP3 players.  Paid search is an extremely effective way to attract customers for performance advertisers, and it provides a valuable service to the user as well.


Paid search listings do not replace the natural, or “organic” search results.  Much to the contrary, the quality of organic results is paramount.  The vast majority of searches performed are not commercially motivated, and can thus not be monetized via paid search listings.  If the quality of the organic search results is good, the user will return to the search engine again and again.  If a user performs all of their “normal” (non-commercial) searching on one search engine, he or she will most likely perform their commercial searches there as well.  One of the many benefits of basing paid search on the CPC model is that the search engine can display the paid search listings even when a user isn’t currently interested in purchasing anything without penalizing the advertiser.


The most easily recognizable name in the paid search market, and by far the most successful, is Google.  Google’s paid search listings contributed more than $6 billion to their total revenue in 2005, while the rest of the market put together generated about $4 billion.
  Because of this, the popular conception is that Google invented the model.


However, this isn’t the case. CPC-based paid search listings were originally introduced in late 1997 by GoTo.com, a product of Bill Gross’s IdeaLab.
  GoTo was later renamed Overture, and in 2003 was acquired by Yahoo!.  GoTo didn’t have their own search engine.  The idea was that GoTo would host the auction-based marketplace where advertisers could purchase keywords, and form distribution partnerships with existing search engines eager to monetize their traffic.  The money paid by advertisers for the clicks generated from their listings would then be shared between the search engine and GoTo.


Google approached the idea from the opposite angle: they had already amassed a very large, loyal group of search users (and owned a significant majority of the total search market), but were struggling to find a business model to supply the revenue.  The success of the GoTo model encouraged them, so they built their own paid search marketplace.


Now that the true value of search traffic has been proven, online players that had once written off the importance of it are now scrambling to capture whatever market share they can.

Extensions of Paid Search


Encouraged by the success of AdWords, their paid search program, Google soon after launched AdSense, which extended pay-per-click search listings beyond search to the web as a whole.  Any publisher, large or small, could partner with Google to provide advertising for their pages.  Google would display the same advertisements used in their search listings, in the hopes that users browsing on the publisher’s website would see the ads and be interested enough to click.  In this model, the publisher relinquishes control of the ad unit to the ad provider (Google, or any of a number of other CPC text-ad providers).  The responsibility lies with the ad provider to decide which ads to display.


The method most commonly used to select the advertisements most likely to be interesting to the user is called “Contextual Targeting”.   In contextual targeting, the ad provider examines the content of the page the ad is being shown on, and looks for keywords that provide clues to the subject.  Then, the ads associated with those keywords are displayed, as if the user viewing the page had performed a search.

As an example, if a user views a page containing reviews of the newest MP3 player, the ad provider could find the keyword “MP3 Player” in the content, and display the same set of MP3 Player related ads they would upon a search query.  The idea is that if the user is viewing a page about a certain concept, he or she is likely interested in that concept.

Contextual targeting works very well for a wide variety of pages, but many times it is difficult to find context that can be monetized, and in some cases, it can be difficult to find useful context at all.  For instance, if someone views someone’s profile on a social networking website, the content of the page is unlikely to provide any clues to the viewer’s interests.

There are many other targeting techniques used in CPC text advertising, and new methods are being developed all the time.  All of the methods are designed with the same goal in mind: provide advertisements that are relevant and cater to the viewer’s interests.  Two examples are “geo-targeting” (showing ads from local advertisers, based on location information gleaned from the viewer’s IP address), and “site targeting” (showing ads that tend to appeal to the audience of the website as a whole, as opposed to trying to target exclusively to the particular page).

More complex targeting methods are also possible.  For instance, if a user is “seen” on a page that provides strong clues as to their interest, such as a page containing reviews of popular MP3 players, they can be “tagged” (via a cookie in their browser).  If the user is later “seen” on a page with little or no inherent context, ads for MP3 players can be shown.

While extending paid search advertisements beyond search results has been somewhat successful, the value of the inventory rarely matches that of search.   When a user uses a search engine, he or she is in the mindset to buy, is ready to commit.  When the user is browsing the web at large, making a purchase isn’t the immediate goal.   An analogy would be the difference between showing someone an advertisement for ice cream when they are at the grocery store, in the freezer aisle, trying to decide which brand of ice cream to buy, and showing the same person an ice cream ad when they are simply walking down the street past the grocery store.  They might still be very interested in ice cream, but it’s not their immediate focus, so the percentage of people who will immediately follow through and buy the ice cream will be much lower.

Spyware and Adware


The online advertising market can indeed be very lucrative.  In order to take advantage of the inherent value, some companies have produced software products that display advertising outside of the normal web browsing process.  Known mostly as “adware” (although also sometimes associated with the term “spyware”), many people consider this class of applications undesirable byproducts of the advertising industry.


From the perspective of the advertiser, these products can be very effective.  As they are installed on the user’s personal machine, they are in a position to take advantage of many sources of personal information that “normal” advertising solutions cannot, which in many cases can be considered unethical.  Using such products, the rules of who owns an ad impression are no longer followed.  Ads are able to be presented at times that would normally be impossible, such as when the user is visiting a competitor’s website.  Other than the possibility of a backlash from “creeped out” users, these tools can be extremely useful for advertisers.


Unfortunately, the advertiser is the only party that benefits.  The advertising exists independent of any publishers, and is not a part of the user’s explicit browsing activities.


From the perspective of the user, the adware experience is extremely negative.  The original value proposition promised by advertising is thrown out the window.  The user is “paying” by viewing the ads, but isn’t getting anything (content or services) in return.  Some adware providers claim that the user does in fact get value, from other applications or games that come bundled with the adware, but the adware is often deceptively linked to the content it comes bundled with, can be extremely difficult to remove, and in fact may continue running even after the user removes the supposedly useful bundled software.


Adware operates completely outside of understood browsing interactions.  Users understand the concept that certain ads will be displayed when they visit certain pages.  They usually know what they will have to endure to view particular content, and if the advertising is undesirable, the user will be unlikely to return.  Adware operates outside of that system.  In general, people have a very negative opinion of adware, and if given the opportunity to make an informed decision, most users would prefer not to use it.

The Future of Online Advertising


In the coming years, media will become increasingly fragmented.  This has, in fact, already started to happen.  Not too long ago, advertisers were able to get extremely broad reach for their campaigns via relatively few channels, such as major television networks and local newspapers.  In modern times, it is very difficult to reach such a large audience through one channel, due in large part to the onset of cable television and, more importantly, the internet.  Where there is a large concentration of a well defined audience (such as a particular section of a premium publisher’s website), there is intense competition for ad space. Demand is so high, in fact, that some publishers are able to pre-sell their inventory as far as 18 months in advance.


Online advertising, particularly that fueled by advanced targeting techniques, will become more and more necessary to fulfill both the demand from advertisers for their desired audiences as well as the publisher-side need to monetize existing traffic.  There is simply too little context-rich traffic, too much context-poor traffic, and too much advertiser demand.


As advertisers and publishers become more proficient at utilizing the powerful tools provided by the web medium, advertising buys will become much more focused on buying the person, not the place.  Advertisers will become less focused on purchasing inventory on the automotive pages of publisher XYZ, and more focused on purchasing ad views by segments of users who have demonstrated interest in automobiles, regardless of where the ad view is taking place.


Currently, the public is somewhat leery about targeting technologies.  Many feel that utilizing demonstrated interests to allow more relevant messages smacks of “Big Brother”.  Earning a user’s trust that you are using only anonymous data is extremely difficult, and once earned, that trust is extremely fragile.


However, users have shown that they enjoy free access to content and services. Perhaps even more than they enjoy not viewing ads.  Most people are willing to accept the value proposition of free content in exchange for viewing a reasonable amount of advertising, particularly if the ads are relevant to their interests, not annoying (no “punch the monkey” ads), and not intrusive (no pop-ups or pop-unders).  In order to make the advertising model work for the “long tail” of the internet, targeting technologies are needed.


If done correctly, online advertising utilizing targeting technologies is a win for everyone involved.  There is less waste, advertising campaigns are better focused on the true intended audience, and thus advertisers are willing to pay more.  The higher value and price of advertising means publishers get more reward for their work, and thus have more incentive to develop intriguing content and useful services.  And, targeted ads tend to be less annoying.  They don’t need to be flashy to get your attention if they’re actually relevant.  In fact, publishers are encouraged not to show annoying ads, because to do so might scare away users.


Advertising has always been an important element of media, and that will continue to be true in the future.  Just as the model was adopted for the World Wide Web, it will be adopted for each new medium that comes along; both those coming in the near future, such as wireless devices, as well as those technologies that have yet to be imagined. 
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