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The Innovation Defense Foundation (IDF) is pleased to submit these comments on the
Department of Justice’s “Public Workshop on Competition in Television and Digital
Advertising.” The IDF is a nonprofit, nonpartisan, research and issue-advocacy institution
focusing on “permissionless innovation,” seeking to address unnecessary legal or regulatory
impediments to innovation. The Foundation is actively involved in several issues relating to the
evolution of the internet and the digital economy. The digital marketplace and online advertising
are critical components of this ecosystem, and the Innovation Defense Foundation commends the
DoJ for addressing this important yet complex issue.
As markets have evolved, advertising has changed as well, moving from print to radio the
television and now the internet. With every change there has been renewed focus on advertising
and the role it plays in society. Early on there were concerns about the social value of advertising

and its function in a market economy, but ultimately it was found that advertising conveys useful



information to consumers while expanding a producer’s ability to reach the universe of possible
customers demanding its products.

To summarize the key points of these comments, I would note that today’s market for
advertising is dynamic and competitive. Advertising is quickly adapting to digital platforms and
the potential for more targeted ads. And while there may be just a few large players in the
marketplace, that does not mean there is a lack of competition. Even Google and Facebook face
new threats of competition, such as Amazon’s rise as a major digital advertiser. Similarly,
Target, Walmart and other large players have increased their online presence and their ability to
provide targeted ads for digital consumers. This trend is even more notable in the mobile space,
where apps of large platforms and retailers directly compete for ads.

Additionally, the market is not static; a growing number of players are moving into the
digital marketplace, such as AT&T’s acquisition of AppNexus, and a host of smaller marketers
such as Adobe’s Advertising Cloud, LumaScape, Jivox, and others. And as Assistant Attorney
General Makan Delrahim noted in his opening comments at the workshop, “Of the top 10
companies that contributed to digital advertising’s revenue growth 10 years ago, only three
remain on the top 10 list today.”® This reflects much of the dynamic evolution of the internet,
including the rise and fall of once dominant platforms, such as AOL and MySpace.

An Industry in Transition

Advertising has a long and controversial history with respect to its role in the

marketplace. Ever since Edward Chamberlain sheared off advertising as a selling cost rather

than a production cost, advertising has been a controversial topic in economic theory. Critics
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have asserted that advertising creates false demand and creates social waste.? Others have
suggested that by promoting brand loyalty, advertising poses a barrier to entry that can limit
competition.® And even when the role of advertising is acknowledged, the wide discrepancies
between spending and outcomes continues to raise questions about the efficacy of advertising.
However, when put in the perspective of information economics, research suggests that
advertising does in fact benefit consumers by providing information and reducing search costs.
Thus, even though advertising may increase the price of a good, it reduces total consumer costs.*
And in the real world, abandoning the stylized facts of the perfectly competitive market,
advertising is, as Israel Kirzner notes, “...an integral, inescapable aspect of the market
economy.””

Information economics has enhanced our understanding of advertising, and more recent
work examining the economics of two-sided markets has provided a more formal framework for
understanding the role that advertising plays.® Going back to when advertising first appeared in
print media, publishers were creating a platform that provided consumers content while at the
same time providing advertisers access to potential customers. These publishers balanced
overall demand for their products by setting prices for consumers to access to content while also

setting fees charged to advertisers.
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These content or attention platforms have evolved over time, from print to radio, to
television, cable television, and now the internet. But the balancing carried out by the platforms
remains the same—providing content that attract the optimal amount of consumers and,
therefore, advertisers. And, as David S. Evans notes, they are interdependent’:

An increase in advertiser demand increases the returns from generating user

attention, which increases the incentives for content creation and platform

improvements. More and better content attracts more consumer time to the

platform, which enables the platform to sell more ads. Attention platforms use ad

revenues to finance content and other features, because that is primarily what

generates the attention that results in ad revenues.

Changing Strategies in Digital Advertising

Perhaps the most significant change with respect to advertising that occurred in the shift
from linear television advertising to digital advertising was the reliability of access to consumers.
Television was dominated by “single homing” users, meaning it was pretty clear where
advertisers needed to focus their efforts. With the rise of the digital world, consumers became
more mobile and began multi-homing, making it more difficult for advertisers find their
consumers (and consequently making multi-homing consumers less valuable).® However,
platforms and publishers collected more behavioral data on their consumers, providing a more
detailed description of potential customers for advertisers. In this case, it becomes important for
publishers to provide even higher quality content in order to attract more consumers to their
platforms.

Researchers are also finding that the role of online advertising is more complicated, and

the impact of ad auctions and search page displays can vary based on the size of the firm making
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the purchase. For instance, the placement of a search page ad is more relevant for smaller firms
that larger, well-known brands. A slip in display placement for Walmart or Best Buy has less
impact on sales than does the same slip by a smaller business selling the same product. More
precisely, researchers have found that ad position and advertiser prominence are substitutes.
Przemyslaw Jeziorski and Sridahr Moorthy noted “... in searches for camera brands, a retailer
not in the Top-100 of Alexa rankings has a 30-50% higher click-through-rate (CTR) in position
one than in position two, whereas a retailer in the Top-100 of Alexa rankings has only a 0-13%
higher CTR for the same position improvement.”® Such differential impacts suggest that digital
advertising may require more careful analysis prior to any market interventions.

There are also interesting cross-platform impacts worth examining that suggest an
optimal ad buy may include both traditional television and digital ads. For example, one study
found that while many companies have failed to coordinate television and digital advertising
campaigns, there are clear benefits to doing so. The study found that airing television ads for
financial services products increased the number of Google searches for those same products.*®

These interdependencies between various aspects of digital and television advertising
suggest that advertisers, publishers, and other intermediaries continue to discover how this
dynamic market process is evolving and what components are converging. Absent evidence of
consumer harm, this discovery process should be allowed to continue.

Now publishers provide more than content with respect to accessing consumers. Today’s
digital platforms develop valuable data analytics that provide far more information about their

subscribers. Thus, targeted behavioral marketing becomes possible, and publishers provide
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advertisers with much more detailed information about potential customers. This was the key
difference in the shift from TV to digital. Targeted ads can be much more effective that the
broad-based audience reached by television.

The digital advertising market is complex and includes more than large players such as
Google and Facebook. In fact, intermediaries are critical in this market, from ad networks, to ad
exchanges and ad servers, data aggregators and data suppliers, and a host of others critical to
bridging the gap between advertisers and publishers. And as Susan Athey noted, such
intermediation is required given the level of fragmentation in the market.!! For example,
Amazon’s rise in digital advertising has been accompanied by a host of new startups focused on
this new platform, including InsightLeap, Downstream, and Gradient.?

Competition in Digital Advertising

Currently, the debate over digital advertising focuses on the potential for anticompetitive
behavior due to the dominant duopoly in the digital advertising marketplace. While it is clear
that Google and Facebook play a substantial role in this marketplace (representing market shares
of 37.2 percent and 22.1 percent, respectively), they are by no means the sole players in this
market. In fact, even as the digital advertising market continues to expand, both Google and
Facebook experienced small declines in market share as Amazon made a significant jump to
third in market share (still at just 8.8 percent). *3 Yet even so, it is sometimes the case that large
firms are large because they are successful at providing consumers what they want at a lower

price than their competitors.
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But the market is changing, and new entrants are in the market, especially in mobile,
where the convergence of traditional linear tv and digital is most prevalent. Advertisers are now
able to use the targeted tools of digital advertising in a TV setting. Both AT&T and Verizon are
poised to be larger players in this market, as is DishTV. Even with two primary firms, the
market remains competitive, and future trends even more intermediation and competition in this
space.

This is not to say there are no challenges in digital advertising. This space has its own
concerns, such as brand integrity, privacy, and transparency. But these are not questions of
antitrust enforcement; large brands have raised these concerns and it will be incumbent upon
advertisers to address these concerns as the market matures. Failure to do so will lower the value
of the platforms for digital advertising, which could reduce demand for these services.

Digital advertising does create its own unique concerns. Questions of brand integrity, privacy, and
transparency must be addressed, but these are not issues of antitrust enforcement.
Conclusion

In conclusion, the International Defense Foundation appreciates the DoJ’s efforts to
assess the state of television and digital advertising. The IDF views the market as dynamic and
competitive. New and more targeted ways to reach potential customers are evolving and online
advertising facilitates $500 billion annually in online retail sales as well as sales in more
traditional outlets. As technology advances, important aspects of linear television and digital
advertising are converging, providing the potential for more efficient approaches to advertising.

Given the rapid pace of change and the growing share of digital advertising in the overall
advertising market, the DoJ and other federal regulators should proceed with caution when

considering interventions in the digital advertising market. Prior to any action, careful study is



required to demonstrate whether there is, in fact, a significant market failure. Importantly, this
should be assessed within a paradigm that focuses on consumer welfare and identifies specific
instances of consumer harm. Additionally, it is also important to demonstrate that any proposed
changes have identifiable welfare-enhancing effects relative to the status quo. Misapplying
economic principles in pursuit of antitrust actions can impose market distortions that do more

harm than good.
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