
Banner and Display Advertising 
Online 
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Some Examples 

I am always 
surprised at 
how poorly 
display ads 
seem to 
work for me. 
I don’t even 
know what 
this is!   
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Another 
example: 
I’m not 
going to 
Simmons! 

© Boston Globe Media Partners LLC. All rights reserved. This content is excluded from our
Creative Commons license. For more information, see http://ocw.mit.edu/help/faq-fair-use/.
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Today on theonion.com 

© The Onion. All rights reserved. This content is excluded from our Creative Commons
license. For more information, see http://ocw.mit.edu/help/faq-fair-use/.
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Important and growing source of 
revenue for web-based businesses 

Courtesy of Interactive Advertising Bureau. Used with permission.
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Online display advertising 

• Behavioral---tracking a consumer’s online 
activities over time and providing those data 
to a third party for the purposes of targeting 
advertising 

• First party---no information shared with third 
party 

• Contextual---ads based on single page visit or 
search 
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Technology 

• Web bugs---code designed to be invisible to 
customers but allows advertisers to track 
customers remotely 

• Cookies---information about browsing behavior 
written to a consumer’s computer, accessible by 
advertisers but removable by consumers 

• Clickstream data---data gathered on many users 
which includes websites visited, time spent, 
navigation path, IP address 
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Concerns over privacy 

• 1968:  Electronic Communications Privacy Act passed, 
which covers web-based communications in principle 
but doesn’t have much bite. 

• 2002:  EU passed Privacy Directive, providing much 
stricter privacy safeguards than US. 

• 2009:  FTC released “Self-regulatory Principles for 
Online Behavioral Advertising.” 

• 2012:  Obama administration proposed a framework 
for legislation to provide a “Privacy Bill of Rights.” 

• 2012:  EU strengthened Privacy Directive, making most 
tracking opt-in. 
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Articles about Privacy 

White House Press Release. “We Can’t Wait: 
Obama Administration Unveils Blueprint for a 
“Privacy Bill of Rights” to Protect Consumers 
Online.” February 23, 2012. 
 
Arthur, Lisa. “EU e-Privacy Directive Takes Effect 
May 26 – Will Your Cookies Crumble?” Forbes.  
May 22, 2012.   
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What would the effects of stricter 
privacy legislation be? 

• Can exploit “natural experiment” run by the EU when 
they passed the Privacy Directive. 

• PD only covers EU citizens and EU websites (and was 
implemented at different times in different countries) 
so have various control groups to estimate effects. 

• Goldfarb and Tucker, “Privacy Regulation and Online 
Advertising” 

• Survey data on ~9000 ad campaigns over 8 years, and 
10 countries. 

• Measured ad effectiveness using natural experiment. 
Did consumers:  See ads?  Have favorable impression of 
firm? Intend to by products? 
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Privacy Directive Passed in 2002 
Implemented at different times in different 

countries 

Chart courtesy of Avi Goldfarb and Catherine E. Tucker. “Privacy Regulation and Online 
Advertising.”   
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Results 

• Ads placed under the more restrictive legal 
regime were 65% less effective. 

• The effect was bigger for ads on general-
interest websites and smaller for ads on 
specialty websites. 

• The effect was bigger for simpler, low-tech ads 
and smaller for fancy ads with interactive, 
video, or audio features. 
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Implications of decrease in ad 
effectiveness 

• Study looks at short-run effects of policy change---in 
the long run would expect equilibrium prices of display 
ads to go down. 
– Could affect web-browsing experience, with both the 

number and obtrusiveness of ads potentially increasing. 

– Could affect the viability of ad-supported websites, 
especially general-interest ones. 

• Could result in a decrease in consumer welfare because 
ads are simply less relevant and useful. 

• Could exacerbate negative externalities of irrelevant 
ads on other ads. 
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