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Abstract


A key decision by the manager of an advertisement supported web site is the balance between content and advertising. Content is costly but attracts viewers while advertisement generates revenues but repels viewers. The period by period balancing decision is further complicated by the growth and diffusion nature of web site viewership. This decision problem is modeled as a control problem that captures the essence of the business model of such web sites. Using this model we show that it maybe optimal for the web site to initially have negative cash flows from having fewer advertisements and more content. This is more than compensated for by future profits from the web site. We use the solution to the control problem also to develop a forward looking measure of web traffic called the Discounted Total Traffic. We empirically examine this new measure and find that it better predicts market capitalization than backward looking measures like page views.
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