
THE DECLINING COST OF ADVERTISING:  POLICY IMPLICATIONS

P1

The Declining 
Cost of Advertising: 
Policy Implications
DR. MICHAEL MANDEL 
JULY 2019

 @ppi   |     @progressivepolicyinstitute   |     /progressive-policy-institute



THE DECLINING COST OF ADVERTISING:  POLICY IMPLICATIONS

P2

The global debate over the 
relationship between digital 
advertising and quality journalism 
has intensified in recent months, with 
Congressional hearings in the United 
States and the release of official 
reports on the subject in Australia 
and the United Kingdom.  
 
On the one hand, advertisers have greatly 

advertising relative to gross domestic product 
(GDP), with much of the gains being passed 
onto consumers. On the other hand, traditional 
print publishers—who had grown accustomed to 

themselves chasing the plunging price of digital 
ads, as the natural forces of supply and demand 
drive down the price of digital ads. 

This paper lays out some of the key facts 
underlying this debate. We show that the 
share of GDP going to advertising in media has 
dropped by roughly 25% in the United States, 
and other countries such as Australia, France, 
and Germany.  The main reason: Digital ads cost 
less than their equivalent print counterparts. We 
calculate, based on several assumptions, that 
for every $3 that an advertiser spends on digital 

advertising, they would have to spend $5 on 
print advertising to get the same impact.  The 

advertisers and consumers.

Moreover, the price differential between print 
and Internet advertising has been widening, 
not narrowing.  Since 2016, the price of print 
advertising in U.S. newspapers is down 6%, 

the price of Internet advertising sold by digital 
platforms and other non-print publishers is  
down 23% over the same stretch. 

Moreover, newspapers have become 
increasingly uncompetitive, even in the digital 
realm. According to the BLS, the price of digital 
advertising sold by print newspapers has only 

are accurate, they explain why newspaper 
publishers have been losing share in the 
advertising market—they are simply not meeting 
the market price.  

This analysis informs the policy debate over 
quality journalism. The Australian and UK 
reports argue for a need for new regulatory 
authorities to govern the digital advertising market.  
In our view, the data suggests that excessive 
regulation runs the risk of raising advertising 
rates, hurting consumers, and slowing essential 
innovation in journalism. 

SUMMARY
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In a December 2018 preliminary 
report, the well-respected Australian 
Competition and Consumer 
Commission made the case that 
digital advertising was undercutting 
the traditional business models for 
news and journalism.2 The ACCC 
warned of the “risk of under-
provision” of news and journalism, 
and recommended creating a new 
regulatory authority to oversee 
digital advertising.
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In March 2019, the European Union levied 

anticompetitive behavior in the digital ad 
market.4 A recent column in a U.S. newspaper 
blamed “news deserts”—counties without local 
newspapers—on Facebook and Google. As the 
author wrote: “billions of advertising dollars that 
once stayed in local economies and sustained 
local reporters all over the country now get 
vacuumed out to Silicon Valley, fattening the 

attention without producing any journalism.”5

THIS REPORT
The old model of ad-supported journalism 
is clearly struggling.  The ACCC report, the 
Cairncross Review, and similar arguments 

companies such as Google and Facebook. The 
implicit assumption is that these companies 

media, to the detriment of the public interest.  
Consequently, these reports  call for a new 
regulatory authority to intervene in dynamic 
business-to-business markets and restore the 
news industry to health. 

In this paper, we will argue that the ACCC 
report and similar arguments substantially 
misunderstand the dynamics driving the news 
and advertising business. In this research, we do 
a cross-country study of the advertising markets 
in four countries—Australia, the United States, 
France, and Germany. We will show that the 
share of GDP going to advertising has dropped 
by roughly 25% in Australia, the United States, 
France, and Germany. Assuming that the actual 
amount of advertising has not diminished, this 
implies that the overall price of advertising  

 
and consumers.

Second, using data from the United States, the 
largest advertising market, we show that there 
was a 20-year run-up of print advertising prices 
in the 1980s and 1990s, which we argue was 
linked to traditional news publishers exercising 
market power. In other words, they raise prices 
for advertising far faster than the rate of inflation. 
Moreover, since 2010 the price of Internet 
advertising has dropped by more than 40%, while 
the price of advertising with traditional media 
has not declined, or even risen a bit, suggesting 
that Internet advertising is perhaps a more 
competitive segment than print advertising.  

Taken together, this implies that the shift from 
print to digital advertising is being driven in 
large part by the relative (low) price of digital 
advertising. We calculate, based on several 
assumptions, that for every $3 that an advertiser 
spends on digital advertising, they would have 
to spend $5 on print advertising to get the same 
impact. In the economic sense, digital advertising 
is more productive than print advertising. The 

advertisers and consumers.

 Better targeting leads to higher returns on
investment, while the lower cost of entry  

can grow more quickly and easily through digital 

choice and access to more businesses.

What does this mean for policy? Conventional 
news media have been hit by two very different 
technological transformations simultaneously. 
First, the Internet has dramatically lowered the 
cost of distributing news, as we know it. Lower 
costs mean the supply curve for news shifts to 
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THE HISTORICAL PERSPECTIVE 
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FIGURE 1: U.S. SPENDING ON ADVERTISING AS SHARE OF GDP (AVERAGE)
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FIGURE 2: ADVERTISING EXPENDITURE BY MAJOR ADVERTISING AGENCIES IN AUSTRALIA, ADJUSTED FOR INFLATION*

Note: Amounts adjusted to 2017 dollars. 
Source: Commercial Economic Advisory Service of Australia, Advertising Expenditure in Main Media, 1996-2017, accessed 5 June 2018. ACCC Analysis 
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GLOBAL TRENDS

ADVERTISING PRICES AND COMPETITION

1991-2000 2010-2018 PERCENTAGE CHANGE

AUSTRALIA 1.22% 0.90% -26%

FRANCE 0.77% 0.59% -23%

GERMANY 0.89% 0.66% -26%

UNITED STATES 1.28% 0.96% -25%

TABLE 1: MEDIA ADVERTISING AS PERCENTAGE OF GDP
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  Indeed, 
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FIGURE 3: THE PRICE INDEX FOR PRINT ADVERTISING FAR OUTPACED INFLATION FOR MORE THAN 20 YEARS 
(1982=100)
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COMPARING PRINT AND DIGITAL
One important question is comparing the 
price trends of internet (digital) versus print 
advertising. As of 2010, the BLS started tracking 
the price of Internet (digital) advertising.21 As 
Figure 4 shows, the price index for Internet 
advertising dropped by 42% from 2010 to 
2019, while the price index for newspaper and 
periodical, television, and radio advertising either 
stayed flat or rose slightly.22

More recently, the BLS started to distinguish 
between print advertising sold by newspapers, 
digital advertising sold by newspapers, and 

digital advertising sold by digital platforms 
and non-print publishers. As Figure 5 shows, 
since 2016, the price of print advertising in U.S. 

advertising sold by digital platforms and other 
non-print publishers is down 23% over the same 
stretch. 

Moreover, newspapers have become 
increasingly uncompetitive even in the digital 
realm. According to the BLS, the price of digital 
advertising sold by print newspapers has only 
declined by 4% since 2016.

FIGURE 4: INTERNET ADVERTISING GETS A LOT CHEAPER 
PERCENTAGE CHANGE IN ADVERTISING PRICES, 2010-2019*
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So if we compare the advertising market of the 
1990s with the advertising market since 2010, 
we see several important points:

• A sustained fall in advertising spending as 
a share of GDP, across the United States, 
Australia, and other countries. 

• An implied drop in the average price of 
advertising, assuming that consumers are 
being exposed to as much advertising as 
before. 

• An increase in the price of print advertising, 
as measured by the BLS.

• A decrease in the price of Internet 
advertising, as measured by the BLS. 

• A decrease in print advertising spending as a
share of GDP, and a rise in digital advertising
spending as a share of GDP. 

The simplest explanation for all of these 

they can get a bigger bang for their buck by 
spending their money online rather than in print.
Moreover, even in digital advertising, print newspapers 
are becoming increasingly uncompetitive, as they do 
not match the drops in the market price.  

. 
How can we quantify this comparison? The 
straightforward approach would be to look at the 
number of eyeballs (impressions) per print ad 
versus the number of eyeballs (impressions) per 
digital ad.  But that’s not a realistic calculation 
for two reasons.  First, print is a persistent 
medium. As a result, the same newspaper or 
magazine can be read by multiple people—the 
difference between “circulation” and “readership.” 
The multiplier is usually assumed to be 2.5, but 

FIGURE 5. PRINT NEWSPAPERS BECOME LESS COMPETITIVE IN DIGITAL ADVERTISING  
(PERCENTAGE CHANGE IN PRICES, 2016-2019*) 

 
Data: BLS, PPI 
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Since 2016, the price of Internet advertising sold 
by print newspapers has dropped much less than 
the price of Internet advertising sold by digital 
platforms and non-print publishers.
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some publications have claimed much higher.  

whether readers have actually looked at an 
advertisement. 

Instead, we adopt an indirect approach, based 
on the observed behavior of advertisers 

that advertising spending as a share of GDP is 
roughly 25% below its long-term average, as 
shown in Table 1. Or to put it another way, 
advertising spending would have to increase 
by 33% to get back to the long-term trend.

What has changed? In the classic language of
economics, has there been a shift in the 
demand curve for advertising space, or a shift
in the supply curve for advertising space/slots?

Now, there is no systematic evidence of a
demand-side shift.  Most companies have not 
suddenly become reluctant to advertise 
compared to the past (though there are some
exceptions, as noted below). So the decline 
in advertising spending as a share of GDP is
more likely to come from a supply-side change
in the advertising market. In particular, the
supply curve for advertising space/slots has
shifted to the right, with the increasing supply
 of digital ads at a relatively low price
compared to the price of “equally effective” 
print ads.   

currently spends on digital advertising, they would
have to spend $5 on print advertising to get the 
same impact.  To put it another way, digital ads are
40 percent cheaper than print ads of equivalent 
effectiveness.

POLICY IMPLICATIONS
The drop in advertising spending as a share of 
GDP is a powerful gain for advertisers, who are 
spending less to support a larger amount of 
production and consumption. Small businesses 

advertising. And its good news for consumers, 
since lower advertising costs mean lower prices 
for the products that they buy. 

Let us make the assumption that spending by
advertisers would, as a share of GDP, return back
to its long-term trend if today’s digital ads were
replaced by equally effective print ads. As noted
above, that would require a 33% increase in 
advertising spending.  Since digital advertising
spending is roughly about half of total media
spending in the United States, the replacement 
print ads would have to cost about two-thirds
more.   That is, for every $3 that an advertiser 
 

This result should be viewed as a rough calculation. 
For one, if digital ads are really that much cheaper
than print ads, advertisers might want to expand 
their purchases, even adjusting for price. The size of 
this effect depends on the elasticity of advertising 
demand with respect to the price of advertising.
This effect would tend to lead to an underestimate
of the price difference between digital and print ads.

On the other hand, businesses like hotels and 
restaurants may find that they get sufficient 
customers through digital platforms such as 
Hotels.com and Yelp that they need to advertise less
in the media.  In that case the commissions that get
paid to the platform take the place of advertising.
That could be a sizable amount. We should note,
however, revenues in the “travel arrangement and 
reservation industry” are a smaller share of the
economy today than they were in the late 1990s.

Finally, this stylized calculation also does not take
into account the interaction between digital 
advertising and broadcast media such as radio 
and television. But it does give an idea of the 
magnitude of the differences in price between
print and digital advertising. 



for the same effectiveness, thus lowering the 
deadweight loss of advertising on society. 

The ACCC report seems to be suggesting that 
good journalism requires intervention by the 
government to protect the news industry from 
digital platforms. The real problem, though, is 
that the size of the advertising pie has shrunk 
because digital advertising is more effective and 
less expensive than print advertising.  Moreover, 

However, these positive trends for advertisers 
and consumers are not good news for news 
media companies, as traditionally structured. 
The legacy business models of journalism 
required oligopolistic pricing of advertising, 

competition from online ads, newspapers 
effectively had oligopolistic power in their 
local markets. If a retailer wanted to run an ad 
to reach local customers, they had a limited 
number of options. That allowed print media to 

even as circulation started to fall. 

The rise of the Internet enabled the creation of 
digital ad channels that were much cheaper 
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advertisers can now attach their ads to streams 
of content that are not generated by the news 
media, including videos, user content, search 
and so on.  

Thus, a new government agency charged with 
regulating digital advertising and protecting 
news and journalism organizations will inevitably 
adopt policies to raise digital advertising prices 
as the simplest way of achieving those ends. 
This will end up hurt consumers and advertisers. 

Moreover, such an agency will only slow down 
innovation and the response of the news 
industry to changing economical and social 

not just a new business model, but a new 

information that they can trust, especially in the 
era of “deep fakes”. Even esteemed journalistic 
organizations are currently not set up to deliver 
that sort of information, as shown by the recent 
scandal at Der Spiegel.23 In that case an award-
winning journalist at a respected publication 
repeatedly made up “facts” in stories in order 

 

to make them more appealing to his editors 

 

and readers.  

How can journalism address these problems? 

innovative and sustainable business models 
online. For example, some news organizations 
are moving to a subscription model by using 
technology to pare costs and focus only on “non-
commodity” news. This will greatly expand the 
variety of news available, rather than everyone 
reporting on the same big events.  

Those particular recommendations in the 
preliminary ACCC report that are intended to 
protect existing news organizations from the 
likes of Google and Facebook will do nothing to 

that a new regulatory authority will start by 
protecting existing news organizations. After 
all, that will be one of its key goals. Meanwhile 
journalistic innovators will have to navigate new 
bureaucracies to even offer their new products.

As a result, a new regulatory authority may have 
the effect of freezing the news industry in the 
past, rather than moving it into the future. 

 

.
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