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Figure 1 The basic structure of the live broadcast
advertising pricing game
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Figure 2 The influence of consumer sensitivity coefficient
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Pricing strategies of live streaming ads based on effect pricing model

LI Li, HU Jiao~
(School of Economics & Management, Nanjing University of Science & Technology, Nanjing 210094, China)

Abstract: Amid the background of the COVID-19 pandemic overshadowing in the world, the ads mode of live streaming marketing is
flourishing in the online consumption market. Live streaming ads refer to the advertisement run by the anchors to the audience in their
live streaming room through the live streaming platform. Practically, live streaming advertising can increase the expected profit of the
advertiser and the anchor through the anchor’s fan economy. Because the anchors’ efforts can not only increase the number of audience
who watch the live streaming, but also promote the purchase rate. Therefore, the number of audiences and purchase rate are regarded
as performance standards of live streaming advertising. There are two effect pricing models of live streaming advertising: Cost Per
Watch (CPW) and Cost Per Action (CPA). Under the former model, the advertiser needs to pay for the number of consumers who
watch the live, while the later one requires the advertiser to pay for instant purchases generated from the live streaming. Regarding of
this, how to choose the optimal advertising pricing model for the advertiser and the anchor is a topic deserved to be studied deeply.
In making the price of live broadcast ads, first, the anchor chooses an advertising pricing model, either CPW or CPA, and then
the advertiser offers his bid according to the anchor’s decision. Next, the advertiser who wins the live streaming advertising space
decides how to make effort, and strives to improve the brand reputation to stimulate consumers to purchase. The anchor determines the
effort level while live streaming. More effort, more audience and more consumers, which will lead to an increase of purchase rate.
While making decisions, there are the following questions; 1) How does the advertiser bid under different advertising pricing models?
2) Under each advertising pricing model, how do the advertiser and the anchor determine the optimal level of effort? 3) How do the two

advertising pricing models, CPW and CPA, affect the profit of the advertiser and the anchor? 4) Which advertising pricing model is the
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optimal strategy for the anchor? Since these issues have a significant impact on the decisions of the advertiser and the anchor, they
becoming crucial in the live streaming advertising operations.

Based on the two advertising pricing models, we develop a live streaming advertising pricing model that includes two advertisers
and one anchor to examine the optimal effort level by the advertiser and the anchor as well as the advertising pricing. Specifically, the
direct selling ( D-type) advertiser focuses on real-time sales, reaching a high instant purchase rate. As the branding ( B-type)
advertiser aims to increase brand reputation, thus he/she can tolerate advertisements have a greater delay effect and lower instant
purchase rate than the advertisements invested by D-type advertiser. Assuming that consumers’ purchasing behavior is affected by the
effort level of both the advertiser and the anchor, and the purchase rate is a linear function of the effort level of the advertiser and the
anchor.

This research is composed of two parts. Firstly, the optimal effort level decisions of the advertiser and the anchor under CPW and
CPA pricing models are analyzed, as well as the factors that affect advertisers’ bids. Then we obtain the optimal profits of the advertiser
and the anchor under different pricing models. Secondly, by comparing the CPW and CPA advertising pricing models, we explore the
effect of the efforts of the advertiser and the anchor on the purchase rate and the number of consumers who watch the live broadcast.
Also, we examine the effect of the consumer sensitivity coefficient on the profit of the advertiser and the anchor.

The main results indicate that: 1) Under the CPW pricing model, B-type/D-type advertisers undertake the uncertainty risk of
whether consumers will buy or not. When the consumer sensitivity coefficient is low, both advertisers will submit lower bids, and have
the same probability of winning the auction. 2) Compared with the CPW pricing model, both advertisers have a lower effort level in the
CPA pricing model, and two advertisers’ bids are not influenced by consumer sensitivity coefficient. In the CPA pricing model, the B-
type advertiser has a higher probability of winning the auction, but tends to have a lower marginal profit. 3) Contrary to the advertiser,
the profit of the anchor under the CPA pricing model is greater than the CPW. And the profit gap between the two pricing models
gradually increases as the consumer sensitivity coefficient increases. 4) The expected number of watching live broadcast consumers and
purchase rate can be higher in the CPW model than those in the CPA, thus the live streaming market tends to profit more through CPW
advertising pricing contract.

Key words: Live streaming; Pricing model; Effort level; Advertising strategies
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