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Abstract: Regardless of the platform or Apps the number of users is a prerequisite for monetization.
Considering in-App advertising, through the optimal control theory, this paper establishes a dynamic
advertising strategy model of one platform and # Apps under the decentralized and integrated systems.
For each system, the model is constrained by the states dynamics of the number of the platform’s users
and App’s users. Our research has obtained some management insights and findings as follows. Firstly,
Apps don’t have to worry about the negative effects of in-App advertising caused by other Apps when
making advertising decisions. Interestingly, the platform will use the advertising subsidy policy to
limit the delivery density of in-App advertising. Specifically, the higher the negative impact of in-App
advertising caused by App i, the lower the advertising subsidies provided to App i. Additionally,
when determining the advertising subsidy rate, the platform will also comprehensively consider
the profitability of Apps and the costs and benefits of in-App advertising. Secondly, our proposed
sustainable cooperative advertising mechanism can simultaneously coordinate the Platform-App
channel and implement the optimal integrated objective. Finally, we theoretically prove that under
some mild conditions, the mechanism can both improve the profits of the platform and n Apps.

Keywords: platform; App; advertising; mechanism; system coordination; sustainability; optimal
control theory

1. Introduction

As a two-side market, the mobile platform not only provides users with a variety of Apps, but
also places App developers into a broad user base, effectively realizing the interconnection between
the users and Apps. Statistics report shows that in 2018, the global mobile App download volume has
reached 194 billion times, and the global App store user expenditure has reached 101 billion dollars.
(Source: The State of Mobile in 2019—The Most Important Trends to Know. Retrieved 16 January
2019. https://www.appannie.com/en/insights/market-data/the-state-of-mobile-2019/.) In a sense, the
emergence of mobile platform really enables App developers to realize data monetization. What’s
important is that, both for the platform and Apps, the number of users is a key factor in gaining
benefits. Therefore, the platform and Apps will use various advertising channels to hype the features
of their products in an attempt to expand their respective user base.

In addition to the sales revenue generated by the functional services provided by the platform
owner, most of the platform’s revenue comes from the transfer revenue of Apps, namely Apps’ sales
revenue sharing. For example, Apple and Android will force the third-party App developers to share
30% of their sales revenue with the platform owner in return. In contrast, the revenue source of an
App is more from in-App advertising than from sales. In-App advertising is a mode in which an App
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developer embeds advertisers” ads into App, and when the users click or watch the ads, the advertiser
will pay App developer by a certain billing way [1]. However, even if in-App advertising brings
huge advertising revenue to the developers, it also carries an immeasurable risk of damaging the user
experience and causing annoyance to users, which is the great dilemma brought by this mode to the
App developers [2].

In this paper, we study the dynamic advertising strategies of one platform and n Apps in the
context of in-App advertising mode where App can serve as an advertiser to display ads in the other
Apps for promotion. This problem is complicated and challenging because of the interplay between
the platform and n Apps. Specifically, in a system consisting of one platform and n App, the increase
of the number of platform users means that the possibility of Apps being downloaded is increased.
And the increase in Apps’ advertising investment will prompt more new users to register as the
platform users before downloading the desired Apps. Therefore, the platform owner is very willing
to provide some advertising subsidies for App developers, which is in line with the actual business
situation. In addition, due to the existence of in-App advertising, an App can serve as an advertiser to
deliver ads into other Apps and can also serve as an advertisement display platform to accept ads
from other Apps. In order to maintain a good mutually beneficial relationship among Apps, while
earning advertising revenue, Apps will also provide a certain percentage of advertising subsidies to
each other. Note that, it’s important for App developers to balance the relationship between revenue
from in-App advertising and user experience.

In such a complicated economic environment, we try to explore the following problems:

1.  Considering the impact of in-App advertising, how should App developers effectively adjust
their advertising strategies? In addition, what impacts will the in-App advertising mode has on
the user number and total profits of Apps?

2. Whether the platform owner will intervene against the negative impact of in-App advertising,
and if so, what measures.

3. Is there a sustainable advertising mechanism to eliminate possible system inefficiency?

To solve the above problems rigorously, we develop a dynamic advertising model between the
platform and n Apps using the optimal control theory. Consider two systems: an integrated system
where the platform owner and App developers are integrated as one company, and a decentralized
system where the platform owner is the leader and App developers are the followers of Stackelberg
Game. Importantly, our model takes into account the in-App advertising mode, which makes Apps act
as either advertisers by delivering ads into other Apps, or as advertising display platforms to earn
advertising revenue. In addition, we also consider the negative impact of this mode on the number of
App users. Under the above model setting, we discuss the optimal advertising decisions between one
platform and n Apps.

Some of the important results of this paper include the following.

1.  When making advertising decisions, App i does not need to consider the negative impact of
in-App advertising caused by the other Apps. Interestingly, the platform owner will adjust the
proportion of advertising subsidy provided to App i, in order to balance the negative impact of
in-App advertising caused by App i, himself. Specifically, the greater App i’s negative impact of
in-App advertising, the less advertising subsidy the platform will provide to App i. Additionally,
when determining the advertising subsidy rate, the platform owner will take into account the
profitability of Apps, as well as the costs and benefits of in-App advertising mode, which means
that there exists a competitive relationship among Apps.

2. The sustainable cooperative advertising mechanism we proposed can effectively coordinate the
decentralized system with the integrated system, and as expected, successfully implement the
optimal objective of the integrated system.
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3. Asfor the system members, we theoretically find that under the effect of a sustainable cooperative
advertising mechanism, the profits of the platform and n Apps can be improved together under
some mild conditions.

The rest of this paper is organized as follows. Section 2 presents a related literature review.
Section 3 develops the model. Section 4 gives the equilibrium analysis. In Section 5, a sustainable
cooperative advertising mechanism is proposed to coordinate the decentralized system with the
integrated system. Section 6 discusses the research results and puts forward the future research
direction. All proofs in this paper are provided in Appendix A.

2. Literature Review

The relevant literature of this paper is mainly derived from the following two research streamlines:
cooperative advertising in supply chain and online advertising.

2.1. Cooperative Advertising in Supply Chain

The model of this paper is to explore the dynamic optimal advertising strategy of one platform and n
Apps, and finally achieve system coordination, which is very relevant to the research on the cooperative
advertising in the supply chain. The cooperative advertising, we discuss here is vertical cooperative
advertising, which is the most common comprehension. The cooperative advertising describes a financial
arrangement in which a manufacturer bears a certain percentage of a retailer’s advertising costs [3].
The existing articles on cooperative advertising are mainly divided into two research streams, static and
dynamic model setting. The dynamic model is to reflect the time dependence of advertising decision,
including the discrete-time model and continuous-time model [4]. The continuous-time model is solved
by the optimal control theory or differential game. The traditional dynamic model settings are built on
the framework of Stackelberg game, with the manufacturer as the leader and the retailer as the follower.
Berger et al. examine integration decisions from a cooperative advertising perspective to compare the
profitability in online channel [5]. Karray and Zaccour implement cooperative advertising programs to
offset the harmful effects of retailers” private branding on manufacturers [6]. Yue et al. consider what
happens when the manufacturer offers a price discount to the customers [7]. Yang et al. investigate the
effect of the retailer’s fairness concerns [8]. Interestingly, a few articles consider a retailer Stackelberg game,
Xie and Neyret (for the first static model) [9] and Buratto et al. (for the first dynamic model) [10] analyze
the decision framework of retailers dominating manufacturers. There are also studies that introduce price
decisions into models [11-16]. In addition, Wang et al. extend the model to one manufacturer and two
retailers [17]. Karray and Amin consider the competitive relationship between the retailers [18].

Demand function is one of the important features of the dynamic model, which reflects the
influence of members’ advertising efforts on consumer demand. Nerlove and Arrow develop the
classical Nerlove-Arrow model, they introduce a so-called goodwill stock, which depends on members’
advertising efforts [19]. Furthermore, other variables like pricing and quality can also be included into
this Nerlove-Arrow model [20,21]. Another demand model, proposed by Vidale and Wolfe [22] and
expanded by Sethi [23], reflects the impact of advertising on consumer awareness. Additionally, based
on a duopoly setting, Kimball introduce the Lanchester model to analyze competitive advertising
problems, which captures the dynamics of the market share [24]. As for some durable goods, the
demand is more dependent on the social influence (diffusion process). Bass propose a diffusion
model in which the possibility of individual purchase mainly depends on two factors, innovation
and imitation [25]. Nikolopoulos and Yannacopoulos extend the Bass model to explore the optimal
advertising strategy on the new product diffusion in a stochastic setting [26].

The background of cooperative advertising in this paper is different from that in traditional supply
chain. We develop a dynamic advertising model where the platform as a two-side market makes Apps
and users interconnected. In terms of the profit distribution rules, App developers need to share a
part of the sales revenue to the platform in return. Based on the above background, we re-explore the
possibility of implementing cooperative advertising in the Platform-App channel.
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2.2. Online Advertising

Our research has also contributed to the study of online advertising model. The literature on
online advertising covers a wide range of topics. Previous studies focus on the optimal advertising
strategies [27,28], auctions of ads plot [29-31], targeted behavioral advertising [32-34], and so on.
Due to the rapid development of mobile Internet, a large number of studies focus on in-App advertising.
The research on in-App advertising can be divided into empirical analysis and theoretical analysis.

For the empirical studies, Cheung and to extend the theory of planned behavior to take trust
propensity and trust as antecedents of mobile users’ attitudes toward in-App advertising. A structural
equation model is used to test 480 young Chinese mobile phone users. The results show that users’
tendency to trust influences their attitude towards in-App ads and their willingness to view in-App
ads [35]. Tongaonkar et al. propose a new method to identify Android Apps in network traces by
in-App advertising and analyze the official Android market from an advertising perspective [36].
Logan examines social media fatigue through the lens of rational choice theory to better understand
users’ attitudes toward in-App advertising and how it affects brands [37]. Cicek et al. test the effect
of banner ads location, App type, and App direction on recall of in-App advertising through an
experimental design. They find that users are better able to recall the content of advertising when
the banner ads are at the top [38]. Lee and Shin investigate how to select potential active users for
in-App advertising based on previous App usage behavior by large-scale field data on game Apps.
Their study shows that usage behavior in game Apps, the level of user participation, and especially
daily purchasing activities are important factors [39]. In addition, there are also studies on young
children and adolescents’ attitudes and behavioral responses to in-App advertising when they use
mobile phones or play App games [40—42].

For the theoretical model, the existing research on in-App advertising is relatively few. Guo et al.
explore the mechanism of reward advertising in game Apps, and find that only when the marginal
revenue of advertising is rapidly decreasing should the number of ads per user be limited [43]. Oh et al.
propose a new bargaining model (the improved apex game) which analyzes the revenue sharing
mechanism of platform and App, and explore the appropriate revenue distribution between platform
and App [44]. Based on the ‘sojourn’ and ‘exposure’ effects, Sun et al. study the ad-sequencing
problem of fading ads shown to App users, without considering the role of the platform [45]. Hao et al.
discuss paid Apps and the revenue-sharing policy of the platform under in-App advertising mode [1].
Chen et al. extend the model to discuss the strategic choice between paid Apps and free Apps with
in-advertising mode when App developers face multiple platforms [46]. However, the above literatures
are all based on the static model. Under the setting of the dynamic model, Kumar and Sethi use
dynamic pricing to weigh the relationship between the subscription revenue of web content and
the advertising revenue [47]. Ji et al. are focusing on the research of exactly what mechanism will
enable Platform-App channel to achieve coordination, but do not consider the situation that Apps,
as advertisers or advertising display platforms, deliver ads among Apps (i.e., in-App advertising
mode) [48]. Even though Wang et al. propose an advertising contract that could coordinate the system,
they only showed it through numerical examples without giving any theoretical proofs [49].

Considering in-App advertising mode, our research attempts to expand the dynamic advertising
model into one platform and n Apps. Importantly, we theoretically give the conditions under which the
platform and Apps need to meet in different situations under the influence of sustainable cooperative
advertising mechanism.

3. Model Development

3.1. Platform and App User Growth

We consider a system consisting of one platform and n Apps (for convenience, through this paper,
we refer to the platform owner as ‘she” and App developer as ‘he’). The number of users is the basis
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for the platform owner and App developers to realize data monetization. Therefore, the amount of
revenue mainly depends on the size of user base.

It is worth noting that the most effective way to expand the market and gain potential users is
advertising. Platform owner and App developers use various advertising channels to promote the
characteristics of their own products in order to get more new users. Specifically, App developers can
choose to advertise within or outside the platform, as well as deliver ads into other well-known Apps,
namely, in-App advertising mode. Denote the platform owner’s advertising effort by up(t), and App i
developer’s advertising effort by u4;(t), [ € {1, ..., n}. Consistent with common sense, the advertising
can increase or maintain the number of platform users and App users. Let x(¢) and y;(t) denote the
number of platform users and App 7’s users, respectively. Then the states dynamics of platform’s user
growth and App i’s user growth can be respectively written as:

x(t) = aup(t) —6x(t), x(0) = x9 >0 1)

n
yi(t) = yiua(t) +ﬁ1’x(t) - 6yi(t) - Z T]juA]‘(t), yi(O) =10>0,4,j€{l,...,njandi#;] (2)
j=1,j#i
where a, y;, Bi, 1, and 6 are all positive parameters.
The meanings of all parameters are explained as follows:

1. By Equations (1) and (2), the constants a and y; measure the effectiveness of the platform owner’s
advertising effort (up) and App i developer’s advertising effort (u14;) on their own user growth
respectively. Note that only up has a positive impact on the platform’s user growth x(t) by
Equation (1).

2. Different from Equation (1), the term $;x(t) in Equation (2) characterizes the positive impact of the
number of platform users on App i user growth y;(t), which reflects that when App i advertises
within the platform, the larger the user base of the platform, the higher the likelihood that App i
will be downloaded, which naturally increases the number of App i’s users.

3. Inaddition, the term 7ju4;(f) in Equation (2) captures the in-App advertising mode where App
j delivers ads into App i for promotion as an advertiser. On the one hand, in-App advertising
can create additional advertising revenue for App i, but on the other hand, in-App advertising
may also cause users to feel annoyed and reduce the user experience, resulting in the loss of
the number of App i’s users [2]. In such a situation, 7; implies that the greater the advertising
effort paid by App j, the higher the negative impact on the user growth of App i will be [47].
Of course, no App developers will endlessly add a lot of in-App advertising to destroy their
brand reputation, so we assume that the negative impact of in-App advertising will certainly not
exceed the positive impact of App i’s own advertising effort, that is,

n
Vilky; — Z Njta; > 0.
j=1,j#i

4. Due to the lack of technological innovation or the gradual decline of user experience, both
platform and Apps will face the loss of existing users. Let 0 represent the decay coefficient in
Equations (1) and (2), indicating the negative effects on the platform and Apps user growth.
Note that we use the same decay coefficient 5 for both platform and Apps in order to reduce the
mathematic difficulty. Our main results will not be affected by this choice.

3.2. Profits of the Platform and App

The platform and Apps will inevitably incur advertising costs if they exert advertising efforts to
increase the number of users. Following previous studies [14,48], we assume that the advertising cost
takes a quadratic form, that is
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Cr(t) = 313(t) and Cai(t) = 324 (1) @)

which implies an increasing marginal advertising cost.

In such a system, the revenue of App developers mainly comes from two sources, one is sales
revenue, the other is in-App advertising revenue. Of the two, the sales revenue comes mainly from
some purchase transactions that the users make within Apps, i.e., in-App purchases. Let p,4; denote
the marginal sales revenue per App i’s user, then App i developer can get a revenue of p;y;(t) from
this source. However, when purchasing within App occurs, App developers have to share a certain
proportion of the sales revenue with the platform owner, among which the sharing revenue rate is set
by the platform owner. Thus, we denote A; as the sharing revenue rate of App i, then the platform
owner will get a revenue of A;p4;y;(t) from in-App purchases and the rest, (1 — A;)pa;yi(t) is for App i
developer himself.

In-App advertising is another important revenue source for App developers. When App j chooses
to embed the ads into App i for display, App i need to share a part of App j’s sales revenue as the
in-App advertising revenue. We define 6;; as the proportion of App j’s payment to App 7, and then
App i’s in-App advertising revenue paid by App j is 6;p4;y;. Similarly, 0;;p4;y; means the cost that
App i need to pay to App j when App i chooses to deliver the ads into App j for display. Interestingly,
in order to get more advertising volume from App j, App i is very willing to help App j to undertake a
part of the advertising cost as an advertising subsidy. We specify the proportion of advertising costs
that App i bears for App j as &;; (namely, App j’s advertising subsidy rate set by App i), and then App
J's advertising subsidy provided by App i is &;;Caj(t), which is an expenditure for App i. Similarly,
&jiCai(t) serves as App i’s advertising subsidy provided by App j, which is an expenditure for App j.

As for the platform owner, the revenue mainly derived from the users in-platform purchases,
including some paid services, ancillary functions, music, and so on. Let pp denote the marginal sales
revenue per platform user, then the platform owner can get the sales revenue ppx(t). Further, due to the
revenue sharing policy, the platform will receive an additional revenue from App i, i.e., Ajpa;yi(t). Thus,
the platform owner is very willing to bear a part of the advertising cost of App i as the advertising
subsidy on the purpose of encouraging App i to increase the advertising investment. We define ¢, as
the proportion of advertising costs that the platform owner bears for App i (namely, the advertising
subsidy rate set by the platform owner). Therefore, ¢;C4;(t) can be regarded as the advertising subsidy
provided by the platform owner for App i, which is an expenditure for the platform owner.

By combining the revenues and costs discussed above, we can obtain the instantaneous profits of
platform owner and App i developer respectively as follows

(1) = pex(t) = 51300 + Y [Aipai(t) - 301(0)52, (1) @
i=1
7'(Ain(t) = (1= A)paiyi(t) + 3i(t)u,(t) — 3u?.(t)
+ L [Onmai)+ ey ()= Oupamt) - by, (1) ©

Thus, the total profit of whole system, namely, the integrated system is

1 - 1
() = ppx(t) = 3up(t) + Y [paivi(t) = 315(0) (6)
i=1
It’s worth noting that A;, ¢;, 0;; (0;:), and &;; (&;7) are all exogenous, and we assume that

n n
0<Ai+ Y, Oy<land0s<¢i+ Y. &<l
j=Lj# =1, j#i
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which means that the sum of the proportion of App s sales revenue shared by the platform and other
Apps is between 0 and 1. Similarly, the sum of the advertising subsidy rate provided by the platform
and other Apps is also between 0 and 1.

In summary, in this system, the revenue and expenditure flows of the platform and Apps, and
the revenue and expenditure flows of in-App advertising between Apps are respectively shown in
Figures 1 and 2.

Advertising
Cost

CpP———— ——3 Cui

Platform Users L Ppv—|  Platform Y @iCar »

X

.

Y diPagp———— ¥ (1- 4 z)P.;:}-‘J

-

n App Users
:l"},:l"_j. . .:l"??

Figure 1. Revenue and expenditure flows of platform and Apps.

0 ;P Aivi

In-App Advertising

Figure 2. Revenue and expenditure flows of in-App Advertising between Apps.

3.3. Optimal Problems Faced by Platform and App

We consider an infinite time horizon problem with a positive discount rate of p. When the platform
owner and App i developer make advertising decisions separately, namely, in a decentralized system,
the objective of the platform owner is to determine the optimal advertising effort and advertising
subsidy rate to maximize the present value of profit. Thus, the problem faced by the platform owner is
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Velny) = X IA e‘“{ppx(t) - Jul(t) + L ipaivi(t) - %qbi(t)ui,»(t)]}dt

s.t. (1) and (2).

@)

While in the decentralized system, the objective of App i developer is also to maximize the present
value of profit, but he only needs to determine his optimal advertising effort. Meanwhile, App i
developer allows the other App (App j) as an advertiser to deliver ads into himself for promotion, that
is, in-App advertising mode. Thus, the problem faced by App i developer is

Vaile,y) = max [ {(1=A)pani(t) + (0 () ~ il (1)

+ 12,;&, [07ipajyj(t) + 3815, (1) = Oujpaiyi(t) — 3&i515(D)] pat
j=1j#i
s.t. (1) and (2).

®)

Further, when the platform owner and App developers coordinate as a vertically integrated
system, their objective is

Vilx,y) =
I(x y) up(t)Zn(;l,si(i(t)ZO

e o= 430+ E pas - ot
).

s.t. (1) and (2

In the following sections, we will analyze the equilibrium solutions of the decentralized system and
integrated system respectively, and then discuss the sustainable cooperative advertising mechanism
that can effectively coordinate the decentralized system with the integrated system.

For simplicity, in the rest of the paper, we suppress t in time-dependent variables. The notations
used in this paper are summarized in Table 1.

Table 1. Summary of notations.

t

Time t,t>0

Decision variables

up(t) Adpvertising effort by the platform owner at time ¢
1up;(t) Adpvertising effort by App i developer at time ¢
oi(t) App i’s advertising subsidy rate set by the platform owner at time ¢

State variables

x(t)
yi(t)

The number of platform users at time f
The number of App i’s users at time ¢

Parameters
a The platform’s advertising effectiveness on her user growth
Vi The App i’s advertising effectiveness on his user growth
Bi The platform’s user base effectiveness on App i’s user growth
Ui The negative effect on App i’ user growth caused by App j delivering ads to App i
0 User growth decay parameter of the platform and App i
P Decay coefficient
Ai App i’ sales revenue sharing rate set by the platform owner
0;: (6) When App j (App i) adopts in-App advertising mode, the proportion of App j’s (App i’s)
A sales revenue shared by App i (App j)
When App i (App j) adopts in-App advertising mode, the proportion of App i’s (App j's)
it (&) advertising costs borne by App j (App i)
Pp, PAi Marginal sales revenue of the platform and App i, respectively
1ip(t), Tat), Ti(t) Instantaneous profit of the platform, App i, and the integrated system, respectively
Vi Value function of the integrated system
Vp Value function of the platform in the decentralized system
Vai Value function of App i in the decentralized system
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4. Equilibrium Analysis of Two Systems

4.1. Decentralized System (Stackelberg Game)

In the decentralized system, when the platform owner and App i developer make advertising
decisions separately to maximize the present values of their respective profits, we consider the decision
structure as a Stackelberg game. The platform owner as a leader first determines her advertising effort
up(x, y) and announces the advertising subsidy rate ¢;(x, y). After the actions of the platform owner,
App i developer acts as a follower in determining his own advertising effort 14;(x, y), independently.

The optimal problems faced by the platform owner and App i developer are given by (7) and (8),
respectively. Thus, the Hamilton-Jacobi-Bellman (HJB) equations [50] for Equations (7) and (8) are

pVp(x,y) = max {ppx - %u% + +Vpy(aup — 6x)

up>0,0;>0

> 1,2 . (10)
+ Zl [(Aipaiyi — 39ity;) + Vpy, (yivai + Bix = 0yi — lZ njuaj)]

i= j=1,j#i

n
pVAi(x, y) = max (1 - /\i)pAiyi + ¥ (Gjiij]/j + %éjiuii - QijPAi]/i - %51’]’”124‘)
up;20 j=1,j#i J

(11)
- %(1 — (]51‘)1/[1241- + Vaix(aup — 0x) + VAiyi (yiuai + Bix — 0y; — ‘ Y T]]'LlAj)]

j=1,j#i
i,je{l,...,n}and i # j.

In (10) and (11), Vpx = an/&x, VPyi = &Vp/<9yl-, VAix = 3VA1'/(9X and VAiyi = aVAi/&yi/ which can
be interpreted as the change in the present value of profit due to the increase in the number of the
platform users and App i’s users. Solving (10) and (11), the optimal solutions of the platform owner
and App i developer are proposed in Proposition 1.

Proposition 1. In the decentralized system, the equilibrium results of the platform owner and App i developer
are as follows:

Case 1: When no App developer adopts in-App advertising mode, that is, n; = &j; = 6 = 0, then the optimal
advertising effort of the platform owner is

(p+o0)pr+ ;1 AiBipai

up=a > (12)
(p+0)
And the optimal advertising subsidy rate set by the platform owner is
341
x 20 2 1
o =T (13)

The optimal advertising effort of App i developer is

Y4i = 20p+o) (14)
i, je{l,...,n} and i # j.

Case 2: When every App developer adopts in-App advertising mode, meanwhile given the condition

n

[BA=1+ Y. 0;)]yipai
L e Vif
j=1,j#i

n; < 0 holds, then the optimal advertising effort of the platform owner is still Equation (12).

But the optimal advertising subsidy rate set by the platform owner is
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n n
n (BAi=1+ X 0ij)yipai—2ni L. Ajpaj
x 1 _ B j=1j#i j=1,j#i
qbz —( ) Z '5]1 0 7 (15)
j=1j# (I+Ai— X Oi)yipai—2ni L Ajpa;

j=1,j#i j=1,j#i

1
i, je{l,...,n} and i # j.

Furthermore, the optimal advertising effort of App i developer is

n n
(I+Ai= X 0i)yipai—2ni L Ajpaj
. j=1,j#i j=1,j#i
n
2(p+0)(1- X &) (16)
=1, j#i

i, je{l,...,n}and i # j.

As for Case 1:

By Equation (12), the optimal platform owner’s advertising effort up* increases with her own
advertising effectiveness @ and marginal sales revenue pp. Meanwhile, the effectiveness of the
platform’s user base on App i’s user growth, f8;, has a positive effect on up*. Moreover, App’s marginal
sales revenue p4; and App i’s revenue sharing rate A; both have positive effects on up*. In addition, the
more the number of Apps entering the platform, the more the platform owner wants to increase her
optimal advertising effort up*.

In Equation (13), there is a positive correlation between the App i’s advertising subsidy rate
¢; and App i’s revenue sharing rate A; (Differentiating Equation (13) with respect to A;, we have
(f%’l = m > 0). Further, the equivalent condition of 0 < ¢;* < 1is 1/3 < A; < 1, implying that when
App i doesn’t adopt in-App advertising mode, even if no advertising subsidies are provided (¢;* = 0),
the platform owner will still share at least 1/3 of App i’s sales revenue. Relatively, as for the platform
owner, bearing all the advertising costs of App i (¢;* = 1) means sharing all the sales revenue of App i
A =1).

By Equation (14), App i's optimal advertising effort u4;* increases with y; and p,;. Interestingly,
the revenue sharing proportion A; has a positive effect on 1,4;*. The reason behind this is that d¢;*/dA;
> 0, which indicates that a higher revenue sharing rate A; corresponds to a higher optimal advertising
subsidy rate ¢;*, which will eventually encourage App i developer to increase his optimal advertising
effort u,;*.

As for Case 2:

The above condition is to guarantee that the optimal solutions are all positive. In particular, when
n; = 0, that means in-App advertising caused by App i will not have a negative impact on App j’s user
growth, then Equation (15) becomes

. j=1,j#i
qbz = (1 - ‘S]l) ”
j=1,j#i 1+A- Y, 0ij
j=1,j#i
Thus, the equivalence of 0 < ¢;* < 1is
n
1 - t lezj# o -
31 Z 0if) <A< ———(1- Z 0if)
j=1,j#i 2-3 Y & J=Lj#

Since 0 < A; <1, at this time the condition that éji has to satisfy is
n

" 2 ¥ 6
j=1,j#i
E gji $ —————
j=Lj#i 2+ Y 0

j=1,jai
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n
which means that ), & ji will not exceed 2/3.
j=1,j#i
Next, we make the comparative static analysis of App i’s advertising subsidy rate ¢;* and optimal
advertising effort u4;* as follows.

By Equation (15):

1. The parameter 1); characterizes the negative effect when App i delivers ads into the other Apps.
Differentiating Equation (15) with respect to n;, we have d¢;*/dn; < 0, implying that the lower
the negative effectiveness of in-App advertising caused by App i, the higher the advertising

n
subsidy rate set by the platform owner to App i (Since 0 < A; + )Y 0;; < 1, we obtain
j=1,j#i
—-4(1-Ai= X 0ij)vipai )E Ajpaj
j=1,j#i

a;;; =(1- i &ii) i - < 0). Therefore, it can be explained that in
' J=Lj# [(1+/\i_j:%/#eij)ViPAi_ZUij:)l;j#/\jPAj]z

determining the advertising subsidy rate, the platform owner definitely takes into account the

negative impact that App i will have on the other Apps, that is, the loss of other Apps users.

Interestingly, ¢;* is independent of 77;, namely, the negative effectiveness of in-App advertising

caused by App j when App j delivers ads into App i. This happens because the platform owner

sets App i developer’s advertising subsidy rate only according to the negative effectiveness of

in-App advertising from App i himself, regardless of the other Apps.

2. Just like the proof of d¢;*/dn; < 0, we can prove that d;*/dpa; < 0, implying that a higher App
j’s marginal sales revenue means a lower App i’s advertising subsidy rate. Similarly, we have
dP;*/dA; < 0, implying that the more the platform owner shares the sales revenue of App j, the
less the advertising subsidies will be provided to App i. The above two scenarios are consistent
with intuition, indicating that there is a competitive relationship between Apps, and the platform
owner will adjust her advertising subsidy policies appropriately according to the profitability
performance of Apps.

3. Differentiating Equation (15) with respect to 0;;, we have dp ,»*/(9917 >0, implying that the higher the
cost of in-App advertising paid by App i to Appj (6;), the higher the advertising subsidy provided
by the platform to App i (¢;). In addition, it’s clear that d¢;*/d<;; < 0, implying that the more
advertising subsidies App j provides to App i, the less advertising subsidies the platform provides
to App i. The above two situations indicate that, when determining the advertising subsidy rate,
the platform owner will comprehensively consider the advertising cost and advertising subsidies
from other Apps under the in-App advertising mode.

By (16), we find that when faced with a higher 7;, App i developer prefers to decrease his optimal
advertising effort 14;*. The reason behind this is that d¢;*/dn; < 0, which means when the negative
effectiveness of in-App advertising caused by App i is relatively high (7);), the platform owner will
appropriately reduce App i’s advertising subsidy rate (¢;*), leading to a lower u,;*. Besides, u,;*
is independent of 7, which indicates that when making the advertising decision, App i does not
need to consider the negative impact of in-App advertising caused by other Apps. Interestingly,
uy;* decreases in py; and A;. The reason for this is that when more Apps join the platform, App j’s
higher marginal sales revenue py4; or higher revenue sharing rate A; will cause the platform owner to
reduce the advertising subsidy rate ¢; (d¢;*/dpa; < 0 and d¢;*/dA; < 0 by Equation (15)), leading to
the corresponding reduction of u4;*. In addition, it’s clear that du,;*/d0;; < 0, implying that the more
in-App advertising costs that App i pays to App j, the less optimal advertising effort App i exerts.
Meanwhile, we have duy;*/déj; > 0, implying that u4;* increases with the advertising subsidies App j
provides to App i.
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Proposition 2. In the decentralized system, when every App displays the other Apps’ ads:

n
1. Suppose that yu,. — ). T]]'MZ]. > 0. Then, the unique steady-state of the number of the platform users
j=1j#i
and App 1’s users, represented by xss and ysg;, are given by

(p+0)pr+ ;1 AiBipai

aup
Xss = 5 a 5 (17)
o(p+0)
1 aﬁi * * n *
Yssi =5(Fup+yiy— X .’U“Aj)
j=1,j#i
Zn:/\iﬁipm yil+Ai= X Oi)yipai=2ni L Ajpaj]
_ 1 2 ,(p_p 4= ) + J=L# J=L#
) AR 2 F o
j=rjei (18)
n T]] n n
- Y ——1+A= X 0i)yjpaj—2n; L Aipail
j=Lj#i2(1- X &) i=1,i#] i=1,i#]
i=1,i#]
i j €fl,...,n}and i # j.
2. The optimal trajectories of the number of platform users and App i’s users are
x(t) = (x0 — xss)e™ + x5 (19)
yi(t) = [yo — yssi + Pi(xo — xss)tle ™ + yssi (20)

The condition in Part 1 is to guarantee the steady-state (xsg, yss;) is positive. Next, we make the
comparative static analysis of x5 and ygg;, respectively.

By Equation (17), xgs increases with a and pp, implying that the advertising effectiveness a
and the marginal sales revenue pp both have a positive effect on the number of platform users xgs.
More importantly, xss also increases with the number of Apps joining the platform.

By Equation (18), it’s not difficult to find that the platform’s marginal sales revenue pp, the
platform’s user base on App i’s user growth f;, as well as the platform’s and App i’s advertising
effectiveness, @ and y;, all have positive impacts on the number of App 7’s users ysg;. Further, since
d¢;*/dn; < 0 and du4;*/dn; < 0, we have dygs;/dn; < 0. That means the greater the negative effectiveness
of in-App advertising caused by App i (13;), the lower the App i’s advertising subsidy rate set by the
platform owner (¢;*), which leads to the decrease of App i’s optimal advertising effort (114;*) and the
number of App i’s users (Yss;)-

Note that the number of the platform users and App i’s users in Equations (19) and (20) will
ultimately achieve their own steady-state xss and yss; when t — +oo0.

4.2. Integrated System

In this section, we assume that the platform owner and App developers are vertically integrated,
and the objective of integrated system is given by Equation (9). Then the HJB equation for Equation (9) is

le n uz ) n
pVi=ppx— ?p + Vix(aup — 6x) + Z [paiyi — % + Viyi(yivai + ix = Oyi — Z niuaj)l (21
pa =T

where Vi, = dVi/dx and Vy,; = dV/dy;. Aiming at the above optimization problems, the optimal
advertising efforts of the platform and App i are proposed in Proposition 3.
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Proposition 3. Suppose that n; < —xFAL— . Then, in the integrated system, the respective optimal advertising

efforts of the platform owner and App i developer are given by

(p+0)pp+ ;l Bipai

Up=a (22)
’ (p+0)?
ViPAi—'hjzlij# PA;j
M= —0— (23)

i, jefl,...,n}and i # .

The above condition is to guarantee App i’s optimal advertising effort is positive. Different
from Equations (12) and (14), here Equations (22) and (23) don’t have the parameter A, which means
in the integrated system the optimal advertising efforts have nothing to do with the sales revenue
sharing rate.

Proposition 4. In the integrated system, when every App displays the other Apps’ ads:

n
1. Suppose that yjiy, — Y, Ujﬁixj > 0. Then, the unique steady-state of the number of platform users and
j=1,j#i
App i's users, represented by Xgg and Y ¢, are given by

— (p+0)pp+ ’21 Bipai
2 i=

Xgg = —(— =« (24)
5(p+0)°
_ - . n . 20 a ‘B,i Bip i
Yssi = %(%ﬁl”p + Vit — ,712,# Njliaj) = 5(p1+5) [= %pP + 5(;_1“5)
n = n n (25)
+yilpai—ni X paj)— L nj(yipaj—nj L pai)l
j=1,j#i j=1,j#i i=1,i#j
i,je{l,...,n}and i # j.
2. The optimal trajectories of the number of platform users and App i’s users are

x(t) = (xo = Xsg)e ™ + Xsg (26)
yi(t) = [yo = Vssi + Bi(x0 = Tss)tle™ + Ysg; (27)

The condition in Part 1 is to guarantee that the steady-state of the integrated system is positive.
Next, we will calculate the present values of profits of the decentralized system and the integrated
system to compare the efficiency of the two systems.

4.3. Optimal Present Values of Profits in Two Systems

Proposition 5. When every App displays the other Apps’ ads:

1. Inthe decentralized system, the optimal present values of profits of the platform owner and n App developers,
are given by (Here, n Apps are regarded as a whole mathematically, which can obtain some regular results
and facilitate the comparison with subsequent results):
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Vae — * 2 + ZI 1 212 (p + 6)pP + Z41 1 lﬁlpAlx + = Aszl . (28)
P 2 0 ‘ n 6%0
p (p+0) im1 P
- (p — up)up + Lilq w0y, (W — 1) X1y (1= Ap)pai
V= — A A ==L X0+ (p+0)yi (29)
L, A o (p+ (5) [Bi (p+0)yiol

And the sum of Vp* and ),V 5;* represented by Vp*, is given by

—%

n
up pai
+ axo+;p+6yzo (30)

p(2up — 1) + L (20, — uy,)
P+ZVA1 2,0 l l

2. Inthe integrated system, the optimal present value of total profit, is given by

YU
V= PZ—;—]AZ Lo+ Z 6‘%0 (31)

Using Equations (30) and (31), we compare the optimal present value of profit between the
decentralized system and integrated system, that is, Vp* and V;*. The results are presented in the
following corollary.

Corollary 1. The optimal present value of total profit in the integrated system is always greater than or equal to
the sum of the optimal present values of profits of the platform owner and n App developers in the decentralized
system, that is Vi* > Vp*.

Corollary 1 indicates that the decentralized system is less efficient than the integrated system.
The next research question to address is how to improve the efficiency of the decentralized system.

5. Sustainable Cooperative Advertising Mechanism

5.1. Platform-App Channel Coordination

The focus of this section is on how to improve the efficiency of the decentralized system with the
expectation that the objective of integrated system can be implemented (V*).

To achieve the above purposes, we propose a sustainable cooperative advertising mechanism,
in which the platform owner and App developers need to share each other’s advertising costs at the
participation rate of 1; and ¢; respectively. Note that, under this mechanism, the platform owner’s
participation rate ;, is exactly App i’s advertising subsidy rate set by the platform owner, ¢; mentioned
in Section 4. The difference is that the platform owner’s participation rate i; is a parameter to be
determined, while App i’s advertising subsidy rate ¢; appears as a control variable. For any given
sustainable cooperative advertising mechanism (1;, ¢;), I € {1, ..., n}, the optimization problems of the
platform owner and App i developer are

N n
Vp(x,y) = maxf”e Pt[ﬁpx 35+ L (Aipaii+ hopif - %'#iﬁii)]dt 32)
i=
s.t. (1) and (2),
VAz(x ]/) - {Si)(()j(; e pt[ 1-4 )pAz}/z 2 Al + zlpz ﬁoiﬁlz:
- -2 1o 22
+ R (jipajyj + 3&it%,; — Oijpaii — zéijMAj) dt (33)

s.t. (1) and (2).
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If the decentralized system wants to be coordinated, then under the effect of the sustainable
cooperative advertising mechanism, the optimal advertising efforts of the platform owner and App
i developer in the decentralized system must be equal to the corresponding ones in the integrated
system, i.e., 01}, = up and @, = Uy;.

When the participation rates 1; and ¢; are fixed, we obtain the optimal advertising efforts of the
platform owner and App i developer as shown in the following proposition.

Proposition 6. Under the sustainable cooperative advertising mechanism, when the participation rates 1; and
@; are fixed, the optimal advertising efforts of the platform owner and App i developer are

n
(p+0)pp+ X Aifipai
i a (34)

iy, = ’ (35)

Once there exists a specific pair of (;, ¢;), I € {1, ... ,n}, which makes Equation (22) equal to
Equation (34), and Equation (23) equal to Equation (35), then the decentralized system can be effectively
coordinated. Solving @}, = up and ', ; = i}y, we get the following proposition.

(/\Hr;;‘ 0ij)yipai
Proposition 7. Given the condition 1; < ——"—— holds, then there exists a unique set of participation
Y paj
j=1,j#i

rates ((;, ;) to coordinate the decentralized system, when

n n
(Ai+ X Op)yivai—ni L paj
~ j=1,j#i j=1,j#i
gi = ; - 2. i (36)
YiPai— i L. PAj j=1,j#i
j=1,j#i
n
n ;1 (1= 2i)Bipai
Pi = —— (37)

n
i=1 (p+06)pp+ };1 Bipai

The above condition is to ensure that the participation rates satisfy between 0 and 1.

By Equation (36), when determining the participation rate of App i, the platform owner will
consider the negative impact of in-App advertising caused by App i on the other Apps (1);). Especially,
when no App developer adopts in-App advertising mode, that is, 1; = &;; = 0;; = 0, the platform owner’s
participation rate is just equal to the sales revenue sharing rate of App i, that is

Pi=Ai

n
By Equation (37), since 0 < A; <1, 1€ {1, ... ,n}, we have 0 < ), ¢; < 1, which implies the
i=1
achievement of coordination if and only if the sum of the participation rates of n Apps is shown as
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Equation (37). This may cause free-riding behavior among Apps, that is, one App may have a high
participation rate, while the other App may have a low participation rate.

Once the decentralized system has been coordinated with the integrated system, the number of the
platform users and App i users in the decentralized system will respectively equal to the corresponding
number of users in the integrated system. Substituting Equations (26) and (27) into Equations (32) and
(33) respectively. We get the present values of profits of the platform owner and n App developers
under the sustainable cooperative advertising mechanism, as shown in the following proposition.

Proposition 8. Under the sustainable cooperative advertising mechanism, the optimal present values of profits
of the platform owner and n App developers, are given by:

o uplly, + Xy (2w, — ), (P+5)PP+21 MﬁzPAzx +Z": Aipai

P 0 Yio (38)
2p (p+6)° =pr+o
n N (ﬁ* _u*)ﬁ* _’_2271: (ﬁ*.—u* )Ax— Z
= p—"p)%p 21 VAL A AL Ei=l (1-2i)pai Bixo + (p + 6)vio] (39)
i—1 p (p+0)°
n
and the sum of Vl*j and Y, V*, . represented by V™, is given by
i=1
n m(. 2 Ax- 2 Ax-
. + X
+ ) = L Z L. (40)
i=1

Using Equations (31) and (40), we compare the optimal present value of profit between the
integrated system and the new decentralized system (under the sustainable cooperative advertising
mechanism), that is, V;* and Vj;*. The results are presented in the following corollary.

Corollary 2. Under the sustainable cooperative advertising mechanism, the sum of the optimal present value of
profits of the platform owner and n App developers is definitely equal to the optimal present value of total profit
in the integrated system that is Vy* = Vi*.

Corollary 2 shows that the sustainable cooperative advertising mechanism not only improves the
efficiency of the original decentralized system, but also successfully implements the objective of the
integrated system while ensuring that the new decentralized system has been coordinated with the
integrated system.

Under the action of the sustainable cooperative advertising mechanism, the efficiency of the
decentralized system has been improved and implements the objective of the integrated system (V*).
However, as for the system members, whether the present values of profits of the platform owner
and n App developers have been increased simultaneously or only one party increases while the
other party decreases. In response to the above questions, we present the relevant results in the
following proposition.

Proposition 9. By comparing the present values of profits of the platform owner and n App developers in the
decentralized system with and without the sustainable cooperative advertising mechanism, the following results
are obtained:

1. As for the platform owner, the necessary and sufficient condition for ‘7}; > V5 is
n

Y (= 1) < (- )

i=1
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n n
2. Asfor n App developers, the necessary and sufficient condition for 3, V5. > }, V', is
i=1 i=1

. 2 f,
2 iy =) 2 (up = =) (05— )
i=1

Proposition 9 proposes what conditions need to be satisfied so that the present values of the profits
of the platform owner and n App developers can be respectively improved under the sustainable
cooperative advertising mechanism. Further, in combination with the above conditions, we propose
what conditions need to be satisfied when the platform owner and App developers face different
situations together.

Corollary 3. Under the effect of the sustainable cooperative advertising mechanism:

n n
1. The necessary and sufficient condition for Vi, > V7, and El Vi< El V* s

n

A% * 2 * P AX *
Z (1 = 10;)" < (up = 7)(“13 —up)

i=1
n
2. The necessary and sufficient condition forVy, < Vi, and El Viiz LV, is

n

Y (= 1) > (- )
i=1

n
3. The necessary and sufficient condition forV}, > V7, and El Vi l

n
.
_1VAizs

* n

P\ /a . 2 R
(u}—?)(u}—up)s (), — ;)" < up(ip —up)

=

4.  The scenario where 171*3 < Vjand iil VZZ. < iil V7,; cannot occur simultaneously.

Parts 1, 2, and 4 show that one of the platform owner and n App developers will suffer the loss of
benefits, but it is impossible for both parties to sacrifice the benefits. The platform and Apps need to
satisfy the above-mentioned condition in Part 3, if they want to improve the profits together under
the sustainable cooperative advertising mechanism. It is worth noting that n Apps are regarded as a
whole, ) V4;* mentioned here is the sum of the present values of profits of n Apps. The purpose of
such mathematical treatment is to obtain some regular results and to facilitate the comparison of ),V 4;*
in the two systems to form important conclusions. As for whether the present value of profit of each
App has been improved or not, it is uncertain.

In order to more intuitively highlight the role of the sustainable cooperative advertising mechanism,
next, we will conduct a parameters sensitivity analysis to characterize the changes in the optimal
present values of profits in terms of the platform’s advertising effectiveness.

5.2. Parameters Sensitivity Analysis

Taking one platform and two Apps as examples, we analyze the relationship between the
advertising effectiveness of the platform and the present values of profits. That means the platform’s
advertising effectiveness a varies and all the other parameters are fixed as follows: pp =25, p41 = 18,
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pa2=20,91=08,7,=1,6=01,6,=0.151nn=01,1,=015 p=01,6=0.1,1; =035 1, =04,
912 =0.1, 921 =0.15, 512 =0.02, 521 =0.05, Xo = 200, Y10 = 100 and Y20 = 150.

Firstly, we draw the tendency of Vp*and V;* in Figure 3, where Vp* means the sum of the optimal
present values of profits of the platform owner and two Apps developers in the decentralized system,
while V;* means the optimal present value of total profit in the integrated system. As shown in
Figure 3, both Vp* and V;* increase with «, but V;* is always above Vp* which verifies the conclusion
of Corollary 1 (V;* > Vp¥).

—e— VD* —e - VI
325,000
300,000
275,000

& 250,000

°

& 225,000

o

% 200,000

Z 175,000

& 150,000

H;—

125,000

100,000

01 015 02 025 03 035 04 045 05 055 06 065 0.7 0.75
o

Figure 3. Present value of profits comparison between the decentralized and integrated system.

Secondly, we use the numerical analysis to evaluate the performance of the platform and two Apps
with and without the sustainable cooperative advertising mechanism. In Figure 4, AV}, = V;, -V
and AV, = \7;1 + Vjaz -V’ — Vi), Itis not difficult to find that with the increase of the advertising
effectiveness of the platform, a, the additional benefits obtained by the platform owner continues to
increase, and the difference also changes from negative to positive. On the contrary, the additional
benefits obtained by two Apps show a decreasing trend, and may even suffer a risk of loss (when
AV <0).

—e— AVP* AVA*
40,000

30,000
20,000

10,000

-10,000

Presentvalue of profit

-20,000
01 015 02 025 03 035 04 045 05 055 06 065 07 0.75

a

Figure 4. Present value of profits comparison with and without the sustainable cooperative
advertising mechanism.
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Finally, it is further clarified that the conditions of Part 3 in Corollary 3 can be satisfied, so that the
benefits of platform and two Apps can be both improved under the sustainable cooperative advertising
mechanism. As shown in Figure 5, with the increase of the advertising effectiveness of the platform, «,
both AV}, > 0 and AV, > 0, implying that under the mechanism, the optimal present values of profits
of the platform and two Apps have been increased together.

—— /\VP* AVA*
9000

8000
7000
6000
5000
4000
3000
2000

Presentvalue of profit

1000

0
0.3 0.32 0.34 0.36 0.38 0.4 0.42 0.44 0.46

a

Figure 5. Both the platform and n Apps benefit from the sustainable cooperative advertising mechanism.
6. Discussion

User base is the cornerstone of the platform and Apps to achieve data monetization, and the most
efficient way to acquire users is through advertising. As for the platform owner and App developers,
how to make the optimal advertising decision is what we pay attention to. Considering one platform
and n Apps, the optimal advertising efforts, the steady-state of the user number and the optimal
trajectories of the user number, are respectively calculated in the decentralized system and integrated
system by utilizing the optimal control theory. Meanwhile, we propose a sustainable cooperative
advertising mechanism, requiring the platform and Apps to share each other’s advertising costs, so as
to effectively make the decentralized system coordinate with the integrated system and implement the
optimal objective value of the integrated system.

The main research results of this paper include the following.

1.  Appideveloper just need to take into account the negative impact of in-App advertising caused
by himself, regardless of the other Apps when determining his optimal advertising effort. Because
the platform owner can use the advertising subsidy policy to adjust. More specifically, the higher
the negative effectiveness of in-App advertising caused by App i, the lower the advertising
subsidy rate set by the platform owner to App i. Thus, App i developer may reduce her optimal
advertising effort accordingly, and the number of App users may also decline. In addition, the
advertising subsidy rate set by the platform owner is also closely related to the profitability
performance of Apps, as well as the costs and benefits of in-App advertising mode, which means
that there exists a competitive relationship among Apps.

2. The optimal present value of total profit in the integrated system is always greater than or equal
to the sum of the optimal present values of profits of the platform owner and n App developers
in the decentralized system, which means that the decentralized system is inefficient.

3. Our proposed sustainable cooperative advertising mechanism not only can coordinate the
decentralized system with the integrated system, but also can implement the optimal objective
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value of the integrated system. However, in contrast to the previous research results [49], we
theoretically conclude that one of the platform and n Apps may suffer profits loss under the
sustainable cooperative advertising mechanism compared with the corresponding ones in the
original decentralized system. However, as long as some mild conditions are satisfied, the profits
of the platform owner and n App developers can both be improved under the operation of
the mechanism.

Our research mainly focuses on the complicated benefit relationship between the platform and
App. Due to the complexity and cumbersomeness of mathematical solution caused by involving n
Apps, on the issue of the improvement of the present value of profits, n Apps are treated as a whole
mathematically which can obtain regular conclusions and facilitate the comparison of the results
between the two systems. In subsequent research, we will focus on the change in the present value of
profit of each App, trying to confirm whether each App developer can benefit from the sustainable
cooperative advertising mechanism and what conditions are required. Additionally, some valuable
extensions of this paper can be further explored. Firstly, the payment model of in-App advertising
can be expanded to include click rate, display rate and other indicators. Secondly, it would be more
interesting to introduce an auction mechanism to filter in-App advertising so as to maximize profits.
Finally, this paper only considers the case of one platform and n Apps. Therefore, our model can be
extended to a more complex situation of n platforms and n Apps with competing relationships.
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Appendix A

Proof of Proposition 1. Backward induction is used to solve the equilibrium of Stackelberg game.
Given the platform owner’s decisions up(x, y) and ¢;(x, y), we assume that App i developer” value
functions V;(x, y): R4+ — R, I1€(1,... n} are bounded and continuously differentiable and there is a
unique and absolutely continuous solution pair (x(f), y(t)) to the initial value problem ((1) and (2)),
which is the sufficient condition for a stationary Nash equilibrium between n Apps.

Through the first-order condition of (11) with respect to u4; yields

. ViV aiyi
i (x, yjup, ¢1) = o (A1)
1-¢i— XY &

j=1,j#i

Substituting (A1) into (10), the platform owner’s HJB equation can be rewritten as

_ 1,2
pVp = uprz%?;fzo{ppx — U + Vpy(aup - 0x)
L V2V aiyi iV aiyi L ViV Ajyj
+ X [Aipaiyi— i s + Vi, ( ML B —oy - Y, —UHAM ) (A2)
i=1 2(1-¢— L &) 1=¢i= L &ji JEL# == L &

j=1,j#i j=1,j#i i=1,i#j

Maximizing the right-hand side of (A2) over up and ¢;, we obtain the platform owner’s equilibrium
decisions:
up = aVpy (A3)
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n
2yiVey,=viVaiyi—20i L. Vpyj
j=1,j#i

n
= (1 - Z 5 ) n
v J=L# g 2yiVpy,+yiVaiyi—2ni L Vpyj (A4)
=1, j#i
i, je{l,...,n} and i # j.
Taking (A1), (A3), and (A4) into account, Equations (10) and (11) can be rewritten as
n n
Vo = (pp =8V + ) BiViy)x+ ), (Aipai = 6Viy)yi + Ci (A5)
i=1 i=1
n
pVai = (BiVaiy, = 0Vai)x + [(1 = Ai)pai = OV aiyi — Z Oijpailyi + Ca (A6)
j=1, i
where C; and C; are the remaining constant terms. We conjecture linear functions
n
Ve(x,y) = gx+ Y giyi+C1 (A7)
i=1
Vai(x,y) = hanx +hapyi +Ca (A8)

Thus, Vpy =g, Vpyi = i, Vaix = hai1 and Vi = hajp. Substituting the above partial derivatives
into (A5) and (A6) and equating the coefficient of x and y; with zero, we obtain

pr(p+0) + '21 Aifipai
i=

(p+0)
A‘ .
.= LiPai (A10)
p+0o
n
(1 - /\1 - Z Glj)ﬁl
j=1,j#i
hain = 3 Pai (A11)
(p+0o
n
1-A- Y 6
hap = Ul (A12)
Ai2 (p+(3) PAi

Inserting (A9)—(A12) into (A3), (A4), and (A1) respectively, we obtain the equilibrium results:

(p+o0)pr+ ;1 AiBipai

up=a 5 (A13)
(p+0)
n n
BAi=1+ X 0ij)yipai—2ni L Ajpa;
. j=1,j#i j=1,j#i
¢ = (1- &ji) ; - (A14)
j=1# (T+Ai— X 6ij)yipai—2ni Y. Ajpa;
j=1,j#i j=1,j#i
(1+Ai— i 0ij)yipai—2n; )E Ajpaj
w = J=Lj# j=1j#
A 2p+0)(1- L &) (Al5)

j=1j#i

i,je{l,...,nfand i # j,
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which are the same results as Case 2 of Proposition 1. It can be verified that when the condition of

n n
(BAi=1+ X 0ij)yipai—2n; Y. Ajpaj > 0holds, the above optimal solutions are positive.
j=1,j#i j=1,j#i

Specially, when 1; = &j; = 6;; = 0, we can obtain the optimal solutions as shown in Case 1 of
Proposition1. O

Proof of Proposition 2.

1. Substituting Equations (12) and (16) into Equations (1) and (2), we get

x(t) = aup* + 6x(t), x(0) = xg > 0.

. . . . L Al6
y;(t) = yiua® + Bix(t) = oyi(t) — X njua;j*, yi(0) =yj0>0,i,je{l,...,nfandi # j. ( )

n
j=1,j#i

Solving x(t) = 0 and y,(t) = 0 yields the unique intertemporal equilibrium (xgg, yss;), as shown
in Equations (17) and (18) in Part 1 of Proposition 2.

2. Equation (A16) is a system of differential equations. By solving the system (A16), we obtain the
optimal trajectories of the decentralized system state, as shown in (19) and (20). O

Proof of Proposition 4 is similar to Proof of Proposition 2, so we omit it in the following appendix.
Proof of Proposition 3. By the first order condition with respect to up and u4; in (21), we have
up = aViy (A17)

and
n

Wi = ViVigi = i Z Viyj, i, j€{1,...,n) and i # j (A18)
j=1,j#i

Substituting (A17) and (A18) into (21), we can rewrite it as

Vi = (pp=8Vie+ ) BiViy)x+ Y (pai—Viy,)yi + Ca (A19)

n
i=1 i=1

where Cj is the remaining constant term, conjecture a linear function
n
Vi(x,y) = fx+ Y fiyi +Cs (A20)
i=1
where Vi, =f, Vi = f;. Inserting these partial derivatives into (A20) and equating the coefficient of x

and y; with zero, we can obtain

n
pp(p+0) + Zl Bibai
i=

= (p+0)* )
fi= (A22)

Substituting (A21) and (A22) into (A17) and (A18) yields the platform owner’s and App i
developer’s optimal advertising efforts as shown in Proposition 3. O
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Proof of Proposition 5. Substituting Equations (19) and (20) into Equations (7) and (8) respectively,
we get

Vp(x,y) = [} e P{pp[(xo — xss)e™ + xss] — u}?

n A23
+ 'gl[/\iPAi{[yiO — Yssi+ Bi(xo — xss)Hle™ + yssi} — Sy, 2, (A23)

n n oo 1- ¢, 2
Z Vailx,y) = Z j{; e_Pt{(l = Ai)paif yio — yssi + Bi(xo - xss)tle™ + yssi} - %} (A24)
i=1 i=1

Solving Equations (A23) and (A24), we obtain

Ve -

n _ * *.2
[/\i 1[%0 yssi | Bi(xo xss) + .l/SSI] Qi ]

p+o (p +5) 2p
_ Oxss _ + Z 1 Oyssi _ Pixss 21— Pjuy” (A25)
—pe p(p+o) lpAl p(p+9) (P+5) 2p

n

/\1 1
+(x0 [P +Z ﬁpA]‘i‘Z/\lPAz p+b)

and
- ; 1-¢t ), 2
E Vg = z [(1 AD)pai ylopfom _|_ﬁz§x16’;ss) + ySSl}_< ‘/)1)”/4; ]

— . [ _Oyssi ﬁ:x (1- (11’)“,
- El- opatiy - 231 ) £

(A26)

o +5pAl [Bixo + (p + 6)yiol-

Plugging Equations (17) and (18) into Equations (A25) and (A26) respectively, and considering
Equations (12) and (16), after simplification, we obtain

wp? + Liq N (p+0)pp + Lili Aifipai i Aipai

VvV, = X0
r 2p (p+6) Hp+d

Yio

and
n

v (ip = up)up + Ly )y (1 — ) n iy (1= Ai)pai
Ai T 2
= " p (p+0)
which are consistent with Part (1) in Proposition 5.

Proof of Part 2 in Proposition 5 and Proposition 8 are similar to Part 1 in Proposition 5, so we omit
them in the following appendix. O

[Bixo + (p + 6)yio]

Proof of Corollary 1. Using Equations (30) and (31), we have

V[x- _ V:(- _ H;)Z—"_Z?l:l ﬁziz_u (2&;;—1/[ ) Z“l 1 Az(zuAl Ai)
D

= —21/1 MP+M +Zz 1521 _Zl ]zuAluAl+Zl 1 ;}1
:(up u) + XL 1(uAl—u ) >0,

which means V;* > Vp*. 0O

Proof of Proposition 6. Similar to Proposition 1, when the platform owner and App i developer
make decisions separately, under the Stackelberg game. we first analyze the object of App i by using
backward recursion. As a follower, the problem faced by App i developer is Equation (33), so his HJB
equation is
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~ 1-u;)u?. U2 n i &2
PVai(x,y) = max| (1= Ai)paiyi - Qo _ 2 ._§ (Ojipajyj+ 254 - Oipaiyi - —5)
- = (A27)
+Vaix(aup = 0x) + Vaiyi(yivai + pix = 0yi — 12#,77]%4]‘) ,
j=Lj#i

where Vi = 0V 4;/dx and VAiyi = dV4;/dyi. To solve the above problem, maximizing the right-hand
side of (A27) yields

- )/iVAz'yi
i (x, ylup) = . (A28)
1-¢i— X &
j=1,j#i
Substituting (A28) into (32), the platform owner’s HJB equation can be written as
’ z pin Uiy V2 aiyi
pVp(x,y) = max{ppx — 312 + ¥ [Aipaiyi + - - —————]
=0 =1 204~ L&)
J=L# (A29)
N no 2V givi n VA
+Vpc(aup = %) + ¥, [Vpy (——55— 4+ px—dyi— Y n—H—)]4,
i=1 I-¢i— X & =L C1-¢i= X &

j=1,j#i j=1,j#i

where Vp, = dVp/dx and prl- =JVp/ dyi. Through the first order condition of (A29) with respect to
up, the platform owner’s optimal advertising effort is

= L}f" (A30)
1-Y ¢i
i=1
With (A28) and (A30), the platform owner’s and App i developer’s HJB equation can be rewritten as

n

pVai = (BiV aiy; = OVai)x + [(1 = A)pai — 6V aiyi — Z Oiipailyi + Ca (A31)
iyt
n n
pVp = (pp— Ve + Y BiVpy)x+ Y (ipai = 6Vpy,)yi + Cs (A32)
i=1 i=1

where C4 and Cs are remaining constant terms, according their functional form, we conjecture linear
functions

n
Vp(x,y) =zx+ ) zyi+Cy (A33)
i=1
Vai(x,y) = qanx + qaiyi + Cs (A34)

Thus, Vp, = z, prz- =2i, Vypy = qAil, VAW- = gap. Substituting these partial derivatives into (A31)
and (A32), we have
z =g,z = 8i,qan = han,dai2 = hai2 (A35)

Plugging (A35) into (A28) and (A30) respectively, we will obtain the optimal advertising efforts as
shown in Proposition 6. O

Proof of Proposition 7. If the decentralized system wants to be coordinated, we must make the
optimal advertising efforts in the decentralized system under the sustainable cooperative advertising

mechanism equal to the corresponding ones in the integrated system, that is 21}, = #p and ', ; = i},
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By equating Equation (22) with Equation (34), Equation (23) with Equation (35), we get the unique set
of participation rates ({;, ¢;) as shown in Proposition 8. O

Proof of Corollary 2. Since @1}, = up and iI’,, = ui,; after the coordination, it’s easy to prove that
Equation (40) is equal to Equation (31), thatis Vj;* = V*. O

Proof of Proposition 9.

1. By subtracting Equation (28) from Equation (38), we have

* A% * e e *2 >(- 2
vy — Ul Yy (20— )y —up,* =Yy
P Vp=T 20
up (Wp—1tp)+ Xy i, (0 —103)
— o .

Thus, the necessary and sufficient condition for V}; > Vpis

up (i — up) +ZuAl (W, —1y;) 20

2. By subtracting Equation (29) from Equation (39), we get

Z",‘ Z (@ — up )iy, + 250 (0, — 'y, ), — 2(up — up Jup — 2300wl (U, — w3y
2p

Since up = 1}, and Uy; = @, simplifying we have

=

. o (@ —up) (F —up) + Lilg (@, — 1) (@, — ;)
Ai T Z Vai =

P R

]
Proof of Corollary 3.
R no. n
1 V,2V,and ¥ V. < }, V), means
i—1 i—1
Yy (@, —wy,)? < (i, — ) - Up
{ wo A A < (yt Po = Z (0 = 10y;)" < (up — =) (A — up)
im1 (@ = 1,)" < (up — ) (@ —up) i=1
A n N n
* * *
2. Vy<Vjand El Vi z'>::1 V’,; means
;’l—] (ﬁzz MAi)Z 2 u* (ﬁ;) - M*P) - Ak * *
no (e 2 Moy ipr o :>Z(”Az )"z up(fp —up)
Einy (@ —wy,)” = (up = 27) (4 — up) i=1
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3. A; > V7, and i A;i > f V’,; means
i=1 i=1
Ty (= 1y,)” < up (i, — ) = (up— ﬁ)(ﬁ* —up) < ] (0%, — wy,)* < (@ — 1)
T, ﬁjqi_”jq;‘)zz(“;_%)(ﬁ*l)_up) P /\MpTHp "= Ai T Pai) = Hp\Hp T Hp
A no n
4. » >V, and 121 = 1-21 V’,; means
n At * \2 * (an *
im1 (W —103;)" = up (i, — up)
n o x \2 o oy * =2
{ i (W = 1)" < (U = =) (A — i)

This implies that Case 4 won't happen. O
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