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Abstract: This paper aims to explore the effects of organic listing as a competing information source
on the advertising competition (i.e., sponsored bidding) and the outcome performances in search
advertising. We set up a game-theoretic model in which firms bid for sponsored advertising slots and
compete for consumers in the product market. Firms are asymmetrically differentiated in terms of market
preference and are placed at organic slots with different prominence based on their relative popularity. We
suggest that when facing two competing lists, leading firms' sponsored bidding incentive is mainly
preventive, whereas small firms' sponsored bidding incentive is mainly promotive. We show that these two
incentives change in the opposite directions when the difference in advertisers' competitive strength
decreases. As a result, even small firms may outbid stronger competitors and win good sponsored
positions under such a co-listing setting. We further analyze the effects of the organic listing on
equilibrium outcomes by comparing it with a benchmark case in which there is only a sponsored list. We
find that organic listing compensates the leading firms to help smaller firms win better sponsored positions,
which balances the equilibrium information structure through sponsored list without impairing the
objectivity of the organic list. While organic listing may lower the search engine's short-term revenue, it
increases equilibrium consumer surplus, social welfare and sales diversity, which are in the long-term
interest of the search engine. Finally, we suggest some possible direction to improve the performance of
organic listing for highly asymmetric markets.
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