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		In sponsored search advertising, advertisers bid to be displayed in response to a keyword search. The operational activities associated with participating in an auction â€” submitting the bid and the ad copy, customizing bids and ad copies based various factors (such as the geographical region the query originated from, the time of day and the season, the characteristics of the searcher) and continuously measuring outcomes â€” involve considerable effort. We call the costs that arise from such activities as keyword management costs. To reduce these costs and increase advertisersâ€™ participation in keyword auctions, search engines offer an opt-in tool called broad match with automatic and flexible bidding, wherein the search engine automatically places bids on behalf of the advertisers and takes over the above activities as well. The bids are based on the search engineâ€™s estimates of the advertisersâ€™ valuations and, therefore, may be less accurate than the bids the advertisers would have turned in themselves. Using a game-theoretic model, we examine the strategic role of keyword management costs, and of broad match, in sponsored search advertising. We show that because these costs inhibit participation by advertisers in keyword auctions, the search engine has to reduce the reserve price, which reduces the search engineâ€™s profits. This motivates the search engine to offer broad match as a tool to reduce keyword management costs. If the accuracy of broad match bids is high enough, advertisers adopt broad match and benefit from the cost reduction, whereas if the accuracy is very low, advertisers do not use it. Interestingly, at moderate levels of bid accuracy, advertisers individually find it attractive to reduce costs by using broad match, but competing advertisers also adopt broad match and the increased competition hurts all advertisersâ€™ profits, and thus a â€œprisonerâ€™s dilemmaâ€� arises. Adoption of broad match by advertisers increases search engine profits, and it therefore seems natural to expect that the search engine will be motivated to improve broad match accuracy. Our analysis shows that the search engine will increase broad match accuracy up to the point where advertisers choose broad match, but increasing the accuracy any further reduces the search engineâ€™s profits. 
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