
WORKING 

PAPERS 


ADVERTISING AND GENERIC TRADEMARKS 

Richard P. Rozek 

Federal Trade Commission 

WORKING PAPER NO. 38 

May 1980 

rrc Bureau of Etooomics working papers are preliminary materials circulated to stimulate discussion and critical comment All data contained in them are in the 
public domain. This includes information obtained by the Commi oo which has become part of public record. The analyses and couclusious set forth are those 
of the authors and do not necessarily reflect the views of other members of the Bureau of Economics, other Commissioo staff, or the Commission itself. Upon 
request, single copies of the paper will be provided. References in publications to FfC Bureau of Etooomics work ing papers by FfC economists (other than 
acknowledgement by a writer that he has access to such unpublished materials) should be cleared with the author to protect the tentative character of these papers. 

BUREAU OF ECONOMICS 

FEDERAL TRADE COMMISSION 


WASHINGTON, DC 20580 




' ;  . ,  

' 
l 

·' 

 
r ;! 

:.. 

i 1 
;! 

t i 
 

-  i ' 

l 
r 
I ,, 
t i 
r -? .i f ;! I t ·'I 
L ·'  r ! A 
i  

lf 
w 

  

icha d P.
Federal ·rrade 

ozck*
--.cJ :.::-rl slon 

' J. . 

tnat conoGlC daen s have c olctc 1nforGat1on anout the1r acci-
sion 
s: ce tnc two sid s of 

 1:1 · i ( 1 c :1 t 

! 

s ll :ul td:JL'OusJ y. 

t h c i n :1 t 1 t u t 1 on a 1 s ::: t t i n q i n v o 1 '/ •: 3 • -'l 
<;,; 

It 

(· ":,.'l-:;,·} 

.. 

J
-i 

l 



---- -- ------------------------------.. -------- - -------- --------------�----

1:  

c 
;: ' ':,. !J.i · . 
:-,_ 

One specific pro lcm in this rea which bas received 1ntense 

scr11t1ny by econom1c theor1sts concerns the search for the most 

tavorable price fur a good or serv1ce available at differen t 
The interest 1n this problem formally began with a 

pa er oy Glorqe Stigler (1961). S1nce that time, a considerable 
arr00nt of e[tcrt has been d voted to the analysis of the monetary 

and t1me costs associated with the dissemination, acquisition, 
a n i :; u : ::� c '  cH: n t t  roc e s s 1 n q of 1 n t o c11 a t ion by mark e t p a r t i c i pants • 

c nsu er durables, labor 

servlc(CS, r,rii11acy care physlCldn:" and residential housing.1 

' 'h, , C():-;rr,on tl:atcJre ot tiie:.:c models is that a costly search 

str,>tc"1Y 1:n::·l•.:rr-e:1ted by the aqents on one s1cle of the r.:arket, 
'I, .t_ r c"' 1lt -; ·.,..·filch ern t-q  tror;1 tht:Se st.._·ar:ch rnoJ.-::ls are quite-

t<oth:;child (1973) Zind Lippr-1an-McCall 

ur .:- tl]'l!i'J co:n: .:Jdity 1:c: considc:rul to be expensive . The existing 

a ts Lot soods or tVlCes where the purchase price of the 

qc;cj i  so lo·w th.Jt bu·:crs tind sc.:u:ch activ1ty too costly. Con-

si·Jc:r a qood t ::_,t is a rt:L1tively inexpensive compone nt of a com-
:00cJ1ty bundle purchased at a given locdtion. In this case,
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its minor components . 

"-'hen selecting an inexpenSlV•  c;:_,od or "' t-VlC(: 

:__, t r c leq y 

.. that a buyer will ..: l; d t- 01: t I • ., i :_; t. : c :_) 

the 1. ... ...,., ::-  t !_:", i t -· (} l (  S j \' d i J G t; l t_:•. J to 

behav10r --_;u ch 

as increctsing the number ot 
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tr;t  oroduct, t e 0tfective advertising message usually does not 

111volvc price , 6nd 1t must be costless for the buyer to receive 
a nO :.Jndersta:rd. 1hc seller thus needs a convenient symbol to use 

1  advertising cssages which informs buyers that his brand 
exists and p rsuades potentlal buyers to purchase his brand. One 
suci  CC:".'i,:c ·,;; lch c.:n 1  serve as tne foundiition of the advertising 

It a buyer receives a copy ot t he 

Even though the 

tt:c :_ cl'j<ct'' s ·.::rc. :pt ion of the brand is enhanced thro:Jqtl t.he 

r<::d:z.JLion tl .Jt tlic• s..:ller· 1ncun·ed d. cost to t)romote his bronu. 

Lor expl'nsive products . 

in o e situ.Jtions. For cxa ple, a trademark may become the 
coa.::•..::n ch.:sct·l:,tl'/e r c:n.e tor i.in entire product class; that is, it 
evolves 1nto c;cr crrc usage . Tlle proole:t:s ac is(' when the generic 

tc::>d,_.::-�c:tt·r: lo; st1ll lerJully !:JrOtectcd as the name of a particular 

bc:HlJ w1 thl:t U:e t:-roduct cla ;s . It creates a great deal of 

con f sion for both buyers and sellers as well as erects a barrier 

to co:-:--,oetition in the Ir1drket wh1ch may provide some sellers with 

the opportunity to c rn excess profits . Consider the case that 

sellers of each brand in a product class choose advertising 

-4-
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gener-ic tr-ademark to the o:her br dnci:  1r1 the pro<.i· (-=t c:J:::.:  and 

vice versa. The nature of th0sc iiects · -

i ng by a g i v e n s e l l e r b c; n e: r i t s h : s r t ·; -:. l '; , 

sales . The seller of the t.c,wj \.lit:·, u, .. .: 

tr:y to mini :nizc tl e oe:-wfit > A:f.ic : f.!u.,• 

') ·.. ·..: -- .1·-.·· 

se.1l c';: ' r..:.. ..; 

advertlsing co:-;U> ir1 ordct· to countc:t".::h:t - ··.:: l· r· <:t:>. 

bct1a<.· ior . 

.1_ : • • •  d i ._, . L 1 .  :. n :_; 
. .. , ,  . · ' ! l t :_" •  I' .  

li:.l .-_J.•-i ' . 

. ):' ' ·I : ' Y.-; \ J t_ ;_ L <l 

\I I 

finally, a cor.clu:;ion <•nd uutltL<.: ot ::.;t.ut\: · :,_:,:·).;: ( :·· C !.Jn 'i). 

,v. e r l of 
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welfare of buyers and sellers . Various economic ln tltutions 

example, private or yovern ent test1nq, guarantees, licensing 
practices, chains, .:.�nd bt·and narr.es. rh e last two institutions 

<:1re quite s1:ralar in that they CiCt as siar.als to buyet·s that the 

associate•l product meets a pacticular qudlity standacd. In this 

regard, trademar s play  crucial role . A trademark 1s a word, 

symbc;l, letter, dc lt;n, etc . • which allows buyers to 
di tincui n gooJs or servtces ?rovidcd by one source from those 

2 
prov1Jed by another . Bu;ers can use trademarks as a sub-
stitute tor sectrch and a convenient Jev1ce for classifying 

information about the brands 1n a product class lned through 


se rch cr ex ertencc . Tc d0m tks allow b ;crs t e orportunity to 

gatL _:!: i Jor::'. .:1t1on e;bout the in.lividu,:l br.::tnds in the prod uct 

· class as opposed to infor at1on about the product in general. 

differ-entlcds cxl.st a:nonJ the ucatlc h ;.n a product class . The use 

of trade arks by all sellers of a product may mean that the 

brand2; i:� the rn:·oduct cL.�:::s ;:;atisty il particulat· high quality 

Or, 1t m....ty medn tl1<>t the se l lers ot unitorm (high or 
low) u li ty products are dblc to use trade arks t o  create an 

artificiul d1stinction or::oncJ bL:;nds . T "demarks make it possible 

for a seller to improve the buyers' perception of his brand, thus 
;Jrov id i ng un opportunity to cl1a rge a hi qhc r pr icc for that 
brand. 3 T ere is no evidence at this time, however, on t h e  

magnitude at this p ric e premium. 

-6-
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Although trademarks have historically been afforded legal 
protection, there may exist situations in which t h eir net eco-

nomic benefit is negat1ve . The seller may have to incur costs in 

connection with promvting the brand and buyers may incur mane-

tary and time costs related to acquiring and processing informa-

tion abo t the various brands. These cos t s may lead to adverse 

econo ic consequences . For example, the costs of prom ot i on may 

constitute a barrier to entry i n to the market; this provides the 

established b=ands with some degree of ma rket power. Prices may
be higher than in a corresponding market without trademarks. 

Buyers .nay use the level of promotion 3S a d i rect signal of 
quality and, th s, prefer the heavily promoted brands independent 

of ·... t:et htor at· not actu,ll qdality differentials exist among 

. 4b_,r.anos. T rc are addttionJl problc s concerning the truth 

of the i:-tfor;:,,::ttlon cJi ;:;e;ninat•.:d about the vArious brands and the 

extent to w ich a seller uses multiple tr demarks to increase the 

t1:::c  a:-d ;:.onc:l.J::y costs incut·r:::J by buyers . This last is su e is 
discussed by Conant (lY73).

The set oL .:.�vz.ilable cemt:dies for trademark abuses includes 

conpulsot·y l1censin·1 with ot· without: quality standards, cancel-

lation of tt:ddemark protection, and official certification 

(eithec government oc priv.:tte} ot quality. Each ot these 

remedies has posil:ive and nes tive implications for social 

welfare . A detailed discussi on of these remedies is provided by 
Beales et al. (1979).

A generic \xudcnu rr: is one that h as become the common 

descriptive name for an entire produc t class rather than the 

-7-



ymool for the specif ic brand within that class i t  was originally 
d signcd to represent . If a generic trademark exists but is 
;tlll le<plly protected as the syn:bol for a particular brand, 

buyers and s0llers are unable to communicate efficiently. Thi s 
may lead to t e buyers rec iving a low quality product or pa ying 

a price premium for the brand with the generic trademdr k .  There 

is cledrly a need for a well-defined ublic policy tor dealinq 
Cdncellation of the tradem rk i s  the 

c:.: l 1 o :- ; , u. n c , : o 1 a , yo-yo. 5 The 

mun i c.Jticn a .ong tJuyc·rs and sellers . This reduces the problems 
as ;oc::.c�tcd with stJ!J:..:tituti on a:-:ioncJ brands and may ultimately 

cor.ti uc:: to l · crrn:-.::t the tt·c! km.Jrk in til,_; way it_ was originally 

• 

Disagn_·c;ncnt usually doc.::  c·xist ovet- the issue ot whether or not 

the extent of 

dec i_ s ion en v i ron :r. e n t , th c: m a'] 11 i t u c ,_: o f t L l' p r- ice pr-emium , i f any , 

r- c c c· i v c d by U1 e s e l 1 c t- , .::: l t c t- :1 _, t 1 v c t c ·-" i c :n ,·: r k r err. ed i e s w h i c h may
a lso be e(fcctiv..:, and the precise rr:ctho::i u:;ed to p1 ove that a 
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trademark is preventing buyers and sellers from adequately 

describing tke product. 

It is important to note that a trademark is not gener ic from 

the moment of its initial use as a brand distinguishing mark. A 

trad0mark evolves into generic usag e . The evolutionary process 

is generally due to a co bination of factors. 

(1) A generic trademark ay develop for a brand that maintains a 

monopoly posit ion in the rele v ant market for a cert a in period of 

tirne . ?he historical first firm in the indus ry usually has this 

type of monopoly position • It is possible that buyers become 
• 	

accustomed to regarding the trademark of the associated brand as 

a sy hol for the entire product c lass . It is difficult for 

•. 

buyers to change th8ir histortc interpretation of a trademark 1n 

In addtticn, the first firm to sell a product 

?ay be able to est olish its rand reputatiori at a lower cost 
than later entrants. This barrier to entry restricts buyers' 

;otential choices and thJs re;._nforces the tenJcncy to identify 

the trade:-:-,�:u·k as a symbol fo::: the entire product. cl.:1ss. 

( 2) Anc::.ther c losc·l:t related explanation for the e vol ut i on of a 

ge ne ric trademark is the "habit effect" . That is, buyers making 

repeat purchases of a good or service at a constant price may 
continue purchasing under very familiar circumstances e ven though 

more preferable conditions ay actually ex i st. For the buyer the 

cost of sampling another orand may be greater than the expected 

benefits . In other words, a trademark signals a satisf actory 

level of utility for the buyer so thot he does not want to incur 
-9-



Lr3nd nar expose hi self to tile isk of purchasing an unsatisfac-
It i  possible t at the brand and product ul ti-

I f  this pheno-

enon is widespread among buyers i n  a market, the trademark of a 
particu!ar brand may beco e generic.

'I' :: :. s t y ) .-:: o f t c- h a v i o t· i s m'"" r e l y a g e n e r a l i z e d f o r rn o E r i s k 

a rs1c  In d world characterizeJ by prorluct heterogeneity and 

d! r cncc of opinion . 'ilic buye:r ;.:ill no t purchase ctno:.:hcr bran-:-1 

unless 1t 1 s  solJ at a prtce lower than his usual brana. One 

problem is the determination ot whether the "haoit effect" is 
o 0r tic l ur the brand in quesiton is J higher qual ity product. 

In tne lJtter case, the 

exl :Lns fir s ust improve yual1ty or exit from the market. 
(.:) 'Lhc ;n·:·::->t·y f.:Jclors in tr;e cvol'Jtion of a genet·ic traderr.ark 

:?C:.·..:.::.::s could be reinforced by u e choice technolo')ies of the 

o ; '/ v t·:::; • ; T i cH· to s r.: 1 e c t i rv; a lJ rz, n d , a buy e r can ob t a in infor-

mat1on tro  surveys of fr1ends and relatives or consumer maga-
::;t..::)po: , tor exam:;Je, lh 1t a pote-ntial buyer describes to 

friends and rcl t1ves tl e general characteristics of a product he 
(ec:ls ·,.,.ill ir cre.:..::;e his s,"tic;faction, and his contacts respond 

with the trad ark of a brand in the product class . The prob-

abi lit]' tr.at the nc-·,.,. buy r selects the brand identified by the 

tradc2ark is greater than if the contact responded with the 
-10-



name of t h e  p r  oduct class. If con f  u sion exi3 t s  over t h e  di s tinc-

tion be t ween the t r  adema rk and the name of t h e  p r od u c t  class and 

i f  many new buyers are entering t h  e m arket, the t endency t o  use 

t he t r a demark t o  i den t i fy the p roduc t clas s and, p o s sib l y  , t he 

market power o f  _he owner of the trade mark increa ses. 

The nat u re of t he buyer's ch oice t echnology can infl uence 

the mdqnitude of the effects o f  a generic trademark. 7his tech-

nology dep e nds t o  s ome degre e on the unde rlying product. A buyer 

of a d rable good will q nerally acquire m6re in f orma t io n  abou t 

the product class than the t radema rks of the b rands in the cl a s s. 

He may ch oose t o  s am?le many b r  ands in t h e  clas s. Th i s  same 

buy e r  ma y not choo s e  to incur the costs a s sociat e d  wi t h informa-

tior1 acqutsit on and p r o cessing when pa rticipat t ng in t he ma rke t  

for an 1nexpensive good. In other words , the more information 

that .:. :::Juyer gathers, t;1e less likely that a generic trademark 

evolves. 
( 4} In Lhe above exar:1plc ;, the selle r i1as been passive in the 

d0vclop ent ot a gener1c trademark. This is not necessarily a 

realistic interpretation of the seller's role . The act i ons o f  a 

seller can significantly i n  f l uence whether o r  no t his t rademark 

becomes ge ner ic. This does not necessarily mean t ha t  t h e  seller 

intentionally seeks to develop a generic trademark even i f  excess 

profits result. SFecifically, a seller t at promo tes his b r a nd 

thr o  u gh advertising may, for some rea son , b e  more succe s  s f u l  t han 

his competitors. There are various types of advertising 

s tr a  t eg i es which could lead to a tradeDark e volving i n to generic 

usage: 
-11-



(a) 	 he s ll2  ay devote relatively ore resources to pro ot1on 

C)t h1s trudf..::7--Jr"l< - .() tr :at C;l1Yt-2!. s do noL f'l:rce1ve a d!.st:nct1on 

t3 r:;arrier to e;1try lr. _o tt.e Htdrf:ct, tr. s l::cr.--::d:-:inq t11s :-:1ackt:t 

inr. ;t;l t•...:d. 

- l l c· t.- -_; c.;-- ,j c t L r: 

Tne seller may 

the roduct clJ s by chdr ing d r1cc pr ium ior his roduct. 

qCJa:l.ity product . AlL rnatlvely, i  a buyer uses the trademark as 

-12-
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as an order for any b and n tne prnduct class . Th  buy0  ay not 
rece1v  t e branJ reauested. There 1 ev n exist an incentive 

su stitut  a lower cost brand but l.':h a ::-ge the 

l : qe:;e:Jlr tLJ.de::�ark is unclear, 
there 1s  ositive probabl!ity tha t a buyer will r (:eive a brand 

There :3 also a arrier to 

PatentiJl ntrants m y 1nt rpre  buyers' 

Cuns 4u n ly, a p8tential entran t ,  unable to produce 

prices than 

ln other 

the cxist1nc; br<.lnds . The 5eller of the brand it  the ge eric
trademarK may try to capture as many of the benefits from the 
communication problem for himself. This may tnvol  spending 
resources <:)n tr·ctdt•:r,ari-:: prott:.:·.:tion activities . In the context of 
the above example with the trbns ctions being conducted through a 

-13-
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Frc)d  c t c13ss, 

dct:on if the bro er do s not the buyer's request w1th 

S'.JCfl

satis y a 

, . .... 1..,. o.f £ ,") ,-

exlsts 

ad\lt:rtis-

The 
' .. >  • •  ,-lj ._  I , ' j  St..:Ch lhe seller 

The welf re i plic -
t- ,'- L ns (J! f:'he rlc'x t two 

s t r d t t•g i e s 

1.. T ' 

·.Jjuct cl,lss Cl)nl ins a brand 



Buyers 

with a 3eneric trademark. However, given that a generic 

trademark exists, it is easier to analyze the effects by 

exa 1ning specific types of product classes. This is due to the 

fact that the behavior of econonic agents is influenced by the 

nat re of the product. 

C nsider an inexpensive product; thdt is, one with a price 

so low that search activity for the buyers is too costly. For 

th:s type of product the buye r may merely selec  a brand at ran-

dc;y, and cont1nue purchasing that brand 1f it provides a satis-

factory level of util1ty. In the extreme case that the brands 

are indistingu1shable, the buyer may always select a brand at 

randor.t. Sellers r.tay find it advantageous to create some degree 

of brand dltfcrenti Licn. Since a buyer is reluctant to devote 

resources to the processing of information abo t this product 

class, one pcssible st ategy for the sellers is to identify each 

brand w1th a tr-1de:n<.Jrk and use advectlsing focused on their 

respect1v::: traJ'2marK!3 . The two ct·ucial issues ace the content of 

a message and the buyers• reaction to an advertising message. 
These problems will be discussed separately. 

III.l. 

In order to describe the operation of the market for an 
inexpensive product, it is necessary to provide a characteriza-

. . 
t1on of pass1ve buyer t . Suppose that a buyer,ehav1or . 6 

arr1ves at a given location and is offered M choices (brands) in 
a particular product class . To each brand, the buyer assigns a 

-15-
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!-I 
n u :;-. be r· r 1  0 w tH: r e ' r- i = 1 •

i=l 
That is, ri represents the 

probab1l1ty that the buyer· chooses brand i (i=l, 2, • , t·l ) • 

Tt:is an be d scr1u d 1n ter8s of the trad itional "fair spinner" 
r-.oticn of probabllity wr1ere 

Area o  t e Sector Associated with Brand i 
T0t3l Area o( the Circle 

'f:; e v a l u e of r ·l re;orcse:>ts the individual buyer's evaluation of 
the av  i l  ole Lntor dtlon from past and present so rces. Each 
b yer- i -• : an interun: tlve tiltet: throuqh which "r·aw" data is con-

The preci se specification of 
t!11s scr enin  Jovic  ior  Luycr will yield the fair spinner 

rr: c c !  .J :. 1 ·-.: ::  1 l , r t i ; .. _:. t L1 u ' (: 1.- 4 

L' .. , 

(l) ' '  the buyer 1  ind1ffcrent as to the particular brand 

( 3) 

( .  '.. ! 

' '- l ..: !..  ·:n d:.)(:::..t, t -,· - :·1 t: 1 

c : '"' 1 , r · ,  t _, "' r: :-i = U • 

I  t h e o u '::' ._. c > .a· v  y s :r, t r ic n d s a n J r- e 1 a t. i \.•e s s e ek i n g 

u: lS 
1 l , -I . , :-:,  nd 1.11 + 

then r · :.:: mi forl m-
rn. 

It the uy�c't· t'-'kt:: > 1nto account tl;•.' <Jdvcrtising messages he 
::-ece1v s t;b()u t c ..;.:.. tl ht"Zind, tiH.·n one possibility is 
r 1..; - _) ' .. , 

Ai ck·n•.)tes Ul(  nur;bct" vt adv rtisinq mess..1qes the buyer 
-16-
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receives concerning brand i and A is the total number of 

adveYtising messages received by the buyer for all brand  in the 
product class. In this case, the buyer does not take into 

account past consumption; he merely receives messages about 

various brands and determines a probability distribution based on 

the frequency with which messages arrive. 

= 0; that is, the buyer will not purch se a art1cular brand if 

he is not infor ed of its ex1sten2e. Inforr:-:ation is thus 

acquired without any direct a ction on the part a  the buyer . 

This IS the characterization of passive buyer behavior which will 

be used in the follow i ng discussion. 

I II.::. Sellers 
(; 1 '·.' e n t h .:1 t a ll s e ll e r s o f. t n e I n e x ;; e n s i .,. e !:-1r c duc t a. r e c1 w are 

of the pdssive uyer behavicr, a seller adopts d strategy wh1ch 

is ai;;;•.:d <>t intluencinq t!1e buyet-s' construction ot theit:" respec-

t:i.ve fair spinner r.:e:chJnisr:�s . For example, a seller may be able 

includes the nu:-:N?r of p:acc::i where: the branj is sold as well as 

the display of the brand at a given location . Tois control may 

involve such actiVJ.ties as contractual agreer;,ents g ra n ti ng exclu-
sive rights to  partict1lar locatton or atte pts to maximize the 

' 
·'number of locations where the particular br--:nld of the product is  

sold. There ctre mectns other than availabllity of product by 
t 

wh i ch a seller can influence a buyer's choice technology. For -  
' ' 

 l 
t 1
f -17- .1lt' r' f' l 
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exa le, guality of orand 1, the price tor brand i, the sele c tion 

of a tt:6demark for brand i, the level of Lnformative and/or 

pers0as1ve adverti ·  for bra J 1, the ty e of warranty offered 
for brand i, the extent to whic  barriers t o  entry into the 
industry restrict the consumers' choices (t.e ., the nu m ber of 

brands), etc . 

!· r ve ents in a b r and relattve to the other brands in the 

product c!ass w111 h ve only l1 ited bene it for the seller in a 

im:)rovc:: •..>nt and aL·e able to ide:1t1fy the tn·and at the time of 

·  sellt:: t:, theu:fonc, may dev.:.:lop certain siqnuls to 
Given the nature o( the roduct in 

process U-:e inforn121r.ion f:.:-oJ:; t:-·,e sed ler . 

restrLctions on the type of s ig als dVdllaole to sellers. Trade-

:.· ch: d c> u :  e  : l too l s L ::> r sell e c s 1 n tho s c ; i t u at ions in 
which buy rs pass1v ly responJ o the quantity of dvcrtLsing 
me s s Zl rJ c s . An advertising message, then, consists of a copy of 

dcliver J to buyers who dctcrmtne their respective fair spinner 

mechani s as outlined in Sect.an III.l., example t1essaqes of 
t h i S t 0 t m L U l f 1 l l t h t · t'"' J tl; n c· l l 0 fl S u· eLl 1 t i 0 n a l l y a S S i Cj ned t0 

advertistnq; th0 t 1s, ttc f1 r st messa c 1nforms 0uycrs that a 

brand exists and subsequent me ;:::;a(JeS to [Jllt·chasepcr itL1de buyers 

the brand represented by tho trademark. 
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II I.3. Decision Problem 

Buyers behave p as sively and sellers use trademarks and 

adve r  t i s  i ng to inform and persuade buyers to purchase their 

respe ctive brands. Since advertising is costly, there are bounds 
on the number of me s sag e s  that a g iven seller c a  n send t o  bu ye r s. 

There f ore, t h e  problem which must be s o l  ved i s  the det ermi na t io n  

of the number ot advertisi ng messages that a seller sends to 

buyers so that his expected profits are maximized conditional on 

t he strategies used by the other sellers . 
In order to focus on th1s decision, it is neces s  ary to make 

some simplifying assumptions. 
(l) 	 There 1s a homogeneous produc t which 1s exchanged for 

(2) 	 There are r   C identical buyers who eventu lly purchase a 

unit of the product, 

(3) 	 There ar e M > 1 brands (sellers) in the product class and 

each brand i.::; sold dt ti'1e SC!mc price p. The sellers dre 

unable to influence U;e tot<1l Jerr.e�nd fot· the product. Each 
sellet· kno ....·s the totJl d•.::r.l.Jnd for lhe product but is 
uncertain about his own share of the demand. 

(4) 	 T here is only one location wher e  transactions take place. 

Buyers can purchase any brand in the prod uct class at th i s  

0
location.

" 

A buyt:t· mer:ely communicates his choice of a 

9 
brand t o  a n  unbiased aqent who cont cts the a?propriate 

seller t o  complete the transaction . 
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r G i v e n  t h e s e  a s s u m p t  i o n s  , t h e  pr o o l e  f o r s e l l e r  i i s  t o  

s e l e c t  A i n  o r d e r  t o  m a x i m i z e  e x pe c t e d  p r o f i t  . F o r m a l l y  , 

m a  x [ E  rr ( A )  = p f i  ( !, )  N - c f  i ( A ) U  - a /, ]  . 
A> C 

" 1 4 1 
.  • in '-L e t t ( A ) N = q :::_ S i n c e f is ' e t· t 1 b 1 e . A = f - l } . N

A i s  t h e  n u m b e r  o f  a d v e r t i s  i n g me s s a q es w h  i c h t h e  s e l  l e r  b e l i e v e s  

wi l l  g e  n e r a t e q s a l e s  . Ad ve r t i s  i n s a n d  p r od u c t  i o n  c o s  ts a r e  : 
c q  + a A  = c o +  ( q )  .= 

T h e  m a r g  t n a l  c o s t o f  p r od u c t  1 o n  a n d  a d v e r t  i s i n g :  

[, I  ( '  ) = C + _::l_ ( f - 1  ) I (l) :=: C +
N N ·;.; f ( A ) 

S i  n c e  t h e  p r  1 c e  o f   u n  i t  o f  t h e  p r od u c  t i s  c o n s  t a n t  , t h e 

Tn e r e t o r  , t h e  s e l  l r  s e l e c t s a n  o p t i m a l  

l e v c !  o f  a d v e r t  i s i ng A *  s u c h  t h t  

or 
--p c 

Th i s  l a s  t eq u a t  i o n  i s  t h e  (•q u a l  i t y o t  t h e  rl i f  fe  r e nce b e  tw e e n  

mL� r g  i n a l  r e v e n u e  a n d  n ,a rcj i n a l  cos t o f  p r od u c t i o n  w i t h t h e  

e x pe c t e d  m a r g i n a l  c o s t o f  a d ve r t i s  i ng .  S i n c e  f i s i n ve r t  i b l e  , 

*) . . ' 

Th e a d v e r t i s 1 n g e f  f e c t  i v e n e s s  f u n c t  i o n  i s  m e r e l y  t h e  op e r a -

t i o n a l  a n a l og o f  t h e  s e l l er ' s  i n t e r p r e  t i v e f i l t e r  . I t  r e f  l e c t s  

t h e  s e l l e r  ' s  pe r c e p t  i o n  o f  h i s  d e c i s  i o n o n v i r o n e n t  i n c l u d i ng t h e  

- 2 1 -
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b e h a v  i o r o f  h i s  r i v a l s  . I n  a d y n a m  i c  s e t t i n g ,  t h i s  f u n c t  i on w i l l  

b e  r e v i s e d i n  r e s po n s e  t o  a c t u a l  s a l e s  a n d t h e  obs e r v e d  l e ve l s  o f  

a d ve r t  i s i n g b y  r i v a l s  . The r e a r e  a numbe r o f  t oo l s  ava i l a b l e  t o  

model t h  i s  p r o c e s s  . P r o b a b l y  t h e  mos t f r e y u e n t l y  d i  s c u s s e d  i s  

t h e  Ba y e s ia n  a n a  l y s i s  . ( S e e  t h e  A p pe n d i x  f o r a n  i l  l u s t r a  t i o n  ) .  

I n  o r d e r  t o  p r o v  i d e  mo r e  i n s  i g h t  i n to t h e  s e l l e r  ' s  d e c  i s  i o n  

p r o L  l e m  c o n s  i d r  t h e  a d v e r t  i s  i n g e f  f e c t  i v e n e s s  f u n c t  i o n  
w h e  r e  i s  s e l l e r  i ' s  e s  t i m a t e  o f  t h e  tot a l  K i 

n u b e  r o f  ct d v e r t i s i n q me s s a g e s  d i s t r i b u t e d  b y  h i s r i v a l s  ( i  = 1 ,  
2 f • , >j ) • T h e  p c o b l e m f o r- t h  i s  s e l l e r i s  : 

rna x [ E n { !> )  = ( p - c } N A - a A ]  • 

A > O  

T h e  f i  t s t  o r d e r  c o n d i t i o n  , t h e n  , be c o m e  s 

o r  

( p  - c )  

The op t i m a l  n u m b e r  o f  a d ve r t i s i n g me s s a g e s  A *  i s :  

A *  = - K + r;- c ) N !\ • 

d 

N o t e  t h a  t A "  > 0 i f  ( p  - c )  ;  - a K  > 0 .  1  t  1 s  , t h e se l l e r  w i l l 

s en d  o u t a d v e r  t i s i n g me s s a g e s  i t  h e  e x pe c  t s  t h a t  e x c e s s p r o f  i t s  

w i l  l e x  i s t  i n  h i s  a b s e n c e  . Th c s e 1 1  e r a d  v e r t i :3 e , u p  t o  t h e  po i n t 

a t  w h  i c h t h e  e x pe c t e d  e x c e s s  p r o t  i t s a r e e l  1 1n i  n a t e d . O n c e  a 

b u y e  r r e c e  i ve s  a s i n g le m e s s a g e  ab o u  t e a c h b r a nd , t h e  i n f o rm a t  i v e  

f u n c t i on o f  a d v e r t i s  i n g me s s a g e s  i s  f u l  f i l l ed .  Thu s ,  d e p e n d i ng 

o n  t h e  m a g n  i t u d e  of t h e  d i f  f e r e n c e  p - c ,  t h e r e m a y  e x i s t  a n  

- 2 2 -



' ;, 

' . 
" 

·

e x ce ss iv e  am o u n t  of pe rs u a s  i ve ad ve r t i s i ng .  Th e bu ye r m.:1 y  b e  

b e  t te r  o f  f w i  t h  a l o we r pr i c e a nd t h e s e l l e rs w o u l d  s t i l l  e a r n  a 
n o rm a  l p r of i t .  

I t  i s  d o u b t f u l t h a  t a n  e q u  i l  i b r i u m i n  p u r e  s t r a  t e g i es e x i s t s  

f o r  t h i s  m o de l w i tho u t so e  ad d i  t i o n a l  a s s u mp t i o n s  r eg a r d i ng t h e  

e s t  i rr;a t e s  o f  K .  I f  a l  l s e l l e r s  c ho o s e  t h e  s a e va l u e fo r K ,  t h e n 

e a ch s c: l  l e  r ·.: i l l  s e l e c t t h e  s am e  nu m b e r o f  ad ve r t  i s  i ng me s s ag e s  

t o  s e nd to bu ye r s .  T h i s  i s  a n  e q u  i l  i b r i u  s i n c e  n o  s i ng l e s e l  l e r 

c a n  i n c r e a se h i s  e x p e c t e d  p r o f  i t  by c h a ng i ng o n l y  h 1 s  ad ve r t i s i ng 

s t r a  t e g y .  I n  a d  d i  t 1 o n  , i n s t-Jt c t i o n  o f  t h e  f o r m u  l a  fo r A *  i n d i -

c a t e s  t h a  t t h e nu mb e r  o f  a d  ve r t i s  i ng r.  s s ag e s  i s  d i  r e ct l y  r e l a t e d  

to t h e  pr i c e  o f  t h e pro d u c t  a n d t h  n u b e r o f  bu ye r s but i n v e rs e -

l y  r e l  t e d t o  th  c os t o f  pr o du c  t i o n a n d a d  ve r t i  s i ng . Th e s e  a r e  

a l l  1 n t u i t  i v l y  o b v i  ou s  a n d l o g  i c a l l y  c o n s  i s  t e n t  r e s u l  t s .  Th i s  

mode l t h u s  r e  1 n f o  r c e s  sorr. cc:: or t h e  t r ad i t  i o nal ve r ba l  a :-; a ly s e s  o f  

ad ve r  i s i ng b c h  J V l O  . I t  a l  s o  p r  o v  i d e s  t h e  f o u n d a  t i o n  fo r t h e  

I V . G e n c r j  c T r a d e m a  r k s  

7h l s  s e c t  i o n  i s  c o n c e r  n e d  w i  t h  t h e  s e  l l e r s ' b e h av i o r  g i v e n  

t h a t  a c; c ne r J c  t r  a d e r:'.a rk e x i s t s .  Ass u me t h e  t r a d e ma rk fo r b r a n d 

1 i s  g e n e r i c  . A s  d t s c u  s s e d  e a  r l  i e r ,  pr o b l e m s  a r i se i f  t h e  

t r  a d e ma r-k i s  l e g al ly p r o te c t ed a s  t h e  s y mbo l f o r  b r a n d  1 s i n c e  

t h e f l  ov.r of i n f o rm a  t 1  o n  a:'1 o nrJ e c o n om i c  ag e n t s i s  i n h i b i  t ed . I f  

bu ye r-s a nd s e l  l e r s  b e h a ve a s  d e  s c r  i b ed i n  S e c t  i o n  I I  I ,  i t  i s  

- 2  3 -



po s s i b l e to c h a r c  t e r i  z c  t n i s  i n  f o r m a t i o n  p r o b l e m  i n  t e rm s  o f  

ad v e r t  i s  i n g  s p i  l l o v e r  e f f e c  t s  . Th e y  ope r a t e  t o  o i f f u s e  or re i n -
f o r c e  t h e  a d v e r t  i s i n g e f f c t i v e n e s s  o f  t h e  s e l  l e r s . S p e c  i f  i c -

a l l y , s ome a d ve c :: i s i ng b y  t h e  s e l l  e r  o f  t h e  g e n e r i c  b r a  nd rn a y  

a c t u a  l l y i n c r e a s e  t h e  p r o ba b i l  i ty t h a t  a b u y e  r a s s  i g n s  t o  a 

r i v a  l ' s  b r a nd , o r  a d ve r t i s  i n g b y  t he s e l  l e r s o f  t h e  n o n q e  n e r i c 
b c :1 1d s rr: .J y  ;. n c r c a s e t h e  p r o bJ. o i l i t y t:. h a t  a b u y e r- a ::; s  i g n s  to t h e  

I t  i s  no l on...:J e r  t b e  c a s e  f o r  a 

s e l l r  t h a  t ,  g i  v e n  t h e  n u m b e  r o f  m e s s a g e s  s e n t  o u t  by h is r i va l s  , 
t h e  [ T ,') D a D i l l  t i  e s  t h <J  t b u y e r s  a s s  i g :;  to s e l e c t i n g h i s  r i v a l  ' s  

b r a n d s  a e i n v e  r s e  l y  r e  l a t e d  t o  t h e  n u m b e  r o f  m e s  s a g e s  t h a  t h e  
s n d-s . 

T h  r e  l a t  i v e  s t r e n g  t h s  o f  t h e s e  e f  t e c t s  i s  a n  e m p i r  i c a l  
y u e  :5 t i o n .  H o w e  ve r  , i t  i s  pos s i b l e  t o  c x 2 m i n c t 0 c o n s ey u e n c e s  o f  

t h  e e f b : c t s  s e p a r a t (:  l y i n  U. e c o n t e x t  o f  the e x a r;o p l t:: g i v e n  i n  
S e c t  i o n I I I  . S u p rJo::. e  th e s ; i  l l ov (; r  f: f t c: c t s  a r c o f  t h e  f i r s t  

m u  l t  i p l  i c t  i v e a n d  a d d i t l V(: .  F o r  t h e  s i m p  l e  mu l t i p l i c a t  i v e 

e ( f c c t , t L '-' J: e e x 1 s t s r £ ( 0 , 1 ) w h i c h rr; e a s u r e s t h c :_· e: d u c t i o n  i n t h e 
e f  f e c t  i v e n e s s  o f  t h e  a d ve r t  i s  i n g  f o J:  t h e  g e n e r  i c  b r a nd . Th e 
o b j  e c t i v e  f o r  t h e  s e l  l e r  o f  b r dnd l ( g e n e r i c  t r a d e m a r k  } i s  : 

!:> d X  ( E n  ( h )  ( p - c ) N /\ ( l - r )  - a ;, ]  
!-'. > 0 

= 

,:. t 1-: 1 

wh e r e  K1 i s  s 0  l l e r  l '  s e s t  i m a  t e  o f  t h e  to t a l  n u m b e r  o f  
a d ve r t i s i n g me s s a g e s  s ent by h e  o t h e r  M - 1 s e lle r s  . T h e  o p t  i m a l  

l ev e  l o f  ad ve r t  i s  i n g A s a t i s f  i e s  : 
- 2  4 -
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( p -

-

fc l 
t 

H-' - a. = 0 c ) N ( l r ) K ,... 
( A  + K l ) 2 

o r  

I f  s e l  l e r  1 h a s  t h e  n a i ve be l i e f  t h a t  h i s r i va l s  h a ve t h e  s a me 

ad ve r t i s i n g  s t r a t e g  i e s  a s  i n  t h e  e x a mp l e  o f  a m a r k e t  w i  t h ou t a 

g e ne r i c  t r a d e m a rk ( K  = Kl ) ,  t h e n  h e  w i l l  s e n d  f ew e r a d ve r t i s i ng 

me s s a g e s  t o  b u y e r s  ( Al < A * ) .  T h e  u l t i ma t e  impa c t  o n  h i s  

e x pe c t ed p r o f  i t s i s  u n c l e a r  . T h e  r ed u c t  i on i n  t h e  n u mb e r o f  

a d v e r t i s i n g me s s a g e s  a l s o r e d u c e s  t h e  t o t a l  c os t o f  a d ve r t  i s i ng 

bu t t h e  s e l  l e r  m a y  c h oo s e  to i nc u r  a d d  i t  i o n a l  c o s t s  f o r  a 

t r a d e m a r k  pr o t e c t  i on c a mpa i g n d e s i g n e d  to s t op t h e  f low o f  
a d ve r t  1 s i ng be n r:: f  i t s t o  h i s r i v a l  s .  Th e n u r:.be r o f  u n i  t s  t h a t 

t h i s  s e l l e r  e x pe c t s  t o  s e l l  i s  a l  so r educed ( q 1  <q 1 

q * ) • 

I f  t h e  s p  i l  l o ve r e f  f e c t s for t h e ge n e r i c  b r a nd a r e a d d  i t  i ve ,  

t h e n  t h ere e x  i s t s a c o n s  t a : t t  R w hic h mea s u r e s  t h e  r e d u c t  i o n  i n  
a d ve r t i s  i ng e f  f e c t  i ve n s s  a s  

wh e r e  R  A0 a n d  A > A0 > 0 ( A0 c on s t a n t  ) . 

T h e  s e l  l e r  ' s  ob j e c t i ve f u n c t i o n  i s  

m a x  [ S  n (  A )  = ( p  - c )  N ( A  - R )  - a A ]  
A > O  = 

w h e r e  K 1 i s  t h e  s e l  l e r  ' s  e s  t i ma t e  o f  h i s  r i v a l  ' s  a d ve r t i s i ng 

w  t h  ad d i t i v e  s p i l  l o v e r  e f  f e c t s  . T h e  o p t  i m a l  n u m b e r  o f  

a d ve r t i s i ng me s s a g e s  A s a  t i s f  i e s  : 

( p  - c ) N  += H  )1 = 

- a = o 


A + K l 


A - R
A + K 

- z s -
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t1. 	 ) " '  .,._ t-) n \• -- K + / ( '0 - c 	 ' ....... {\ ) ! 
- 1  a 
;::_ .I n  t h i s  c a s e  , ! f  K 1  - K ,  t h  e l l e r  o f  t h e  g e n e r i c  o r d w i l l  

i n c r e a s e  t h e n b e r o f  a d v e r t  i s  i ng m e s s a g e s  t h a t h e  s e nd s  t o  

b u y e r s  ( A  > A *  ) ,  b u t e x c e c te d  S d  l e s q ,  d e c l i n e r e l a t  i e  t o  th e 

e x 0 c t e d  S 3 l c s  a s  a 	 r e s u  l t  o f  t h  a d ve r t i s 1 ng o f  t he g e n e r i c 
..i f   s :-- l. l  l o ·; �_.:: r e f  t e c t  o b t 2 1 n s .  The d e c i s i o n  

prob l e n: t o e  s e l l e r  1 ( 1 i l )  1 s  

;!. d X ( l:  ( /, ) 

w :. .:: ·-· b d e n .:..> t c:- s  UH: ; . .  n v : l t  r_; a ;. n .:· ·J r r om t 1 ·· r· ,; d \' c r t i s  i n q o f  t h e  

Ag 3 l n ,  [ o r  p u r ?o s e s  o f  i l l u s c r a t i o n  , 
l  l c  .t 1 -J c u n :; t a n t  a n d l e: 3 :. t h a n  

�"; J t i s i_  l e s  : 
( t: - c.· I ; ; 	 - a u 

o r  

- K i + c ) r ;  ' r :  - b \ 
'"'/ 
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C l e a r l  y ,  i f  K z  = K3 = = KM = K ,  t h e n  < A* f o rA i 

1 = 1 ,  2 ,  3 ,  ' I t  i s  po s s  i b l e  t h a t  e a c h  s e l  l e r  s e n d s• M • 

f e w e  r ad v e r t  i s i ng me s s a g e s  i n  t h e  p r e s e n c e  o f  a g e n e r 1 c  t r a d e ma r k  

t h a n  i n  t h e  c a s e  w i  t h o u t t h e  g e ne r i c  t r ad e a r k . Th i s  i s  a c t u a l l y  

a d i  s e q u  i l  i b r i u m c r e a t i ng f o r c e  g i v e  n t h a t  t h e  e x pe c t a  t i ns a bou t 
r i v a l s  ' a d ve r t  i s  i n g r e m a i n t h e  s a me . T h e  s pe c  i a l c a s e  o f  
m u  l t i p l  i c a t  i v e s p i  l l o ve r  e f  f e c t s  f o r  br a nd 1 a n d K1 K 2= = 

= K;.1 = K y i  e l d s  t h e  r e s u  l t  t h a  t A < A *  a r. d  A i ·  < A *  . 

T h  1 s  m e d n s  t h a  t e x c s s p r o f  i t s w i l l  e x  i s t  a nd m a y  i n v i t e e n t ry . 
H o w e v e r ,  i f  t h e  s p i l  l o v e r e f f e c t s a pp l y  o n l y  t o  t h e  e s  t 0 b l  i s h ed 

b r a nd s  , s u c c e s s f u l  e n t r y ma y be p r o h  i b i  t e d  . Th e s p i l  l ov e r  

e f f e c t s  , t h e r e  f o r e  , co u l J c o n s  t i  t u t e  a ba r r i e r t o  e n t r y . 

S u ppo s e  t h e  s p  i l  l o v e r  p f  f e c t s  ope r a t e  in t h e op c s  i t e d i  r e c -

t i o n  ; t h a t  i s  , a d ve r t i s  i ng b y  se l l e r s  o f  c h e  b r: a n d s  W i  t h o u  t th e 

g e n e r i c  t r a d e m a r k  r e  i n f o r c e s  t h e  a d v e r t  i s i n g  o f  t h e  g e n e r i c 
b r a  nd . I n  o r d e r  to i n c o r p o r a t e  t h i s  i n to t h e  f r a mewo r k  o f  

S e c t  i o n I I I ,  s u p po s e  t h e re e x  i s t s s E ( 0 , 1 )  s u c h  t h a t  t h e  

a d v e  r t i s i n g e f f e c t i v e n e s s  f u n c t  i o n  is a u g me n t e d  : 
f1 ( A )  = A +  s K  ' 

A +  

w h e r e  K '  i s  t h e  e s t i  a te o f  t h e  n u m b e r  o f  a d v e r t i s i n g m e s s a g e s  

s e n t  b y  t h e  M - 1 se l le r s  o f  b r a nd s w i  t h o u  t g e n e r i c t r a d e m a r k s  . 
' 
r 

The pro b l e m  f or t h e s e l le r of t h e g e n e r i c  b r a n d i s  ' 

m a x  [ E  n ( A )  = ( p  - c )  U ( A  + s K  ' )  - a A ]  . 
A > O  A + 

T h e  o p t i mal numbe r o f  m e s  s a g e s  A '  f o r  t h e  s e l  l e r  t o  s e n d  to 

b u y e r s  i s  
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n 

:-, 1 

. .  . -  ... + 

!"' n ._ l 1 n , E '  • I ." " ,. . c.: l t 1 : a  t e l y  l e a d  t h e  

t = a t  t h e  f r arr. c w o r k  

The e t  f e c t  o n  t h e  

i t  l S  
b u t  i t  
a n d 

· : l •. '  c -.1 ; c  l c s i  

i y  

. . . , t t , :  1 , l l) ' l ' ·  ; \ l ' C  •  o t  

n  a o p r  i a  t e  c o n c e p t  o t  

F l n J l l y ,  t h e  s e l  l e r  ' s  a t t i t u d e  
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V .  C o n c l :J s  i o n  
7 r a d e ma r k s  a r e  mo r e  o f  t e n t h e  s u b j e c t o f  p o l i c y  d i s c u s s  i on 

t h a n  t h e o r e t i c a l  a n a l  ysi s  . T h  i s  i s  d u e , i n  p a  r t  , t o  t h e  f a i l  u r e  

o f  t r a d i t i o n a  l e c o no m i c  t h e o r y  t o  d e a l  a d e q u a t e l y  w i t h q u e s  t i o n s  

o f  q u a l i t y c h o  i c e b y  e c o n om i c  a g e n t s  . Howe v e  r ,  s o m e  i n s  i g h t  i n to 

t r a d e . a  r k  i s s u e s  i s  p o s s  i b l e  e v e n  i f  t h e  u n d e r l y i n g p r od u c t  i s  

n o t  s o  j e c t  t o  q u a l  i t y v a  r i a t  i o n . S u p p o s e  t h e  p r od u c t  i s  s u c h 

t h a t  b u y e r s  pa s s  i v e l y  r e s p on d  t o  a d v e r t i s  i ng me s s a g e s  d i s -

s e m i n a  t e d  b y  s e l  l e r s r a t h e r  t h a n  a c t  i v e l y  s e e k  i n t  o r m a t i o n  a bo u  t 

t h e  v a  r i o u s  b r a n d s  i n  t h e  p r od u c t  c l  a s s  . T h e  t y pe o f  p r od u c t  

c o n s  i d e  r e d  i s  on e w 1 t h  a l o w pu r c h as e  p r i c e  s o  t h a t  b u y e r s  f 1 nd 
a n y  s o r t  o f  s a m l  i n g a c ti vi t y t oo c o s t l  y .  I n  t h  i s  c a s e , t r a d e -

m a  r k s  nd a d ve r  t i  s i ng s t r a t e g  1 c s b e c o n e  l ;G p o r t a n t  t o o l s  f o r  t ho s e  

s e l  l e t s i n  t c r e s t c d 1 :1 i n f o L<l i ri n b u :; e r s t h d t t h e  i r b r a n d s  e x  i s t  

a nd c r e a t  i n g b r a n d i d e n t i f  i c d t  l o n  a mo n g  o u y e r s  . An a d v e r t  i s i ng 

rn e s s a s e  i s  me re l y  a copy o f  t h e  s e  l l e r  ' s  t r a e a  r k  . W h n  a buy e r  

t h e l e v e l  o f  a d ve r t i s i n g  t o r  a b r a nd i s  d i r e c t l y  r e l d ted t o  t h e  

p r ob a b  i l i t y t h a t  t h e  b u y e r a s s i  g n s  t o  s e l e c t  i ng t h a t  b r a nd , t h e n  

i t  i s  p o s s i b l e t o  i n c o r p • , r a t e  i n f o r ma t i v e a n d  p e r s u a s i ve 

a d ve r t  i s i n g  i n t o a s i n g l e  mod e  l ( S e c t  i o n  I I  I )  . 

I n  s o m e  s i t u a t  1 o n s  , a t r a d e m a r k  c a n  e vo l ve i n to g e n e r  i c  

u s a g e  . Th e e v o l  u t i o n a r y  p r o c e s s  i s  p r o pe l  l e d  b y  a com b i  n a  t i o  o f  
f i r s t  e n i r a n t  e f f e c t s , h a b i t ,  b u y e r s  ' : n  f o r m a  t i o n  g a  t h e r i n g 

t e c h n  i q u e s  , a nd s e l l e r s  ' a d v e r t i s  i n g s t r a t e g  i e s  . O n c e  a g e n e r i c  

t r a d e r.. a r k  e x  i s t s , t l l ,:: r e  i s  a pos s i b i l  i t y t h a t  t h e  f l ow o f  
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• 

 
'1 " 

i n  f o r a t  1 o n  a mong e c o n om i c  a g e n t s  , i n i t i a l l y  f a c i l i  t a t e d  b y  

t r a d e ma r k s  , i s  i n h i b i  t e d  . A d ve r t  i s i ng b y  t h e  s e l  l e r  o f  t h e  

g e n e r i c  b r a n d m a y  i n c r e a s e  t h e  p r o b a b  i l  i t y t h a t  a b u y e r s e l e c t s  

o n e  o f  t h e  n o n g e n e r i c  b r  a n d s  o r  v i c e  v e  r s a . T h e r e  t h e n  e x i s t s  a 

d i s t o r t i o n  i n  t h e  a l  l oc a  t i o n o f  a d v e r t i s  i n g r e s o u r c e s  amo ng 

s e  l l  e r s  a n d  t h e b r a d s  among b u y e r s  . I n  o t h e r  w o r d s  , some 

s e l  l e r s a r e  p r o v  i d i n g b e n e f i t s to t h e  i r  r i v a l s f o r  wh i c h  t h e y  d o 

n o t  r e c e  i v e comp n s  a t i o n .  B u y e r s a re n o t  a b l e  to a s s  i gn t h e  
c o r r e c t  p r o b a b i l i t i e s  t o  t h e i r  " f a i r  s p i nn e r "  m e c h a n i  s m s  so t h a t  
t h e  d i ; t r  l b u t  i o n  o f  b r a n d s  a mc, n g  b u y e r s i s  d i s t o r t ed . T h  i s  m a y  

h a v e  s i q n  i f  i c a n t  w e  l f a r e i m p l  i c a t  i o n s  i f  t h e r e  a r e q u a l  i t y 

d i f f c t· t: n t  i a l s  d Pi o n q  b r a n d  s w h  i c h  a re n o t  a p pa r e n t  t=- :::, i or to 
T '1 i s  c o n t u s  i o n  ct bo u t  t L e  me a n  i ng o f  a t r a d e m a r k  m a y  

c a u s e o t h e r  p r o b l e m s  s u c h  a s  p r ov i d i n g  t h e  s e l l e r  w it h t h e  
g e ne r 1 c  t r a d ma r k  a n  o po r t u n  i t y to c h a  r g e  a p r  i c e  p r em i u m f o r 

h i s  h c1 n d . :\ b ,,.: tt :  l er t o  t > n t r y  m a y  a c t u u l l y  be e r e c t e d  b y  a 

g e n e r  1 c  t r a d c lr: ..l r k  , t h u s  a l  low 1 n g a l l  e s t a b l i s h e d  s e l  l e t- s  i n  t h e  

m a  r r: e t  t o  c o m e  u n d e r  t h e  p r i c e u mb rel l a  o f  t h e  g e n e r i c br a nd . 
• 

S e c t  1 o n  I V  p r e s e n t d a c h a r a c t e  r i  z a t  i o n  o f  t h e s e  a d v e r t i s  i n g 

s p i l  l o ve r  e t  t e c t s  f o r- o n e• t"'a r t i  c u  l d r  t y pe o f  a d ve r  t i s i ng 

c f f c c t  1 v c n c s s  t u n c t  i c, n  . E v e n  i n  t h  i s  s i mp l e  f r a m e wo r k  , t h e  
r e s u l t s d r e a mo i g u o u s  . I t  i s  p o s s  i b l e  to s h ow t h a  t a g e n e r i c 

t r a d (' r: ,l r k d o c s  d i :; t o  t· t t h e  u d v e r- t i s i n g s t r a t e g i e s o f  t h e  se 1 1 e r s • 

Ho·.,re v e r ,  t h e  r c  l a t  i v(: s t r (: n q t h s  o f  t h e  e f f e c t s a n d  t h  e m a g n  i tu d e  
o f  t h e  d i s to r t  i o n  r m d  i n  u n c  l e a r  . Th e r e a r e m a n y  a d d i t  i o n a l  

p r o b l c D s  w h  i c h  mu s t  b e  r e s o l v e d b e  f o r e  t h e  mo d e l  i s  u s e f u l  f o r  
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, ' q 
.. 

• 

pol icy a n a l y s  i s  . a n d  

a l l ow s  

f o r  

s e l l e r  ' s  s t r a t e g i e s  , 

a nd F i n a l l y ,  

t he t r ad em a r k mu s t  

b e  b y  a 

g e n e r i c s u p p o s e  t h e  

g e n e r i c  t h e  marke t 
and t h  i s  
s e l l e r  g a i ne d  pow e r  m a y  b e  

r e d u c e d  

n e c e  s s a r y to 

e x a m i r.e L. " iHJc 
i n  
s p i  l l o v e r T h e  q o a  l 
s ho u  l d  l ;, , .  

e x p l o r e  
t h e  we l f a r e 

a n d  n o t  be 
t h e  o n l y  

p r e s e  r v  i n g  l i m i t i n g 

t h e d e c e p t  i v e  be 1 m pos e d  i n  

t h o s e  u s a g e  . 

-

Th e s e  i n c l  u d e  t h e  e f  f e c t s  o f  : pr i c e  

qu a l i ty d i f f e r e n t  i a l s  , a n  e x pe c t a t  i o n s  h ypo t h e s  i s  w h  i c h 

l e a r n i n g , 1 6 b u y e r s  ' a c t  i v e s e a r c h  f o r i n f o r m a t  i o n  , 

s e l e c t i on o f  a c o mb i n a t io n o f  p r o mo t i o n a l  

a d v e r t i s  i n g wh i c h  s h  i f t s t h e  m a r k e t  d e m a nd c u r v e . 

i s s u e  of t h e  w l f a r e i mp l i c a t  i o n s  o f  a g e n e r i c 

e x a m i  n e d  . I t  i s  n o t  c l e a r  t h a  t t h e  a l l oc a t i on i nd u c e d  
t r a d e m a r k  i s  P a  r e t o i n  f e r  i o r  . F o r  e x a mp l e  , 

t r a d e ma r k  b e l o n g s  t o  t h e  f i  s  t s e l i P r  t o  e n t e r  

t h e  s p  i l  l o v e r  e f  f e c t s  d i f f u s e  h i s  a d v e r t i s i n g .  I f  
m a r k e t  powe r a s  t h e  f i r s t  e n t r a n t  , t h e  

a s  a r e s u  l t  o f  h i s t r ad e m a  r k  b e com i ng g e n e r  i c .  

T h  i s  p r e  i i i n a r y  a n a l y s i s  s u g g  s t s t h 3  l i t  i s  
s p e c  i f i  c tl: a d e ;;,a r k s  th J t  h a  vt: e vo l  v e d  1 n  t o  q •_' n c :.- l c  

o r· d e  r t o  h a ve i n s i q h t  ::. n  t o  t rk i mpac t o f  t i l e  a d v e r t  i s i n q  
e f f e c  t s  o n  t h e  b 0 h a v i o r  o f  e c o n om i c  a y c n t s . 

be t o  d e v e l o p s u  .C f  1 c 1 e  n t  c o n d  i t  i o n s  u n d e r  w h  i c h 
s p i l  l o v e r  e f f e c t s o p e r a  t e  . I t  may t h e n  be p o s s i b l e  to 

i m p l  i c a t i o n s  o f  t h e  s p i l  l o v e r e f  f e c t s  f o r  e c o nom  i c  

t o  d i  s c u s s  t h e  a p p r o p r  i a t e  r m e d y  . C a n c e  l l  a t i o n  m a y  
r e me d y  . Ad ve r t  i s  1 n g c o n s t r a i n t s d i  r e c  t e d  t ow a rd 

t h e  i n  f o r ma t  i o n a  l c o n t e n t  o f a t r a d e m a r k  b u t  

e f  f e c t s  o f  a g e n e r i c t r a d e m J r k  s h o u  l d  

s i  t u a  t i o n s  w h e r e  a t r a d e m a r k  i s  a p p r o a c h  i ng g e n e r i c  
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ppe nd i x 

K t  

A 

I n  o rd e r  t o  d e t e r m i n e a n  ad ve r t i s i n g s t r a  t e g y  , e a c h  s e l  l e r  

m u s t e s t i ma t e t h e  e f f e c  t i v e n e s s  o f  h i s  a d v e r t  i s  i n g m e s s a g e s  c o n-

d i t i o n a  l o n  t h e  b e h a v i or o f  t h e  o t h e r  M - 1  s e l l e r s  . I n  a d y n a rr.  i c  

s e t t i ng ,  t h e s e  e s t i m a t e s  m a y  b e  r e v  i s e d o n  t h e  b a s  i s  o f  i n f o rma-

t i on t h a t  b e c o me s a v a i l a b l e  a b o u t  a c t u a l  s a l e s  and r i v a l s  ' 

a d v e r t  i s i ng .  On e m e t h od o f  d e s c r i b i n g t h  i s  p r o c e s  s i s  t h e  

B a y e s  i a n  t e ch n i q Le f o r  c o n s  i s t e n t  mo n i to r  i n g o f  t h e  s u b j e c t i ve 

i np u t s  i n t o a d e c  i s  i o n p r o b l e m .  

F o r  p u r po s e s  o f  i l  l u s t r a t  i o n  , a s s u me t h e  a d v e r  t i s i ng e f  f e c -

t i v e ne s s  f u n c t i o n  f o r  s e l l e r  1 i s  f t ( A )  = A w h e r e  K t i s
A + 

a n  e s  t i m a t e  o f  t h e  t o t a l n u m b e r  o f  a d v e r t i s  i n g mess a g e s d i  s t r  i b-

u t e d  b y  t t1 e  e t h e r  M- 1 s e l  l e r s  i n  pe r i od t .  T h e  s e l l e r  m u s  t l.j L. i 
e s t ina t e  2:, k W h e r e  i s t h e  n u m o e r o f  me s s ag e s  s e n t  b yk t 

i == 2  
t 

i 
s e i l e r i i n  p e r i o d t ( i  "" .:.  , . ,  M )  . A s s u m e  k a r e  n o r m a l  l y  t 

a nd i d e n t  i c a l l y d i  s t r i b u  t e d  t h r o u g h  t i  m e  . That i s  , s e l  l e r  1 
a s  s u me s  e c h  r i v a l  ' s  s e l e c t i on o f  an ad ve r t i s  i n g s t r a t e g y  i s  a 

d r aw f rom t h e  s a me d i s trib u  t i o n  . De f i n e t h e  d i s  t r  i b u t  i o n  o f  t h e  

a c t u a l  n u m b e r o f  me s s a g e s  s e n t  b y  t h e  o t h e r  M- 1 s e l l e r s i n  pe r i od 

t by 
'), ...N ( J<. t  ' O"' t "' )  

* 
Cf"t 

2 
d e n o t e  t h e  m e a n a n d v a r  i a n c e  , r e s pe c 

* 
t i v e  l y  . A s s ume t h e  s e  l l e r  k n o w s  CT" t 2  b u t  d o e s  n o t  k n o w  k t • 

* 
T h e  s e l l e r h a s  s u b ] c t  i v e  k n ow l ed e  o f  .k t ,  t h a t i s  , t h e r e 

e x i s t s a p r  i o r p r o b a b i l i  t y d i s t r 1 b u t  i o n  w h i c h i s  as s u me d to be 
n o r m a  l 
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----,-1------,M-,.--. -1-"Qt2 

= 0 t 2 + t 2 + 2 c o v ( k t ' k t ) •  

-

• 
g ( k t ) = N ( k t ' a t 2  > 

w h e r e t a n d  a t 2 a r e  t h e  s u b j ec t  i v e  m e a n  a n d  v a r  i a n c e  , 

r e s pe c t i v e l y .  Th i s  i s  t h u s  a s ummar y o f  t h e  s e l  l e r  ' s  v i ew s  

c o n c e r n  i ng t h e  u n c e r t a i n t y o f  h i s  r i va l s  ' b e h a v  i o r  . F r om g a n d  

g ,  t h e  s e l l e r  ' s  s u b j e c t i ve p r o ba b i l  i ty d i st r i b u t ion o f  t h e  a c t u a }  

n u m b e r o f  a d v e r t  i s  i ng me s sa g e s  c a n  b e  wr i t t e n  

N ( kt '  Y t ) 
,.

Y t  
Du r i ng pe r i od t ,  s e l l e r l es t i m a  t e s K t a s  ( M- l  ) k  t a n d  

ob s e  r ve s  t h e M- 1 a d ve r t i s  i n g  s t r a t e g i e s o f  h i s r i va l s  . Le t k t 

d e n o t e  t h e  me a n  o f  t h e  M- 1 n u mb e r s  o b s e r ved d u r i ng t h  i s  pe r iod . 
* 

Us i ng B a ye s  t h e o re m  , t h e  po t e r i o r  d i  s t r i bu t  i o n  f o r  k t i s  a g a  i n  

n o r :-r: a l ;  t h a t  i s  , 
* I  

g '  t (  k t )  = N ( k '  t ' a t  ...
) 

w h e r e 
.

 J(. -;:;----') k t o t  - t + ot _ 

o ' 2t 

0 t :2 
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Fcx;tnotes 

*The 	 aut:J1or benef ited fran d i  sc-us s ions with El±ward f"..a l l ick and cTohr. 
Hi lke on t c econanic fur:ction of tradenark s .  

1 .  	 See St iqler ( 1  9 6  1 )  , YcCa l l  ( 1 9  7 0 \  , Sattert..l-r"<'aitc ( 1  979) , and
I o::m.P ides ( l 9 75)  . 

2 .  	 I f  a sel l  er ide t ifies his un i ts of tJ'le oroduct with a sin le 
tradeTDrk , tJ'len he is sell ino a hrand of t.. e orcxluct . A trade
rdrk is used to d i  stinquish a 'Xlr ticular bra d from L c other 
br:<.u iCls in a orcx::: ·.Jct c lass . 

3 .  	 f :l x:x:Ecd i n  th<; tr:J.ccr.urk i s  L o sel ler ' s reoutation . 
4 .  Sc·e Ne l son ( 1 9  70) • 

5 .  	 Cancc l L:1  t ion :::Ci.l!iS trot the O'sT:!_ r o f  th·..? tr .:::drnurk. loses the
l( ' :,: l r- i  cht to its exclus ive use . The F'TC L-nprovenen ts A.ct of 
1 9 8 0  nrohib its tr.c F'X fran us inq its funds ( tJ'lrounh fiscal 198 2 )  
to r.x: t i  tion the Co!m'i.ss ioner o f  Patents for cance lla tion of a 
tr.:::cc;:-o rk on the croc...rd tha. t i t.  has become the cx:mron C.:cscriotive 
no�"':"C ::or 3 cnx: 1- t c l as'; . 

6 .  	 'Y'1 i s  i s  re ferred to .J S a oesc:c i:)tion o f  the tuver ' s  choice 
tcch.Jx,hx.:y . 

7 .  	 The :::roblcm of sel er.;ti.nq a cn.i,1 l i ty leve l i s  ianored . 

8 .  	 T!lc rc i s  no st:dr-ch u c t ivi tv on tJx:! oart o f  the buvcrs and the 
orob..·.J.h i. l i  t.y th,!t a r.Grticuldr hr,uKl is r:;Jt d'.'.::t i .'l.able Jt the o ivc.n 
l c-. · :1 t  i nn i :; Z(' n..l . 

J 0 .  A l l  •ers a re idcnt ic l i n  the i r  rcsr.:onses to .:xlvcrt isino . 
1 1  . 	 A seller assurrcs that :1 is  r ivuls wi l l  not a l ter the ir resDE:'Ctive 

strateo i  es i n  rescn:�se to h i s  actions . 

12 . 	 I f  no n\CSScl\ JCS iln  received , t!,e buver will no t nurcha sc . Since 
a l l  N buyer-s evcntua l l  y Durchase a unit of the ccmro::l.i tv ,  adver
t i  s inq m2ssaqes Ci:ln be vie.-1ec1 a s  si qn s  r:o stc'Ci bv se l J ers a t  the 
entrance to the Dlr ket Dlace . 

1 3 .  	 This rc.or osents the prohJ.bi l i tv o f  success . T f  there are N buver s ,  
the sel ler is ocr forminq N trL:d s o f  a Berno ul li exper i.rrent \·;here 
the oroba.b i l  i tv o F  s uccess i s  f i (}\) . The cxt.x:c tc-d nurlber of sales 
in  tr i a  l s  is t i  ( A )  N .  

14  . 	 The subc cri ·;t i. s c! el etro . 
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1 5  Ge n e r i c  b r a n d  r e f e r s t o  t h e  b r a nd w i t h t h e  g e n e r i c  
t r a d e ma r k ( b r a n d  1 ) .  I n  s ome c o n t e x t s  , s u ch a s  d i s c u s s  i o n s  o f  
t h e  d ru g  i nd u s  t r y  , t h e  t e rm g e ne r i c  i s  a s so c  i a ted w i t h  
i nd i s t  i ng u  i s h a b l e  o u t pu t f rom s e v e r a l  s o u r c e s  . 

1 6  A d e s c r  i p t  i on o f  t h e  B a y e s  i a n  a p p r o a ch i s  g i ve n  i n  t h e  
Appe n d  i x  . 
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