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Slides from PRN, Quantitative Analysis, Chapter 14 (with small changes)
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Key questions/presumptions of early studies (Galbraith): Does advertising have a 
rather negative effect, because it is persuasive therefore increasing market power 
and the differentiation achieved by advertising is not „real“. Therefore, ads are
wasteful in terms of costs. Argument very much like rent-seeking.
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Better start with profit maximization problem:
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At any output Q, more advertising will raise the price P(Q,α) = WTP!
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Advertising as information or persuasion; different functions are of importance
for different products.
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Anecdotal evidence
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Z: Present value of current and future profits
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Anecdotal evidence: in Germany: Stiftung Warentest as provider of „objective“ 
product quality measure??
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