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We present a signaling model, based on ideas of Phillip Nelson, in
which both the introductory price and the level of directly “uninfor-
mative” advertising or other dissipative marketing expenditures are
choice variables and may be used as signals for the initially unobserv-
able quality of a newly introduced experience good. Repeat pur-
chases play a crucial role in our model. A second focus of the paper
is on illustrating an approach to refining the set of equilibria in
signaling games with multiple potential signals.

Although we economists have included advertising and other selling
expenses in various of our models at least since the 1930s, it is only
within the last decade or so that we have begun to offer explanations
of why advertising might affect customers’ choices and thus of why
firms might choose to advertise.

The most successfully developed of these models involve firms’
using advertising to inform potential customers about the existence,
characteristics, and prices of the commodities they offer. This work
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