Paying Positive to Go Negative:
Advertisers’ Competition and Media
Reports

Andrea Blasco, Paolo Pin & Francesco Sobbrio

CeNDEF — Amsterdam
April 271" 2012

Paolo Pin
paolo.pin@unisi.it

http://www.econ-pol.unisi.it/paolopin/

Pavina Positive to Go Neaative: Advertisers’ Combpetition and Media Reports — p. 1/31



Outline

Motivation
Literature

The model
Results

Pavina Positive to Go Neagative: Advertisers’ Combpetition and Media Reports — p. 2/31



“The one area in which the case for a [Federal Trade Commission] agency is stronger
than previously suggested is where no seller has an incentive to furnish correct
information [...] An example is cigarettes [...] Apart from sellers of other tobacco
products, for whom a campaign of disparaging cigarettes would involve a palpable risk of
being hoist with their own petard, no seller or group of sellers could anticipate a marked
rise in sales as a result of a reduction in smoking. There is therefore no competitor with
an incentive to supply information on the relationship between smoking and health that
cigarette companies naturally try to withhold”.

Richard A. Posner, (1969), page 68.
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Motivation

An economic rationale for advertising

There are products for which there is evidence of

pressure for hiding any bad news (paying positive to
avoid negative)

tobacco, pollution, pharmaceuticals. ..

There are products for which bad news are disclosed:
cars, electronics. ..

Is there a relation between market competition for
products, advertising, and media competition for news?

Paying positive to go negative.
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Examples: cars
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Examples: cars
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Examples: phones
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Examples: phones
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Examples: computers
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Literature: why advertising?

Survey in Bagwell (2007)

persuasive (bounded rationality)

e.g. imitation, limited memory, associations and
neuroeconomics. ..

Informative per se
comparative advertising

entertaining
e.g. reduce opportunity costs, signaling quality. ..

a two sided markets (Armstrong, 2006) even when the
Media is for free
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Literature: correlation between
advertising and news

Downs (1957): people acquire info for consumption, entertainment and voting
All the political literature is surveyed in Prat and Stromberg (2011)

Targeted advertising and news content:
George and Waldfogel 2003, Hamilton 2004, Gal-Or et al. 2010

Accuracy for news and advertisers profits:
Ellman and Germano 2009, Germano and Meier 2010

Empirical papers:
Reuter and Zitzewitz 2006, Rinallo and Basuroy 2009, Reuter 2009

Structure of the model:
Besley and Prat 2006, Segal 1999
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Reuter and Zitzewitz (QJE, 2006)

Mutual fund advertising in 5 newspapers (45% of total)

All articles and all mentioned funds

Period 1998-2002

M$/Year % corr. ads/recommended funds

Wall Street Journal  48.5 3.8 null

New York Times 14 1.1 null
Money 22.1 15  strongly positive and significant
Kiplinger's Personal Finance 12.2 28  strongly positive and significant
SmartMoney 8.7 16  strongly positive and significant

Correlation is checked across time (news < ads?);
it goes mainly in the direction: ads — news;

big newspapers and rate of failed predictions as control.
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Open questions

There Is evidence of news concealing, but also on
correlation adds/suggestion & news.

Do we expect the same correlation when considering
only news and not also suggestions?

Can we model (measure) the conditions under which
firms will pay to go positive or to go negative?

In the former case, are there incentives to protect each
other, without assuming collusion?

Is competition always good?
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The model: the Media

A single period, a single Media

There are L firms, their product can be bad with a prob. dist. P
ex—ante: firms are homogeneous and prob. of being good is v
P can be more or less correlated (from perfect correlation to Bernoulli)

The Media obtains info on a bad product with i.i.d. prob. 6
This info is a vector z (with By bad signals) and is hard evidence

The Media asks transfer t, > 0 to each firm ¢ to report a certain vector m, of
signals consistent with z

l.e. no bad info on a firm without bad signals
in exchange the Media will disclose (other) B, < By bad firms

its profit I'(m, t, B) is the sum of the accepted contracts that will be respected

when indifferent the Media reports more info (reputation concerns)
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The model: firms

Firms anticipate that a fraction « of consumers (we will see) get the news

Firm ¢ knows her quality gy, if bad she decides wether not to pay t, (contingent on
the contract)

and get for sure =2 of the market

or to pay ty (contingent on a contract that disclose B, firms)

and get 1= + =5, of the market

if good the firm pays ¢, to disclose a number of bad firms that maximizes ex—post
utility (correlation plays a role here, through the choices of ex—post informed
consumers)

as the offer is take—it—or—leave from the Media, firms have no contract power

this adds another tie—breaking rule
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The model: consumers

There is a continuous unit mass of consumers

each is satiated with one product, and has utility
up, = 0 for a bad product,
ug = 1 for not buying,
ug > =9 for a good product

they have opportunity cost ¢; ~ U |0, | for accessing the Media

the utility for being informed by a vector m is

U (m) = max {arg masx Epu(ay)|m]: uo}

the fraction of consumers that will access the media is

_ BplU(m)] — v

C
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Timing

Nature determines which products experience a negative shock (i.e., ex-post
quality g, V£).

The media outlet and the firms observe z'and By (given 6).

The media outlet asks an advertising fee 7, to each firm contingent on a news
report my.

. All firms simultaneously decide whether to accept the media outlet’s offer or not.

Given the set of accepted offers, the media outlet selects m (consistent with 2) to
maximize its profit I".

Every consumer ¢ decides whether to incur the opportunity cost ¢; to watch the
media outlet’s report (— «) and, if so, she updates her beliefs on products’
gualities.

Consumers choose the product(s) with the highest expected quality.
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Assumptions
and Structure of the Game

Existence of Subgame perfect Bayes—Nash equilibrium

Characterization:
« endogenous is best response to the bargaining game

but the payoffs of firms are linear in «, and we can consider it as fixed
(for the same reason «a could be stochastic, without loss of generality)

No price but opportunity costs for watching the media
(but « influences the payoffs of media and firms)

Role of advertising
no direct (but indirect) quality revelation
no direct (but indirect) signal of expenditure

no full comparative advertising (on the contrary, asymmetries may arise in
equilibrium)
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NoO correlation

Result .

Let D* < By be the number of bad signals disclosed by the
media outlet in equilibrium given its news report m*. When
firms face uncorrelated shocks in the quality of their
products, for any L > 2 and o > 0 then

D* =min{By, L — 1}

and
By

[ = a2l
“T
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No correlation: sketch of proof

Intuitive proof ( L = 2):
two producers, e.g., Toshiba-Acer.

Case 1: Toshiba defect/ Acer defect = both are willing
to pay « to avoid negative news on their own product
and to ‘go negative’ on the competitor’s product.

Case 2: Toshiba defect/Acer no-defect = T. is willing to
‘pay positive to avoid negative’ «/2, A. is willing to ‘pay
positive to go negative’ a/2.

Given tie-breaking rule =
Case 1. Media outlet earns « and hides one signal.

Case 2: Media outlet earns a//2 and reveals the bad
firm
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L = 2 and correlation

Proposition .

Let D* < By be the number of bad signals disclosed by the
media outlet in equilibrium given its news report m*. Then,

for L = 2 and a > 0 there exists a threshold in the
correlation between the negative shocks in products

gualities:
o 2ugr —1)+0(1 —v)
10 —
v(2u, — 0)

such that:

1. If p < p, then D* = min{By, 1} , @ > 0 and I' = a£2.
2. If p>p, then D* =0, a = 0.
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Correlation when L > 2.

Definition .
Let P and Q be two discrete probability distributions on L
products (with the same expectation (1 — v)). Moreover, let

1 < D < L — 1. We define P as more correlated than QO
above D, if, forevery D < k < L — 1.

]@<p(k+1)

q(k) — q(k+1)

and there is at least one D < k < L — 1 for which the above
Inequality Is strict.
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Example on correlation.

P such that:

with probability 1 — pg all firms have a good quality product,

otherwise each of them has a bad quality product with i.i.d. probability ps.

P is such that
p(0) = (1 — po) + po(1l — pp)*
for k > 0, p(k) = po(¥)pF(1 — pp)=—F

pop, = 1 — v (P and Q have the same v if and only if pop, = qoas)-
Then:

1. L =2 p=1=Pol=v-ijf P and Q have the same expectation v, P is more
po v

correlated than Q if and only if pg < g0 (py > q1);

2. L > 2:if P and Q have the same expectation v,

- (k) (k+1)
if po < qo (P > qp) then Z(k) < Z(k+1) for every k > 1.
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General case: L firms and correlation

Proposition

Let D* < By be the number of bad signals disclosed by the media outlet in equilibrium
given its news report m*. When firms face correlated shock in the quality of their
products, for any L > 2 and « > 0 there exists a threshold in the number of bad signals
disclosed by the media outlet:

D = sup {maXEp[u(qlﬂD* = h] > 1}
he{o,1,....L} LIEL
such that D* = min { By, D }. Moreover,

By

2. fD=0,a=0.
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Comparative statics on correlation.

Corollary

Given two discrete probability distributions (over the
negative shocks in products’ qualities) P and 9, such that
P is more correlated than Q above D(P), it is always the
case that:

D(P) < D(Q)
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The size of a, when L =2
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The size of «, general case

Proposition .

For any L < 2. the equilibrium fraction « of informed

consumers is always non-decreasing in u,, # and D,
non-increasing in ¢ and non-monotone in v. Moreovelr,

whenever « > 0, « is strictly increasing in u,, ¢ and D, and
strictly decreasing in c.

Intuition for v.

as low v increases, news are more informative

as high v increases, the cost of being uninformed
decreases
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Is competition always good?
An example

Adding a firm, even uncorrelated with the others, may decrease accuracy ¢ = % of the
media:

L = 3 Firms
p= (2,1, &, 1) which implies ex-ante v = 2
D = 1 (if higher, ex—post informed agents may not buy) so that ¢ = %
(3) _ 873
Ur” = 155
L =4 Firms

let us add another firm uncorrelated with the others (same v = 2/3)

this results in p = (25_4, 1_76, %7 45_8, i)
also in this case D = 1, so that ¢ = i

but now U }4) = 2L <U }3) (also o decreases)

Pavina Positive to Go Neaative: Advertisers’ Combpetition and Media Reports — n. 28/31



Robustness

Media outlets’ private info

It is a weakly dominated strategy for the Media to
hide signals

Multiple Media Outlets

If they receive heterogeneous information, this is
always good for consumers

suppose homogeneous information, and that a
single ‘bad’ disclosure is enough

no difference for consumers and firms revealed bad
less aggregate profits for Medias (Bertrand
competition)

positive effect for good firms
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Multiple dimensions

Products in the same category could be correlated in one

dimension and uncorrelated in another.
Examples

cars: technical malfunctioning vs. pollution

mobile phones: electronic defects vs. possible health
risks

politics: scandals on different issues

Even within an industry: Media are more likely to report
accurate news on issues upon which advertisers have
conflicting preferences.
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Conclusions

Advertisers may exert pressure on media to lower news accuracy (Paying Positive to
Avoid Negative ), but also to increase news accuracy, (Paying Positive to Go Negative )

If low correlation in advertisers’ products = Competition in the market for products
translates into competition over news reports = Media outlet reports accurate info
(Toyota, IPhone, Toshiba cases)

If high correlation in advertisers’ products = Competition in the market for
products does not translate into competition over news reports = Media outlet
does not report accurate info (tobacco, pollution, pharmaceutical)

Empirical implications: empirical studies looking at the advertisers’ influence over
news reports, should take into account the extent of competition and correlation in
the market of advertisers’ products.

Policy implications: see initial quote
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