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6. Conclusions

The present article proposes a way to model the effects of persuasive advertising on price
competition in a homogeneous product market. In a two stage game, an oligopoly first invests
in persuasive advertising and, then, competes in prices. Advertising results in the creation of
loyal consumer groups attached to the firms. The model predicts asymmetric advertising outlays
despite the initial symmetry of the firms. This finding matches the empirical evidence in advertis-
ing intensive markets. The setting shows how persuasive advertising may be used to relax price
competition, and links it to equilibrium price dispersion.
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