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Signaling strategy of brand enterprises under the economy of fandom

Zhou Jianheng, Li Yingxiao
(Glorious Sun School of Business & Management, Donghua University, Shanghai 200051, China)

Abstract: This paper studies the interaction between consumers and a firm, which has a fraction of brand firm’s
fans, under asymmetric information. The firm can be either a brand firm or a mimic one, while the consumers
cannot observe the firm’s exact type, which is private information. The research provides a dynamic, game
theoretic model for the firm to signal its type through pricing and quality strategy and examines the effect of
the amount of brand fans and their behavior pattern on firm decision. The results show that a brand firm could
be better off with a larger fraction of brand fans under symmetric information. Whereas under asymmetric
information, a large fraction of brand fans may not always be beneficial for the firm when the fans have a
strong willingness to punish the mimic one. Though, due to lots of pre-construction costs, the profit of the
brand firm may be less than the mimic one originally, its payoff will eventually surpass the mimic one if the
fraction of fans is sufficiently large. Whatever the type of the firm, its payoff has a monotonic non-decreasing
relationship with the psychological benefits of the brand fans.
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