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Abstract:

Despite extensive evidence of its usage, there is little understanding of false
advertising where firms overstate the value of their product. To analyse such
advertising and the potential role for policy, we allow a price-setting
monopolist to conduct false advertising to a set of fully rational consumers,
subject to an expected punishment from an authority. For weak levels of
punishment, low-quality types engage in equilibrium false advertising. We
offer some formal conditions for the effects of policy on a variety of welfare
measures under general consumer demand. Among many other results, we
offer the surprising insight that policy may optimally permit positive levels of
false advertising.
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