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INTRODUCTION
• There has been an increase in the provision of credence attributes for which there are no well-defined

standard in the food sector.

• The inherent information asymmetry involved in the provision of credence attributes creates an

opportunity for fraudulent behavior which firms may choose to exploit.

• Social activist organizations such as the Changing Markets Foundation, the Organic Consumers

Association, SumofUS and Greenpeace, have exerted social pressure on firms, who according to these

activists have used false and/or misleading claims, in an effort to expose irresponsible corporate

practices.

OBJECTIVE

• The present study uses a game theoretic framework to analyze the economic impacts of the presence of

an activist who exerts social pressure with the objective of removing false and misleading claims when

well-defined standards for the credence attributes provided by food firms do not exist.

EXAMPLE

• The Changing Markets Foundation and the International Baby Food Action Network (IBFAN) launched

the “Busting the Myth” campaign against Nestle.

• Accused Nestle for making false claims.

• Asked Nestle to either remove the claims or improve the standards by removing the harmful content in

their products.

MODEL

• Two Products: Credence Good and Basic Good.

Firms

1. Firm H: Provides credence good. Chooses quality of credence attribute, 𝑠𝑎 ∈ 0, 𝑠𝑚𝑎𝑥 , claims, 𝑠𝑐 ∈

𝑠𝑎 , 𝑠𝑚𝑎𝑥 , and price. 

2. Firm L: Provides the basic good and chooses price.

Activist

1. The objective of the activist is to increase market transparency  Π𝐴 = 𝛽 − 𝑠𝑐 − 𝑠𝑎

2. Exerts social pressure to remove the false claims.

3. The activist can reduce the profitability of firm H by harming its reputation.

Consumers

• There is a continuum of heterogenous consumers who prefer the credence attribute provided by firm H.

𝑈ℎ = 𝑈 − 𝑝ℎ + 𝑠𝜆

𝑈𝑙 = 𝑈 − 𝑝𝑙
• In our model the reputational harm is captured by the degree by which consumers will discount the

quality s of the credence attribute provided by firm H.

𝑈ℎ = 𝑈 − 𝑝ℎ + 𝑑𝑠𝑎 𝜆

• 𝑑 ∈ [0,1).
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Quality

GAME TREE

Stage 6
• Firm H and Firm L chooses prices.
• There are four possible outcome depending on where the game ends and in all four possible outcomes:
1. Prices and profits of both firms are rising in the actual quality provided, 𝑠𝑎.
2. Prices and profits of both firms are falling in the reputational harm faced by firm H, that is, 𝑟 and 𝑑.
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STAGE 4
• If 𝛱ℎ𝑑 > 𝐸(Πℎ), firm H will accept the demands of the activist

OPTIMAL EFFORT OF ACTIVIST

STAGE 2
• Firm H chooses: 𝑠𝑐 > 𝑠𝑎

𝑀𝑖𝑠𝑟𝑒𝑝𝑟𝑒𝑠𝑒𝑛𝑡𝑠

or 𝑠𝑐 = 𝑠𝑎
𝑇𝑟𝑢𝑡ℎ𝑓𝑢𝑙𝑙𝑦 𝑐𝑙𝑎𝑖𝑚𝑠

.

• If firm H accepts the demands of the activist, (Scenario A: 𝛱ℎ𝑑 > 𝐸(Πℎ) ), then:
Chooses 𝑠𝑐

∗ = 𝑠𝑎.
• If firm H reject the demands  of the activist, (Scenario B: 𝐸 Πℎ > 𝛱ℎ𝑎), then, 𝑠𝑐

∗ > 𝑠𝑎 :

• The optimization problem shows that if firm H decides to misrepresent it will choose to claim the maximum
quality which is technologically feasible.
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The optimal actual quality produced by firm H depends on the following:

1. If firm H truthfully claims, it chooses 𝑠𝑐
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2. If firm H misrepresents its quality, it chooses 𝑠𝑎𝑚
∗ by solving:
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• 𝑠𝑎𝑚
∗ > 0 and depending on both d and g, 𝑠𝑎𝑚

∗ can be either greater than or less 𝑠𝑎
∗.

• 𝑠𝑎𝑚
∗ when the reputational harm, 𝑑, faced by firm H    .

• 𝑠𝑎𝑚
∗ when the cost-effectiveness of firm H in providing the credence attribute    . 

CONCLUSIONS 
• Even when an activist always monitors the firm and accurately detects erroneous claims, the firm

has an incentive to misrepresent.
• However, if the firm finds it optimal to misrepresent, the activist is unable to alter the absurdness

of the firm’s claims.
• An activist who exerts social pressure to remove false and misleading claims, can alter the level of

the quality of the credence attribute a firm voluntarily produces, 𝑠𝑎.
• Interestingly, the quality provided by the firm, if it decides to mispresent, can be greater than the

quality it chooses if it decides to truthfully claim. This may happen because by choosing higher
quality, the firm can alter the incentive of the activist to launch the campaign.




